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CHAPTER 1: GENERAL PROGRAM
REQUIREMENTS

WELCOME TO THE HANDBOOK

This handbook provides Agency staff and lenders participating in the Single Family
Housing Guaranteed Loan Program (SFHGLP) with the tools needed to originate,
underwrite, and service guaranteed loans efficiently and effectively. Its goal is to help
Agency staff and lenders administer the SFHGLP smoothly while ensuring that the
program’s basic legal and administrative requirements are met. The handbook describes:

e Loan origination, underwriting, servicing, and liquidation policies and procedures;
e The role of the Agency and participating lenders in program administration; and
e Practices that will help ensure efficient and effective program administration.

The guidance provided by this handbook is intended to be consistent with all
applicable laws, Executive Orders, and departmental regulations, including other Agency
regulations. Nothing contained in this handbook should be construed to supersede,
rescind, or otherwise amend such laws, Executive Orders, and regulations.

SECTION 1: INTRODUCTION TO THE HANDBOOK
USING THIS HANDBOOK

The handbook is organized to allow the reader to look up information on specific
topics easily. There is a detailed Table of Contents that provides a guide to finding
particular topics. In addition, several graphic tools and conventions have been used to
make information easier to find and understand.

A. Citations

e Regulatory citations. The regulation for the SFHGLP is provided in 7 CFR Part
3555. The text of that regulation is provided in Appendix 1. To help readers
locate the regulatory authority for procedures described here, references to this
regulation appear in italicized brackets, for example: [7 CFR 3555.55]. Other
regulations or Rural Development instructions are simply referenced.

e Cross References. Topics discussed in more than one place in the handbook are
cross-referenced to help the reader find other related information more easily.
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Form references. Agency form names are shown in italics. All forms
referenced in this handbook can be found in Appendix 2.

B. Attachments and Appendices

Glossary and acronym lists. Key words and terms are defined in the glossary.
A list of acronyms and their definitions is also provided. The glossary and
acronym lists can be found before the appendices.

Attachments. Attachments at the end of each chapter contain technical
information that is specific to the topics covered in the chapter. Attachments are
referenced in sequence using the chapter number and an attachment letter. For
example, Attachment 4-A is the first attachment in Chapter 4.

Appendices. Appendices at the end of handbook include forms and other
reference materials that relate to multiple chapters.

C. Terminology

The SFHGLP is a centralized delivery platform in all states. Servicing functions are
centralized at the Customer Service Center (CSC). The State Offices are responsible for
implementation of state-based functions and are structured in various ways and often use
diverse terms to describe staff roles. Since this terminology may vary from state to state
and change over time, this handbook uses certain standard terminology to provide
consistency.

Agency. The organizational unit within the U.S. Department of Agriculture
(USDA) that is responsible for administering the SFHGLP.

Field Office. Refers to any Agency office (field, area, regional, or State) that is
responsible for taking an action. In some situations, the action must be taken
exclusively at the State Office, and in those cases, the term “State Office” will be
specified.

Lender. A financial institution that has been approved to participate in the
SFHGLP. The term is used to refer to entities that underwrite and apply for loan
guarantees, service SFHGLP loans, or purchase SFHGLP loans from other
entities.

Customer Service Center - CSC. The servicing center in St. Louis, Missouri
where specific servicing functions, such as loss mitigation and loss claim, have
been centralized.
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e Agency staff. An Agency employee who is responsible for implementing the
requirements of the SFHGLP on behalf of the Agency.

e Applicant. One or more individuals who have applied for a guaranteed loan.
e Borrower. One or more individuals who have received a guaranteed loan.
GETTING ADDITIONAL HELP

This handbook has been designed to be as comprehensive as possible. Each program
requirement is outlined, and examples and case studies are included to help lenders
understand not only the letter, but also the spirit of each requirement. However, no
handbook can provide guidance adequate for every circumstance. For this reason,
Agency staff is available to answer specific questions as they arise.

Agency staff will not make underwriting decisions for a lender; however, they will
help the lender understand the intent of the applicable requirements and provide guidance
about the kinds of information that the lender should include to document its decision-
making processes. Additional training may also be provided by Agency staff with regard
to particular program requirements that a lender finds very difficult to fulfill properly.

The Agency is committed to providing rapid responses to lender inquiries. Often,
Agency staff can provide an immediate answer to lender questions. When that is not
possible, the Agency strives to provide a response within one working day.
Occasionally, Agency staff may need to consult with State or National Office staff to
ensure an accurate response to a particularly complex question. In such situations, the
turn-around time for an answer is likely to be somewhat longer. In such a case, the
Agency staff member contacted by the lender will provide an estimate regarding the
amount of time likely to be needed to answer the question, and will follow up with the
appropriate Agency decision makers to ensure that the question is answered in a timely
fashion.

SECTION 2: OVERVIEW OF THE SFHGLP
SFHGLP GOALS

The SFHGLP is designed to provide low- and moderate-income households the
opportunity to own adequate, modest, decent, safe, and sanitary dwellings and related
facilities for their own residential use in rural areas. The program offers eligible
applicants the opportunity to acquire, build, rehabilitate, improve, or relocate a dwelling
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in rural areas. The program provides loan guarantees to an approved lender for loans
made to eligible applicants.

In providing this service, the Agency strives to meet several goals.

e Customer Service. The Agency is committed to providing customer-friendly,
streamlined service.

e Partnerships. The Agency is committed to working with participating lenders in
order to serve more borrowers.

o [Effective Use of Resources. As a publicly funded program, the SFHGLP must
use tax dollars efficiently. The Agency aims to minimize administrative costs and
costs incurred from loss claim payments.

SFHGLP SUMMARY

Private lenders are key to the success of the SFHGLP. Although the Agency issues
loan guarantees, lenders that have been approved to participate in the program are
responsible for originating, underwriting, servicing, and liquidating the loans. The
Agency reviews each loan proposal to ensure the applicant and property appear to meet
all program eligibility requirements. However, the lender is ultimately responsible for
ensuring that all program requirements are met, and that the underwriting procedures for
the loan are followed. The Agency monitors lender performance on an ongoing basis to
help ensure that lenders accurately understand the Agency’s expectations.

Applicant eligibility is discussed in detail in chapters 8 through 11. In summary,
applicants may be eligible to receive a guaranteed loan if they:

e Are income-eligible;

e Agree to personally occupy the dwelling as their primary residence;

e Are U.S. citizens, U.S. non-citizen nationals, or qualified aliens;

e Have the legal capacity to incur the loan obligation;

e Have not been suspended or debarred from participation in Federal programs;
e Have demonstrated both the willingness and the ability to repay the loan; and

e Are purchasing a property that meets all program criteria.
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In the event that a lender incurs a loss on a guaranteed loan, the Agency may
compensate the lender for all or part of that loss. The amount of the compensation
depends upon the size of the loss and whether the lender has complied with all program
requirements.

SECTION 3: GENERAL PROGRAM REQUIREMENTS
CIVIL RIGHTS

The Agency and participating lenders must administer the SFHGLP fairly and in
accordance with all equal opportunity and fair housing legislation and applicable
Executive Orders. Below is a list of the pertinent Federal laws and Executive Orders, as
well as a brief description and highlights. While lenders will be familiar with many of
these requirements, they should review carefully applicable legislation and orders,
especially if new to Federally-conducted programs. Agency staff should refer to RD
Instruction 1901-E for guidance on relevant civil rights requirements.

A. Major Civil Rights Laws Affecting the Single Family Loan Guarantee Program

e The Equal Credit Opportunity Act (ECOA) prohibits discrimination in the
extension of credit on the basis of race, color, religion, national origin, sex,
marital status, age, income from public assistance, or because an applicant has in
good faith exercised any right under the Consumer Protection Act. An applicant
or borrower who believes he or she has been discriminated by Rural Development
for any of these reasons may write to the Secretary of Agriculture, Washington,
D.C. 20250.

e Title VIII of the Civil Rights Act of 1968 (also known as the Fair Housing Act
of 1988, as amended) is enforced by the US Department of Housing and Urban
Development. The Fair Housing Act prohibits discrimination in the sale, rental or
financing of housing on the basis of race, color, religion, sex, national origin,
familial status, or disability.

e Section 504 of the Rehabilitation Act of 1973 prohibits discrimination by the
Federal government on the basis of disability. An applicant or borrower who
believes he or she has been discriminated by Rural Development on the basis of
disability may write to the Secretary of Agriculture, Washington, D.C. 20250.

e Executive Order 11063 as Amended by 12259 prohibits discrimination in
housing or residential property financing for any Federally assisted activity
against individuals on the basis of race, color, religion, sex, or national origin.
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B. Nondiscrimination Practices

The applicable civil rights laws prohibit the denial of loans, services, and benefits

provided under the SFHGLP to any person based upon race, color, national origin, sex,
religion, marital status, familial status, age, disability, source of income, or because the
applicant has, in good faith, exercised any right under the Consumer Credit Protection
Act (15 U.S.C. 1601). Discrimination in employment practices is also prohibited.

Effective management and consistent procedures are good business practices that

help ensure all applicants are treated fairly. Poor program implementation, whether or
not discrimination is intended, has possible civil rights consequences.

Consistent procedures are especially important in several key areas, which are listed
below.

Outreach. Information about the availability of the program and how to apply
must be broadly disseminated, and the extent of the information, assistance, and
courtesy extended to those who make inquiries must be consistent.

Application procedures. Application procedures must be fair and accessible to
all potential applicants.

Determining eligibility. Equal rigor must be used for all applicants when
verifying income, conducting credit checks, and allowing applicants to clarify
information.

Making exceptions. Standards for offering exceptions must be applied
consistently.

Loan terms and subsidies. Opportunities for any subsidies and favorable loan
terms must be made available consistently.

Servicing. Loan servicing, including offering benefits and assistance, must be
offered in a fair and consistent manner to all borrowers.

Liquidation and Property Disposition. Liquidation and any subsequent
property disposition must be executed in a fair and consistent manner. Property
disposition practices, like those outlined for outreach, must ensure that no person
has an unfair advantage in acquiring foreclosed property.

Agency staff has the responsibility to provide guidance and oversight to
participating lenders, and their agents, to ensure the above areas are consistently
met.
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C. Reasonable Accommodations for Persons with Disabilities

The lenders and their agents must make reasonable accommodations to permit
persons with disabilities to apply for and benefit from Agency programs. Reasonable
accommodations may include providing facilities that are physically accessible and
effective communication and outreach tools so that all applicants can get good program
information, for example, a Telecommunications Device for the Deaf (TDD).

REVIEWS AND APPEALS

Agency decisions that are not made in favor of a lender or other program participant
(applicant or borrower) are known as adverse decisions, and may be reviewed or
appealed. Adverse decisions must be based upon regulations published in the Code of
Federal Regulation (CFR). For the SFHGLP, any adverse decision must be based upon 7
CFR Part 3555 found in Appendix 1 of this Handbook.

Adverse decisions include the administrative actions taken by Agency staff; and the
Agency’s failure to take required actions within time frames specified in statutes or
regulations, or within a reasonable time if no deadline is specified. Adverse decisions
made by a lender are not an Agency decision. Adverse decision made by the Agency
may be appealed to USDA, National Appeals Division (NAD) in accordance with
Appendix 3 of this Handbook.

STATE AND LOCAL LAW

State and local laws and regulations, and the laws of American Indian tribes, may
affect implementation of the program. In such cases, supplemental guidance to resolve
any conflicts or differences may be issued by the State Director only as it relates to a
specific State law. In cases where numerous inquiries on a specific State or local legal
issue arise, the Agency may issue an Administrative Notice (AN) to help Agency staff
address such issues with program participants and lenders. Lenders should seek guidance
from the Agency when an interpretation of how a state or local law impacts
implementation of the program.

EXCEPTION AUTHORITY

Exceptions to any requirement of this handbook, or 7 CFR Part 3555, can be
approved in individual cases by the Administrator if application of the requirement or
failure to take action would either adversely affect the Government’s interest or conflict
with the objectives and spirit of the authorizing statute. Any exception must be
consistent with the authorizing statute and other applicable laws.
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A. Who Can File a Request

Only Agency staff may file a request for an exception. However, lenders can request
that the Field Office consider submission of a formal request for exception. When asking
that the Agency consider requesting an exception, the lender should include
documentation that demonstrates how the exception would protect the Government’s
interest or maintain consistency with the program’s authorizing statute.

B. What Must Be Included in the Request

The exception request developed by the Agency for the Administrator, or designee,
must provide clear and convincing evidence of the need for the exception. Ata
minimum, the request must include:

e A full explanation of the unique circumstances, including an explanation of any
adverse effect on the Government’s interest if the waiver is not granted;

e A discussion of proposed alternatives considered; and

e A discussion of how the adverse effect will be eliminated or minimized if the
exception is granted.

C. Where Requests are Submitted

Requests for exceptions are submitted to the Administrator, through the Deputy
Administrator, Single Family Housing. Requests may be initiated by:

e The State Director;

e The Deputy Administrator, Single Family Housing;

e The Director, Single Family Housing Direct Loan Division;

e The Director, Single Family Housing Guaranteed Loan Division; or

Requests for exceptions regarding architectural and engineering, environmental, or

civil rights issues will be referred for review and comment to the appropriate technical
staff by the State Office prior to exception request of the Administrator.
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CONFLICT OF INTEREST

All Agency staff must strive to maintain the highest levels of honesty, integrity, and
impartiality in conducting activities on behalf of the Agency. In order to avoid conflicts
of interest, applicants and borrowers must disclose to the lender any prohibited
relationship or association with any Rural Development employee and the lender must
report this information to the Agency. Lenders must also disclose to the Agency any
prohibited relationship or association that it or any of its employees has with any Rural
Development employee.

A. Prohibited Relationships
Prohibited relationships and associations include:

e Immediate family members, including parents and children, whether related by
blood or marriage, and any household residents;

e Close relatives, including grandmother, grandfather, aunt, uncle, sister, brother,
niece, nephew, granddaughter, grandson, or first cousin, whether related by blood
or marriage;

e Immediate working relationships, including co-workers in the same office,
subordinates, and immediate supervisors; and

e Close business associations with an identity of financial interest, including, but
not limited to, business partnerships, joint ventures, or closely-held corporations.

B. Disclosure Requirements

Disclosure of prohibited relationships and associations under this section will not
result in applicant, borrower or lender ineligibility. Disclosures may result in special
handling or reassignment of Rural Development employee responsibilities with regard to
the loan guarantee in question so that no prohibited relationships or associations exist
between the Rural Development employees responsible for loan guarantee transactions,
and lenders, borrowers, or applicants. Agency staff wishing to obtain additional detail
regarding the Agency’s conflict of interest requirements can find it in RD Instruction
1900-D.
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UNAUTHORIZED ASSISTANCE

Unauthorized assistance occurs when a borrower is not eligible for all or part of the
financial assistance received in the form of a loan guarantee. Loans made to unqualified
borrowers, written at the wrong interest rate, or made for an ineligible purpose is
considered unauthorized assistance. The form of unauthorized assistance can differ
based upon false information or inaccurate information.

False information includes information provided to the lender by the borrower that (i)
the borrower knew was incorrect or should have known was incorrect; and (ii) was
provided or omitted for the purpose of obtaining assistance for which the borrower was
not eligible. It can also represent information the lender provides and falsely represents.

Inaccurate information is incorrect information inadvertently provided, used or
omitted without the intent to obtain benefits for which the borrower was not eligible. The
error may be caused by the borrower, a third party, or the Agency.

Unauthorized assistance may be identified through audits, reviews by the Agency, its
agents or reported by lenders. Lenders will be notified by “Certified Mail, Return
Receipt Requested” when incidents of unauthorized assistance are determined. The
significance of the unauthorized assistance will determine the Agency’s response to the
determination in accordance with Section 3555.257 of 7 CFR Part 3555.

Unauthorized assistance due to false information may require the lender to accelerate
the loan request. Failure of the lender to accelerate the loan may result in reduction of a
loss claim and/or voiding the guarantee. Based upon the severity, the Agency may
pursue criminal and civil false claim actions, suspension and/or debarment or other
appropriate action.

If a borrower receives a loan guarantee and the loan application documents include
inaccurate information, , the Agency will honor the guarantee as long as the loan was for
eligible loan purposes.

The Agency will notify the National Office when it becomes known the loan
guarantee was issued based on false information provided by the borrower or lender. The
state must document in detail the findings surrounding the unauthorized assistance and
provide a detailed solution and recommendation on disposition of the case.
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1.12 RURAL DEVELOPMENT ADMINISTRATIVE RESPONSIBILITIES

Each centralized delivery office must:

1.

2.

Establish an office management system to track applications for loan guarantees.
Maintain files and other Agency records in accordance with RD Instruction 2033-A.

Implement oversight mechanisms to monitor the loans for Rural Development.
Utilize the Guaranteed Loan System (GLYS) to assist with the management oversight.

Ensure sensitive applicant information delivered by email is encrypted and password
protected.

Monitor and review unliquidated obligations at the end of each quarter by utilizing
available GLS reports. Take action to ensure loans are closed or deobligated if no
longer valid.

Establish a segregation of key duties or develop mitigating controls within the
program delivery structure to minimize fraud, waste and abuse.
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CHAPTER 2: RECORD RETENTION

INTRODUCTION

Both the lender and the Agency have record retention responsibilities. Upon request,
the lender must be able to provide the Agency with all mortgage loan files including all
loan origination documents. When the lender uses imaging for storage of records, it must
retain the capability to reproduce legible and exact duplicates of all original documents.
The Agency must retain all files relating to its approval of a lender for participation in the
SFHGLP.

LENDER RECORD MAINTENANCE

Lenders must maintain loan origination records and keep record of all payments and
disbursements in which the Agency has an interest. Upon written request from the
Agency, the lender must provide any mortgage records or documents requested by the
Agency.

A. Loan Origination Records

Loan origination records must be retained by the lender. If the lender sells the loan,
the selling lender must retain copies of the loan origination documents for a minimum of
two years after selling the loan. In addition, the purchasing lender must receive copies of
the loan origination documents from the selling lender, and retain those copies for a
minimum of two years after the lender sells the loan. Retention of origination documents
for a minimum of two years after selling a loan is required for each succeeding lender.
Each selling lender is required to transfer copies of the origination documents to the
purchasing lender. Loan origination records retained by the lender include:

e Loan application, including any preliminary (handwritten) application and the
final typed application signed at loan settlement;

e Summary of program eligible income and repayment income calculations,
verification of employment and income, including documentation of any oral
contact or correspondence with an employer for all adult members of the
household;

e All credit reports, including explanations for adverse credit;

e Uniform Underwriting and Transmittal Summary or loan approval form;

2-1
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e All inspection reports, plan certifications, builder warranties, including lender
certifications to the Agency;

e All Agency forms submitted to the Agency or received from the Agency;
e Closing documents, including original security instruments; and
e All residential real estate appraisals and supporting documents.

B. Payment and Disbursement Records

Lenders must maintain a record of all payments received and disbursements paid on
the obligation while the Agency has potential liability. The lender should also maintain a
record of all servicing actions, relevant post closing documents, and all borrower notices
and correspondence. The following retention periods apply.

e Mortgage files that have been satisfied, through payment in full, will be retained
for a minimum of three years from the date of the final payment or foreclosure.

e Mortgage files that have been satisfied through voluntary or involuntary
liquidation must be retained for at least six years from the date the claim proceeds
were received.

AGENCY RECORD MAINTENANCE
A. Lender Approval Files

The Agency will establish a file folder for each lender approved for participation in
the SFHGLP. The Agency will digitally image or electronically store all lender approval
documents in the Rural Development Imaging Repository. The Agency will retain all
documents relative to lender approval for participation as long as the lender remains
active and maintains its approval status. Refer to Chapter 3 and Attachment 3-A of this
Handbook for required documentation for lender approval.

If a lender’s approval status is voluntarily withdrawn by the lender, or terminated by
the Agency, the lender file and all documentation pertaining to the withdrawal or
termination will be retained for at least two years from the final action. Any audits or
reviews performed by the Agency, or those designated to do so for the Agency, will also
be retained for a minimum of two years.
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B. Mortgage Files

The Agency may dispose of all documents except those listed below, which will be
retained in accordance with RD Instruction 2033-A once the Agency receives notification
from the lender that the mortgage has been satisfied.

The documents will be digitally imaged and retained in electronic format. A guide to
origination document scanning may be found at http://rddocmgmt.sc.egov.usda.gov/.
Imaged documents can be found in Rural Development’s Centralized Indexing
Application at http://rddocmgmt.sc.egov.usda.gov/ .

Attachment 2-A of this Chapter provides a checklist of records to be retained for
long-term preservation in the Agency’s official SFHGLP folder. The document matrix
has been designed to assist states in identifying the core documents to be retained when a
file has been underwritten manually and when underwritten with use of the Agency’s
automated underwriting system, Guaranteed Underwriting System. States will image
essential documents submitted for files receiving an ACCEPT recommendation in the
Agency’s automated underwriting system that have been selected for quality control
purposes and a full documentation file has been submitted.

The original documents may be destroyed once a state has performed a quality
control review to confirm the imaged documents have been scanned and indexed to
quality expectations of accuracy and consistency. When disposing of documents, paper
records will be shredded. The following records will be retained in accordance with
Attachment 2-A:

1. Form RD 3555-18/18E, “Conditional Commitment for Single Family Housing
Guarantee,” with conditions, requirements and Lender Certification;

2. Promissory Note;

3. Form RD 1980-19, “Guaranteed Loan Closing Report, > as applicable (those
lenders electronically submitting loan closings in accordance with Chapter 16
of this Handbook are not required to submit Form RD 1980-19)

4. Loan Application(s);
5. Employment/Income Verifications and Income Determinations;
6. Credit Report(s);

7. Form RD 3555-21, ““Request for Single Family Housing Guarantee” which
includes the lender income worksheet(s);
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8. All forms related to the Agency’s environmental review (Forms RD 1940-22,
“Environmental Checklist for Categorical Exclusions,”” 1940-20, “Request
for Environmental Information,” FEMA Form 81-93, ““Standard Flood
Determination Form,” etc.);

9. Uniform Underwriting and Transmittal Summary, the lender’s loan analysis
and approval sheet, or final Guaranteed Underwriting System (GUS)
Underwriting and Findings Report;

10. Form RD 3555-17/17E, “Loan Note Guarantee” and the final Amortization
Schedule attached to the Loan Note Guarantee;

11.  Confirmation requirements under 7 CFR 3555, Section 3555.202 have been
met;

12.  Appraisal Report(s);

13. Form RD 1922-15, “Administrative Appraisal Review”’;
14. National Office waivers, if applicable;

15.  Final Form HUD-1, “Settlement Statement™ ;

16. Internal agency Checklist for Origination/Post Closing. See Chapter 15 of
this Handbook;

17.  Origination and loan closing lender stack list;
18.  Any other forms deemed necessary for record retention by the state.

When a loss claim is paid on an account, the mortgage file and documentation
supporting the claim will be retained for a minimum of three or seven years from the date
of final claim disbursement in accordance with RD Instruction 2033-A. Loss claim
documents may also be digitally imaged, and the original documents destroyed.

The State Director will ensure that appropriate files are established and maintained.
Each mortgage file is to be labeled in a manner that will immediately identify the record
retention periods for ease of disposition.
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ATTACHMENT 2-A
SINGLE FAMILY HOSUING GUARANTEED LOAN PROGRAM

MINIMAL ESSENTIAL DOCUMENTS MATRIX (internal use only)

Use the following information as a reference for maintaining SFHGLP documents
pertaining to loan origination electronically. File the identified document in the Rural
Development Image Repository. If a GUS ACCEPT triggers a quality control message
requiring a full documentation file, refer to the “Manual UW” column when retaining
minimal essential documentation. States may also retain any other documentation they
deem necessary for retention.

Document Manual GUS Comments
Uuw Accept
] | Uniform Residential Appraisal Report (URAR) v v

v FNMA Form 1004/ FHLMC 70 and any addendums or
supplemental reports (i.e. manufactured home; condo)

Property Inspections Property
Inspections are
v Lender certifications in accordance 7 CFR 3555, section typically held by a
| 3555.302 lender in their
v' Property inspections (if submitted) permanent case
folder. Image if
provided.
Conditional Commitment v v

v" Form RD 3555-18/18E and
] v"If required, conditions to Form RD 3555-18/18E and
v" Lender Certification (completed and executed by lender — POST
CLOSING). Lenders who submit closed loans electronically in
accordance with Chapter 16 of this Handbook are not subject to
submittal of the Lender Certification.
O] Administrative Appraisal Review \/ y

v/ Form RD 1922-15
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Page 2 of 4
Document Manual GUS Comments
uw Accept
[] | Uniform Residential Loan Application (URLA) v
v' Form FNMA 1003/FHLMC 65 bearing borrower and lender
interviewer signature
The Lender’s loan
underwriting
[ | Underwriting v v analysis must bear
the underwriter’s
v" Uniform Underwriting and Transmittal Summary, Form FNMA confirmation to
1008/FHLMC 70 — completed with underwriter’s name and validate the loan
approval signature or Lender’s Loan Approval Sheet — provided has been
information captured mirrors that of FNMA 1008/FHLMC 70 underwritten by
v Guaranteed Underwriting System (GUS) final Underwriting and the appro_ved
Findings Report. lender prior to
request for
Conditional
Commitment.
Income/Employment Verifications and Determinations
] | Employment income of non-self- employed applicants: v

v

4

v

v
v

v

Verification of Employment (Form RD 1910-5 or equivalent)
and most recent paycheck stub or

Paycheck stubs or payroll earnings statements covering the most
recent 30-day period and W-2 tax forms for the previous 2 tax
years and a telephone verification of the applicant’s current
employment or

Electronic verification or other computer-generated documents
accessed and printed from a Intranet or Internet, and W-2 forms
for the previous 2 tax years and a telephone verification of the
applicant’s current employment

Self-employed applicants:

Copies of signed individual Federal tax return — most recent two
years or IRS-issued transcripts of the borrower’s tax returns with
all applicable schedules

Year to date Profit and Loss and Balance Statements

Fannie Mae Form 1084, “Cash Flow Analysis” and/or Fannie
Mae Form 1088 “Comparative Income Analysis” — if utilized by
lender

Other income:

Third party verification or evidence of receipt using deposits on
banks statements or cancelled checks for the most recent three
months
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Income of non-purchasing household members

v" Confirm income with any of the following:
v' Copies of earning statements with YTD, employment/income
verification, W-2 forms or income tax returns

Credit Reports
Verification of Rent (VOR)
Adverse Credit Waiver

v" Waiver and basis can be documented on the lender’s loan
underwriting analysis or
v Independent form — if the lender desires
Repayment Ratio Waiver request and decision granted by Rural
Development

v" Waiver and basis for lender’s request can be documented on the
lender’s loan underwriting analysis or
v" Independent form — if the lender desires
v" Written concurrence by Rural Development in allowing higher
ratio based on compensating factors. Written evidence can be
Rural Development’s review/confirmation of requested waiver.
The concurrence is not intended to be formal.
Documentation of Household and Repayment Income Worksheets
prepared by lender

Origination and loan closing lender stack list

O

Qualified alien documents

Request for Single Family Housing Loan Guarantee

v' Form RD 3555-21, with income worksheet completed and
executed by lender and applicant(s)
Loan Note Guarantee and Amortization Schedule

v" Form RD 3555-17 /17E — completed/executed by Rural
Development
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Guaranteed Loan Closing Report

v" Form RD 1980-19 completed/executed by Rural Development

Environmental Review

v" Form RD 1940-22 and/or Form RD 1940-21 (with attachments)
and
v' FEMA Form 086-0-32 (Standard Flood Determination Form)

Final Form HUD-1, “Settlement Statement”

Other Documents Retained by State

Agency Documentation and Processing Checklist (internal — see Chapter
15 of this Handbook)

Lenders
participating in the
Electronic Add
Loan
Closing/pay.gov
feature do not
submit a Form RD
1980-19.

Includes National
Office waivers, if
applicable
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CHAPTER 3: LENDER APPROVAL
7 CFR 355551

INTRODUCTION
A lender is defined as an entity that originates, services, or holds a loan guaranteed by the Agency.

The SFHGLP is not intended to promote risky lending. For its success, the program relies on
lenders to make sound underwriting decisions. Because the Agency does not underwrite the loans it
guarantees, lenders that apply for loan guarantees must originate, underwrite, service, and hold loans
responsibly. To ensure that these standards are met, the Agency must approve a lender before it
participates in the SFHGLP. To be approved, a lender must agree to follow the Agency’s program
guidelines and consistently demonstrate high-quality in the areas of loan origination, underwriting,
servicing, and reporting. Once the Agency has approved the lender, it may participate in the program as
long as it maintains these standards and continues to follow all program requirements. The Agency
periodically monitors the lender to verify that continued program participation is warranted.

LENDER APPROVAL CRITERIA [7 CFR 3555.52]

A lender must demonstrate that it has the expertise to make and/or service single-family housing
mortgage loans. Lenders that have been approved for single-family housing loan-making activities by
organizations referenced in Paragraph A of this section are considered to have demonstrated the ability
to originate, underwrite, and service SFHGLP loans. In all other cases, the Agency determines whether
a lender is qualified by reviewing the lender’s history along with other documentation.

A. Approval from Another Recognized Source

Acceptable documentation includes a copy of the official letter or other verifiable communication
from an acceptable secondary market organization or other Federal government agency showing that the
lender is approved for participation by that entity. The lender must also provide additional
documentation listed in the Lender Approval Checklist, Attachment 3-A of this chapter. The Agency
reviews and confirms the information the lender submits.

Acceptable secondary market organizations, Federal government and state agencies include:

e A State Housing Finance Agency (SHFA). Evidence that a private sector lender is approved by
a SHFA to participate in SHFA programs does not represent an automatic approval to participate
in the guaranteed program.

e The U.S. Department of Housing and Urban Development-Federal Housing Administration
(HUD-FHA), when the lender is approved as a supervised or non-supervised mortgagee with
Direct Endorsement Authority for title Il lending activity.

(03-09-16) SPECIAL PN 3-1
Revised (12-07-17) PN 506



HB-1-3555

e Government National Mortgage Association (Ginnie Mae), when the lender is an issuer of
Ginnie Mae mortgage-backed securities.

e The U.S. Department of Veterans Affairs (VA), when the lender is a supervised lender or is
approved as a supervised or non-supervised mortgagee with the authority to close loans under
VA’s automatic guaranty procedure.

e Fannie Mae, when the lender is approved for single-family loan activities.
e Freddie Mac, when the lender is approved for single-family loan activities.

The Agency may revoke a lender’s approval to participate in the SFHGLP if the lender fails to
maintain the appropriate eligibility status or violates the terms and conditions of the Agency’s lender
agreement.

B. Approval by Demonstrated Ability

A lender that does not meet the conditions of Paragraph 3.2.A, and who has not previously
participated as an approved lender in the SFHGLP, may seek approval by demonstrating its ability to
originate and/or service sound loans. In such a case, the lender either must be overseen by a Federal
regulator, be a Farm Credit System institution, or must be an active participant with an approved lender
agreement in another USDA guaranteed loan program.

1. Demonstrated Ability

The lender must have a proven ability to originate, underwrite, and/or service single-family
mortgage loans and must have a staff with adequate knowledge and expertise in these areas. Expert
knowledge and experience in residential mortgage lending may be demonstrated through the following
documentation:

e A summary of residential mortgage lending activity. Ata minimum, the summary must
include the dollar amount and number of residential mortgage loans in its loan origination and
servicing portfolio, along with percentages of delinquencies, foreclosures, and credit losses. The
Agency will examine the summary to verify that the lender’s performance is comparable to that
of other participating lenders in good standing.

e Written criteria that outline the policies and procedures the lender typically follows when
originating, underwriting, and closing residential mortgage loans. The quality control
system must ensure that the lender demonstrates safe and sound lending practices including, but
not limited to, the analysis and review of appraisals and other factors affecting property values,
credit analysis and review, and income analysis and review. In addition, the policies and
procedures must comply with all applicable laws and regulations such as the Equal Credit
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Opportunity Act (ECOA), the Real Estate Settlement Procedures Act (RESPA), and the Home
Mortgage Disclosure Act (HMDA).

e Evidence that the lender has an experienced loan underwriter on staff. The lender must
provide a copy of the underwriter’s signed resume showing that the underwriter has at least two
years of experience in underwriting single family residential loans, and is knowledgeable of the
principles, practices, and techniques of residential mortgage lending.

2. Additional Requirements for Originating Lenders that do not Service Loans

A lender that does not intend to service SFHGLP loans must certify that it will contract with an
Agency-approved lender that agrees to follow all Agency servicing requirements, and that has the
capacity to hold funds for taxes and insurance in escrow. Originating lenders should be prepared to
escrow funds for taxes and insurance when required to repurchase loans.

3. Additional Requirements for Lenders Servicing Loans

If the lender intends to service SFHGLP loans, the lender must provide the following additional
documentation:

e Written criteria concerning the policies and procedures for servicing residential mortgage
loans. The Agency will review these policies and procedures to determine if escrow accounts
are handled in compliance with RESPA, and that all other applicable laws and regulations, such
as the Fair Credit Reporting Act (FCRA), are followed.

e Evidence of a written plan if the lender contracts for escrow services. If a lender does not
have an escrow system for taxes and insurance, it must submit a written plan to the Agency for
ensuring that taxes and insurance for mortgage loans are paid when due.

e Evidence that the lender has serviced single-family residential mortgage loans in the year
before applying for Agency approval. This documentation should include the number and
dollar amount of the loans in the lender’s portfolio, the number and percentage of loans in
default (categorized by 30-60-90-days late, in bankruptcy, and in foreclosure), and the number,
percentage and dollar amounts of loans on which losses have been paid.

The Agency reserves the right to re-evaluate a lender’s status from time to time. Lenders who fail to
follow established guidelines for real estate taxes and hazard insurance premiums or other conditions of
the lender’s agreement may have their lender’s approval revoked by the Agency. The lender may be
required to provide information to support continued Agency approval similar to the documentation
provided with its initial application.
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4. Federal Oversight

A lender that is a federally regulated depository institution may be considered for participation in the
SFHGLP. The lender must provide an official letter or other verifiable communications from the
oversight authority that indicates the lender’s ability to process, underwrite and service single-family
residential mortgage loans. The documentation must confirm that Federal oversight is being provided
by one of the following Federal oversight entities:

e The Federal Reserve System.

e The Office of the Comptroller of the Currency (OCC).
e The Federal Deposit Insurance Corporation (FDIC).

e The National Credit Union Administration (NCUA).

e The Federal Housing Finance Board regulating lenders within the Federal Home Loan Bank
(FHLB) system.

5. Experience with a USDA Program or Farm Credit System

A Farm Credit System (FCS) institution or lender participating in certain other USDA programs is
eligible to participate in the SFHGLP if it can also demonstrate experience in underwriting and servicing
single-family residential mortgage lending. Lenders meeting these criteria include:

e An FCS lender with direct lending authority; or

e A lender participating in other Rural Housing Service, Rural Business-Cooperative Development
Service, Rural Utilities Service, or Farm Service Agency guaranteed loan programs that have an
active lender agreement.

C. Participation as an Agent of an Approved Lender

A lender that does not meet the requirements for Agency approval as a lender may participate in the
program as the agent of a lender approved by Rural Development. The lender approved by Rural
Development must designate the agent in writing and state the functions that the agent performs on its
behalf. The agent may be permitted to originate the loan and close it in their name as long as the loan
was reviewed by the approved lender and is transferred to the approved lender immediately upon closing
and prior to issuance of a Loan Note Guarantee. The lender approved by Rural Development is
responsible for ensuring that its agent’s loan origination, underwriting, and closing activities are in
accordance with Agency standards. The Conditional Commitment for Loan Note Guarantee and Loan
Note Guarantee will be issued to the approved lender.
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APPLICATION

Lenders will submit Form RD 3555-16, “Agreement for Participation in Single-Family Housing
Guaranteed/Insured Loan Programs of the United States Government,” and the necessary supporting
documentation as outlined in Lender Approval Checklist, Attachment 3-A, of this chapter. When a
lender determines that it will participate in multiple states, the application package will be submitted to
the Rural Development National Office. If the lender wishes to participate in the SFHGLP in a single
state, the lender should submit the application package to the State Office as listed in Appendix 4 of this
handbook.

Reliable and effective quality control (QC) programs are essential to a lender’s success in the
mortgage industry. Quality begins prior to application intake and continues through the mortgage
process. The purpose of quality control is to monitor and evaluate the integrity of the origination and
servicing processes and is customized to the lender’s organization, circumstances and needs. The
quality control plan must contain the necessary controls as required by other recognized sources noted at
Section 3.2.A of this chapter. At a minimum, the lender’s plan should:

e Have written procedures for document re-verification process, sampling methodology that
includes a representative sample of Rural Development loans, consistent and timely review
process and document retention.

e Have a quality control team that operates independently from loan origination/underwriting and
servicing functions or contracts out this function.

e Provides for standard operating procedures for all employees who will be involved with or
affected by the quality control process.

e Written procedures to report violations of laws or regulations, false statements, and program
abuses directly to appropriate authorities in a timely manner. Information regarding violations
will be reported to the National Office in accordance with Appendix 4 of this handbook.

e Ensure adequate quality control and data integrity checks are included for loans processed
through automated underwriting systems on a regular and timely basis.

e Ensure adequate monitoring of all vendors, contractors, and third-party providers involved in the
origination process (ex. mortgage brokers, correspondents, appraisers, and credit agencies).

e |dentify training opportunities for lender staff.
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3.4  AGENCY REVIEW

The Agency review of the lender’s application includes the following:

Ensuring that all required documents have been submitted and are completed correctly.
Incomplete applications cannot be approved and the lender will be advised of the omission(s) in
writing.

Form RD 3555-16 has been properly executed by a person authorized to bind the lender to the
terms stated on the form.

Evidence that the lender’s demonstrated ability is consistent with the requirements of this
chapter.

Evidence that neither the lender nor any of the lender’s principal officers have been suspended or
debarred from participation in Federal programs.

Evidence that the lender’s approval status with Fannie Mae, Freddie Mac, HUD, VA, or another
acceptable government agency is active at the time of the application to the Agency.

The Agency should use the Lender Review Guide, Attachment 3-B of this chapter to review lender
applications.

A. Approval of Application [7 CFR 3555.52]

Pre-Approval

If the lender meets the criteria for an approved lender and provides the supporting documentation as
outlined in Attachment 3-A of this chapter, the Agency will issue an approval notice to the lender. Final
approval is dependent upon the lender and all origination and underwriting staff involved with the
SFHGLP completing mandatory training. The purpose of the training is to provide an overview of the
SFHGLP objectives, lender responsibilities, required loan documentation, and how to obtain a Loan
Note Guarantee. The following options are available to assist in meeting the training requirements:

Lenders may utilize on-demand training as an option to complete mandatory training and
approval of their requested Lender Agreement. The training is posted at
https://usdalinc.sc.egov.usda.gov/ under the Training and Resource Library link at the Single
Family Housing Guaranteed Rural Housing menu. This on-demand training is available for
lenders to take at their convenience. The steps in accessing this on-demand training and the
certification required of lenders once training is complete is outlined in Attachment 3-C of this
chapter.
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e Guaranteed training programs presented by state and local office agency staff. Lenders should
contact the Rural Development representative in their state for training events. A list of state
representatives may be found at: http://eligibility.sc.egov.usda.gov/eligibility/. Select
“Guaranteed” under the “Contact Us” navigation menu item.

Final Approval

Upon receipt of an executed training certification provided in Attachment 3-C, the Agency will
forward the lender a copy of the executed Form RD 3555-16 notifying the lender of their approval to
participate in the SFHGLP. The lender may begin participating in the program once final approval is
obtained.

New lenders will be subject to a compliance review as outlined in Paragraph 3.8 of this chapter.

Once a lender obtains final approval, the Agency will update the lender pages of GLS as outlined in
the Attachment 3-B, Lender Review Guide.

B. Denial of Application

If the lender does not qualify for participation in the program, the Agency will provide written
justification along with appeal rights in accordance with Appendix 3 of this handbook.

A lender who does not meet the criteria to participate, in the program, as an approved lender, may
act as an agent for an approved lender, as described in Paragraph 3.2.C.

C. Record Retention

Lender approval files will be maintained and retained in accordance with Chapter 2 of this
handbook.
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LENDER SALE OF GUARANTEED LOANS [7 CFR 3555.54]

SFHGLP loans can only be sold to lenders meeting the requirements of Paragraph 3.2 of this
chapter. The purchasing lender must execute Form RD 3555-16 or have an approved Form RD 3555-16
on file. The selling lender is responsible for providing the original Loan Note Guarantee to the
purchasing lender, and must report the sale of the guarantee on Form RD 3555-11 within 30 days of the
sale in accordance with Paragraph 4.6 of Chapter 4 of this handbook.

LENDER RESPONSIBILITY

The lender will be responsible for the processing and servicing of the loan and may use third party
originators such as agents or correspondents in carrying out its responsibilities. Lenders are fully
responsible for their own actions and the actions of those acting on the lender’s behalf. The approved
lender must adhere to SFHGLP guidelines as outlined in Paragraph 4.8 of Chapter 4 of this handbook.

e Processing. The lender must abide by restrictions on loan purposes, loan limitations, interest
rates and terms set forth in 7 CFR 3555 and this handbook. The lender will underwrite the loan
and submit the necessary items as outlined in Chapter 15 of this handbook in order to receive a
Conditional Commitment. The agent may close the loan in its name provided the loan is
immediately transferred to the approved lender to whom the guarantee will be issued.

e Servicing. Lenders are fully responsible for regular and default servicing and maintaining
security interest for all guaranteed loans. Regular and default servicing requirements are
outlined in Chapters 17 through 20 of this handbook. When servicing is subserviced to a third
party, the lender will inform Rural Development of the name and address of the servicer by
utilizing Form RD 3555-11.

EDUCATION AND OUTREACH
A. Lenders

Rural Development has developed a series of educational modules for the SFHGLP and they can be
located at: https://www.rd.usda.gov/programs-services/lenders/usda-linc-training-resource-library.
Approved Lenders are responsible to ensure that all staff have reviewed the modules before participating
in the SFHGLP. Additional resources can be accessed on the Agency’s SFHGLP web page located at
the following link:_https://www.rd.usda.gov/programs-services/single-family-housing-guaranteed-loan-

program
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B. Agency

State Agency staff will conduct outreach and lender education activities to encourage eligible
lending institutions to apply for approved lender status. Eligible rural homebuyers benefit when their
choice of lending institutions includes mortgage bankers, mortgage brokers, credit unions, Federal
Home Loan Banks, etc. State Agency staff should reach out to local educators. To obtain information
regarding educator organizations in the state, an online search of educator credit unions, school districts,
teacher unions, etc., could assist in meeting this objective. Additionally, many organizations pass along
information that can benefit their members and help them achieve affordable homeownership. Phone
calls, letters, educational materials and personal visits, to the key decision makers, are effective tools to
promote guaranteed loans.

MONITORING A LENDER’S ORIGINATION AND SERVICING OF LOANS [7 CFR 3555.51]

Rural Development will conduct compliance reviews of the lender’s operations as provided in this
section. Form RD 3555-16 outlines the responsibilities and terms to maintain approval for the SFHGLP.
If Rural Development determines that the lender is not fulfilling the obligations of Form RD 3555-16 or
that the lender fails to meet the required criteria, the lender will receive written notice of any
deficiencies. If the lender is unwilling or unable to correct the deficiencies, Rural Development will
proceed with termination as provided in Paragraph 3.8 of this chapter.Compliance Reviews

Form RD 3555-16 requires the lender to provide records pertaining to the SFHGLP for review by the
Agency. The Agency will conduct a compliance review on a periodic basis as defined in Paragraph B of
this section. Compliance reviews assist in Agency risk management and validate that lenders are
complying with SFHGLP regulations. Compliance reviews include the examination of lender policies
and procedures, cash management practices, and individual borrower case files (loan origination and
servicing records, liquidation and claim files).

A Compliance Review Guide provides the format and content for the review of lender functions.
The Compliance Review Guide must be followed to review the specific functions of the lender. The
Compliance Review Guide may be found on the Agency’s SharePoint website at:_https://ems-
team.usda.gov/sites/RD_HCFP/SFH1/GRH/CompServ/State%20Compliance%20Reviews-
3555/Guides/2015%20State%20Compliance%20Review%20Guide-final.pdf

A. Review Circumstances and Factors

e New Lender Compliance Review. Rural Development may review loans originated, by a
newly eligible lender to ensure understanding of, Agency regulations. Thereafter, the lender will
be subject to a review provided in Paragraph 3.8.C of this chapter.

e Other reviews. Rural Development may elect to conduct more frequent compliance reviews
when major trends or weaknesses, such as loan delinquencies, loan losses, failure to submit
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required data and reports, or other influencing factors related to assuring that the Government’s
interest is adequately protected, have been noted, regardless of the volume of loans originated or
serviced.

e Compliance Review Guide. A Compliance Review Guide noted in Paragraph A outlines the
risk, frequency, and process the Agency will undertake to conduct compliance reviews of lenders
participating in the program.

B. Conducting Compliance Reviews

Compliance reviews will be performed on each lender as noted in this section. Compliance
reviews may be conducted as an on-site review at the lender location or as a desk review at a site
determined by the Agency. The review should be conducted by Agency staff or a designated
representative that is knowledgeable of the lender functions to be reviewed. Typically, the National
Office will manage nationally approved lenders compliance reviews, however, based on certain risk
characteristics, the National Office may complete reviews of State-approved lender operations. Rural
Development will determine the amount of time that is needed to conduct the review. The review team
members will utilize the Compliance Review Guide when planning, conducting and reporting reviews.

Three standards reviews may be performed:

e Loan origination review. A loan origination review is applicable to lenders who perform all or
a portion of the following functions: underwriting, processing and closing.

e Loan servicing review. A loan servicing review is applicable to a servicer which is performing
all or a portion of the following functions: reporting, loss mitigation, loss claims, and property
disposition.

e Expanded review. An expanded review is performed for lenders and servicers that are both
originating and servicing loans.

Compliance review findings will be communicated to the lender and/or servicer verbally and in
writing. The reviewers will work with the lender and/or servicer to correct findings identified. The
clearance and follow-up process commences upon issuance of the findings report by the Agency or their
representative. If necessary, the National Office will assist the state with resolving open compliance
review findings. Upon closure of the review or expiration of any follow-up period, a report will be
prepared summarizing the review performed. A copy of all compliance review reports performed by the
state will be forwarded to the National Office, Guaranteed Loan Division. All supporting documentation
relating to the review will be maintained in the state operational file.
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LENDER RECERTIFICATION AND REVOKING LENDER ELIGIBILITY:

The lender remains eligible as long as the lender meets the criteria in Paragraph 3.2 of this
chapter unless that lender’s status is revoked by Rural Development or by another Federal agency. The
Agency will review on a two year basis lender’s eligibility and require the lender to recertify their status
by submitting an updated Attachment 3-A, Lender Approval Checklist, with supporting documentation.

Rural Development may terminate the lender’s approval due to noncompliance with any of the
eligibility requirements. Status may also be revoked if the lender violates the terms of Form RD 3555-
16, fails to properly service any guaranteed loan, or fails to adequately protect the interests of the lender
and the Government. In addition to revocation of eligible lender status, the lender may be debarred by
Rural Development or may be required to indemnify Rural Development for any losses paid.

If Rural Development terminates a lender’s approval, the lender will have 30 days from the date
of receipt of the Agency’s notification to appeal the decision. Refer to Appendix 3 of this handbook for
additional information regarding appeal procedures. Notifications returned with a forwarding address
will be sent to the new address with an additional 30 day timeframe for the lender to respond. If the
notice is returned as “undeliverable’ with no forwarding address, the returned envelope will be retained
in the file as evidence that the lender was sent notice that they no longer met approved lender status.
Agency staff will update GLS by removing the lender designation and any authorizations. Closed lender
eligibility files will be retained in accordance with RD Instruction 2033-A.

3.10 VOLUNTARY WITHDRAWL

The lender may voluntarily withdraw from participation in the SFHGLP. Pending, unclosed
Conditional Commitments, loans serviced or held must be transferred to another approved lender
participating in the SFHGLP prior to withdrawal. Lenders must notify Rural Development of their
intent to withdraw participation.
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ATTACHMENT 3-A

LENDER APPROVAL CHECKLIST

7 CFR 3555.51 and Chapter 3 of this handbook describe the qualifications required to become an Agency
approved lender. Other entities may participate as an approved lender’s agent or correspondent, but only
approved lenders are responsible for underwriting and servicing and may hold the Loan Note Guarantee on a
Rural Development guaranteed loan. For nationwide or multi-state approval, a lender must submit a request to
the Rural Development National Office. For single state approval, a lender must submit a request to the Rural
Development State Office. Lenders may utilize the following checklist to assure a complete application is
submitted. Requests must contain all of the following information in the order listed:

Lender Approval Checklist
USDA Rural Development

Lender Information

Name: TAX ID:

DBA Name(s), if applicable. Use separate sheet for any additional DBAS:

Geographic Address: Mailing Address (if different) Phone:
Fax:
County:
Chartered State/Headquarters:
Website: Company E-Mail:
Contact Name: Phone: E-Mail:
Person Title: Fax:
Minority/Women-Owned Business (Optional) O Minority-Owned O Women-Owned O Minority-Owned/
Women-Owned
Provide the following information for all principal officers, directors, and senior managers. Additional sheets may be attached, if necessary.
Legal Full Name, including M.I. Title/Responsibilities
Lender Functions Lender Type (Select Applicable):
O  Originate | Commercial Bank O  Credit Union O Others
O  Underwrite | Mortgage Loan Co O  Savings Bank O Non-traditional
Service | Insurance Co O Banks for Co-Ops O USDA Agency
Own O Farm Credit O  State Housing O Specialty Servicer
System Finance Agency

(03-09-16) SPECIAL PN
Revised (05-15-18) PN 512




HB-1-3555
Attachment 3-A
Page 2 of 3

Current eligibility designations [Section 3.2 of HB-3555 Chapter 3]:

Agency Certifications (Select applicable) Preferred Method of Evidence/Certification (Submit as Applicable Agency Assigned
supplemental information) Identification

O Fannie Mae Fannie Mae Form 582, “Annual Eligibility Certification Report”

O Freddie Mac Freddie Mac Form 16SF, “Annual Eligibility Certification
Report”

] U.S. Department of Housing and Urban Development — | Letter showing lender approved by HUD as a Title 11 supervised

Federal Housing Administration (HUD-FHA) or non-supervised mortgagee for submission of one to four
family housing applications for Federal Housing Mortgage
Insurance or as an issuer of Ginnie Mae mortgage backed
securities “supervised” or “non-supervised.”

O U.S. Department of Veterans Affairs (VA) Letter showing lender approved as a supervised or non-
supervised “automatic” mortgagee with direct lending authority
for VA

O State Housing Finance Agency (SFHA) N/A

O Farm Credit Service(FCS) :_ender must have direct lending authority. Provide Membership
etter.

O  Lenders participating in USDA guaranteed loan Copy of executed agreement showing approval by Rural

programs. Housing Service, Rural Business and Cooperative Service, Rural
Utilities Programs and/or the Farm Service Agency.

O Evidence of Federal oversight (if applicable) Evidence and supporting documentation per Section 3.2 of

Chapter 3 of Federal oversight by any of the following:

O The Federal Reserve System;

O  The Office of the Comptroller of the Currency (OCC);

O  The Federal Deposit Insurance Corporation (FDIC);

O The National Credit Union Administration (NCUA); or

O  The Federal Housing Finance Board regulating lenders
within the Federal Home Loan Bank (FHLB) system.

O  Evidence of demonstrated ability in underwriting and/or E A summary of residential mortgage lending activity.

servicing (if applicable).

Written criteria that outline the policies and procedures the
lender typically follows when originating, underwriting,
and closing residential mortgage loans.

O  Evidence that the lender has an experienced loan
underwriter on staff.

List of Supplemental Information to be Submitted with Lender Approval Checklist [Check the box to indicate that each

required document has been included with the lender approval request package.]

1. Form RD 3555-16 “Agreement for Participation in Single-Family Housing Guaranteed/Insured Loan Programs of the United States
Government (Lender Agreement)”. http://forms.sc.egov.usda.gov/eForms/welcomeAction.do?Home

2. Resume Evidence of Underwriter’s qualifications and experience in the industry.

3. Retail Lender — If your firm is a retail lender, provide complete contact information (addresses, telephone numbers, fax numbers and e-
Spreadsheet mail addresses) for your branch locations, loan processing/underwriting departments, loan servicing, and a contact person

for loan production. Information assists in populating Rural Development’s lender record database.

4. Wholesale Lender or If your firm is a wholesale lender or a servicing lender, provide a general description of your services (loan processing,
Servicing Lender- underwriting, table funding, loan servicing, real estate owned (REO) disposition, etc.) and provide complete contact
Spreadsheet information (address, telephone number, fax number, e-mail addresses) for your various departments, including regional

account executives.

5. Underwriting Outline | A brief outline of underwriting criteria from the lender’s internal loan policy manual. Include a statement to use forms

approved by the Federal Housing Administration (FHA), Fannie Mae, or Freddie Mac.
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6. Quality Control Plan General requirements for quality control plans: O
. Must be in writing outlining policies and procedures along with any forms and checklists used in the process.
e  Employees must operate independently of loan origination and servicing departments or the lender/servicer may
contract out this function. If this function is contracted out, the lender must adequately monitor the performance of
the contractor.
. Have procedures to report non-compliance to the highest levels of management. May be monthly or at the most a
quarterly basis.
. Have procedures to report non-compliance or suspected misrepresentation to the appropriate regulatory authorities.
. Identify training opportunities for lender/servicer staff.
e  Settimeframes for review and follow-up procedures.
. Have procedures in place to monitor any third party originators (TPOs)
. Include a consistent process to sample select and review SFHGLP loans.
7. Training Certification | Evidence of “New Lender Training” — https:/www.rd.usda.gov/programs-services/lenders/usda-linc-training-resource- [m|

library for one option available for mandatory new lender training. Review Section 3.2 of Chapter 3 for additional options
available.

Certifications/Acknowledgments

I certify | am a corporate officer and/or principal/owner of the above-named entity with the authority to legally bind the organization and to execute certifications and
acknowledgements on behalf of the entity/organization named. | certify information provided and any accompanying documentation is true and accurate to the best of

my knowledge and belief.

Name:

Title:

Signature:

Date:

Send the executed Lender Agreement, Checklist and Supplemental Information to one of the following addresses:

Single State Approval Multi-State or National Approval (by US Mail or Overnight Delivery)
Send to the Rural Development State Office Headquarters in the USDA - Rural Development Questions:
State lender approval is sought. SFH/Guaranteed Loan Division 202.720.1452
To find the address and contacts, go to: STOP 0784, Room 2250-S Email:
http://www.rurdev.usda.gov/recd_map.html 1400 Independence Avenue, SW sfhgld.lender@wdc.usda.gov

Washington, D.C. 20250-0784
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ATTACHMENT 3-B
LENDER ELIGIBILITY GUIDE
New Lender/Renewing Lender

INTRODUCTION:

This attachment provides assistance to Rural Development staff reviewing and documenting approved lender
case files. This guide includes information on the initial review of files, updating lender file information, and
closing out lender files.

Detailed guidance on making Guaranteed Loan System lender file corrections are found in Lender Maintenance
Help.

REVIEW OF LENDER INFORMATION;

Lender Qualification [3555.3.2.A]:

The Agency may use the chart below to electronically confirm a lender’s eligibility, role and participation with
that organization.

Organization URL

HUD/FHA and Ginnie Mae | https://entp.hud.gov/sfnw/public
Fannie Mae Requlatoryinquiries@fanniemae.com
Freddie Mac https://ems-

team.usda.gov/sites/RD_HCFP/SFH1/GRH/agreements/Natl%20L ender/

Forms/Allltems.aspx

Evidence of participation Rural Housing Community Development Service

as an approved lender in Rural Business-Cooperative Development Service

guaranteed loan programs | Rural Utilities Services or

Consolidated Farm Services Agency:
Approval requires an active lender agreement with the guaranteed
program. Approval can be confirmed at:
https://gls.sc.egov.usda.gov/Indrist.asp. Enter the Lender Tax ID
Number in Guaranteed Loan System (GLS).
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DO NOT PAY (DNP) PORTAL:

Rural Development has designated the Department of Treasury’s Do Not Pay (DNP) portal as
the approved data verification system to comply with the “Improper Payments Elimination and
Recovery Improvement Act of 2012.” The DNP portal provides free access to all the required
databases to determine if an individual or entity is eligible to receive federal payments.

State office staff must check the lender’s name and tax identification number and the
name of each of the lender’s principal officers through the DNP portal. This search will
return a result for the systems below:

e The General Services Administration’s Excluded Parties List System for Awards
Management (SAM);
e The Credit Alert System or Credit Alert Interactive VVoice Response Verification
Reporting System of the Department of Housing and Urban Development
(CAIVRYS); and,
e The Debt Check Database of the Department of the Treasury (TOP Debt Check).
Authorized agency staff must have a DNP database token issued by the Department of Treasury

to access the DNP portal. For a token request or further instructions on how to use the DNP
portal access the Rural Development DNP SharePoint site .
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Attachment 3-C

NEW LENDER TRAINING AND CERTIFICATION

Page 1 of 1

Mandatory training is required as part of the lender approval process. Training is required
for all originators, underwriters and servicer employees of the organization and is available at
https://usdalinc.sc.egov.usda.gov/ . The lender/servicer will be required to certify training has

been taken.

Single Family Housing Guaranteed Loan Program Mandatory Training

Lender Name:
Lender Tax ID #:

I certify the following participants completed mandatory Guaranteed Rural Housing training.

Signed

Title

Date

Participant
Name

Title/Position

Email Address

Phone Number

Date Training
Completed
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CHAPTER 4: LENDER RESPONSIBILITIES
[7 CFR 3555.51]

INTRODUCTION

Lenders must operate responsibly and comply with all Single-Family Housing
Guaranteed Loan Program (SFHGLP) requirements. The Agency will provide notice of
all program changes; however, lenders are responsible for remaining informed of all
program policies and procedures and ensuring that lender staff is adequately trained. The
Agency encourages lenders to attend or participate in training provided by the Agency or
other approved methods, as outlined in Chapter 3 of this Handbook. For Agency
provided training, any of the State Offices can arrange training for lenders and their staff
members. New lenders who request participation in the SFHGLP by submitting Form
RD 3555-16, “Agreement for Participation in Single Family Housing
Guaranteed/Insured Loan Programs of the United States Government,” are required to
take training prior to approval by the Agency. Lenders are encouraged to register for
automatic email notification regarding loan origination, servicing or automated
underwriting updates. Lenders may register at:
https://public.govdelivery.com/accounts/USDARD/subscriber/new.

OPERATE RESPONSIBLY
The lender must:

e Operate in a prudent and businesslike manner. A lender that maintains approval from
Fannie Mae, Freddie Mac, VA, or HUD is presumed to act responsibly if all elements
of the Lender Agreement are maintained.

e Establish and maintain adequate written policies for loan origination, underwriting,
servicing, and quality control. The quality control plan must contain information as
outlined Chapter 3 of this Handbook. It must be compliant for the organization on
which approval is based and include a representative sampling of SFHGLP loans.
The lender must provide copies of the quality control plan for Agency review.

MAINTAIN A WELL-TRAINED STAFF

A lender must ensure that its loan processors, underwriters, and servicers are fully
trained to implement the SFHGLP properly and document this training was provided
before originating SFHGLP loans.
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4.4

4.5

4.6

e Maintain knowledgeable staff. The lender must ensure that new staff members are
trained on relevant SFHGLP areas. On a periodic basis, lenders are encouraged to
seek refresher training for staff to promote efficiency and consistency in delivering
the SFHGLP.

e Performance improvement. Ifthe Agency finds that a lender needs to improve its
performance, the Agency will require training for the lender’s staff.

COLLECT LOAN PAYMENTS AND ENSURE PAYMENT OF TAXES AND
INSURANCE

The servicing lender, or their representative, must collect the borrower’s monthly
payment and apply the funds to the borrower’s account in accordance with the terms of
the promissory note and mortgage. The servicing lender must maintain first lien position
and ensure that real estate taxes and hazard insurance premiums are paid when they are
due. If tax and insurance funds are collected from the borrower, they must be held in
escrow in accordance with the Bureau of Consumer Financial Protection (BCFP)
regulations. A lender that is not able to hold funds in escrow must have a plan that
ensures that taxes and insurance are paid, as described in Attachment 4-A.

MAINTAIN FIDELITY BONDING

The lender must maintain fidelity insurance covering its employees’ errors and
omissions at a level of coverage deemed prudent based on the size of the lender’s
operation. The fidelity bond or errors and omission insurance that is generally acceptable
to the secondary market agencies (Ginnie Mae, Fannie Mae, and Freddie Mac) will meet
Rural Development requirements.

SELL LOANS ONLY TO APPROVED LENDERS [7 CFR 3355.54]
Procedure

A SFHGLP loan may be sold only to an Agency-approved lender, Fannie Mae or
Freddie Mac. The selling lender must report any guaranteed loan sale to the Agency by
using Form RD 3555-11, ““Lender Record Change,” or electronically transmit the
information. The notification of transfer of the loan(s) should be sent to the Rural
Development Housing Services Branch in St. Louis as indicated on Form RD 3555-11. If
the loan is sold to a party not approved to participate in the SFHGLP, the loan note
guarantee will be considered invalid.
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Should a lender be unable to complete the sale of a loan due to the loss of the original
loan note guarantee, the lender may request a copy from the Agency. The Agency will
provide a copy marked “Reissued Loan Note Guaranteed.” If the loan was closed in the
Agency’s Lender Loan Closing System, the lender can access a duplicate copy within the
system.

B. Purchaser Risks and Responsibilities
The purchaser of a SFHGLP loan acquires all the rights of a loan holder under the
guarantee. This means that, should there ever be a loss, the purchaser is entitled to file a
loss claim with the Agency. However, the purchaser must ensure that it properly fulfills
all servicing obligations and must provide the Agency any requested assistance for its
program monitoring.
4.7  REPORT SIGNIFICANT CHANGES
The lender must immediately inform the Agency, in writing, of significant changes in
its structure or status. Failure to keep the Agency informed of changes in accordance
with Form RD 3555-16 could lead to withdrawal of approval. Significant changes
include instances where the lender:
e Changes its name, location, address, tax identification number, or corporate structure;
e Changes its fidelity bonding or errors and omissions insurance coverage;
e Becomes insolvent;
e Files for any type of bankruptcy protection, is forced into involuntary bankruptcy, or
requests an assignment for the benefit of creditors;
e Takes any actions to cease operations, or discontinue servicing its SFHGLP portfolio;
e Becomes delinquent on any Federal debt, or is debarred, suspended, or sanctioned in
connection with participation in any Federal program;
e Is debarred, suspended, or sanctioned in accordance with any applicable State
licensing or certification requirement or regulation; or,
e Voluntarily withdraws from participation in the SFHGLP.
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4.8 ADHERE TO SFHGLP GUIDELINES

The lender must follow all SFHGLP guidelines. Failure to comply could result in
reduction or denial of a loss claim or revocation of approval to participate in the program.
These program guidelines include:

e Approved Forms. The lender must use forms approved by the FHA, Fannie Mae,
Freddie Mac, or FCS lenders when forms are not provided by the Agency.

¢ FEligibility Requirements. The lender is responsible for ensuring that the loan
applicant and property meet all SFHGLP eligibility requirements.

e Underwriting Requirements. The Agency approved lender is responsible for
underwriting the loan even if an agent originates the loan.

e Servicing Requirements. The lender must comply with the loan servicing
requirements in this Handbook. The approved lender is responsible for proper
servicing even if it has sub-contracted the servicing.

e Counterparty Management and Third-party Providers. Lenders are responsible
for managing all counterparty and third-party providers that may assist to the
processing, underwriting, and servicing of SFHGLP loans.

e Monitoring Requirements. The lender must submit all required reports and
cooperate with all Agency monitoring efforts and information requests.

4.9 INDEMNIFICATION

If the Agency determines that the originating lender did not originate a loan in
accordance with the requirements of 7 CFR 3555 and this Handbook, the Agency may
use available legal remedies against the originating lender, including revoking the
originating lender’s eligibility status in accordance with §3555.52 and Chapter 3 of this
Handbook. The Agency may also require the originating lender:

(1) Indemnify the Agency for the loss, if the loan default under the guarantee
occurred within 60 months of loan closing, when one or more of the following
conditions is present:

e The originating lender utilized unsupported data or omitted material
information when submitting the request for a conditional commitment to the
Agency.

e The originating lender failed to properly verify and analyze the applicant’s
income and employment history in accordance with Agency guidelines.
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e The originating lender failed to address property deficiencies identified in the
appraisal or inspection report that affect the health and safety of the
occupants or the structural integrity of the property.

e The originating lender used an appraiser that was not properly licensed or
certified to make residential real estate appraisals in accordance with
§3555.107(d).

(2) Indemnify the Agency for the loss, regardless of how long ago the loan closed or
the default occurred, if the Agency determines that fraud or misrepresentation was
involved in the origination of the loan.

4.10 PREVENT MORTGAGE FRAUD

Lenders are accountable for the contents of a loan file, including:
The sources of and authenticity of all qualifying documentation;

Representation made on the loan application, such as occupancy, employment
income, assets, equity contribution, etc.

Lenders must ensure they have adequate quality control procedures in place to help

detect and effectively prevent mortgage fraud. Sound pre-funding quality control
practices and rigorous post-funding quality programs are examples to safeguard against
fraud. The quality control procedures should address updating company policies and
procedures when fraud is discovered.

When a lender becomes aware of fraud, they must report the findings surrounding the

discovery to the National Office. National Office information is in Appendix 4 of this
Handbook. Include the following information:

Provide the name, email address, and telephone number of the company point of
contact of the case reported;

Indicate if the fraud involves origination or servicing;

Indicate the originating lender (underwriting lender) and/or servicing lender, as
applicable;

Include the lender’s federal tax identification number and the lender loan number;
Agency borrower identification;

Property street, city, state and zip code;
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4.11

e Detailed description of findings;

¢ Identify the mortgage broker, loan officer, appraiser, closing agent, real estate agents,
as applicable.

Refer to Chapter 1 of this Handbook for more information regarding falsely submitted
information, fraud, and unauthorized assistance.

WITHDRAWAL OF APPROVAL

A lender’s approval to participate in the SFHGLP does not expire if the lender is an
active program participant who is complying with Agency guidelines, continues to meet
the criteria of Form RD 3555-16, and remains an eligible lender with Fannie Mae,
Freddie Mac, HUD, VA, or other lender approval criteria explained at Section 3.2 of
Chapter 3 of this Handbook. The Agency will perform a review on a two year basis to
recertify the lender’s on-going eligibility. When the Agency withdraws approval, the
Agency retains the right to pursue debarment and other legal actions, as appropriate.

Criteria to Withdraw Approval

A lender’s approval may be withdrawn when the lender is neither servicing loans
guaranteed under the program, does not hold SFHGLP loans, nor has originated a
SFHGLP loan in the previous 24 months. Updated training to ensure a lender’s
continued knowledge of the program may be required when lenders originated a small
number of loans in the previous 24 months.

The Agency will withdraw a lender’s approval if the lender experiences uncorrected
performance problems. The Agency will notify the lender in writing of the reasons for
the termination and of its appeal rights as described in Appendix 3 of this Chapter. If a
lender chooses to stop participating in the SFHGLP, the lender should notify the Agency
in writing.

Sale of Loans upon Termination

Upon the Agency’s termination of a lender’s approval, any SFHGLP loans held by
the lender must be sold within six months to an Agency-approved lender. Failure to sell
the loans can result in the Agency withdrawing its guarantee from the loans. If poor loan
quality prevents the sale, the lender may continue to hold the SFHGLP loans in its
portfolio; however, it must contract with an Agency-approved lender to conduct all
servicing activities and give proper notifications to the Agency.
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4.12 ADDITIONAL LENDER RESPONSIBILITES UPON APPROVAL

e Guaranteed Underwriting System (GUS). An automated underwriting system is
available to approved participating lenders. Lenders utilizing GUS must enter into a
User Agreement. Information on obtaining access to GUS is provided Chapter 5 of
this Handbook and at: https://www.rd.usda.gov/programs-services/lenders/usda-linc-
training-resource-library.

e Electronic Lender Loan Closing System. Lenders are eligible to submit closed
loans electronically upon execution of a User Agreement. Access to the system
provides the benefit of paying guarantee and technology fees electronically in lieu of
paper checks. Additionally, the lender will have access to the loan note guarantee
electronically. Additional information is provided in Chapter 16 of this Handbook.
An on-line user guide is available through the link
https://www.rd.usda.gov/programs-services/lenders/usda-linc-training-resource-
library. Scroll to Lender Loan Closing/Administration.

e Payment of Annual Fees. Lenders will pay annual fees electronically.
Lender/servicers will enter into a User Agreement to receive automatic notification
and electronically pay annual fees due. Additional information is provided Chapter
16 of this Handbook.

e Electronic Status Reporting. Servicers must submit monthly default reports and
portfolio reports indicating the status of loans they are servicing via Electronic Status
Reporting (ESR) to the National Financial and Accounting Operations Center
(NFAOC). The link https://www.rd.usda.gov/programs-services/lenders/usda-linc-
training-resource-library provides information on completing a Trading Partner
Agreement and utilizing the Electronic Status Reporting (ESR) system. Email
questions or request for assistance to: RD.NFAOC.HSB@stl.usda.gov. Refer to
Chapter 17 and Appendix 8 of this Handbook for additional information regarding
electronic reporting.

e Loss Mitigation, Property Disposition, Loss Claim Administration. An
automated method of processing loss mitigation requests pre-liquidation, property
disposition and loss claim administration post-liquidation is available to participating
lender/servicers. Lenders will enter into a User Agreement. Information on obtaining
access is provided at the link noted above. Scroll to Loss Mitigation, Property
Management or Loss Claim Administration and Servicing.
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Post-Closing Lender Self Report. Once a loan closes and the LNG has been
issued, the Agency will not release the loan in GUS/GLS for corrections. If the
Lender determines that information was not accurately reported during the
underwriting process or changes occurred between issuance of the Conditional
Commitment and the LNG, the lender will submit a self-report to the Agency with a
detailed description of the issue along with supporting documentation. The LNG will
not be revoked. The Agency will review the lender’s documentation and provide the
lender with a written response. The Agency’s correspondence should be sufficient to
satisfy most investor’s concerns regarding lender oversights. Additional information
on submitting a self-report can be found in Attachment 16-C, of Chapter 16 of this
Handbook.
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ATTACHMENT 4-A
CONDITIONS FOR LENDERS NOT HOLDING FUNDS IN ESCROW

A lender who does not hold borrower funds in escrow for taxes and insurance should
consider the following:

e The Agency’s loan guarantee covers a maximum of twelve months’ past-due real
estate taxes and hazard insurance.

e Loan losses attributable to the borrower’s failure to maintain appropriate hazard
insurance will not be covered by the Agency’s loan guarantee.

e Loan losses attributable to the borrower’s failure to pay real estate taxes when due
will not be covered by the Agency’s loan guarantee.

e The lender will report annually to the Agency the number of borrowers who failed to
pay real estate taxes and/or hazard insurance premiums which resulted in the lender
advancing funds on the borrowers’ behalf.

Lenders who do not hold borrower funds in escrow should consider doing the
following to minimize the risk of taxes and insurance not being paid:

e Prior to loan closing, the lender must extensively counsel applicants about the need
for prompt payment of real estate taxes and hazard insurance premiums. Applicants
must sign a statement indicating that they fully understand the significance of these
obligations.

e The lender must include the estimated monthly tax and insurance expenses in the
ratio calculations when determining the borrower’s loan eligibility.

e The lender should encourage applicants to set money aside for taxes and insurance
through payroll deductions or bank accounts with direct deposit.

e The lender must ensure that taxes and insurance are paid by monitoring insurance
policy expiration, contacting the taxing authority annually, and reviewing local
newspapers for tax delinquencies.
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ATTACHMENT 4-B
SAMPLE FOR ACKNOWLEDGMENT OF REAL ESTATE TAX
AND HAZARD INSURANCE REQUIREMENTS
(Date)
I (We), , hereby acknowledge that

(lender), has explained the requirements for

monthly deposits, or set-asides for payment of annual real estate taxes and hazard insurance
premiums. I (We), the undersigned, do state that I (We) understand and agree to set-aside
dollars each month ($ monthly amount) to pay real estate taxes and hazard insurance

premiums when they are due.

(Borrower Signature)

(Borrower Signature)

(Lender)
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CHAPTER 5: ORIGINATION AND
UNDERWRITING OVERVIEW

5.1 INTRODUCTION [7 CFR 3555.51(b)]

SFHGLP loans are originated and underwritten by approved lenders. However, the
process of requesting, issuing, and receiving the loan guarantee is one in which the lender
and the Agency must cooperate closely. Lenders must provide the Agency with clear and
accurate information so that Agency staff can promptly determine whether the loan
qualifies for a guarantee. At the same time, Agency staff must process loan applications
quickly and accurately to avoid delays that might hamper the lender’s efforts to close the
loan efficiently.

Section 5.2 of this chapter covers manual origination and underwriting. Section 5.3
of this chapter covers the use of the Guaranteed Underwriting System (GUS), the
Agency’s automated underwriting system.

5.2 REQUESTING A GUARANTEE

Not all loans are appropriate for the SFHGLP. The lender should determine whether,
based on preliminary information, it appears that the loan will meet the program’s
criteria. The lender should also ensure that the applicant is fully informed about the
requirements of the program.

A. Preliminary Determination of Applicant Eligibility

In general, the program is most appropriately used to offset the risk of making high
loan-to-value loans in rural areas. It is not intended to offset risks that stem from a poor
credit history or poor property condition. In particular, the lender should review the
following items to make a preliminary determination of the applicant’s eligibility.

e Income. Does the combined annual adjusted income of all members of the
applicant’s household (not just those who will be signatories to the note) fall
within the program’s income limits? Annual and adjusted incomes are distinct
from repayment income.

Briefly, repayment income represents the income of parties to the note used to
repay the loan. Annual income represents the entire household’s combined
income, regardless of whether the household members are loan applicants or not.
Adjusted annual income represents the combined household income minus

(03-09-16) SPECIAL PN 5-1
Revised (10-04-19) PN 529



HB-1-3555

qualified household deductions. The adjusted annual income may not exceed the
program’s income limits, which determines the household’s eligibility for a
SFHGLP loan. Chapter 9 contains more detail about calculating annual adjusted
income for program eligibility. Appendix 5 contains the current income limits.
Adjusted annual income eligibility may also be checked online at
http://eligibility.sc.egov.usda.gov/eligibility/ or by using the Agency’s automated
underwriting system, GUS.

Aside from meeting annual adjusted income requirements, the applicant must also
have sufficient repayment income and meet additional program requirements.
See Chapter 9 for more information about repayment income.

Ratios. Do the applicant’s PITI (Principal, Interest, Taxes and Insurance) and
total debt (TD) ratios fall at or below the limits described in Chapter 11? Ratios
are calculated using repayment income from applicants that will be a party to the
Promissory Note. Please see Chapter 9 for more detail.

Credit. Does the credit record appear to meet the program guidelines described
in Chapter 10? The applicant must have a credit history that demonstrates their
ability and willingness to repay the loan. GUS is unable to accept supplemental
credit reports.

Loan amount. Is the loan amount supported by the appraisal’s fair market value?
If there is not yet a current appraisal, is the loan amount expected to be supported
by the appraisal? Appraisals are addressed in Chapter 12.

Rural area. Does the property appear to be in an eligible rural area as designated
by program guidelines? If warranted, did Agency staff confirm that the property
location was rural? The Agency encourages lenders and those involved in the
origination package to verify a property’s eligibility on the Agency’s property
eligibility website. Property eligibility in many cases may be checked online at
http://eligibility.sc.egov.usda.gov/eligibility/ or by using the Agency’s automated
underwriting system.

Qualified alien/U.S. citizen. Is the applicant a qualified alien or a United States
citizen? If the applicant is not a U.S. citizen, they must produce evidence that
they are qualified to receive Federal assistance and establish that they are a
qualified alien. Alternately, Agency personnel can check a Department of
Homeland Security (DHS) Citizenship and Immigration Services (CIS) database
to determine eligibility. See Chapter 8 for more information.

Need for Guarantee. Please refer to Chapter 8 of this hand book to review the
applicant’s requirements for obtaining traditional conventional credit.
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B. Informing the Applicant

Before requesting a loan guarantee, the lender should take the following steps to
ensure that the applicant has a general understanding of the SFHGLP.

e Concept of a loan guarantee. Describe to the applicant what a loan guarantee is,
why it is used, and the benefits of a loan guarantee. Benefits include but are not
limited to: no required down payment and a fixed interest rate.

¢ Loan guarantee fee. Inform the applicant of the guarantee fee to be paid at loan
closing.

e Annual fee. Inform the applicant of the annual fee, if applicable.

e Occupancy. Inform applicants that they must occupy the property as their
principal residence.

e SFHGLP requirements. Inform the applicant of program requirements such as
income limits, property location eligibility, debt ratio thresholds, and other
requirements such as the Debt Collection Improvement Act (DCIA) outlined on
Form RD 3555-21.

53  UTILIZING THE GUARANTEED UNDERWRITING SYSTEM
[7 CFR 3555.107(3)(b)]

The Guaranteed Underwriting System (GUS) was developed to automate the process
of credit risk evaluation for the SFHGLP. Automated underwriting (AU) systems are an
efficient, consistent, objective and accurate method of mortgage underwriting compared
with traditional manual methods. GUS is a tool that helps evaluate the credit risk of the
loan request. It compliments, but DOES NOT replace the considered judgment of
experienced underwriters.

GUS incorporates applicant eligibility and underwriting requirements of this
Handbook by utilizing a modified version of the Federal Housing Administration (FHA)
mortgage scorecard known as Technology Open to Approved Lenders (TOTAL)
concurrently with a rules based engine. GUS is accessed through a secure web-based
automated underwriting environment at: https://usdalinc.sc.egov.usda.gov/. GUS
considers mortgage loan application data entered by the approved lender, credit
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repository data, and income and property information to evaluate a potential borrower’s
ability to meet a proposed mortgage obligation. GUS evaluates select components in a
mortgage loan application and provides a credit evaluation and underwriting
recommendation within seconds. GUS is not designed to evaluate the dependability of an
applicant’s income proposed for repayment. This remains the underwriter’s
responsibility to determine prior to final submission. Refer to Chapter 9 of this
Handbook to determine adequate and dependable income for repayment ability. Lenders
are reminded that data entered into GUS must coincide with that of the lender’s
permanent case file.

A. Functionality of GUS
Incorporated within the functionality of GUS are the following components:

Property and Income Eligibility

e The dwelling offered as collateral for the proposed mortgage loan is located in an
eligible rural area; and

e The applicant’s annual adjusted household income meets the adjusted income

limits in accordance with size of household, county and State in which the
applicant(s) will reside.

Rules Based Engine

e The Engine incorporates the guidelines found in this Handbook regarding
originating SFHGLP loans.

e Periodically new rules may be created to respond to issues analyzed within the
SFHGLP portfolio.
Scorecard

e GUS uses a modified version of the FHA mortgage scorecard known as TOTAL
exclusive to Rural Development.

e The scorecard has been validated and adjusted for SFHGLP use.

e The TOTAL scorecard, including the modified version validated for SFHGLP
use, is intellectual property that is proprietary to HUD.
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e Factors considered under the scorecard include credit history, payment-to-income
ratios, and loan-to-value ratios.

e The scorecard allows favorable consideration to applicants that exhibit positive
compensating factors such as available reserves for housing payments after loan
closing.

e Periodically the scorecard may be modified to react to the changing lending
market. When modifications occur, loans remaining as a preliminary
recommendation may not receive the same underwriting results upon a final
submission.

Credit Bureau Interface

e GUS links with hundreds of credit providers nationwide. Users may link to a full
list of credit providers at:
https://www.efanniemae.com/sf/refmaterials/creditproviders/index.jsp

e An interface occurs between GUS and the credit bureaus through a platform
known as the Fannie Mae Credit Interface Service (CIS).

e The interface is seamless to lenders and only acts as a conduit. An attempt to
access information from all national credit repositories will occur, but GUS can
complete its credit risk evaluation with information from only one repository.

e New or re-issued credit can be pulled through GUS.

e Credit reports pulled through GUS are valid for 120 days for purchase loans and
new construction, unless the credit provider’s expiration is more restrictive.

e Lenders are not required to be a Fannie Mae subscriber or partner to utilize the
credit report interface in GUS.

B. Gaining Access to GUS

Approved lenders may utilize GUS, as an optional tool. A step-by-step guide,
“Gaining Access to GUS” may be used as a resource tool by lenders seeking to gain
access and approval to utilize GUS. With the present version of GUS, only those lenders
who have active Lender Agreements are eligible to utilize GUS. Lenders who utilize this

(03-09-16) SPECIAL PN 5-5
Revised (10-04-19) PN 529



HB-1-3555

system will be required to enter into a User Agreement and obtain authorized access
through the use of an eAuthentication account and password. An on-line user guide
covering the step-by-step process of gaining access to GUS may be obtained at:
https://usdalinc.sc.egov.usda.gov/RHShome.do under the Training and Resource Library
menu.

C. Underwriting Guidance for Lenders

A Lender User Guide, designed to assist approved lenders who utilize GUS, may be
obtained at the website and menu noted above in Paragraph 5.3.B of this Chapter.

GUS evaluates the overall creditworthiness of the applicant(s) based upon a number
of credit variables and, when combined with remaining functionalities of GUS indicates a
recommended level of underwriting to determine a loan’s eligibility for a SFHGLP
guarantee. GUS will conclude that the credit and capacity for repayment of the mortgage
are acceptable or will refer the loan to an underwriter for further consideration, review
and manual underwriting.

Regardless of the underwriting recommendation provided, the lender remains
accountable for compliance with SFHGLP eligibility requirements, as well as any credit,
capacity, and documentation requirements. No borrower should be denied a SFHGLP
guarantee solely on the basis of a risk assessment generated by GUS.

D. Compatible Loan Origination System (LOS) and Point of Sale (POS) Vendors

A single file import feature is available in GUS. GUS currently accepts the Mortgage
Industry Standards Maintenance Organization (MISMO) AUS 2.3.1 .xml exported files,
Fannie Mae 3.2. file format. LOS and POS vendors who have submitted an exported test
file from the vendor’s system and successfully imported to GUS are published at the
following website under “GUS Documentation.”

https://usdalinc.sc.egov.usda.gcov/USDALincTrainingResourceLib.do
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E. Cash Reserves

Although cash reserves after closing are not required for the SFHGLP, cash reserves
are considered in the risk assessment provided by GUS. When disclosing the assets of
the borrower on the “Assets and Liabilities” page of GUS, lenders have the responsibility
to determine if the asset is liquid or readily converted to cash and can be done so absent
retirement or job termination. Assets such as 401 (k)s, IRAs, etc. may be included in the
underwriting analysis up to only 60 percent of the vested value. Funds borrowed against
these accounts may be used for loan closing, but are not to be considered as cash
reserves. Funds from gifts from any source will not be included in the cash reserves
calculation in GUS. Cash reserves are used for the purpose of qualifying the applicant
for a loan. Cash to close remains the lender’s responsibility to verify and document that
the borrower has sufficient funds to facilitate funding. Documentation will be retained in
the lender’s permanent case file.

Assets should never be overvalued as it affects the risk assessment provided by the
automated underwriting system and misrepresents the file presented for a Conditional
Commitment for Loan Note Guarantee. A two month average monthly balance of liquid
assets most accurately represents the true value of the account since accounts, such as
checking accounts often fluctuate significantly during the month from deposit to average
monthly balance. The lesser of the two month average balance or actual balance (as
reported on the most recent statement) will be input on the “Assets and Liabilities” page
of GUS if utilized in the underwriting decision. In lieu of entering assets in GUS, the
lender may underwrite to the most conservative approach with no consideration of assets
on the “Assets and Liabilities” page and underwriting recommendation. Refer to
Paragraph 9.3 for documentation standards and examples of calculating the average
monthly balance of assets.

Assets may also influence program eligible income. Refer to Paragraph 9.4 of
Chapter 9 for additional information regarding assets and program eligible income.

F. Omitting Liabilities

If a lender omits an adverse trade line when utilizing GUS and receives an “Accept”
the applicant explanation letters and supportive documentation of adverse trade lines will
be retained by the lender. The “Notes” section of the “Asset and Liabilities” page will
reflect the lenders basis for omitting the trade line.

G. Established Data Tolerances

Loan application date submitted to the Agency must reflect a true and accurate
representation of the loan to be closed. This data must match the loan file submitted to
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the Agency when requesting the Conditional Commitment for Loan Note Guarantee or
fall within the tolerances established by the Agency.

Tax and Insurance Escrows: Approved lenders must ensure that an accurate
estimate for the property tax/insurance component of an applicant’s monthly mortgage
payment is utilized when submitting loan applications to the Agency. Care must be taken
to assume a realistic estimate is used for computing the monthly escrowed amount. The
escrowed amount for real estate taxes is based on the assessed value of improved land
(i.e. value of both the property and the completed dwelling) for new construction and the
actual taxes assessed for existing properties. The lender may contact the taxing authority
which has jurisdiction over the property to obtain an estimate of the taxes to be assessed
for newly constructed homes. Minor changes to the escrow portion of the monthly
housing expense do not require the mortgage application to be reconsidered. This
guidance is applicable to manually underwritten files and those files electronically
submitted by lenders utilizing GUS. Specifically, it is not necessary for the lender to
perform an updated underwriting analysis of a loan file that has received a Conditional
Commitment for Loan Note Guarantee when monthly tax and insurance payments
increase but do not exceed the established thresholds. A tolerance threshold has been
established when an increase in monthly payments do not exceed a cumulative total of
$50. Examples of these debts include but are not limited to installment loans, revolving
credit lines, real estate taxes, final homeowner’s insurance premiums, etc. This tolerance
threshold applies to situations where an increase in monthly debt provided on the loan
application at time of Conditional Commitment differs from the amount recorded at loan
closing.

The threshold policy should not be construed to allow lender manipulation of escrow
variables to obtain approvals. The Agency reserves the right to request and review files
from lenders that are suspected of purposely underestimating tax and insurance payments
in order to secure a commitment or loan guarantee.

Income: Verification of income shall be obtained prior to final submission.
Therefore, data entered in GUS is supported with verifying documentation of income in
the lender’s permanent loan file. Data tolerances for confirmed income are not available
to approved lenders. Income shall be verified and documented in accordance with
Chapter 9 of this Handbook.

Liquid Assets: Asset data reflected in GUS must be supported by verification
documentation. The final submission will reflect the verified amount. Guidance
regarding verifying assets can be found at Paragraph 9.4 of Chapter 9.
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H. GUS Findings and Underwriting Report

The responsibilities associated with producing loans of acceptable quality for loan
guaranteed by the Agency remains the same for a GUS evaluated loan or manually
underwritten loans. When a lender enters mortgage loan data into GUS and requests a
loan underwriting evaluation, a two part underwriting summary is delivered to the lender
through a GUS Underwriting Findings Report. The first portion of the underwriting
summary will render an underwriting recommendation of ACCEPT, REFER or REFER
WITH CAUTION. An INELIGIBLE or UNABLE TO DETERMINE may also be
delivered. The underwriting recommendation is followed by a risk evaluation of
ELIGIBLE, INELIGIBLE, or UNABLE TO DETERMINE. The second portion
represents a combined analysis of property, income, loan eligibility and borrower
eligibility.

The GUS Findings and Underwriting Report will provide feedback messages for
lenders. The lender must review the feedback messages.

The final submission of the last scoring event must be retained in the lender’s
permanent loan file. Lenders who utilize GUS to obtain their underwriting
recommendation do not need to prepare a Uniform Underwriting Transmittal Summary
(FNMA Form 1008/Freddie Mac Form 1077), or equivalent, to document the
underwriting analysis and decision if the underwriting recommendation is an “Accept.”

The Agency commitment will reference the GUS findings report as a condition of
guarantee loan approval.

I. Lender Steps When Requesting a Commitment
1. Ensure the data entered in GUS is true, complete and accurate.
2. Verify the entire loan package meets all SFHGLP requirements.

3. The approved lender’s underwriter must review and confirm the loan package
meets SFHGLP requirements and underwrite the appraisal.

4. Submit the file by GUS as a “Final Submission” to electronically transmit the
loan application to the Agency.

5. Ifthe loan is a “Refer or Refer with Caution,” the underwriter must determine if
the borrower is creditworthy in accordance with SFHGLP credit policies and
guidelines. If approved by the approved lender’s underwriter, submit the file by
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GUS as a “Final Submission” to electronically transmit the loan application to the
Agency. Full documentation files are required for loans receiving a “Refer” or
“Refer with Caution” when using GUS.

J. GUS Underwriting Recommendations

Based on the analysis of credit, capacity and other loan characteristics, GUS will
render an underwriting recommendation. The recommendation is based upon the data
entered in GUS with the representation from the lender that the data is true, complete and
accurate. The following represent possible underwriting recommendations with guidance
on documentation to be submitted to the Agency when requesting a Conditional
Commitment for Loan Note Guarantee.

ACCEPT/ELIGIBLE Underwriting Recommendation

Minimal documentation provisions apply to GUS underwriting recommendations that
receive an ACCEPT. The lender may submit the following completed documents to
obtain a Conditional Commitment, unless a quality control message on the GUS
Underwriting Findings Report indicates a full documentation file is required. A quality
control message requiring a full documentation file will appear on the GUS Underwriting
Findings Report upon final submission.

1. “Uniform Residential Appraisal Report” (URAR) for single family dwelling units
or its equivalent, or condominiums or manufactured homes [FNMA Form 1004 or
Freddie Mac Form 70]

2. “Standard Flood Hazard Determination Form” [FEMA Form086-0-032]

3. “Request for Single Family Housing Loan Guarantee” [Form RD 3555-21]. This
form must be fully executed by the lender or the lender’s representative, and all
applicants. The form must represent the request of the lender. If an interest rate
is floating at commitment request, it is the lender’s responsibility to ensure the
rate is locked by the time of loan settlement. If there is an increase in the interest
rate after the Conditional Commitment is issued the loan must be resubmitted to
GUS for underwriting prior to loan closing. An increase in interest rate could
adversely affect the eligibility of the loan.

4. Lender’s worksheet for documenting eligible household income and repayment
income. The worksheet is part of Form RD 3555-21. Refer to Chapter 9 for
additional guidance.
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5. Final GUS Underwriting and Findings Report.

If the loan applicant is a qualified alien, a buydown is involved, or the property is
located in a community property state and there is a non-purchasing spouse additional
documents may be required.

Accurate data is the responsibility of the approved lender. By submitting the
mortgage loan application request through GUS as a final submission, the lender is
representing that the data input is true, complete, accurate and verified. Underwriting is
the responsibility of the approved lender. Lenders are required to review the results of
the GUS findings and credit reports. If necessary, make data changes and resubmit the
loan to GUS. Approved lenders then make a lending decision using the Findings Report
obtained from GUS, credit report(s), stable and dependable income, employment, assets,
collateral and other file documentation.

Only a nominal amount of time by Agency personnel should be spent on GUS
mortgage loan applications receiving an ACCEPT. During the review process, should
data appear to be questionable, the Agency reserves the right to request further supportive
information. Files may be selected for full file review if the lender is a new user to GUS,
has demonstrated a disregard for Agency policies and procedures, has a high first year
delinquency rate, or loss payments in excess of the national average. Randomly, full
documentation of a file in lieu of minimal documentation noted above will be requested
when receiving an underwriting recommendation of ACCEPT. This random selection is
for quality control purposes. A message on the lender’s final pass of underwriting will
confirm when a full documentation file is required. Full file documentation reviews are
to confirm the data input into the GUS file accurately reflects that of the lender’s file and
documentation.

Mortgage loan documents will be delivered electronically through the Agency’s
automated system of receiving documents. This is the preferred method. In cases when
the system may be unavailable or a transition to the system is occurring, documents may
be photocopied, scanned, emailed, faxed or delivered by regular or express mail through
the state general email delivery box. It is anticipated that all lenders will utilize the
automated method available. The necessity to collect an original Form RD 3555-21 is
not required. A photocopy, scanned, emailed or faxed Form RD 3555-21 is acceptable.

ACCEPT/INELGIBILE Underwriting Recommendation

Loans receiving this recommendation have been determined as meeting the SFHGLP
risk standards for loan guarantee; however, do not meet certain eligibility guidelines.
Typical reasons for an ACCEPT/INELIGIBLE recommendation may include:
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e Property not located in a rural area
e Program eligible income exceeds Rural Development guidelines
e Non-owner occupied transaction

e Not a qualified alien

Loans that receive a recommendation of ACCEPT/INELIGIBLE may still be eligible
for a Rural Development loan guarantee. To achieve eligibility, the lender’s underwriter
should analyze the findings report and determine the basis for the ineligibility and
determine if the reason for ineligibility can be resolved in order to comply with Rural
Development guidelines. Issues that caused the loan to be ineligible may be resubmitted
to obtain a correct underwriting recommendation.

REFER or REFER WITH CAUTION Underwriting Recommendation

GUS loans receiving an underwriting recommendation of REFER or REFER WITH
CAUTION will require further review by the lender. Risk factors have been identified
based upon the data entered into GUS. The credit risk evaluation represented by a
REFER WITH CAUTION is greater than the credit risk of loans that receive a REFER.
Lenders should practice extreme care in their underwriting analysis and decisions when
underwriting a loan file receiving a REFER or REFER WITH CAUTION
recommendation. The lender’s underwriter must perform a manual underwriting
evaluation of the mortgage loan application to determine if the borrower is creditworthy
in accordance with SFHGLP credit policies and guidelines. Lenders must submit full
documentation files as noted in Chapter 15 of this Handbook for manually underwritten
files for GUS underwriting recommendations of REFER or REFER WITH CAUTION.
Credit documentation, mitigating circumstances, and compensating factors considered in
the manual underwriting analysis should be recorded in the lender’s permanent case file.
Compensating factors considered in the evaluation of the mortgage loan application
should be documented on the underwriting analysis and summary [typically the Uniform
Underwriting Transmittal Summary — FNMA Form 1008/Freddie Mac Form 1077 or
equivalent].

Loans should not be denied solely on the basis of a risk evaluation generated by GUS.
Mitigating circumstances according to Agency standard guidelines may be considered.

K. Lender’s Reliance on the GUS System

Lenders who utilize GUS represent and agree that they will not rely principally or
exclusively on the GUS System in determining whether or not credit will be extended to

5-12



HB-1-3555

any applicant. The lender remains responsible for the loan qualifying decision in addition
to eligibility of the household for the SFHGLP.

L. Lender’s Permanent Loan File - Documentation Requirements

The lenders permanent case files must be supported with the following verified
documentation, regardless of the GUS recommendation:

e Credit history;
e Annual Adjusted Income — determined for program eligibility;

e Stable and Dependable Income — determined for repayment and qualifying
purposes;

e Assets — for income calculation and compensating factor analysis;
e (ollateral requirements; and

e Any other documentation supporting the mortgage loan request.

Stable and dependable income will be documented in accordance with Chapter 9 of
this Handbook and remains the responsibility of the lender. GUS does not evaluate or
predict the stability of an applicant’s continuance of income. This determination is
performed by the lender prior to final submission of an application.

M. Resubmission Policy

The lender is responsible for the integrity of the data used to obtain an underwriting
evaluation in GUS. If data changes during the loan application stage, after Conditional
Commitment or prior to loan closing, the GUS underwriting recommendation could be
compromised. Lenders are responsible for resubmitting the loan to GUS when material
changes are discovered. Lenders must follow Paragraph 15.7 of Chapter 15 of this
Handbook prior to closing a loan. Any request to release GUS for data updates after
issuance of a Conditional Commitment will be treated as a new request, processed in
date order of applications received. Under the following conditions, lenders must
resubmit the loan through GUS for an updated evaluation:

e  Borrowers were either added or deleted from the loan application or critical
information has changed.

e A decrease in the borrower’s income and/or cash assets/reserves.
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An increase in loan amount or interest rate on the mortgage loan request.

Any changes that would negatively affect the borrower’s ability to repay the
mortgage.

The lender must request the loan be released from the Agency to the lender. The

lender should modify the data and resubmit the loan through GUS for an updated final
evaluation underwriting recommendation.

Some data changes do not affect the outcome of an underwriting recommendation.

Once a mortgage loan has been sent to the Agency as a “Final Submit,” the following
data changes do not require that the GUS loan application be updated:

A decrease in loan interest rate

A decrease in loan amount

A decrease of mortgage or personal liabilities
An increase of assets

The bureau update of a credit report due to the expiration of the credit report
(expires at 120 days prior to loan closing) after a final submit has occurred by the
lender and a Conditional Commitment has been issued; yet prior to loan closing
as long as no adverse impact has occurred that would affect the outcome of the
underwriting recommendation. Lender must retain the updated credit report in
their permanent lender’s case file.

N. Lender’s Representations to the Agency upon Final Submission

The lender represents as of the date of final submission to the Agency the following:

All terms, conditions and requirements of the SFHGLP are fully satisfied.
All representations submitted by the lender are true and correct.

The lender is in compliance with its agreements contained in documents to
participate in the SFHGLP and utilize the GUS System.

The lender has not misstated or omitted any material fact about the mortgage loan
request for guarantee.

Applicable laws and terms of the note and security instruments have been
correctly and timely disclosed to the applicant(s).
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e The lender represents that all persons executing documents on behalf of the lender
are duly authorized to do so.

O. Termination

GUS is a tool to assist lenders in their underwriting decisions. The Agency reserves
the right to terminate the lender’s access to GUS in the event of any default under the
terms of the agreement to utilize GUS or any lender’s suspension, withdrawal or
termination of approval to participate in the SFHGLP.

Other than a lender’s suspension, withdrawal or termination of approval to participate
in the SFHGLP, a lender may be suspended from accessing GUS if (not all inclusive):

e A lender fails to provide the Agency with information that is true, complete and
accurate.

e Omission of any material fact on any application, other documents, or oral
representation made to the Agency when seeking a Loan Note Guarantee.

e A lender has a 30-, 60- or 90- day delinquency rate or loss claim rate more than
50% higher than the average 30-, 60- or 90- day delinquency rate or loss claim for
all guarantees issued in the Agency’s portfolio. This can be measured within a
geographic area of the nation also.

e Misuse of GUS in accordance with terms and conditions of the agreement to
utilize the System.

Emphasis of any evaluation conducted will be placed on the risk that the loan(s) poses
to the Agency.

Agency Actions

¢ Initially, contact the lender to ensure a firm understanding of the lender’s terms
and conditions of the use of the GUS System. Firm evidence of any violations
must be discussed and addressed.

e Follow up the initial communication with a written notice outlining the agreed
upon plan to improve.

e Allow a lender a reasonable time frame to institute a remedy and represent
improvement to the identified findings.
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e Monitor the lender for improvement.

e After continued evaluation of findings and results to improve, if the lender fails to
comply, refer the lender’s lack of conformance to the National Office. States
must support the referral with a recommendation of action, supported by the
state’s actions and attempt to remedy and improve results with the lender.
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CHAPTER 6: LOAN PURPOSES
7 CFR 3555.101

6.1 INTRODUCTION

SFHGLP loan funds can be used to acquire new or existing housing that will be the
applicant’s principal residence, and, with some restrictions, to pay costs associated with
such a purchase. This section describes loan purposes, restrictions, and supplemental
loans. The lender is responsible to ensure that loan funds are used only for eligible
purposes.

6.2 ELIGIBLE LOAN PURPOSES

Guaranteed loan funds must be used to acquire a new or existing dwelling to be used
as a permanent residence and may be used to pay costs associated with such an
acquisition. Properties must be residential in use, character, and appearance. Loan funds
may be used for the following purposes:

e Acquiring a site with a new or existing dwelling;

e Repairs and rehabilitation when associated with the purchase of an existing
dwelling;

e Reasonable and customary expenses associated with purchasing a dwelling; and
e Refinancing under specific situations.
A. Acquiring a Site and Dwelling

Loan funds may be used to acquire a site with a new or existing dwelling that meets
the Agency’s site, dwelling, and environmental requirements, or will meet the Agency’s
requirements once planned rehabilitation or repair work is completed. These
requirements are addressed in Chapter 12 of this Handbook.

B. Repairs and Rehabilitation

The lender may request the loan note guarantee prior to work completion if all
requirements as outlined in Chapter 12 of this Handbook are met.
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C. Reasonable and Customary Expenses Associated with the Purchase of an
Existing Dwelling or New Construction

Loan funds may be used for expenses associated with purchase of a dwelling if they
are reasonable and customary for the area. These expenses may include the following

items:

Loan Acquisition Expenses. These include legal, architectural, and engineering
fees, title clearance costs, and insurance costs. The guarantee fee and fees for
appraisal, surveying, tax monitoring, expenses for homeownership education
counseling, and other technical services associated with obtaining the loan may
also be included.

Reasonable Lender Fees. Reasonable lender fees, which are financed, may
include an origination fee and other fees and charges. Lender fees and charges
must meet the points and fees limits published by the Consumer Financial
Protection Bureau (CFPB) in the Federal Register at 12 CFR 1026.43(¢e)(3) and
cannot exceed those charged other applicants by the lender for similar
transactions such as FHA-insured or VA-guaranteed first mortgage loans. It is the
lender’s responsibility to ensure CFPB requirements are met. Payment of finder’s
fees or placement fees for the referral of an applicant to the lender may not be
included in the loan amount. Discount points may be financed as described in
Paragraph 6.3 of this Chapter. The SFHGLP up-front guarantee and annual fee
are not included in the lender fees and charges calculation.

Closing Costs. Closing costs that are reasonable and customary for the area can
be paid for with loan funds. Closing costs cannot exceed those charged other
applicants by the lender for similar transactions such as FHA-insured or VA-
guaranteed first mortgage loans. If the lender does not participate in such
programs, the loan closing costs may not exceed those charged other applicants
by the lender for a similar program that requires conventional mortgage insurance
or a guarantee. Seller contributions (or other interested parties) are limited to six
percent of the sales price and must represent an eligible loan purpose in
accordance with this paragraph. Seller contribution limits do not apply to single
close construction loans. Closings costs and/or prepaid items paid by the lender
through premium pricing are not included in the seller contribution limitation. In
addition, closing costs, including lender fees, may not exceed the total loan
amount as described in this section under “Reasonable Lender Fees.” The
SFHGLP up-front guarantee fee is not included in the lender fees calculation.
The approved lender is responsible to ensure applicable limitations and eligible
loan purposes are met.
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¢ Single Close to Permanent Construction. Lenders have the option to escrow a
borrower’s regularly scheduled principal, interest, taxes, and insurance (PITI)
payment established at loan closing to make the loan payments during the
construction period. The inclusion of all reserve accounts (e.g. contingency and
payment) are considered an eligible loan purpose. Seller contribution limits do not
apply to single close construction to permanent loans. Seller contributions cannot
be used to pay an applicant’s personal debt or as an inducement to purchase by
including movable articles of personal property such as furniture, cars, boats,
electronic equipment, etc. This does not include household appliances that are
typically part of the purchase transaction.

e Design Features or Equipment for Physical Disabilities. Special design
features or permanently installed equipment to accommodate a household
member who has a physical disability is an eligible loan purpose. The purchase
of personal items for such individuals, such as wheelchairs, is not an eligible loan

purpose.

e Connection, Assessment and Installment Fees. Reasonable and customary
connection fees, assessments, or the pro rata installment costs for utilities such as
water, sewer, electricity, and gas for which the buyer is liable are eligible costs.

e Taxes and Escrow Accounts. A pro rata share of real estate taxes that are due
and payable on the property at the time of closing and funds for the establishment
of escrow accounts for real estate taxes, hazard and flood insurance premiums,
and related costs are eligible costs.

e Essential Household Equipment. Loan funds can be used to pay for essential
household equipment such as wall-to-wall carpeting, ovens, ranges, refrigerators,
washers, dryers, and heating and cooling equipment if the equipment is conveyed
with the dwelling, and such items are normally sold with dwellings in the area.

e Energy Efficiency Measures. Loan funds can be used for purchase and
installation of measures to promote energy efficiency, such as insulation, double-
paned glass, and solar panels.

¢ Broadband. Loan funds may be used to install fixed broadband service to the
household, if the equipment is conveyed with the dwelling.

e Site Preparation. Site preparation activities, including grading, foundation
plantings, seeding or sod installation, trees, walks, fences, and driveways, are
eligible costs.
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D. Refinance [7 CFR 3555.101(d)]
SFHGLP provides the following opportunities to refinance a loan including:
e “Take out” construction financing;
¢ Building lot when the new loan will also finance construction of a house and
e Existing Section 502 SFHGLP or direct loan program mortgage debt.

Borrowers are not eligible to receive “cash-out” from the refinance transaction.
However, non-streamlined and streamlined-assist refinance loan applicants may receive
reimbursement at settlement for their personal funds advanced for eligible loan purposes
that are part of the refinance transaction, such as an appraisal fee or credit report fee. At
loan closing, a nominal amount of “cash out” to the applicants may occasionally result
due to final escrow and interest calculations.

SFHGLP can refinance the USDA portion of a leveraged direct loan. The remaining
leveraged portion must be subordinated to the new guaranteed loan or be paid off. Payoff
information for USDA direct loans can be found in Attachment B of this chapter.

Secondary financing such as down payment assist loans or home equity lines of credit
cannot be included in a new guarantee refinance loan. These types of financing must be
subordinated to the new guaranteed loan or be paid off. SFHGLP cannot refinance
mortgage debt that is not guaranteed or insured by USDA.

Unpaid fees, past-due interest, and late fees/penalties due the servicer cannot be
included in the new loan amount. Borrowers who are facing repayment hardships should
be considered for loss mitigation under Chapter 18 of this Handbook.

a. Loan Terms and Conditions for All Refinance Transactions

e Loan terms must be fixed for 30 years.

e The interest rate of the new loan must be fixed and not exceed the interest
rate of the loan refinanced.

e The loan security must include the same property as the original loan. The
security property must be owned and occupied by the applicants as their
principal residence.
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e Total adjusted annual income for the household cannot exceed the
moderate level for the area.

e Properties located in areas since determined by the Agency to be non-rural
(ineligible) will remain eligible for a refinance. Lenders may continue to
submit loan requests in the Guaranteed Loan System (GUS) with an
Ineligible property determination. USDA will correct the property
determination during loan review and processing.

L Construction Financing

A refinance is allowed for “take out’/interim financing to construct a new
dwelling, or to improve an existing dwelling.

These types of transactions typically utilize two separate loan closings
with two separate sets of legal documents.

A modification may not be used to update the original note. A new note
will be signed by the borrowers.

The first transaction/closing obtains the interim construction financing.
The second closing obtains the permanent financing when improvements
are completed.

The lender is responsible to ensure all costs involved in both transactions
represent an eligible loan purpose in accordance with Section 6.2 of this
Chapter. Documentation could represent a draw and disbursement
ledger validating the builder’s price to build, cost of the land (if
applicable), closing costs and any out-of-pocket expenses (supported by
canceled checks, paid receipts for construction costs) paid by the
applicants.

The construction period is limited to no greater than 12-months. The 12-
month period must have occurred directly prior to permanent financing.

The borrower must meet credit requirements as outlined in Chapter 10 of
this Handbook.

New construction documentation (certified plans and specifications,
inspections and warranty) must be obtained as outlined in Chapter 12 of
this Handbook.
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o The Loan Note Guarantee will be issued when construction is complete,
and the permanent financing has closed.

Site without a Dwelling

In the case of loans for a building site without a dwelling, a refinance is
permitted if:

o The debt to be refinanced was incurred for the sole purpose of
purchasing the site;

o The applicant is unable to acquire adequate housing without a refinance;

e  Aneligible dwelling will be constructed on the site prior to issuance of
the loan note guarantee;

o The lender is responsible to ensure all costs involved in the construction
financing represent an eligible loan purpose in accordance with Section
3555.152(b) and 6.2 of this Chapter. Documentation could represent a
draw and disbursement ledger validating the builder’s price to build, cost
of the land, remaining balance on a lot loan previously purchased with
no required seasoning, closing costs and any out-of-pocket expenses
(supported by canceled checks, paid receipts for construction costs) paid
by the applicants.

o The construction period is limited to 12-months. The 12-month period
must have occurred directly prior to permanent financing.

o The borrower must meet credit requirements as outlined in Chapter 10 of
this Handbook.

e  New construction documentation (certified plans and specifications,
inspections and warranty) must be obtained as outlined in Chapter 12

applies.

e  This transaction will represent a two-closing transaction with two sets of
legal documents.

o A modification may not be used to update the original note.

e  The guarantee fee structure for this type of financing will be considered
a purchase transaction loan.
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Agency Requirement: The refinance of “take out” construction
financing or building lots will be considered a “purchase” loan by the Agency
to determine the Type Of Assistance (TOA) code.

See Section 7 of Chapter 12 for combination construction to permanent
financing involving a single-close transaction.

3. Existing Section 502 Direct and Guaranteed Loans

The intent of the refinance feature of the SFHGLP is to give existing
guaranteed and direct borrowers, with satisfactory payment histories, the
opportunity to benefit from a lower interest rate and increase their ability to be
successful homeowners. The interest rate of the new guaranteed loan must
not exceed the interest rate of the existing loan that will be refinanced.
Applicants must meet all eligibility requirements as outlined in this Handbook
except where noted. Non-performing loans should be considered for
appropriate loss mitigation options. A refinance transaction is not a loss
mitigation option. Delinquent loans should be reviewed and evaluated with
applicable loan servicing and loss mitigation guidelines. A summary table is
included in Attachment A of this Chapter.

Three refinance options are available:

i. Non-streamlined refinance.
e A new appraisal is required.

e The maximum loan amount may not exceed the new appraised value,
with the exception of the upfront guarantee fee. The following items
are eligible to be financed up to the new appraised value: the principal
and interest balance of the existing loan, reasonable and customary
closing costs, and funds necessary to establish a new tax and insurance
escrow account.

e Direct loan borrowers that owe subsidy recapture have the option of
financing or deferring the amount of recapture that is due. If the
borrower chooses to finance the subsidy recapture, they may be
eligible for a discount on the amount that is due. If the direct borrower
elects to defer their recapture or is unable to include this subsidy
within the new appraised value, a second lien will apply, and no
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discount will be available. The upfront guarantee fee may be financed
above the new appraised value.

Additional borrowers may be added to the new guaranteed loan.
Existing borrowers on the current mortgage note may be removed,
however, at least one of the original borrowers must be an applicant
for the new refinance loan.

The existing loan must have closed 12 months prior to request for a
refinance and must be current for the 180-day period prior to the
Agency’s receipt of a Conditional Commitment request.

The borrower must meet credit requirements as outlined in Chapter 10
of this Handbook.

Monthly housing expense to income ratio may not exceed 29 percent.
The monthly total debt to income ratio may not exceed 41 percent.
Lenders may request a debt ratio exception when documentation of
strong compensating factors in accordance with Chapter 11 of this
Handbook are met. A satisfactory payment history for the existing
mortgage is a strong compensating factor.

The Guaranteed Underwriting System (GUS) may be utilized to
request a non-streamlined refinance.

ii. Streamlined refinance.

A new appraisal is not required for existing guaranteed loan
borrowers. A direct loan borrower will be required to obtain a new
appraisal if they have received payment subsidy to determine the
amount of subsidy recapture due. If subsidy recapture is due, the
amount cannot be included in the new refinance loan. Subsidy
recapture must be paid with other funds or subordinated to the new
guaranteed loan. If an applicant elects to finance the subsidy recapture
into the new refinance loan, refer to the non-streamlined refinance
guidance.

The maximum loan amount may not exceed the original loan amount
at the time of purchase, with the exception of the upfront guarantee
fee. The following items are eligible to be financed up to the original
purchase price: the principal and interest balance of the existing loan
and a reasonable fee for re conveyance of the existing USDA
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mortgage. The upfront guarantee fee may be financed above the
original purchase price.

Additional borrowers may be added to the new guaranteed loan.
Existing borrowers on the current mortgage note may be removed,
however, at least one of the original borrowers must remain on the
new refinance loan.

The existing loan must have closed 12 months prior to request for a
refinance and must be current for the 180-day period prior to the
Agency’s receipt of a Conditional Commitment request.

The borrower must meet credit requirements as outlined in Chapter 10
of this Handbook.

Monthly housing expense to income ratio may not exceed 29 percent.
The monthly total debt to income ratio may not exceed 41 percent.
Lenders may request a debt ratio exception when documentation of
strong compensating factors in accordance with Chapter 11 of this
Handbook is met. A satisfactory payment history for the existing
mortgage is a strong compensating factor.

GUS may be utilized to request a streamlined refinance.

iii. Streamlined-assist refinance

A new appraisal is not required for existing guaranteed loan
borrowers. A direct loan borrower will be required to obtain a new
appraisal if they have received payment subsidy to determine the
amount of subsidy recapture due. If subsidy recapture is due, the
amount cannot be included in the newly refinanced loan. Subsidy
recapture must be paid with other funds or subordinated to the new
guaranteed loan. If an applicant elects to finance the subsidy recapture
into the new refinance loan, refer to the non-streamlined refinance
guidance.

The maximum loan amount may include the principal and interest
balance of the existing loan, eligible loan closing costs, funds
necessary to establish a new tax and insurance escrow account, and the
upfront guarantee fee.

(03-09-16) SPECIAL PN
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b.

The borrower must receive a tangible benefit to refinance under this
option. A tangible benefit is defined as a $50 or greater reduction in
their principal, interest, and annual fee monthly payment compared to
the existing principal, interest and annual fee monthly payment. The
borrower is not required to meet the repayment ratio provisions as
outlined in Chapter 9 of this Handbook.

The existing loan must have closed 12 months prior to request for a
refinance.

The borrower is not required to meet all the credit requirements as
outlined in Chapter 10 of this Handbook. The existing mortgage must
be paid as agreed for the 12 months prior to application for a
streamlined-assist refinance. Lenders may verify mortgage payment
history through a Verification of Mortgage obtained directly from the
servicing lender or a credit report. If a credit report is ordered to
determine timely mortgage payments, other credit accounts will not be
reviewed.

Borrowers may be added; however, only deceased borrowers may be
removed from the loan.

GUS is unavailable for this product and these loans must be manually
underwritten.

Loan Application Documentation

The following items must be addressed or documented in the lender’s loan

file in order for the application to be considered complete:

Uniform Residential Loan Application (URLA).
Credit report, as applicable.
Verification of applicant’s current employment and income.

Verification that the total adjusted income for the household does not
exceed the current moderate-income level established for the area.

Underwriting analysis, including applicant’s qualifying ratios for the loan

being refinanced, as applicable.
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Fully executed Form RD 3555-21, Request for Single Family Housing
Loan Guarantee.

Uniform Residential Appraisal Report (URAR), as applicable.

Property inspections as outlined in Chapter 12 of this Handbook are not
required. However, the lender may require completion of repairs as a
condition of loan approval. Expenses related to property inspections and
repairs may not be financed into the new loan amount.

Submission Process

Lender Requirements: After underwriting and approving the loan, the
application package will be submitted to the Agency for review in
accordance with Chapter 15 of this Handbook. The Agency will review
applications to determine if all program requirements have been met.

Agency Requirements: Funding for the refinance type will be requested
by the Agency as outlined in Chapter 14 of this Handbook.

The refinancing of “take out” construction financing or building lots will
be considered a “purchase” loan by the Agency to determine the TOA
code.

Establish an application in GLS. Streamlined and non-streamlined
refinance transactions submitted through GUS will be uploaded to GLS
from the USDA Administration page in GUS.

Code refinances with the appropriate type of assistance code (TOA).

Obligate funds in GLS and issue a Conditional Commitment to the
lender.

Agency Streamlined-assist Processing Requirements: additional
processing steps:

Deduct the upfront guarantee fee from the total loan amount and enter
that figure as the appraised value in GLS

Review the previous 12-month mortgage payment history. If a credit
report is submitted, only review the 12-month mortgage payment history.
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If the mortgage account is currently delinquent or has been reported
delinquent in the previous 12 months, the borrower is not eligible.
Agency staff should use the “Borrower ID” with GLS Report “GLSST01:
Status of a GRH Loan Account” to ensure the loan is currently active and
not in default

3. Enter 1 in the “FICO Score” data field when processing a Streamlined-
assist application in GLS

4. Enter the repayment income calculation in GLS, but do not include any
“Additional Liabilities” amounts. If the new mortgage payment results in
ratios above 29 and/or 41 percent, check the box that indicates a debt
ratio waiver has been issued by the Agency.

5. If the new Streamlined-assist loan amount exceeds the original loan
amount enter the new loan amount into the “Original USDA Purchase
Loan Amt.” field in GLS (Loan Purposes section). (This is a system
override to allow for the loan amount provisions of the streamlined-assist
loans).

6. On the “Update Application” GLS loan screen under “Agency
Information,” select the “Servicing Office” named “STREAM-ASSIST
REFI”.

d. Closing Costs and Lender Fees

The lender may establish charges and fees for the refinance loan, provided
they are the same as those they charge other applicants for similar types of
transactions. Lenders and the Agency should make every effort to ensure that
applicants are not being charged excessive fees as part of the new loan.
Discount points are eligible to be financed to permanently “buy-down” the
interest rate. In such cases, discount points financed must represent a
reduction to the interest rate.

Up-Front Guarantee Fee

The guarantee fee for SFHGLP refinances will be established by the
Agency. The entire up-front guarantee fee may be financed into the new
refinance loan. The amount of the up-front fee will be published in Exhibit K,
of RD Instruction 440.1, available in any Rural Development office or on the
Rural Development website as follows:
http://www.rd.usda.gov/publications/regulations-guidelines.
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f. Annual Fee

An annual fee will be charged by the Agency for refinance transactions.
The amount of annual fee will be established by the Agency. Refer to Exhibit
K of RD Instruction 440.1, available in any Rural Development office or on
the Rural Development website as follows:
http://www.rd.usda.gov/publications/regulations-guidelines.

g. Loan Note Guarantee Issuance Requirements

Once the lender has closed the loan, closing documentation must be
submitted to the Agency as provided in Chapter 16 of this Handbook.
Provided the lender’s loan closing documentation is adequate, and the loan
documentation represents the loan was closed in accordance with the terms of
the Conditional Commitment, a Loan Note Guarantee will be issued. The
Agency will process loan closings for SFHGLP refinance loans using the
same procedures for SFHGLP purchase loans. Once the Agency’s loan
closing has processed and the new Loan Note Guarantee has been issued, the
Agency should notify the Finance Office to terminate the original guarantee
due to the loan being refinanced through the SFHGLP. Notifications should
be made to the National Finance and Accounting Operations Center, Housing
Services Branch, by email at NFAOC.HSB@STL.USDA.GOV.

h. Guaranteed Loan System (GLS) Reporting

All SFHGLP refinance loans must be coded with the TOA code as
referenced in Chapter 14 of this Handbook.

6-13
(03-09-16) SPECIAL PN
Revised (10-04-19) PN 529



HB-1-3555

E. Supplemental Loans

When an existing SFHGLP loan is assumed, a supplemental loan can be provided if
funds are needed for seller equity, closing costs, or essential repairs. See Chapter 17 of
this Handbook for a detailed discussion of transfers and assumptions in the SFHGLP.

6.3 PROHIBITED LOAN PURPOSES
Guaranteed loan funds cannot be used for any of the following purposes.

¢ Loan Discount Points. Loan discount points, other than to reduce the effective
interest rate, cannot be financed as part of the loan. Discount points must be
reasonable and customary for the area and cannot be more than those charged
other applicants for comparable transactions. Loan discount points and loan
origination fees must be itemized separately on the settlement statement so that
the Agency can accurately identify the amount of the loan used for loan discount
points. Loan discount points representing fees other than to reduce the effective
interest rate, such as to compensate for a low credit score or low loan amount are
ineligible.

¢ Income Producing Property. Purchase or improvement of income-producing
land or buildings that will be used principally/specifically for income producing
purposes is not allowed. Vacant land or properties used primarily for agricultural,
farming or commercial enterprise are ineligible. A minimal income-producing
activity, such as maintaining a garden that generates a small amount of additional
income, does not violate this requirement. A qualified property must be
predominantly residential in use, character and appearance. Refer to Chapter 12
of this Handbook for additional information on qualifying a property.

e Manufactured Homes. Purchase of an existing manufactured home is not
permitted, unless it is a purchase of an existing Rural Development Section 502
direct loan or guarantee, as provided in Section 2 of Chapter 13 of this Handbook.

e Lease Payments. Payment on any lease agreement associated with the proposed
real estate transaction is prohibited.

e Seller contributions. Seller or other interested party contributions towards
closing costs in excess of six percentage points of the property sale price are
prohibited. Closing costs and/or prepaid items paid by the lender by premium
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pricing are not included in the seller contribution limitation. Fees towards the
applicant’s cost to close such as real estate commission or other typical fees paid
by the seller or other interested party under local, state law, or local custom are
not considered in the maximum contribution calculation. Lenders are responsible
to ensure this requirement is met. This provision does not apply to new
construction loans as outlined in 3555.105.

e Closing costs. Closing costs, including lender fees, may not exceed three percent
of the total loan amount, unless flexibility is provided through guidance published
by the CFPB’s Ability to Repay and Qualified Mortgage (ATR/QM) standards.
The SFHGLP up-front guarantee fee and annual fee is not included in the three
percent lender fee calculation. Lenders are responsible to ensure this requirement
is met.

6.4 AGENCY REVIEW OF LOAN PURPOSES

The Agency will review the purposes for which guaranteed loan funds are being
used before issuing a Conditional Commitment for loan guarantee. If the Agency
discovers loan funds are to be used for an ineligible purpose, the Agency will contact
the lender and attempt to resolve the situation prior to making a determination on the
loan guarantee. Loan purposes also will be reviewed during the Agency’s on-site
monitoring process to ensure that the lender has an accurate understanding of allowable
and prohibited loan purposes. See Chapter 20 of this Handbook for a detailed
discussion of how the Agency handles loss claims for loan funds that were used for an
ineligible purpose.
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Section 502 Single Family Housing
Options to Refinance Direct and Guaranteed Loans

Requirements for all refinance loans

e Current loan must be a 502 direct or guaranteed e The loan must have closed 12 months prior to
loan loan application for the refinance
e 30vyear loan term e Property must be owner occupied
e Fixed interest rate at or below the current interest e Household must meet applicable adjusted annual
rate and must not exceed the maximum limit set household limit
forth in 3555.104(a) e Properties located in ineligible rural areas remain
e late fees are not eligible to be included in the new eligible for refinance
loan amount e Only the USDA direct loan portion of a leveraged
e Subsidy recapture may be paid or subordinated to loan is eligible
the new first lien (direct loans only) e Remaining funds at loan closing that may occur
e Cash out from collateral equity is not an eligible due to final real estate tax and/or insurance
loan purpose. calculations may be returned to the borrower at
loan closing.
Requirement Non-streamlined Streamlined Streamlined-assist

Appraisal

Yes

Only for direct loans that
received subsidy to calculate
recapture

Only for direct loans that
received subsidy to calculate
recapture

Maximum Loan Amount,
eligible loan costs listed

Cannot exceed new appraised

value.

e  Principal & Interest

e Closing costs

e  Funds to establish tax and
insurance escrow

e Upfront guarantee fee

e  Subsidy recapture due

Cannot exceed original loan
amount.

e  Principal & Interest

e  Re-conveyance fee

e Upfront guarantee fee

New loan amount may include:

e  Principal & Interest

e  Closing costs

e Funds to establish tax and
insurance escrow

e Upfront guarantee fee

Add/Remove Borrowers
(one original borrower
must remain)

Yes

Yes

e Add borrowers only

e Noremoval of current
borrowers Exception:
deceased borrowers may
be removed

Credit

e Loan paid as agreed 180
days prior to loan request
to USDA

e Requirements of Chapter

e Loan paid as agreed 180
days prior to loan request
to USDA

e Requirements of Chapter

e Loan paid as agreed 12
months prior to loan
request to USDA
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10

10

Requirement Non-streamlined
Ratios GUS Accept, no debt ratio

Streamlined
GUS Accept, no debt ratio

Streamlined-assist
e No ratio calculation

waiver required waiver required required
e  GUS Refer, debt ratio GUS Refer, debt ratio

waiver to meet HB Chapter waiver to meet HB

11 Chapter 11
Can GUS be utilized? Yes Yes No
Include subsidy Yes, if appraised value No No
recapture? supports
Net tangible benefit No No Yes
required? S50 or greater reduction in

new PITI (including annual
fee) as compared to current
PITI payment

Subordinate “silent” Yes Yes Yes

seconds or subsidy
recapture due?

Resources
The following resources are available:

7 CFR Part 3555: https://www.rd.usda.gov/files/3555-1appendix01.pdf

HB-1-3555: https://www.rd.usda.gov/publications/regulations-guidelines/handbooks#hb13555

USDA LINC Training and Resource Library:

https://www.rd.usda.gov/programs-services/lenders/usda-linc-training-resource-library

Property and Income Eligibility: http://eligibility.sc.egov.usda.gov/eligibility/welcomeAction.do

List of USDA State Office e-mail boxes to deliver manually underwritten loan files or manual loan closing submissions:
https://usdalinc.sc.egov.usda.gov/docs/rd/sfh/lenderloanclosing/lender/Electronic Doc Delivery Non GUS loans.pdf

Questions regarding direct loan subsidy recapture may contact the USDA Customer Service Center (CSC):
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1-800-414-1226

Section 502 Direct and Guaranteed Loan Refinance

Complete Loan Application Submission

HB-1-3555, Chapter 15 Attachment 15-A must be utilized to submit complete loan applications to USDA for review.
The following is provided as a guide to assist lenders to submit complete refinance applications.

GUS ACCEPT UW RECOMMENDATION
Loan Documentation Non-streamlined

Streamlined Streamlined-assist

Form RD 3555-21 Ineligible to be processed in
GUS.
Final GUS UW Findings X X
Report
Evidence of qualified X X
alien, if applicable
Appraisal X Only for direct loans that
received subsidy to calculate
recapture
Credit report X | X
Credit report for Non- X X
purchasing spouse, if
applicable

GUS REFER, REFER WITH CAUTION, GUS ACCEPT w/full documentation requirement UW RECOMMENDATIONS, AND
MANUALLY UW LOAN
Loan Documentation Non-streamlined Streamlined Streamlined-assist
Form RD 3555-21 X

Final GUS UW Findings N/A
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Underwriting analysis

GUS REFER, REFER WITH CAUTION, GUS ACCEPT w/full documentation requirement UW RECOMMENDATIONS, AND
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S50 net tangible benefit
(principal, interest, and
annual fee) may documented
on this form or elsewhere in
application.

MANUALLY UW LOAN (continued)

Loan Documentation

Evidence of qualified
alien, if applicable

Appraisal

Credit report

Credit report for Non-
purchasing spouse, if
applicable

Credit waiver

Debt ratio waiver

Uniform Residential
Loan Application

Full Income

Non-streamlined \ Streamlined Streamlined-assist
X X X
X Only for direct loans that Only for direct loans that
received subsidy to calculate | received subsidy to calculate
recapture recapture
X X Not required, but credit

Review credit and verify
mortgage payment history.

Review credit and verify
mortgage payment history.

report may be used to
document previous 12
month payment history of
mortgage. A Verification of
Mortgage completed by the
servicing lender is also
acceptable. No additional
credit review is required.

X X N/A
X X N/A
If applicable If applicable
X X N/A
No debt ratio calculations
X X X
X X X
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Documentation for all
adult household
members (includes

4506-T as applicable)

Asset documentation X
If applicable

X
If applicable

X
If applicable
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Refinancing a Section 502 Direct Loan

When the Agency has determined that a Section 502 direct borrower may be
eligible to refinance with private credit, the option to attempt a refinance with a
SFHGLP loan may be offered to the borrower. It will be the option of the borrower to
contact a SFHGLP lender or to pursue other refinance credit. If the borrower elects to
refinance with a SFHGLP loan, the same process described above for Section 502
Guaranteed loans will apply, with the following exceptions:

a. Section 502 Leveraged Loans

The Housing Act of 1949 prohibits the use of SFHGLP refinance funds to refinance
Section 502 Leveraged Loans. Leveraged Loans are loans from a non-Rural
Development source closed simultaneously with a Section 502 direct loan. The private
sector lender takes a first lien while Rural Development obtains a second lien on the
same security property. Only the USDA direct loan portion of a leveraged loan is
eligible for a guarantee refinance. Refer to 6.2 D of this Chapter.

b. Subsidy Recapture

Arrangements must be made to either pay off or defer repayment of any subsidy
recapture due when a Section 502 loan is refinanced. Any recapture amount owed as
part of the 502 direct loan pay off may be included into the amount being financed with
the SFHGLP non-streamline refinance loan subject to the maximum loan amount. A
discount on recapture may be offered if the customer does not defer recapture (pays
amount due in full) or includes the recapture amount due into a non-streamlined
refinance loan. Alternatively, any 502 direct recapture amount owed at the time of
refinance may be deferred if the recapture amount takes a lien position subordinate to
the new SFHGLP loan.

Obtaining a “Statement of Loan Balance” letter for direct loan borrowers:

1. Lenders may determine an applicant has a direct loan when the credit report
reflects “USDA” as the mortgage creditor or the applicant informs the lender they
applied and received their mortgage loan through a USDA Service Center. Direct loans
are serviced by the Customer Servicing Center (CSC) located in St. Louis, Missouri.
Obtaining a “Statement of Loan Balances” letter will assist lenders to determine if
subsidy recapture is due. The “Statement of Loan Balances” will also include
instructions for the lender to follow regardless of information submitted at the time of
payoff request.
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2. To obtain a “Statement of Loan Balance”, submit a request on lender letterhead
which includes the borrower’s name, account number and address along with a signed
authorization from the customer to release the information. The “Statement of Loan
Balance” will reflect the maximum amount of subsidy recapture that may be due. It is
not a payoff statement. Requests can be faxed to 314-457-4433.

The CSC will not provide payoff quotes verbally or over the phone. The CSC also
assists lenders with subordination agreements when direct loan borrowers elect to
subordinate subsidy recapture due. Lenders and direct loan borrowers that have
questions regarding a direct loan account may contact the CSC at (800) 414-1226.
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CHAPTER 7: LOAN TERMS AND CONDITIONS
7 CFR 3555.104

INTRODUCTION

The SFHGLP helps low- and moderate-income people living in rural areas purchase
adequate, modest, decent, and safe homes by providing guarantees for qualified loans that
a lender would not make without a guarantee. The program’s loan terms and conditions,
which are described below, are designed to ensure that the loans are used to acquire
modest homes and that the property will provide adequate security for the loan.

MAXIMUM LOAN AMOUNT

The applicant is permitted to finance reasonable and customary expenses associated
with purchasing a home as described in Chapter 6, if the total amount financed does not
exceed any of the following limits:

e The maximum loan amount for which the applicant qualifies, as determined by
their income and repayment ability as further discussed in Chapter 8 and 9 of this
Handbook;

e The fair market value of the property, as determined by a current appraisal
conducted in accordance with the Uniform Standards of Professional Appraisal
Practices (USPAP); and

e The LTV of the loan can exceed 100 percent of the market value of the property
when the guarantee fee is financed. Loans may exceed 100 percent LTV only to
the extent that the excess represents a financed guarantee fee. See additional
guidance in Chapter 6 of this Handbook regarding refinance loans.

The purchase price of the property is permitted to exceed these limits for applicants
with sufficient cash reserves or access to a source other than credit through which to
obtain the necessary cash difference.

A newly constructed dwelling that does not meet the definition of an existing
dwelling, as defined at Section 3555.10, and cannot meet the requirements of Section
3555.202(a) is limited to 90 percent of the present market value. The dwelling must meet
or exceed the International Energy Conservation Code (IECC) in effect at the time of
construction.
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7.3

LOAN TERMS

The lender must consider whether the loan could be made without a guarantee. If the
lender is willing to make the loan without the guarantee at the same rates and terms, the
loan is not eligible for the guarantee program. If the lender is not willing to make the
loan without a guarantee and wishes to request a guarantee, the required loan terms for all
loans guaranteed under the program are described below.

A. Repayment Period

The loan term must be 30 years and the loan must fully amortize in that period. The
promissory note must show regular monthly payments generally payable on the first day
of the month.

B. Interest Rate

The lender and the borrower are free to negotiate any mutually acceptable fixed
interest rate. The interest rate should be locked by the time of loan settlement. In the
event the interest rate is not locked at the time Form RD 3555-18 is issued, and the
interest rate increases between the time of issuance of Form RD 3555-18 and loan
closing, the lender will note the change when submitting the loan closing package and
support the increase in interest rate with modified loan application documents. Modified
loan documents will include at a minimum:

e Updated URLA reflecting data changes due to an interest rate adjustment.

e Underwriting analysis reflecting the updated interest rate and confirming the
applicant(s) remain eligible for the SFHGLP.

e Interest rates that have been underwritten with the assistance of GUS will require a
resubmission if the locked interest rate adversely affects the eligibility of the loan.
The resubmission will be treated as a new request by SFHGLP processing offices.
An increased interest rate could result in a denial of Loan Note Guarantee request
if the underwriting recommendation of GUS at issuance of Form RD 3555-18
results in a recommendation lower than the original recommendation (i.e. an
Accept underwriting recommendation at issuance of the Form RD 3555-18,
changed to Refer underwriting recommendation as a result of a resubmission with
a higher interest rate).
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C. Terms Unacceptable for a Guarantee

The following terms are unacceptable for the guaranteed loan.
e Adjustable rate mortgages (ARMs);

¢ Balloon mortgages;

e Mortgages for other than 30 years;

¢ Interest on interest or negative amortization (or any non-fully amortizing loan);
and

e Prepayment penalties.
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CHAPTER 8: APPLICANT CHARACTERISTICS
7 CFR 3555.151

8.1 INTRODUCTION

Applicants seeking the assistance of a SFHGLP loan must meet the minimum
applicant characteristics outlined in this chapter. Lenders must determine that the criteria
have been met prior to analyzing the applicant’s income, credit and ratio qualifications.
The lender must have at least one personal interview with the applicant to verify that the
information on the application is correct. The interview may be completed by telephone,
face-to-face, by mail or by internet.

8.2  APPLICANT ELIGIBILITY REQUIREMENTS

The lender must confirm the applicant meets the criteria for obtaining a SFHGLP
guarantee prior to full analysis of the applicant’s loan request.

A.Owning a Dwelling [7 CFR 3555.151 (e)]

An applicant who owns a dwelling to which they will retain ownership is eligible for
a guaranteed loan to purchase another home if all of the criteria below are met:

e The homeowner’s current dwelling is not financed by a Rural Development
guaranteed or direct Section 502 or 504 loan or active grant (the grant agreement
has not expired);

e The homeowner is financially qualified to own more than one house (the loan
applicant is limited to owning one single family housing unit other than the one
associated with the loan request);

e The homeowner will occupy the home financed with the guaranteed loan as their
primary residence throughout the term of the loan.

e The current home owned no longer adequately meets the applicants’ need.
Manufactured housing units that are not fixed on a permanent foundation are
considered functionally inadequate. The determination that the current home no
longer adequately meets the applicant’s needs must include documentation of a
significant status change in the circumstances of the borrower that require
immediate remedy. Examples of changes in status could include, but are not
limited to:

e  Severe overcrowding which is defined as more than 1.5 household
residents per room. The room count generally includes a living room,
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dining room, kitchen, den, recreation room, and bedroom(s). Room
counts do not include the bathroom or an entry hall/foyer. The lender
must obtain verification that overcrowding has existed for more than
90 days and will persist for at least nine (9) months into the future.

e  The disability or limited mobility of a permanent household resident
that cannot be accommodated without substantial retrofitting of the
current property, e.g., the installation of a ramp, an elevator or stair-
lift, or extra-wide doors and hallways. Lender must obtain verification
of the change in status, the existing property deficiencies, and the
suitability of the new property.

e The applicant is/has relocated with a new employer, or being
transferred by the current employer to an area not within reasonable
and locally recognized commuting distance.

In all cases, the lender must provide an additional explanation of the burden upon the
applicant imposed by the status change both in the near and longer term, and also the
reasons beyond homeowner convenience why the purchase of the property must be
completed prior to the sale of the existing property. All documentation will be retained
in the lender’s permanent loan file and may be requested by the Agency upon review.

Repayment Income for rents received less than 24 months. Applicants retaining their
existing dwelling must qualify for all mortgage liability payments. Newly signed leases
have no historical basis to conclude that the income is likely to continue and cannot be
used for repayment ratio calculation. Rents received less than 24 months do not
represent a stable continued source of income for repayment income due to lack of
history and cannot be used when qualifying the loan request. The exclusion of rental
income will ensure the applicant has sufficient monthly income to meet all mortgage and
liability payments. Lenders who utilize GUS will not populate data fields on the “REO
Property Information” page with any information regarding rental income received for
less than 24 months in the “Gross Rental Income,” “Mortgage Payments,” or “Insurance,
Maintenance and Taxes” data fields. However, the corresponding mortgage liability
associated with the retained dwelling must be included in the long-term debt liability.

Repayment Income for rents received 24 months or greater. When applicants can
demonstrate rental income is stable and dependable, as evidenced and documented with
the most recent two years tax returns and a copy of the current written lease executed by
the homeowner and the lessee, the net rental income can be considered for repayment
ratios. IRS From 1040 Schedule E is required to verify all rental income. Depreciation
or depletion shown on Schedule E may be added back to the net income or loss for
repayment income. Positive rental income is considered gross income for repayment
income while negative income must be treated as a recurring liability.
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Repayment Ratios. If the net rental amount is negative, the amount of debt will be
considered as a recurring liability for repayment ratios. This applies to manual and
automated underwritten loan files.

Annual Income Calculation. Any positive net rental income will be included in the
calculation of annual income to determine eligibility of the household for the SFHGLP.
Rental income must be considered in the annual income analysis regardless of its
duration. Rental income, for annual income purposes, is considered the total rental real
estate income amount reported on the most recent IRS Form 1040 Schedule E for the
previous 12 months. In the absence of a Schedule E; canceled checks, money order
receipts, bank statements or other documentation may be used to support the amount of
rents received for annual income purposes. Any negative net rental income is treated as
zero for the purposes of calculating annual income.

Documentation. Refer to Chapter 9 of this Handbook for additional information
surrounding documentation requirements of rental income.

B. Obtaining Credit

Form RD 3555-21, “Request for Single Family Housing Loan Guarantee” requires
both the lender and the applicant to certify that the applicant is unable to secure credit
from other sources upon terms and conditions which the applicant can reasonably
fulfill. The certification can be made if the applicant does not meet the requirements
to obtain a traditional conventional credit loan. Traditional conventional credit is
defined for Agency purposes as:

e The applicant has available personal non-retirement liquid verifiable asset funds
of at least 20% of the purchase price that can be used as a down payment;

e The applicant can, in addition to the 20% down payment, pay all closing costs
associated with the loan;

e The applicant can meet qualifying ratios of no more than 28% PITI and 36% TD
when applying the 20% down payment;

e The applicant demonstrates qualifying credit for such a loan. The conventional
mortgage loan term is for a 30- year fixed rate loan term without a condition to
obtain private mortgage insurance (PMI).

If the applicant meets the cumulative criteria of traditional conventional credit, as
defined by the Agency above; the applicant is ineligible for the SFHGLP.
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It remains the underwriter’s responsibility to support the criteria of this Section.
Documentation to support ineligibility for conventional credit will be retained in the
lender’s permanent case file.

Liquid assets for conventional credit down payment purposes typically consist of
cash or cash equivalents. Cash or cash equivalents include funds in the applicant’s
checking or savings accounts, or investments in stocks, bonds, mutual funds, certificates
of deposit, and money market funds, unless they were encumbered (pledges as collateral)
or otherwise inaccessible without substantial penalty. Cash equivalents do not include
funds in Individual Retirement Accounts, 401(k) accounts, Keogh accounts, or other
retirement accounts that are restricted and may not be accessed without incurring
substantial monetary penalties. Educational college savings plans, such as a 529 plan,
which incur a penalty to withdraw, is not considered a cash equivalent. Owning land is
not considered a liquid asset. Land cannot typically be converted to cash quickly without
minimal impact to the price received and ease in transfer of ownership.

C. Occupying the Property [7 CFR 3555.151(c)]

Applicants must agree to personally occupy the dwelling as a principal residence
throughout the term of the loan. Bona fide occupancy in the home as the applicant’s
principal residence within 60 days after signing the security instruments is required.

e Active duty military applicants. Active duty military applicants may be eligible
for the SFHGLP. They must occupy the property as their principal residence.
The military applicant must express intent to meet occupancy requirements upon
his/her discharge from the service. A military serviceperson who cannot
physically reside in a property because they are on active duty will be considered
to meet occupancy requirements defined in § 3555.10 of 7 CFR 3555 if:

e The serviceperson’s family will continue to occupy the property as their
principal residence.  See Chapter 9 for additional information on
calculating military income for repayment of the loan request.

e Student applicants. Due to the probability of relocation after graduation, full-
time students cannot obtain loans unless they intend to make the home a
permanent residence and there are reasonable prospects of securing employment
in the area after graduation.

D. Having Legal Capacity [7 CFR 3555.151(f)]

The applicant must be considered an adult under State law, and must have the legal
capacity to incur the loan obligation. An applicant with a court-appointed guardian or
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conservator, who is empowered to obligate the applicant in real estate matters, is eligible
for a loan.

E. Not Having a Suspension or Debarment [7 CFR 3555.151(g)]

Individuals who have been suspended or debarred from participation in Federal
programs are not eligible for a guaranteed loan. The approved lender, or their agent, is
responsible for screening the applicant and parties to the transaction on the U.S. General
Services Administration’s (GSA) System for Award Management (SAM.gov) website as
part of their eligibility determination of the applicant. Lenders who utilize an automated
method that creates a report, similar to a watch list, which performs a check of the SAM
website, will meet the criteria of this check. Additional information regarding parties
ineligible to participate in the SFHGLP transaction can be found in Section 15.2 of
Chapter 15 of this Handbook. The lender will document their permanent file with the
date and screen print of the results of that check. Form RD 3555-21 will document the
lender performed the check. The check should occur prior to the request for commitment
and be no greater than 30 days prior to loan closing, otherwise the lender will update
their documentation by performing another check of SAM. Rural Development staff is
not required to rescreen an applicant upon request of a loan guarantee.

F. Having Acceptable Citizenship or Immigration Status [7 CFR 3555.151 (b)]
The applicant must be a U.S. citizen, a U.S. non-citizen national, or a qualified alien.

This program is available to individuals who receive a loan note guarantee under the
SFHGLP to those who:

e reside as a citizen in any of the 50 States, the Commonwealth of Puerto Rico,
the U.S. Virgin Islands, Guam, American Samoa, the Commonwealth of the
Northern Marianas, Federated States of Micronesia, and the Republics of the
Marshall Islands and Palau; or,

e anon-citizen who resides in one of the foregoing areas after being legally
admitted to the U.S. for permanent residence or on indefinite parole.

The term “indefinite parole” is no longer a term used by the Citizenship and
Immigration Service (CIS), formerly known as the Immigration and Naturalization
Service (INS). Instead, under Section 401 of the Personal Responsibility and Work
Opportunity Reconciliation Act of 1996 (PRWORA) (8 U.S.C. Section 1611) lenders and
the Agency must determine whether the applicant for a guaranteed loan is a U.S. citizen,
a U.S. non- citizen national, or a “qualified alien.”
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Generally, a U.S. non-citizen national is a person born in American Samoa or Swains
Island or after the date the U.S. acquired American Samoa or Swains Island, or a person
whose parents are U.S. non-citizen nationals. Typical evidence of the relatively
uncommon status as a non-citizen national includes a birth certificate or passport, and
persons who are non-citizen nationals are eligible for consideration.

Aliens must provide acceptable evidence that they are qualified aliens. A qualified
alien is defined under PRWORA (8 U.S.C. Section 1641) as:

1. Analien who is lawfully admitted for permanent residence under the Immigration
and Nationality Act (INA); or

2. An alien who is granted asylum under section 208 of such Act; or

3. A refugee who is admitted to the United States under section 207 of such Act; or

4. An alien who is paroled into the United States under section 212(d)(5) of such Act
for a period of at least 1 year; or

5. An alien whose deportation is being withheld under section 243(h) of such Act; or

6. An alien who is granted conditional entry pursuant to section 203(a)(7) of such
Act as in effect prior to April 1, 1980; or

7. An alien who is a Cuban/Haitian Entrant as defined by section 501(e) of the
Refugee Education Assistance Act of 1980; or

8. An alien who has been battered or subjected to extreme cruelty under section 431
of the Immigration and Nationality Act.

In addition to the categories of qualified aliens described above, Native Americans
born in Canada may also be eligible as lawfully admitted for permanent residence. They
might not possess any of the documentation described above, and the Agency might not
be able to verify their status through Systematic Alien Verification for Entitlements
(SAVE) Program. SAVE is a program the Agency has access through a “Memorandum
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of Agreement” with the Department of Homeland Security (DHS). To establish the
applicant(s) is a qualified alien, the Native American should provide all of the
documentation listed below, as described in the Wabanaki Legal News at
http://www.ptla.org/wabanaki/jaytreaty.htm.

e A letter from their Native American tribe stating that the alien has at least 50 percent
Native American or Aboriginal blood (also referred to as the blood quantum);

e Their Canadian “Certificate of Indian Status Card” with a red stripe along the top;
e Their birth certificate;
e |f an Haudenosaunee, their Red 1.D. Card;

e If an Inuit, an Inuit enrollment card from one of the regional Inuit lands claim
agreements;

e Their Social Security Card issued by the U.S. Social Security Administration;

e Their Canadian or U.S. driver license.

Lenders must secure proof of identity and evidence that non-citizens who apply for a
guaranteed loan are qualified aliens. The evidence confirming qualified alien status may
be obtained after the lender has received an application for credit from the potential
borrower. The lender should obtain the non-citizen’s alien identification number with
copies of any supporting documents and communicate it to the Agency office servicing
their area. Examples of supporting documents are provided in the screen print below.
Agency staff will then submit the alien’s information to SAVE and, in most cases, will be
able to promptly inform the lender of the applicant’s eligibility status based on the aliens
Class of Admission (COA). Lenders who utilize GUS will automatically have access to
SAVE to validate non-citizens as qualified aliens.
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U.S. Citizenship and Immigration Scrvices

WEB-3

ninistration Enter Appiiﬁant Information:
e otk What document(=s) did the applicant present (select cne):
ases (0 1-327 (Reentry Permit)

rinistration| (0 1-551 (Permanent Resident Card)

£ () 1-571 (Refugee Travel Document)
lenge Q&A : 3
ol () 1-766 (Employment Authorization Card)

inistration O Certificate of Citizenship
) Naturalization Certificate

Sers
vddress

FOUPS

0 Machine Readable Immigrant Visa (with Temporary I-551 Language)
O Temporary I-551 Stamp (on passport or 1-94)

{2 1-94 (Arrival/Departure Record)

orts (0 1-94 (Arrival/Departure Record) in Unexpired Foreign Passport

) Unexpired Foreign Passport

(O 1-20 (Certificate of Eligibility for Nonimmigrant (F-1) Student Status)
(O DS2019 (Certificate of Eligibility for Exchange Visitor (1-1) Status)

0 Other (Select If Document Mot Listed)

The system typically responds within seconds of the applicant’s eligibility and a COA
code. In most cases SAVE will give a “System Response” indicating the alien’s status.
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£ Dnline Resouwrces | Tutorial

Case Verification Number: 2¢
n| Initial Verification

Alien Number: o Benefits: USDA Housing Loans
n I-94 Mumber:
Card Number: MSs
Naturalization Number: Citizenship Cert. Number:
Yisa Number: SEVIS ID:
Passport Number: Document Exp. Date: 10/27/2018
Document Type: 1-551 Other Document Desc:
Last Name: | First Name: Gloria
Middle Name: Date of Birth: 12/17/1852
| Initiated By: [ Initiated On: 0772442012
Initial Verification Results
Last Name: First Name: GLORIA
Middle Name: COA Code: F26
Country: MEXIC - Mexico  Date of Birth: 12/17/1952 . .
Date of Entry: 10/22/2008 Date Admitted To: INDEFINITE If the system replies with
EAD Expiration Date: this fesponse‘ your
System Response: LAWFUL PERMANENT RESIDENT-EMPLOYMENT AUTHORIZED

applicant is a qualified

Print Case Detailsl allen

* = required entry

If the response states, “LAWFUL PERMANENT RESIDENT-EMPLOYMENT
AUTHORIZED,” the borrower is eligible for our benefit. The Agency will print the case
details for the lender and permanent Agency file.

If SAVE is unable to determine the alien’s status, the system responds with the message
“Institute Additional Verification” as illustrated in the screen print below.

"\:‘ Online Resources | Download Tutorial | Return to Home | Co
Case Verification Number: -1
ion| Initial Werification

Alien Humber: Benefits: USDA Housing Loans
USDA Housing Grants
USDA Loan Guarantees

ion| I-24 Number:

Card Number:

n Naturalization Number: Citizenship Cert. Number:
Visa Number: SEVIS ID:
- Passport Number: Document Exp. Date: 07/07/2012
Country of Issuance:
Document Type: I1-766 Other Document Desc:
Last Name: —- | First Name: i .
ts Middle Name: Date of Birth: il
Initiated By: ' Initiated On: — ?
Initial Verification Results
Last Name: First Name:
Middle Name: COA Code:
Country: Date of Birth:
Date of Entry: Date Admitted To:
EAD Expiration Date:
System Response: INSTITUTE ACDITICMAL WERIFICATICGH

Additional Verification

SAVE is asking the Agency user to supply additional information for this second step
process. Agency staff should click on the “Request Additional Verification” button and

(03-09-16) SPECIAL PN 8-9



HB-1-3555

follow the instructions. The Agency will request additional information of the lender to
proceed. With information received Agency personnel will reply via the SAVE site within
three to five days. Agency staff must return to their case verification screen to view the
system response. In the event that SAVE is unable to determine a COA code the system will
respond “submit copies of documentation.”

3 Online Resources | Download Tuterial | Return to Home | Con

Case Verification Number: 2C _ L

1| Initial Verification
Alien Number: C Benefits: USDA Housing Loans

i USDA Housing Grants
1| I-94 Number: USDA Loan Guarantees
Card Number:

Maturalization Number: Citizenship Cert. Number:

Visa Number: SEVIS ID:

Passport Number: Document Exp. Date: o7f01/2012
Country of Issuance:

Document Type: 1-766 Other Document Desc:

Last Mame: ' First Name: S
Middle Name: Date of Birth:

Initiated By: Initiated On: 12/21/2012

Initial Verification Results

Last Name: First Name:
Middle Name: COA Caode:
Country: Date of Birth:
Dale ul Enlry: Dale Admilled To:
EAD Expiration Date:

System Response: INSTITUTE ACDITICMAL VERIFICATION

Additional verification

User Case Number: ALK.AL:

I-94 Number:

Passport Number: Country of Issuance:

Special Comments:

Initiated By: Initiated On: 12/21/2012
Additional Verification Results

DHS Response: Resubmit Doc (Heed copy original] Expires On:

COA Code: Date Admitted To:

USCTS Renefits: Respnnse Nate: 12/26/2012

Revocation Date:

If this is the case, the Agency staff must print the CIS Form 845 (prefilled by SAVE)
from the verification screen and mail it with copies of all supporting documentation to their
United States Citizenship and Immigration Service (USCIS) branch office. The USCIS
personnel have seven to fourteen business days from receipt of the documents to reply. The
reply will be via the case verification screen in the SAVE program so Agency staff must
return and check for the reply.

Mailing addresses to send the supportive documentation are available at:
WWW.USCIS.QOV.

In all cases, non-citizens legally admitted into the United States will have an Alien
Identification Number. In the rare occasion where a number is not available or known, the
applicant should contact the CIS. Some documented cases have been discovered where an
alien has been legally in the US for a long period of time, and the Department of Homeland
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Security has supplied them with a number, but the alien did not ever receive or has misplaced
the number.

TRUTHFUL APPLICATION

The integrity of the information presented in the mortgage application process of the
utmost importance. Applicants and lenders should be aware that they will be held
responsible for the validity of the information submitted to the Agency. Applicants must
provide truthful information when applying for a guaranteed loan. Applicants who
provide false information, or who fail to disclose relevant information, will be denied a
guaranteed loan. Falsification of information or disclosure can jeopardize any issued
Loan Note Guarantee or continued eligibility of the approved lender, depending on the
severity of the action

The types of information covered by this policy include all documentation and
information submitted by the approved lender when requesting a Conditional
Commitment, Loan Note Guarantee, or servicing action request. Fraud or other criminal
misconduct in connection with his or her application will be reported to the appropriate
office or Agency as required by state or federal law. These include the Office of
Inspector General, state agencies, or other entities that may take whatever action is
required by law.

Any intentional or negligent misrepresentation of information contained in the
application package may result in civil liability, including monetary damages, to any
person who may suffer any loss due to reliance upon any misrepresentation made on the
application and/or in criminal penalties including but not limited to, fine or imprisonment
or both under the provisions of Title 18, United States Code, Sec. 1001, et seq.

ACCESS STEPS TO SAVE

Attachment 8-A provides information on how Agency staff may access the SAV E
website to retrieve information regarding an applicant’s alien status.
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Attachment 8-A
Page 1 of 2

ATTACHMENT 8-A
SAVE System Access by Agency Employees

The Agency has entered into a “Memorandum of Agreement” with the Department of
Homeland Security (DHS) United States Citizenship and Immigration Service (USCIS)
to allow access to the SAVE program database. This program enables the Agency staff
to obtain online immigration status information to assist in determining a non-citizen
applicant’s program eligibility. In most cases, SAVE will provide an immediate response
concerning the immigration status of an applicant.

The lender remains responsible for securing proof of identity and evidence that non-
citizens are qualified aliens.

In all cases, non-citizens legally admitted into the United States will have an Alien
Identification Number. In the rare occasion where a number is not available or known,
the applicant should contact CIS.

Selected Agency personnel will be supplied a user name and password to access the
SAVE website. Selected Agency personnel will be supplied a user name and password to
access the SAVE website. Each State Office should submit the name, telephone number, and
address of one person who will administer user access to SAVE to the division
representative. The Agency representative will be provided a “supervisor” access role and
will be able to establish other SAVE supervisors and users within their State. It is required
that all personnel using the SAVE system complete the SAVE Program Guide and Web-3
User Guide provided on the SAVE system home page. At this time, only Housing and
Community Facilities program staff are authorized to access the SAVE system.

All personnel who are designated to use the system must complete the SAVE tutorial
prior to using the system for the first time. After the tutorial is completed, the employee
will be able to enter the applicant’s Alien Identification Number (9 digits) and other
documentation information into the proper fields, select the program for which the alien is
seeking a benefit, and submit the information for processing. Social Security numbers,
driver’s license numbers, or any number other than an Alien Identification Number will NOT
yield a valid result.

The following steps are not a tutorial or a user guide. Steps are not all inclusive. Refer to
the tutorial online for complete information. Agency personnel must complete the SAVE
tutorial Section once logged on and prior to using the system.
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Attachment 8-A
Page 2 of 2

Access Steps

Log into the SAVE website.
U.S. Citizenship and Immigration Services

Verification Information System Logon

n ¥

You hav been successfully logged out.
Please login:

User ID: |: |

Password: | |

Reset

* = required entry

WARNING - This system is for the use of authorized users only, Individuals using this computer system without authority, or in excess
of their authority, are subject to having all of their activities on this system monitored and recorded by system personnel. In the course
of monitoring individuals improperly using this system, or in the course of system maintenance, the activities of authorized users may
also be monitored. Anyone using this system expressly consents to such monitoring and is advised that if such monitoring reveals
possible evidence of criminal activity, system personnel may provide the evidence of such monitoring to law enforcement officials,

Enter the applicant’s Alien Identification Number (9 digits) into the “Alien number”
field. Social Security numbers, driver’s license numbers, or any other number other than
the Alien Identification Number will not yield a valid result.

For SFHGLP, select USDA Loan Guarantees as the program for which the alien is
seeking a benefit.

Submit the information for processing.
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CHAPTER 9: INCOME ANALYSIS
7 CFR 3555.152

INTRODUCTION

The lender is responsible to confirm applicants and households meet eligibility
criteria for the SFHGLP. Lenders must calculate and document annual, adjusted, and
repayment income. The guidance provided applies to both manually underwritten loans
and loans that utilize the Guaranteed Underwriting System (GUS).

SECTION 1: ELIGIBILITY INCOME
OVERVIEW

The SFHGLP assists very-low, low, and moderate-income households. Therefore,
the lender must certify that any household that requests a loan guarantee does not exceed
the adjusted annual income threshold for the applicable state and county where the
dwelling is located. The Agency provides income eligibility information in Appendix 5
of this Handbook to lenders and updates the limits as they are revised.

This section assists lenders to analyze income types, complete income calculations
(annual, adjusted, and repayment), and document the income with acceptable
verifications. Attachment 9-B of this Chapter includes an income worksheet for lenders
to document these calculations. Attachment 9-C provides a case study to illustrate how
to properly complete the income worksheet. A public website is available to assist in the
calculation of annual and adjusted annual income online at:
http://eligibility.sc.egov.usda.gov/eligibility/.

ANNUAL INCOME [7 CFR 3555.152(B)]

Annual income will include all eligible income sources from all adult household
members, not just parties to the loan note. The annual income for the household will be
used to calculate the adjusted annual household income. The adjusted annual income
determines if the household is eligible for a guaranteed loan.

9-1
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A. Income that is Never Counted

7 CFR 3555, Section 3555.152(b)(5) lists income sources that are never included in
the annual income calculation. Refer to Attachment 9-A to review income and asset
types, guidance for annual and repayment purposes, and documentation options
acceptable to verify the income or asset source.

B. Calculation of Annual Income

Annual income is calculated for the ensuing 12 months, based on income
verifications, documentation, and household composition. Lenders must examine all
evidence to ensure the calculation is supported.

In addition to 3555.152(b) and Attachment 9-A, lenders must consider the following
to calculate annual income:

Use the gross amount, before any payroll deductions, of base wages and salaries,
overtime pay, commissions, fees, tips, bonuses, housing allowances and other
compensations for personal services of all adult members of the household, unless
they meet the exclusion criteria of 3555.152(b)(2) and Attachment 9-A.
Documented cost of living allowances or wage increases that will be effective on
or before loan closing, must be included in the annual income calculation.

Include the first $480 of earned income from adult full-time students who are not
the applicant, co-applicant, or spouse of an applicant.

Include the income of an applicant’s spouse, unless the spouse has been living
apart from the applicant for at least three months (for reasons other than military
or work assignment), or court proceedings for divorce or legal separation have
been commenced. Evidence to support living apart for three months may include
but is not limited to an apartment lease, bills, or bank statements in their name
alone delivered to a different address, etc. This guidance applies to domestic
partners, significant others, and fiancée’s that are currently living with the
applicant as a household/family unit. This guidance does not apply to adult
dependents age 18 and up.
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e An adult member that is currently unemployed but is seeking new employment
must have their previous earnings included in the annual income. The previous
earnings are not required to be included when there is documented evidence to
support they are not seeking to be reemployed, such as a tendered resignation,
official termination from previous employer, or a signed statement from the adult
household member that they do not plan to pursue new employment.

e Income verifications provided by the applicant that do not currently support
historical earnings with the same employer (example: less hours worked, less
overtime, less bonus, declining self-employment income, etc.) must be carefully
reviewed to determine appropriate calculations.

e Verified changes of income amounts or sources in the ensuing 12 months must be
documented. Examples include but are not limited to: pending retirement,
resignation tendered, documented raise that will occur prior to loan closing, etc.

e Income sources that will not be received for the entire ensuing 12 months must
continue to be included in annual income unless excluded under 3555.152(b)(5).
Examples include but are not limited to: child support, alimony, maintenance,
Social Security, etc. Annual income is the total of all income sources for a 12-
month timeframe. The Income Calculation Worksheet, included in Form RD
3555-21 must state: the income source, the number of months receipt remaining
for the ensuing 12- month timeframe, and the total amount to be received.

The calculation of annual income should be logical based on the history of income
and documentation provided. Training is available on USDA LINC training and resource
library at https://www.rd.usda.gov/programs-services/lenders/usda-linc-training-
resource-library.

Annual income calculations will typically vary from adjusted annual and repayment
income.

C. Income of Temporarily Absent Household Members

A household member is defined as all persons routinely living in the dwelling as a
principal residence, except for live in aides, foster children, and foster adults (3555.10).
If a member of the household that will make the dwelling their principal residence is
temporarily absent, their income must be included.

The applicant(s) must certify to the correct household member number on Form RD
3555-21 “Request for Single Family Housing Guarantee.”
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D. Applicant Assets

Income earned from non-retirement assets may be required to be included in the
annual income calculation as applicable. Refer to paragraph 9.4 for guidance.

E. Verification Requirements

Lenders must verify income and asset documentation provided by the applicant(s)
and other adult household members. The following guidance will assist:

e Written, oral, or electronic verifications, and documents provided or prepared by
third-party sources are acceptable. These verifications must be provided directly
to the lender.

e Lenders may not accept verifications or documents transmitted by or passed
through an interested third party such as builders, real estate professionals, or
sellers.

e Facsimiles, photocopies, digital images and computer-generated documents may
be accepted in lieu of original forms.

e The lender is responsible for the integrity and accuracy of the information in the
mortgage underwriting file. Regardless of the type of documentation used to
support the loan application, the documents must be legible and free of any
alternations, erasures, “white-outs,” or similar indications that changes have been
made.

e Verification and documentation of household annual income will be retained in
the lender’s permanent case file.

e Paystubs/earning statements must include adequate information to calculate
income and include year-to-date earnings. The lender must utilize
paystub(s)/earning statement(s) that are dated no earlier than 30 days prior to their
initial loan application date.

e W-2 forms must include the most recent one-or-two years as applicable. W-2’s
must clearly identify the applicant and employer.
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e Tax returns for self-employed borrowers must be copies of the original returns
filed with the IRS and include all supporting schedules. Lenders may substitute
IRS transcripts obtained directly from the IRS with all supporting schedules. The
most recent tax return refers to the last return filed as determined by IRS
schedule/deadlines. Lenders must continue to obtain the most recent two years of
returns as applicable. USDA requires all applicants to be current on their income
tax filings.

e An applicant with an approved IRS extension for the current tax year may
continue to be eligible if they are not delinquent on taxes owed as determined by
the IRS. Evidence of the extension and tax payment made, if applicable, must be
retained in the lender’s permanent loan file. USDA does not require an applicant
to file a return for the current tax year if the IRS schedule/deadline for that tax
year has not passed (i.e. prior to April 151).

e Income and asset documents and verifications cannot be greater than 120 days old
at time of loan closing. Divorce decrees, income tax returns, and other documents
that do not expire, will continue to have the most recent or filed copy accepted.

e Applicable income and asset documents greater than 120 days old at the time of
loan closing must be updated or re-verified to support applicant/household
eligibility.

Lenders must verify the income for each applicant and adult household member
(excluding eligible full- time students age 18 and above) through one of the following
documentation methods. Refer to Attachment 9-A for documentation and verification
options that are acceptable to support income types.

1. Full Documentation — Non-Self-Employed

e W-2 forms for the most recent two tax years, which may be electronically
generated, provided in paper format, as reported on filed Federal Income Tax
Returns, or IRS transcripts;

e Paycheck stubs or payroll earning statements that report the most recent four
weeks of earnings; and

e Prior to loan closing, a Verbal Verification of Employment (VVOE) must be
obtained for all applicants within 10 business days of the note date/loan closing.
This VVOE will be retained in the lender’s permanent loan file. Adverse changes
to the applicant’s employment may render the loan ineligible.
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Streamlined Documentation — Non-Self-Employed

Written Verification of Employment (VOE): Electronically generated
verifications from the employer or a verification service utilized by the employer,
Form RD 1910-5 “Request for Verification of Employment,” or an equivalent
HUD, VA, Fannie Mae, or Freddie Mac form may be utilized to verify the current
year-to-date (YTD) and previous year’s employment earnings. This verification
must confirm base income/wages, bonus, overtime, commissions, and other
income sources earned as applicable;

Recent paycheck/earnings statement: Lenders must compare a recent paystub that
includes YTD earnings and employment information to the VOE to confirm these
two documents reasonably agree; and

Prior to loan closing a VVOE must be obtained for all applicants within 10
business days of the note date/loan closing. This VVOE will be retained in the
lender’s permanent loan file. Adverse changes to the applicant’s employment
may render the loan ineligible.

Self-Employed

An applicant or household member is considered self-employed when they have a

25 percent or greater ownership interest in a business. Federal Income Tax Returns
for the business will be required when ownership is 25 percent or greater. The lender
must analyze the most recent two- year history of the business earnings. Sharp
increases or declines in self-employed income may require the lender to review
additional documentation to support their calculation of annual, adjusted, and
repayment income. Sharp increases or declines are defined as a 20 percent or greater
variance for income earnings from the previous 12 months. The lender’s permanent
file must contain the following as applicable:

Federal Income Tax Returns (filed and signed) for the most recent two
consecutive years with all schedules, or IRS transcripts that include all applicable
schedules, and

Federal Income Tax Returns for the business (filed and signed) for the most
recent two consecutive years with all schedules, or IRS transcripts that include all

applicable schedules, if required for the ownership interest/business type, and

Recent profit and loss statement (not required to be audited), and
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e Confirmation the business is operational obtained within 30 days of the note
date/loan closing. Documentation may include evidence of a website, additional
internet documentation, licensing bureau certification, etc. Adverse changes to
the business may render the applicant ineligible.

Lenders may utilize Fannie Mae Form 1084 “Cash Flow Analysis,” Fannie Mae
1088 “Comparative Income Analysis,” or a comparable self-employment
evaluation form(s), and Attachment 9-E to assist in the calculation of self-
employment income.

A business (full time or part-time) that is closed may be removed from
consideration for annual income when the applicant provides a letter of
explanation and documentation to the lender which details: 1. When the business
was closed, 2. Why the business was closed, 3. How the business was closed, and
4. Evidence to support the closure of the business.

REMINDER: Refer to Attachment 9-A for documentation options and
verification requirements of additional income and asset types that may apply to
the household. If a specific income or asset type is not listed, refer to 3555.152.
All income and asset types must be documented and verified. The lender must
retain all documentation and calculations in their permanent loan file.

4. IRS Transcripts: Verification of Income

IRS transcripts are required for all required household members in addition
to the documentation option selected by the lender. Lenders must require each
adult household member as applicable to complete and sign IRS Form 4506-T for the
previous two tax years at the time of loan application. The 4506-T must request full
transcripts with all schedules.

Full time students age 18 and up that are not the applicant, co-applicant, or spouse
of an applicant are not required to sign the 4506-T or have transcripts provided.

Guaranteed loans cannot be made to a household that exceeds the applicable
adjusted annual income limit. The transcripts provide a qualify control measure to
ensure all income and asset earnings reported to the IRS have been disclosed to the
lender.

Lenders must obtain and review the transcripts prior to loan closing and retain
them in their permanent loan file.
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9.4

Previously unknown/undisclosed income or asset sources that are identified by
the transcripts will require additional review by the lender and may render a loan file
ineligible.

When the lender is unable to obtain transcripts from the IRS for an applicant or
required household member, they may document their correspondence to and from
the IRS in the permanent loan file to support the omission. “Failure to file” tax
returns when legally required to do so is not an eligible explanation. The asset
statements must be reviewed to ensure no errant deposits are identified that may be
attributed to additional income sources. The loan file will be considered complete
when the explanation is documented. Loan closings will not be delayed due to
obstacles in obtaining the tax transcripts.

Adult household members that do not have a Social Security Number, I-TIN
number, or other identification to confirm they are legal U.S. residents to enable the
lender to submit a 4506-T request, may render the application ineligible. If the
required documentation cannot be confirmed, the lender will be unable to submit a
complete loan application to USDA.

CALCULATING INCOME FROM ASSETS [7 CFR 3555.152(d)]

Household members with cumulative net family assets (non-retirement) of $50,000 or
greater, must have those assets reviewed for annual income purposes as indicated in
3555.152(d). Lenders must review asset information provided by applicant(s) and
household members at the time of loan application. Net family assets with actual
earnings will use the stated rate of interest to calculate annual income. Net family assets
that do not earn interest will use a current passbook savings rate (verified through the
lender’s personal banking rates, online website, etc.) to calculate annual income.

Refer to the Asset section in Attachment 9-A for individual asset types and options
for documentation/verification.
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9.5 ADJUSTED ANNUAL INCOME [7 CFR 3555.152(C)]

The adjusted annual income calculation will determine if the household is eligible for
the guaranteed loan program. Adjusted annual income is calculated by using the annual
income figure and subtracting any of the eligible deductions in 3555.152(c) for which the
household may qualify. The Income Calculations Worksheet in the case study in
Attachment 9-B of this chapter provides an example of using deductions.

Refer to Attachment 9-A for information and documentation options to support these
eligible deductions:

e Dependents
e Child Care Expenses
e FElderly Household
e Care of Household Members with Disabilities
e Medical Expenses
9.6 AGENCY REVIEW OF HOUSEHOLD INCOME

Agency staff must recalculate the lender’s determination of adjusted annual income,
as a quality control step, when the lender’s calculation is within 10 percent of the
applicable published income limit. The Agency review is only required for manually
underwritten loans. Agency staff must follow the guidance stated on the income
calculation form to properly complete it. If the Agency’s calculation exceeds the
adjusted annual income threshold, the Agency must contact the approved lender to
review the results and determine the appropriate calculation. This review will ensure
adjusted annual household income calculations are correctly computed and include all
applicable income. Agency staff will utilize Attachment 9-F to this chapter to record
their calculation. Attachment 9-F will be imaged with essential documents in the
Agency’s Imaging Repository.
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9.7

9.8

SECTION 2: REPAYMENT INCOME
[7 CFR 3555.152(a)]

OVERVIEW

Repayment income will determine if the applicant(s) has sufficient income to repay
the mortgage in addition to recurring debts. Repayment income calculations often differ
from the calculation of annual and adjusted annual income.

Repayment income is the stable and dependable income of the applicants who will be
parties to the note. Co-signers and non-occupant co-borrowers are not permitted for a
guaranteed loan transaction.

STABLE AND DEPENDABLE INCOME

3555.152(a) and Attachment 9-A assist lenders to review income types. The
following guidance also assists lenders to consider repayment income sources:

The income source must be documented.
There must be evidence to support the historical receipt of earnings.

Lenders are responsible to analyze any gaps in employment to make a final
determination of stable and dependable income.

Caution should be utilized for any applicant that has documented declining wages
or earnings. Lenders must ensure repayment income is not inflated/overstated.

Caution should be utilized for any applicant that has a documented sharp increase
in earnings. A sharp increase in earnings is defined as a 20 percent or greater
variance in income from the previous 12 months. Lenders must determine if an
increase is supported and logical. Examples include but are not limited to:
promotion with the current employer, documented pay raise with current
employer, income trend analysis for overtime, bonus, commission, seasonal
employees, etc.
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Caution should be utilized for any applicant that has a documented decrease in earnings.
A documented decrease in earnings is defined as a 20 percent or greater variance in
income from the previous 12 months. Lenders must determine if the decrease has/will
continue or if there is evidence to support the earnings have stabilized. Examples include
but are not limited to: loss of job but new employment secured with lower wages, new
profession/line of work, loss of contract/clients, economic cycle impact such as real
estate, finance/lending, manufacturing, construction, etc.

REMINDER: Approved lenders are responsible for their underwriting decisions, which
includes the determination of stable and dependable income. Loans that default within
60 months of the date the Loan Note Guarantee is issued may result in indemnification
from the approved lender to USDA due to unauthorized underwriting per 7 CFR 3555,
HB-1-3555, and additional published USDA guidance.

AGENCY REVIEW OF REPAYMENT INCOME

Agency staff must recalculate the lender’s determination of repayment income, as a
quality control step, when the repayment ratios are within 10 percent of the published
debt ratio threshold of 3555.151(h). Repayment ratios greater than 26 percent for
principal, interest, taxes, and insurance (PITI) and/or greater than 37 percent total debt
(TD) require the Agency recalculation. The Agency review is only required for manually
underwritten loans. If the Agency’s calculation does not agree with the repayment
income calculation of the lender, the file could potentially be ineligible. The Agency
must contact the approved lender to review the results and determine the appropriate
calculation. This action will strengthen the oversight procedures used by field staff to
verify compliance with regulatory requirements. Agency staff will complete Attachment
9-F as directed to record their calculation. Attachment 9-F will be imaged with essential
documents in the Agency’s Imaging Repository.
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9.10 OPTIONAL DOCUMENTATION OF INCOME FORMS

Attachment 9-G of this Chapter provides optional verification forms for the lender’s
use in verifying non-employed income or adjusted annual income deductions as follows:

e Verification of Pensions and Annuities

e Verification of Student Income and Expenses

e Verification of Medical Expenses

e Verification of Social Security Benefits

e Verification of Public Assistance

e Verification of Child/Dependent Care

e Verification of Unemployment Benefits

e Verification of Business Expenses

e Verification of Support Payments

Also available is an optional form to record an oral verification of employment.

e Record of Oral Verification of Employment
9.11 EDUCATION

The Agency will allow time spent in school towards requirements for annual and
repayment income including college, technical school, and career-based certificates in
high school (ex. health and public safety career tracks). A standard high school diploma
without an accompanying certificate does not meet the time requirements.
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Income and Documentation Matrix

Income guidance: 7 CFR 3555, Section 3555.152(a) and (b)
This matrix cannot cover every income/asset type, employment scenario, etc. USDA requires approved lenders
to use sound judgment to make accurate and dependable analysis of income per 3555.152(a).
“Documentation Source Options” lists eligible documentation. Every item listed is not required. Lenders must
meet the minimum documentation requirements for streamlined, non-streamlined, etc. options of this Chapter.

Income Type

Adoption Assistance or
Subsidy

Annual

If the income will be received in the
ensuing 12 months, include the first
$480 of adoption income or subsidy

Repayment

Required History: None, the income
must be received at the time of loan
application.

assistance for each grantee.
Lenders must document:

o the applicant is currently receiving the
income, and

o the amount of the income received
each month

Continuance: Income must be confirmed
to continue a minimum of three years into
the mortgage.

Benefits that do not include expiration
dates on the documentation will be
presumed to continue.

Documentation Source Options:
e Benefit/Award letter to document the amount and duration of payments
e  Online payment schedule from the Agency, bank statements, etc.
e Federal income tax returns or IRS tax transcripts with all schedules

Include amounts documented on the
pay statements as taxable gross
earnings that will be received in the
ensuing 12 months.

Automobile Allowance Required History: One year

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

The amount of allowance that exceeds the
expenditure may be included for
repayment. If there is a monthly debt
associated with the income (such as a car
or equipment payment), this debt must
continue to be included in the debt ratio
calculation.

Documentation Source Options:
e  Paystub(s)/Earning statement(s)
e Contract/agreement from employer to state terms and duration of payments
e Federal income tax returns or IRS tax transcripts with all schedules
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Income Type
Base Wages
(Hourly or Salary)

Annual

Include amounts received before
deductions for payroll taxes,
insurance, etc. Include amounts
that will be received in the ensuing
12 months. Exclusions may apply
under 3555.152(b)(5).

Full time students age 18 and above
that are not an applicant, co-
applicant, or spouse of an applicant
will only have $480 of their
earnings included in the annual
income calculation. These
household members are not
required to present income
documentation.

Repayment

Required History: One year

Income must be received at the time of
loan application.

The one year of required history may be
met through a combination of employers,
education, or military service. This
history does not have to be with the same
or current employer. Applicants that were
on leave with their employer due to
maternity/paternity leave, medical leave,
relocation, etc. remain employed.

Underwriters may use their discretion for
applicants returning to the workforce after
leaving a previous job to care for a
child/family member, complete education,
etc. for an extended time of one year or
greater.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e  Paystub(s)/Earning statement(s)

e W-2’s

e  Written Verification of Employment (VOE) or electronic verifications
e Federal income tax returns or IRS tax transcripts with all schedules

Boarder Income

Guaranteed loans are for the
purchase of a primary residence.
An applicant with a current
roommate that will continue to
reside in the new dwelling for all
or part of the ensuing 12 months
may be considered a boarder. A
boarder contributes financially to
the household but will not be a
party to the note.

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Ineligible

Documentation Source Options:

e Federal income tax returns or IRS tax transcripts with all schedules
e Bank statements, money order receipts, electronic payment verifications, etc.




Income Type
Bonus

Annual

Include amounts that will be
received in the ensuing 12 months
based on employment verifications.
Exclusions may apply under
3555.152(b)(5).

HB-1-3555
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Repayment
Required History: One year

Underwriters must analyze bonus income
for the current pay period and YTD
earnings. Significant variances (increase
or decrease) of 20 percent or greater in
income from the previous 12 months must
be analyzed and documented (example:
paid once annually, paid monthly, etc.)
before considering the income stable and
dependable.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e  Paystub(s)/Earnings statement(s)

e W-2’s

e  Written VOE or electronic verifications
e Federal income tax returns or IRS tax transcripts with all schedules

Business Loss

Include zero in annual income for a
business loss.

Lenders must analyze Federal tax returns
to determine the appropriate business
loss. Depreciation, depletion, business
use of home, and other paper deductions
may be allowed to be added back to the
net profit/loss. Lenders may refer to
Fannie Mae Form1084 or comparable
self-employed analysis form for
assistance.

A business loss must be deducted from
repayment income prior to entering stable
and dependable income in the GUS
application and/or loan application.

Documentation Source Options:

e Federal income tax returns or IRS tax transcripts with all schedules (for businesses with less than a two-year
history, review all available data)
e  YTD Profit and Loss (not required to be audited)
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Income Type
Capital Gains

Annual

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Repayment
Required History: Two years

Lenders must analyze the previous two
years of capital gains income. An
average of the previous two years may be
logical, or if the current year was 20
percent less than the previous year, the
lesser of the current year must be utilized.

Continuance: Income must be confirmed
to continue a minimum of three years into
the mortgage. Evidence to support the
applicant(s) owns additional property or
assets that may be sold if additional
income is needed to meet the mortgage
loan obligation.

Documentation Source Options:

e Federal income tax returns or IRS transcripts with all schedules

e Evidence of additional property or assets retained by the applicant through title, bank statements, etc.




Income Type
Child Support

Annual

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Legally enforceable payments that
have not been received may be
excluded when: payments are not
received for an extended time and a
reasonable effort has been made to
collect them through the official
entity responsible for enforcing
such payments.

HB-1-3555
Attachment 9-A
Page 5 of 32

Repayment
Court ordered payments:

Required History: Six months (payment
received must be consistent)

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Voluntary payment agreements:

Required History: 1 year (payment
received must be consistent)

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Child support that meets the minimum
history, but the payment amounts are not
consistent must average the amounts
received over the time of receipt.
Payments received for 6 months or less
with zero received for any month must
use zero.

If the income is tax exempt, it may be
grossed up 25 percent. No other
adjustments are authorized. Lenders
must document any adjustment made.
Refer to current IRS guidelines and/or a
tax professional for assistance.

Documentation Source Options:

e Final divorce decree, legal separation agreement, or court order (front and pertinent pages) to document the
amount and timeframe of the obligation
o Evidence of timely receipt/consistent amount for required history: bank statements, canceled checks, deposit

slips, tax returns, etc.
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Income Type Annual Repayment

Commission Include amounts that will be Required History: One year

received in the ensuing 12 months. ) o
Exclusions may apply under Underwriters must analyze commission

3555.152(b)(5). for the current pay period, and YTD
earnings. Significant variances (increase
or decrease) of 20 percent or greater in
income from the previous 12 months must
be analyzed and documented (example:
variances due to seasonal/holiday/etc.)
before considering the income stable and
dependable.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:
e  Paystub(s)/Earning statement(s)
o W2
e  Written VOE or electronic verifications
e  Federal income tax returns or IRS tax transcripts with all schedules

Contract / Employment Offer Include amounts that will be Required History: One year
received in the ensuing 12 months
based on employment verifications. | The one year of required history may be
met through a combination of employers,
education, or military service. This
history does not have to be with the same
or current employer.

An applicant moving to a new employer
(i.e. school district, same profession, etc.)
with a contract to begin employment
within 60 days of loan closing may be
eligible if the underwriter determines the
applicant has reserves available post loan
closing to cover all monthly liability
payments and the new mortgage
obligation until employment begins.

Documentation Source Options:
e Copy of signed employment contract/offer
e  Paystub(s)/Earning statement(s) of current/former employer to confirm employment/income history
e W2
e  Written Verification of Employment (VOE) or electronic verifications
e  Federal income tax returns or IRS tax transcripts with all schedules
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Income Type Annual Repayment

Depreciation The amount(s) of straight-line Required History: Two years
Depletion depreciation and/or depletion
documented on acceptable IRS Continuance: These amounts will be
forms may be deducted. presumed to continue unless there is

documented evidence they will cease.

The amount(s) of straight-line
depreciation and/or depletion may be
added back to repayment.

Documentation Source Options:
e  Federal income tax returns or IRS tax transcripts with all schedules

Disability Income — Long Term | Include amounts that will be Required History: None, the income
received in the ensuing 12 months. | must be received at the time of loan

This section does not refer to Exclusions may apply under application.

disability income received from 3555.152(b)(5).

the Social Security Lenders must document:

Administration. o the applicant is currently receiving

the income, and

o the amount of the income received
each month, and

o Determine if there is a contract
termination or modification date.

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:
e Verification from the disability policy or benefits provider to document the applicant’s eligibility for
benefits, amount and frequency of payments, and termination/modification date.
e Federal income tax returns or IRS transcripts with all schedules

Dividends Include amounts that will be Required History: Two years
received in the ensuing 12 months.
Exclusions may apply under Continuance: Income must be
3555.152(b)(5). confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:
e  Account statements to support amount of income utilized for repayment purposes, including the balance, rate
of interest, and payment amounts/continuance
e Federal income tax returns or IRS tax transcripts with all schedules
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Income Type
Earned Income Tax Credit

Annual
Do not include

Repayment
Do not include

Employee Fringe Benefits

Include amounts documented on the
pay statements as taxable gross
earnings that will be received in the
ensuing 12 months. Exclusions
may apply under 3555.152(b)(5).

Required History: One year

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:

e  Paystub(s)/Earning statement(s)
e Contract/agreement from employer to state terms and duration of payments
e  Written VOE or electronic verifications
e Federal income tax returns or IRS tax transcripts with all schedules

Employment Related Account

This income source may be a
non-self-employed severance
package. Lump sum retirement
packages should refer to
Retirement Income. All
payments must be deposited to a
verified asset account with
acceptable documentation of
receipt.

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Required History: None, the income
must be received at the time of loan
application.

Lenders must document:

o the applicant is currently receiving
the income, and

o the amount of the income received
each month, and

o Determine if there is a contract
termination or modification date.

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:

e  Contract/agreement from employer to state terms and duration of payments
e Benefit/Award verification letter, IRS 1099, evidence of current receipt, bank statements, etc.
e  Federal income tax returns or IRS transcripts with all schedules
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Income Type Annual Repayment

Expense Allowance Include amounts documented on the | Required History: One year
pay statements as taxable gross

earnings that will be received in the
ensuing 12 months. Exclusions ) ) -
may apply under 3555.152(b)(5). evidence the income will cease.

Continuance: Income will be presumed
to continue unless there is documented

The amount of allowance that exceeds the
expenditure may be included for
repayment. If there is a monthly debt
associated with the income (such as a car
or equipment payment), this debt must be
included in the debt ratio calculation.

Documentation Source Options:
e  Paystub(s)/Earning statement(s)
o Contract/agreement from employer to state terms and duration of payments
e  Federal income tax returns or IRS tax transcripts with all schedules

Foreign Income Include all wages, salaries, and Required History: One year (Refer to
additional income types that will be | Base Wages)

received in the ensuing 12 months.
Exclusions may apply under Continuance: Income will be presumed
3555.152(b)(5). to continue unless there is documented
evidence the income will cease.

Documentation Source Options:
e Paystub(s)/Earning statement(s), translated into English if applicable
e  Written VOE or electronic verifications
e  Federal income tax returns or IRS tax transcripts with all schedules

Foster child or adult income | Do not include | Do not include
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Income Type
Government Benefits

Annual
Include amounts that will be
received in the ensuing 12 months.

Exclusions may apply under
3555.152(b)(5) and Attachment
9-C.

Repayment

Required History: None, the income
must be received at the time of loan
application.

Lenders must document:

o the applicant is currently receiving
the income, and

o the amount of the income received
each month

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Benefits that do not include expiration
dates on the documentation will be
presumed to continue.

If the income is tax exempt, it may be
grossed up 25 percent. No other
adjustments are authorized. Lenders
must document any adjustment made.
Refer to current IRS guidelines and/or a
tax professional for assistance.

Documentation Source Options:

e  Benefit/Award documentation to support payment amounts and duration

Housing Allowance

Include the amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Required History: One year

Include the allowance in repayment
income. Do not offset the mortgage
payment with the amount of the
allowance.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e  Paystub(s)/Earning statement(s)
o Contract/Agreement from employer to state the terms and duration of payments
e Federal income tax returns or IRS tax transcripts with all schedules




Income Type
Interest

Annual
Include income that will be
received in the ensuing 12 months.

Net family assets that do not exceed
a cumulative total of $50,000 are
not required to be considered in the
annual income calculation.
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Repayment
Required History: Two years

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:

e Account statements to support the balance, rate of interest, and payment amounts/continuance
e Federal income tax returns or IRS tax transcripts with all schedules

Live in Aides

Do not include

Do not include

Medical Reimbursement

Do not include

Do not include

Mileage

Include amounts documented on the
pay statements as taxable gross
earnings that will be received in the
ensuing 12 months.

Required History: One year

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease

Mileage may be documented on earning
statements.

When “standard mileage” is deducted
from income tax returns: multiply the
business miles driven by the depreciation
factor for the appropriate year. The
calculated amount may be added to
repayment. Lenders must follow current
IRS guidance to calculate this amount.

Documentation Source Options:

e  Paystub(s)/Earning statement(s)
e Federal income tax returns or IRS tax transcripts with all schedules
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Income Type
Military

Annual

Include all wages and pay
allowances that will be received in
the ensuing 12 months.

Hazardous duty pay and additional
income sources may be excluded
under 3555.152(b)(5).

Repayment

Required History: One year
College/Technical School attendance may
be substituted.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

In addition to base pay, military personnel
may be entitled to additional forms of
pay. Income sources such as variable
housing allowances, clothing allowances,
flight or hazard pay, rations and
proficiency pay may be used for
repayment income provided it is verified
to continue. Additional consideration for
the tax-exempt nature of these payments
may be applied.

Documentation Source Options:

e Military Earnings and Leave Statement(s)

e W-2’s

e  Written VOE or electronic verifications
e Federal income tax returns or IRS tax transcripts with all schedules

Mortgage Credit Certificate

Do not include

Do not include MCC monthly benefit in
repayment income.

GUS:

Enter the monthly benefit in the MCC
data field provided on the Additional Data
application page.

Manual Underwrite:

Deduct the monthly benefit from the PITI
payment before the ratio calculation.

Self-employed applicants are not eligible
to use a MCC.

Documentation Source Options:

e  Copy of the approved MCC award letter/contract with the rate of credit documented
o Copy of the IRS W-4 filed with applicant’s employer to reflect appropriate exemptions to realize the MCC

benefit




Income Type
Mortgage Differential Payment

Annual

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).
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Repayment
Required History: One year

Include the differential payment in
repayment income. Do not offset the
mortgage payment with the amount of the
allowance.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e Verification from the employer to confirm the subsidy amount and duration of payments

Non-Occupant Borrower

I Ineligible

| Ineligible

Notes Receivable

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Required History: Two years

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:

e Copy of note to establish the amount and length of time of payment
e Federal income tax returns or IRS transcripts with all schedules, for proof of receipt of income

Overtime

Include amounts that will be
received in the ensuing 12 months
based on employment verifications.
Exclusions may apply under
3555.152(b)(5).

Required History: One year

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Underwriters must analyze overtime for
the current pay period, and YTD earnings.
Significant variances (increase or
decrease) of 20 percent or greater in
income from the previous 12 months must
be analyzed and documented (example:
variances due to seasonal/holiday/etc.)
before considering the income stable and
dependable.

Documentation Source Options:

e Paystub(s)/Earning statement(s)

e W-2s

e  Written VOE or electronic verifications
e Federal income tax returns or IRS tax transcripts with all schedules
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Income Type Annual Repayment

Part-time Employment Include amounts that will be Required History: One year
received in the ensuing 12 months.
Exclusions may apply under Continuance: Income will be presumed
3555.152(b)(5). to continue unless there is documented

evidence the income will cease.
Evidence of resignation,
termination, retirement, or
relocation from these positions may
result in the exclusion of this
income type.

Documentation Source Options:
e  Paystub(s)/Earning statement(s)
e W2
e  Written VOE or electronic verifications
e Federal income tax returns or IRS tax transcripts with all schedules

Pensions Include amounts that will be Required History: None, the income
received in the ensuing 12 months. | must be received at the time of loan
. . application.
Lump sum withdrawals or sporadic
payments may be excluded under Lenders must document:
3555.152(b)(5). o the applicant is currently receiving

the income, and
o the amount of the income received
each month

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e Benefit/Award verification letter, retirement documents, IRS 1099, evidence of current receipt, bank
statements, etc.
e Federal income tax returns or IRS tax transcripts with all schedules




Income Type
Per Diem

Annual

Include amounts documented on the
pay statements as taxable gross
earnings that will be received in the
ensuing 12 months. Exclusions
may apply under 3555.152(b)(5).

HB-1-3555
Attachment 9-A
Page 15 of 32
Repayment
Required History: One year

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e  Paystub(s)/Earning statement(s)
o Contract/agreement from employer to state terms and duration of payments
e Federal income tax returns or IRS tax transcripts with all schedules

Rental Income

A retained dwelling must meet
the requirements of 3555.151(e).

Include positive net rental income
that will be received in the ensuing
12 months.

Negative net rental income is
counted as zero in the annual
income calculation.

Required History: Two years

Continuance: Current signed lease
agreement

Rents received 24 months or more:

1. Positive net rental income received
may be included in the repayment
income.

2. Negative net rental income is treated
as a recurring liability in the debt ratios.
3. Corresponding mortgage liabilities
may be omitted from the debt ratios.

Rents received less than 24 months:

1. No rental income may be included for
repayment purposes.

2. Corresponding mortgage liabilities
must be included in the debt ratios.

Documentation Source Options:

e Federal income tax returns with all schedules, specifically Schedule E
e IRS transcripts with all schedules, confirm Schedule E is completed
e Evidence of cash/check deposits, money order receipts, electronic payment receipt, etc. to document rents

received

e Signed lease of current occupants
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Income Type

Restricted Stock Units (RSU)

Annual

Include amounts listed as taxable
income on the pay statements as
gross earnings that will continue to
be received in the ensuing 12
months. Exclusions may apply
under 3555.152(b)(5).

Repayment
Required History: Two years

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:

e RSU account statements or award letters
e  Paystubs, VOE’s, or other documentation from the employer to support previous and future payments

Retirement

Include amounts that will be
received in the ensuing 12 months.

Lump sum withdrawals or sporadic
payments may be excluded under
3555.152(b)(5).

Required History: None, the income
must be received at the time of loan
application.

Lenders must document:

o the applicant is currently receiving
the income, and

o the amount of the income received
each month

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

o  Benefit/Award verification letter, retirement documents, IRS 1099, evidence of current receipt, bank

statements, etc.

e Federal income tax returns or IRS tax transcripts with all schedules

Royalty Payments

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Required History: Two years

Lenders must confirm the amount,
frequency, and duration of these
payments.

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:

e Royalty contract or agreement
e Federal income tax returns or IRS transcripts including all schedules




Income Type
Schedule K-1

This may be utilized to document
income for an applicant with less
than a 25 percent ownership of a
partnership, S corporation, or
limited liability company (LLC),
ordinary income, net rental real
estate income, or other net rental
income reported on IRS Form
1065, 11208, etc.

Annual

Include monetary amounts (cash
distributions) that will be received
in the ensuing 12 months.

Distributions of equipment, shares
of real estate interest/ownership,
non-monetary items, etc. are not
included in the annual income.
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Repayment
Required History: Two years

Schedule K-1 income may be utilized to
qualify the applicant if the lender can
confirm the business has adequate
liquidity to support the withdrawal of
earnings. The Schedule K-1 may provide
this confirmation through “guaranteed
payments to the partner”.

Continuance: These amounts will be
presumed to continue unless there is
documented evidence they will cease.

Documentation Source Options:

e Federal tax returns or IRS transcripts with all schedules

e Schedule K-1 forms

Scholarships

Include funds that will be received
in the ensuing 12 months after
deducting for tuition, fees, books
and equipment.

Required History: Two years

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Include remaining funds after deducting
tuition, fees, books, and equipment.

Benefits with no expiration date stated
will be presumed to continue.

Documentation Source Options:

o  Award letter to state the benefit/scholarship amount or tuition assistance
e Evidence to support the deductions required to arrive at any repayment amount
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Income Type
Seasonal Employment

Annual
Include amounts that will be
received in the ensuing 12 months.

Evidence of resignation,
termination, retirement, or
relocation from these positions may
result in the exclusion of this
income.

Repayment
Required History: Two years

If the income is not earned at the time of
loan application, the employer must
provide verification that the applicant is
still an employee along with an
anticipated return to work date.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e  Paystub(s)/Earning statement(s)

e W-2’s

e  Written VOE or electronic verifications

e Federal income tax returns or IRS tax transcripts with all schedules

Secondary Employment

Include amounts that will be
received in the ensuing 12 months.

Evidence of resignation,
termination, retirement, or
relocation from these positions may
result in the exclusion of this
income.

Required History: One year

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:

e  Paystub(s)/Earning statement(s)

e W-2’s

e  Written VOE or electronic verifications

e Federal income tax returns or IRS tax transcripts with all schedules
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Income Type Annual Repayment

Section 8 Housing Vouchers Do not include Required History: None

The monthly subsidy may be treated as
follows:

(1) Ifthe subsidy is paid directly to the
applicant it may be “grossed up” 25
percent, or

(2) If the subsidy is paid directly to the
loan servicer, it may be deducted
from the monthly PITI payment to
determine the debt-to-income ratio.

GUS:
Lenders must use option (1)

Documentation Source Options:
e  Benefit/Award letter to verify the subsidy amount
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Income Type
Separate Maintenance
/Alimony

Annual
Include amounts that will be
received in the ensuing 12 months.

Legally enforceable payments that
have not been received may be
excluded when: payments are not
received for an extended period of
time and a reasonable effort has
been made to collect them through
the official entity responsible for
enforcing such payments.

Repayment
Court ordered payments:

Required History: Six months (payment
received must be consistent)

Continuance: Three years

Voluntary payment agreements:

Required History: One year (payment
received must be consistent)

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Maintenance that meets the minimum
history, but the payment amounts are not
consistent must average the amounts
received over the time of receipt.
Payments received for 6 months or less
with zero received for any month must
use zero.

If the income is tax exempt, it may be
grossed up 25 percent. No other
adjustments are authorized. Lenders
must document any adjustment made.
Refer to current IRS guidelines and/or a
tax professional for assistance.

Documentation Source Options:

e Final divorce decree, legal separation agreement, or court order (front and pertinent pages) to document the
amount and timeframe of the obligation
e Evidence of timely receipt and consistent amount for required history: bank statements, canceled checks,
deposit slips, tax returns, etc.
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Income Type Annual Repayment

Social Security Income Include amounts that will be Required History: None, the income
received in the ensuing 12 months. | must be received at the time of loan
Exclusions may apply under application

3555.152(b)(5).
®)5) Continuance: Income must be

confirmed to continue a minimum of three
years into the mortgage.

Benefit letters that do not include an
expiration date will be presumed to
continue.

Benefits received by the applicant on
behalf of minors (funds are intended for
their support) may be utilized for
repayment.

Benefits received by the applicant on
behalf of an adult household member may
be used for repayment income when there
is evidence they are the legal guardian for
the non-applicant adult household
member.

If the income is tax exempt, it may be
grossed up 25 percent. No other
adjustments are authorized. Lenders
must document any adjustment made.
Refer to current IRS guidelines and/or a
tax professional for assistance.

Documentation Source Options:
e Benefit statement from the Social Security Office
e Legal guardianship/payee status for adult household members, if applicable

Student Loans Do not include Do not include

Supplemental Nutrition Do not include Do not include
Assistance Program (SNAP)
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Income Type Annual

Temporary Leave Include amounts that will be
Income/Temporary Reduction | received in the ensuing 12 months.
to Income with current Exclusions may apply under
employer 3555.152(a)(5).

This guidance is for an applicant
that is currently employed. This
guidance does not apply to an
applicant that is currently
unemployed.

Repayment

Required History: None, the income
must be received at the time of loan
application

The lender must obtain all the following

from the employer:

o Verification the applicant has the
right to return to work following the
leave.

o Documentation of the applicant’s
return date.

o Verification of the duration and
amount of temporary leave income.

o Documentation of regular
employment prior to temporary leave.

An applicant that will return to work prior
to the first mortgage payment may use
their pre-leave income.

An applicant that will not return to work
prior to the first mortgage payment must
use their current income received (which
may be zero) plus non-retirement liquid
reserves. Reserves must meet the
required history and calculations in the
Asset and Reserves section of this matrix.
The total of income and assets must meet
the mortgage obligation and additional
monthly liability payments until the
applicant’s date of return to work.
Lenders must document their calculation
of income plus reserves divided by
applicable months on the Income
Documentation Worksheet (Form RD
3555-21), the underwriting transmittal
summary, or on an alternate underwriting
form.

Documentation Source Options:
e All employer verifications required by this section
e  Benefit statement/Contract
e  Paystub(s)/Earning statement(s)
e  Written VOE or electronic verification
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Tips Include amounts that will be Required History: One year

received in the ensuing 12 months. ] o
Exclusions may apply under Underwriters must analyze tip income for

3555.152(b)(5). the current pay period, and YTD earnings.
Significant variances (increase or
decrease) of 20 percent or greater in
income from the previous 12 months must
be analyzed and documented (example:
variances due to seasonal/holiday/etc.)
before considering the income stable and
dependable.

Continuance: Income will be presumed
to continue unless there is documented
evidence the income will cease.

Documentation Source Options:
e  Paystub(s)/Earning statement(s)
o W-2%
e  Written VOE or electronic verifications
e Federal income tax returns or IRS tax transcripts with all schedules

Trust Income Include amounts that will be Required History: Six months

received in the ensuing 12 months.
Exclusions may apply under Continuance: Income must be

3555.152(b)(5). conﬁrmed to continue a minimum of three
years into the mortgage.

Documentation Source Options:
e  Trust documents: legally filed or recognized to document the balance, monthly payments, term of payments,
mode of payment delivery (revocable or irrevocable), etc.
e Documentation to support payments received: bank statements, deposit slips, trust account statements, etc.

Unemployment Include amounts that will be Required History: One year
received in the ensuing 12 months.
Continuance: Income will be presumed
Benefits received while seeking to continue unless there is documented
new full/part time employment that | evidence the income will cease.

have ended are excluded under
3555.152(b)(5)(v). Applicants with a sole source of
unemployment income are ineligible for a
guaranteed loan.

Documentation Source Options:
e Evidence of compensation: IRS Form 1099 or equivalent
e Federal income tax returns or IRS tax transcripts with all schedules
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Income Type
Unreimbursed Employee or
Business Expenses

Annual
Do not include.

Repayment
Do not include. No longer applicable

VA Benefits

Include amounts that will be
received in the ensuing 12 months.
Exclusions may apply under
3555.152(b)(5).

Required History: None, the income
must be received at the time of loan
application.

Lenders must document:

o the applicant is currently receiving
the income, and

o the amount of the income received
each month

Continuance: Income must be
confirmed to continue a minimum of three
years into the mortgage.

Benefits with no expiration date stated
will be presumed to continue.

Benefits received by the applicant on
behalf of minors (funds are intended for
their support) may be utilized for
repayment.

Benefits received by the applicant on
behalf of an adult household member may
be used for repayment income when there
is evidence they are the legal guardian for
the non-applicant adult household
member.

If the income is tax exempt, it may be
grossed up 25 percent. No other
adjustments are authorized. Lenders
must document any adjustment made.
Refer to current IRS guidelines and/or a
tax professional for assistance.

Documentation Source Options:

e  Benefit statement from the Office of Veteran’s Affairs

e Legal guardianship/payee status for adult household members, if applicable
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Income Type Repayment
Workman’s Compensation Include amounts that will be Required History: Six months
received in the ensuing 12 months.

Continuance: Income must be
Lump sums or sporadic payments confirmed to continue a minimum of three

may be excluded under years into the mortgage.
3555.152(b)(5).

Documentation Source Options:
e  Award letter or settlement to state amount and duration of payments
e Earnings statements/Paystubs
e  Written VOE from employer
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Adjusted Annual Income Deductions \

3555.152(c)

Dependent Deduction: 3555.152(c)(1)

e  $480 deduction per eligible dependent at the time of loan application

e Applicants with shared custody may include their child(ren)
Documentation Source Options:

e  Certify to the household number on Form RD 3555-21

e List all household members and ages on the Income Calculation Worksheet

Child Care Expenses: 3555.152(c)(2)

e  Care for children age 12 and under

e Care is necessary to enable a family member to work, seek employment, or attend school

e Calculate anticipated child care expenses for the ensuing 12 months

e Applicants that have not placed their child into care or have no evidence to support payments, deposits, or
registration fees are ineligible for this deduction

Documentation Source Options:

e Utilize income tax returns, receipts, or third- party verifications provided by a licensed childcare facility or
provider on letterhead that 1. Identifies the child enrolled, 2. Date of enrollment, 3. Payment due, and 4.
Payment history

e Relatives or non-licensed private individuals who provide care must also provide evidence of payments
made (i.e. canceled checks, money order receipts, bank statements, etc.)

e  Child support payments and school tuition (K — 8) are not eligible deductions

e Attachment 9-G is an available option to document childcare expenses, but may not be used alone when
additional documentation is required per this section to verify payment (i.e. relatives and private individuals)

e  Calculations must be included on the Income Calculation Worksheet

Disability Expenses: 3555.152(c)(3)
e Deduction for eligible expenses that exceed three percent of the annual income
o FEligible expenses: 1. allow the disabled individual or another household member to work, 2. are non-
reimbursable by insurance or other sources, and 3. do not exceed the income earned by the person who is
working due to the care provided
o Examples include but are not limited to: daily living assistance, wheelchairs, ramps, adaption needs,
workplace equipment, etc.
e Utilize documentation to estimate anticipated annual expenses
Documentation Source Options:
e Third party verifications for caregivers/agencies for the dates, costs, and fees
e Receipts, itemized income tax returns, and other evidence to support the deductions
e Calculations must be included on the Income Calculation Worksheet
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Adjusted Annual Income Deductions \
3555.152(c)

Elderly Household Deduction: 3555.152(c)(4)
e Applicant or Co-Applicant is age 62 or older
e  One $400 deduction allowed
Documentation Source Options:
e Certify to date of birth on Form RD 3555-21 and the loan application

Medical Expenses: 3555.152(c)(5) (Elderly and Disabled Households Only)
e Deduction for eligible expenses that exceed 3 percent of the annual income for entire family
e  Definition of elderly family is in 3555.10
e Utilize documentation to estimate anticipated annual expenses
Documentation Source Options:
e Itemized tax return documents
e Receipts for insurance premiums, prescriptions, dental and eye exams, eyeglasses, medical/health products
or apparatus, hearing aids, visiting or live in care providers
e (Calculations must be included on the Income Calculation Worksheet
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Assets and Reserves \

3555.152(d)

Funds to close will be subtracted from the assets entered on the Assets and Liabilities and/or Transaction Details
GUS application pages. Remaining funds eligible for reserves must be available to the applicant post loan closing.
Lenders must use caution and not overstate assets utilized for reserves. USDA does not require evidence from all
parties to access joint or business accounts unless access to the funds are restricted without it.
Bridge Loan
Documentation:

e Evidence of the loan proceeds, where they are held (depository account, etc.), and balance remaining

e  Confirm corresponding liability for this debt is included in the total debt ratio if applicable
Reserves: Eligible
Funds to Close: Eligible

Business Accounts
Documentation:
e  Two months of recent bank statements, or
e Verification of Deposit (VOD) and a recent bank statement, or
e Alternate evidence (example: statement print outs stamped by lender) to support account activity and
monthly balances
Reserves: Eligible
e Lenders must use the lesser of the current balance or previous months ending balance
Funds to Close: Eligible

Cash on Hand
Documentation:
e  Applicant must supply a letter of explanation to state how the funds were accumulated (how much
weekly/monthly/etc.)
Reserves: Eligible
Funds to Close: Eligible

Certificate of Deposit (CD)

Documentation:
e Recent account statement (monthly, quarterly, etc.) to evidence the account balance and early withdraw
penalty if applicable

Reserves: Eligible
e Lenders may use the current vested balance, minus applicable fees/penalties
Funds to Close: Eligible
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Depository Accounts: Checking, Money Market Accounts, and Savings
Documentation:
e  Two months of recent bank statements, or
e  Verification of Deposit (VOD) and a recent bank statement, or
e Alternate evidence (example: statement print outs stamped by lender) to support account activity and
monthly balances
o Investigate all deposits on the account statements that are not attributed to wages or earnings. Confirm
deposits are not from undisclosed income sources. There is no tolerance or percentage of the deposit
amount that is not required to be investigated.
Reserves: Eligible
e Lenders must use the lesser of the current balance or previous months ending balance
Funds to Close: Eligible

Earnest Money
Documentation:
e Retain a copy of the check, money order receipt, etc. that was remitted for the earnest money.
Reserves: Eligible
e Earnest money that has cleared an applicant’s depository account may be entered in the “Other Credits”
section of the “Transaction Details” GUS application page. The amount of earnest money should not be
reflected in the balance of any asset entered on the “Assets and Liabilities” application page.
Funds to Close: Eligible

Gift of Equity, Sweat Equity, or Rent Credits
Documentation:
o These gifts or credits must be applied as a reduction to the purchase price of the dwelling
e  Ensure the appraiser is aware of the gift and/or credit. This will allow them to properly complete the
appraisal report, note the reduction, and support the appraised value compared to purchase price if
applicable.
e  The borrower may not receive cash back at loan closing for these gifts and/or credits
Reserves: Ineligible
Funds to Close: Ineligible
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Gift Funds
Documentation:

e  Gift funds are considered the applicant’s own funds therefore they are eligible to be returned to the applicant
at loan closing as applicable

o  Gift funds may not be contributed from any source that has an interest in the sale of the property (seller,
builder, real estate agent, etc.)

e  Gift funds must be properly sourced: Gift letter to state the funds do not have to be repaid, evidence of
funds from the party providing the gift, and evidence the funds were deposited into the applicant’s account.
Cash on hand is not an acceptable explanation for the source of funds.

o  Gift funds that will be used for funds to close may be entered in the “Other Credits” section of the
“Transaction Details” GUS application page. The amount entered should not exceed the actual amount of
funds required to close. Remaining gift funds not used for closing assistance may be entered in the “Asset
and Liabilities” application page as “gift funds”. If cash back is received at loan closing, it cannot exceed
monies advanced by the borrower minus utilized gift funds.

Reserves: Ineligible
Funds to Close: Eligible

Individual Development Account (IDA)
Documentation:

e Two months of account statements, or

e  Verification of Deposit (VOD) or

e Alternate evidence provided by the account trustee/management to support account activity and monthly

balances

e  Verification must document the vested/amount available for withdrawal without penalty or reimbursement
Reserves: Eligible

e Lenders must use the lesser of the current vested balance or the previous months ending vested balance
Funds to Close: Eligible

Life Insurance
Documentation:
e  Document the applicant’s receipt of funds from the policy
e  Verify where the proceeds are held and available to the applicant
e  Confirm corresponding liability for this debt in the total debt ratio if applicable
Reserves: Eligible
Funds to Close: Eligible
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Lump Sum Additions: Lottery Winnings, Inheritances
Documentation:
e  Document the applicant’s receipt of funds
e  Verify where the proceeds are held and available to the applicant
e  One-time deposits may not require annual income consideration under 3555.152(d)(5)(vi)
Reserves: Eligible
Funds to Close: Eligible

Personal Property Sold

Documentation:
e  Document the applicant’s ownership of the asset
e Evidence of the transfer of ownership of the asset through a bill of sale or statement from the purchaser
e Receipt of sales proceeds through deposit slips, bank statements, or a copy of the purchasing party’s

canceled check, money order, or electronic funds transfer
Reserves: Eligible
Funds to Close: Eligible

Retirement: 401k, IRA, etc.
Documentation:
e Recent account statement (monthly, quarterly, etc.) to evidence the account balance, vested balance available
for withdraw, and early withdraw penalty if applicable
Reserves: Eligible
e 60 percent of the vested amount available to the applicant may be used as reserves
Funds to Close: Eligible

Sales Proceeds: Real Estate Owned
Documentation:
¢ Closing disclosure or acceptable alternative
e Verify where the proceeds are held and available to the applicant
Reserves: Eligible
e  GUS will calculate reserves from data entered in the “REO Property Information” application page and add
these to the reserve calculation. Lenders must confirm the GUS calculation, their override data entry, or
other asset data entry for this purpose has supporting documentation.

e Net equity/sales proceeds manually entered on a loan application must have supporting documentation
Funds to Close: Eligible
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Assets and Reserves \

Secured Loan from personal asset

Documentation:
e  Document the amount of the secured loan proceeds and the source (example: Certificate of Deposit, stocks,
etc.)

e  Confirm corresponding liability for this debt is included in the total debt ratio if applicable
Reserves: Eligible
Funds to Close: Eligible

Stocks, Stock Options, Bonds, Mutual Funds, and Investments

Documentation:
e Recent account statement (monthly, quarterly, etc.) to evidence the account balance, vested balance available
for withdraw, and early withdraw penalty if applicable
Reserves: Eligible
Funds to Close: Eligible

Trust Accounts

Documentation:
e Verify applicant has access to the funds, amounts, circumstances, requirement to repay withdrawal, etc.
e  Recent account/trust statement (monthly, quarterly, etc.) to evidence the account balance

Reserves: Eligible

Funds to Close: Eligible

Unsecured Loan: Borrowed Funds

Documentation:
e  Document the amount of the loan proceeds and the source (example: signature loan, line of credit, credit
card advance/loan, overdraft protection, etc.)
e  Confirm corresponding liability for this debt is included in the total debt ratio if applicable
Reserves: Ineligible
Funds to Close: Ineligible

ASSET CHANGES AFTER CONDITIONAL COMMITMENT ISSUANCE
Assets verified prior to loan closing that are less than the amounts entered into GUS or on the loan application may
retain the issued Conditional Commitment (Form RD 3555-18/18E) when one the following are met:
1. The application was approved with zero months of cash reserves, or
2. The application will continue to have a minimum of four months of cash reserves.
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ATTACHMENT 9-B

INCOME CALCULATION WORKSHEET

Lender Instructions: Determine eligible household income for the Single Family Housing Guaranteed Loan Program (SFHGLP) by

documenting all sources/types of income for all household members. Qualify the loan by documenting all sources/type of income that is
stable and dependable utilized to repay the loan.

GENERAL INFORMATION
Applicant(s): Lender: Date:
Identify all Household Members Age | Full-time Disabled Receives Source of Income
Student Y/N? Income Y/N?
Y/N?
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ANNUAL INCOME CALCULATION (Consider anticipated income for the next 12 months for all adult household members as described in 7 CFR
3555.152(b) and HB-1-3555 Chapter 9. Website for instructions: https://www.rd.usda.gov/publications/regulations-guidelines

1. Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement, social security,
disability, trust income, etc.). Calculate and record how the calculation of each income source/type was determined in the space below.

2. Co—Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement, social security,
disability, trust income, etc.). Calculate and record how the calculation of each income source/type was determined in the space below.

3. Additional Income to Primary Income (dutomobile Allowance, Mortgage Differential, Military, Secondary Employment, Seasonal
Employment, Unemployment.) Calculate and record how the calculation of each income source/type was determined in the space below.

4. Additional Adult Household Member(s) who are not a Party to the Note (Primary Employment from Wages, Salary, Self-
Employed, Additional income to Primary Employment, Other Income). Calculate and record how the calculation of each income source/type
was determined in the space below.

5. Income from Assets (Income from household assets as described in 7 CFR 3555.152(d) and HB-1-3555 Chapter 9). Calculate and record
how the calculation of each income source/type was determined in the space below.

6. Annual Household Income (7ol Ithrough 5)
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Applicant(s):
ADJUSTED INCOME CALCULATION (Consider qualifying deductions as described in 7 CFR 3555.152(c) and HB-1-3555 Chapter 9.)
7. Dependent Deduction (8480 for each child under age 18, or full-time student attending school or disabled family member over the age of
18)-# x $480
$
8. Annual Child Care Expenses (Reasonable expenses for children 12 and under). Calculate and record the calculation of the deduction $
in the space below.
9. Elderly or Disabled Household (One household deduction of $400 if 62 years of age or older, or disabled and a party to the note) $
10. Disability (Unreimbursed expenses in excess of 3% of annual income per 7 CFR 3555.152(c) and HB-1-3555 Chapter 9). Calculate and
record the calculation of the deduction in the space below.
$
11. Medical Expenses (Elderly/Disabled households only. Unreimbursed medical expenses in excess of 3% of annual income per 7 CFR
3555.152(c) and HB-1-3555 Chapter 9). Calculate and record the calculation of the deduction in the space below.
$
12. Total Household Deductions (Enter total 7 through 11) $
13. Adjusted Annual Income (Item 6 minus item 12)
Income cannot exceed Moderate Income Limit to be eligible for SFHGLP $
Moderate Income Limit: $ State: County:
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Applicant(s):

MONTHLY REPAYMENT INCOME CALCULATION (Consider stable and dependable income of parties to the note as described in 7 CFR
3555.152(a) and HB-1-3555 Chapter 9. Non-occupant borrowers or co-signors are not allowed.

14. Stable Dependable Monthly Income (Parties to note only). Calculate and record how the calculation of each
income source/type was determined in the space below. Identify income type by party to note.

Total Income

Borrower Co-Borrower Total
Base Income $ $
Calculation of Base Income: Calculation of Base Income:
$
Other Income $ $
$
Calculation of Other Income: Calculation of Other Income:
$

15. Monthly Repayment Income (Enter total of 14).

Date:

Prepared by:

Lender:

Name/Title
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ATTACHMENT 9-C
EXAMPLE CASE STUDY:

INCOME CALCULATION WORKSHEET

HB 1-3555
Attachment 9-C
Page 1 of 6

Household members:

Name Relationship Comments Household Income, Assets and Expenses
David Applicant Employed, party to note $1,250/week wages;
Example
Age: 40 Savings account balance $2,000, Checking
account balance $300
Betsy Example | Applicant Employed, party to note $15.50/hr wages — working 20 hours week;
$100/month child support from ex-husband
Age: 40 (Kathy’s father)
Cynthia David’s mother | Disabled, moved in when $800/month Social Security benefits
Example husband died, not a party to the

Age: 67 note Checking account balance $600
Janet Smith Daughter Full-time college student, part- | $600/month wages
time employed, not a party to
Age: 19 the note
Kathy Smith Daughter Full-time junior high school $9.00/hour x 8 hours per week x 4 weeks =
student, part-time employed, $288 monthly earnings
Age: 14 not a party to the note
Chris Doe Foster child Full-time elementary student, County pays household $800/month to care for
not a party to the note foster child. The family pays $50 per
Age: 8 week/$200 per month for after school child

care.

Eligible Household Income: Calculate annual and adjusted income to determine eligibility of the household for the SGHGLP.
For Annual Income Calculation — Consider income of all household members:
e Count David’s wages e

e Do not count Kathy’s e
wages (Household
member is a minor
and less than 18 years

of age)

Security

from assets from all
members of the

foster child

household if they total
$50,000 or more. In
this example the
household does not
meet this threshold. No
asset income is
required.

Count Betsy’s wages e  Count child support e Count only the first
(Betsy) $480 of Janet’s wages
(Household member is
greater than 18 years
of age and an adult
Count Cynthia’s Social e Count actual income e Do not count income

payments for care of
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Adjusted Income Calculation:
Dependent Deduction

e Three dependent deductions are permitted for Kathy (a minor), Janet (an adult full-time student, who is not the head of household
or spouse), and Cynthia (an adult individual with disabilities, who is not the head of household or spouse)

e A foster child is not a permanent household member, and therefore is not an eligible dependent.

e Total household members that meet the Household member definition in 3555.10 are 5, David, Betsey, Cynthia, Janet, and
Kathy.

e A deduction of $1,440 in this example may be deducted ($480 for each eligible dependent x 3 = $1,440. Dependents are Kathy,
Janet, and Cynthia.

Child Care Deduction

e  Child care expenses are permitted for the care of a foster child but must not exceed the amount earned by the family member
enabled to work. Betsy earns $15.50/hour working 20 hours per week ($1,240 per month) and pays $50/week for child care
($200 per month).

e  Child care expenses are not permitted if another adult household member is available to care for the child. Janet is not available
because she is a full-time student and Cynthia cannot care for the child because of her disability.

e  The cost of child care does not exceed Betsy’s monthly earnings therefore the full amount of the child care may be deducted.

Elderly or Disabled Household Deduction

Cynthia, a household member, is 67. But she is not an applicant on the loan, therefore no elderly family deduction is allowed.
Medical Expense Deduction

Family medical expenses cannot be deducted since this is not an elderly or disabled household as defined in 3555.152(c).
Disability Assistance Expenses

No disability assistance expenses were claimed. To be allowed a deduction, the expenses would have to be necessary to enable a
family member to work.

Repayment Income: Calculate the income utilized to repay the loan. Consider only income from parties to the note that is
documented to be stable and dependable per 3555.152(a).

David and Betsy are parties to the note. David has worked the last two years earning $1,250 per week or $65,000 annually. Betsy
has made $15.50/hour and worked 20 hours per week for the past five years consistently. Betsy receives child support for Kathy, paid
through the court at $100 a month, or $1,200 annually. She has received support consistently for the past three years. Kathy is 14.
David and Betsy have cared for foster children for the past three years. Chris Doe is 6 years of age. The county pays $800.00 per
month, or $9,600 annually to the household to care for the foster child. Foster care is not a source of income that is eligible for
repayment income.

e David: $65,000 historical employment income divided by 12 = $5,416.67
e Betsy: $16,120 historical employment income divided by 12 = $1,343.33
e Betsy: $1,200 historical child support income divided by 12 = $100.00 [3-year continuance since Kathy is 14]

e Total stable and dependable income in accordance with 3555.152(a) = $6,860.00
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Lender Instructions: Determine eligible household income for the Single Family Housing Guaranteed Loan Program (SFHGLP) by
documenting all sources/types of income for eligible household members. Qualify the loan by documenting all sources/type of income
that is stable and dependable utilized to repay the loan.

GENERAL INFORMATION

Applicant(s): David and Betsy Example

Lender: ABC Lender

Date: XX/XX/XXXX

Identify all Household Age Full-time Disabled | Receives Source of Income
Members Student Income
Y/N?
Y/N? Y/N?
David Example 40 N Y XYZ Employment
Betsy Example 40 N Y 123 Employment, child
support
Cynthia Example 67 Y Y Social Security
Janet Smith 19 N Y PT Employment
Kathy Smith 14 N Y PT Employment
Chris Doe 8 N Y Foster care income
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ANNUAL INCOME CALCULATION (Consider anticipated income for the next 12 months for eligible adult household
members as described in 7 CFR 3555.152(b) and HB-1-3555 Chapter 9. Website for instructions:
https://www.rd.usda.gov/publications/regulations-guidelines

1. Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement, social security,

disability, trust income, etc.). Calculate and record how the calculation of each income source/type was determined in the space below.

David - $1,250/wk x 52 = $65,000

$65,000.00

2. Co—Applicant (Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement, social
security, disability, trust income, etc.). Calculate and record how the calculation of each income source/type was determined in
the space below.

Betsy - $15.50/hr x 20 hrs/wk x 52 = $16,120
Betsy — child support - $100 x 12 = $1,200

$17,320.00

3. Additional Income to Primary Income (4utomobile Allowance, Mortgage Differential, Military, Secondary Employment,
Seasonal Employment, Unemployment.) Calculate and record how the calculation of each income source/type was determined in
the space below.

4. Additional Adult Household Member (s) who are not a Party to the Note (Primary Employment from Wages, Salary,
Self-Employed, Additional income to Primary Employment, Other Income). Calculate and record how the calculation of each income
source/type was determined in the space below.

Cynthia- $800/month x 12 = $9,600; Janet = first $480 must be counted as full-time student over 18 years of age

$10,080.00

5. Income from Assets (Income from household assets as described in 7 CFR 3555.152(d) and HB-1-3555 Chapter 9). Calculate
and record how the calculation of each income source/type was determined in the space below.

6. Annual Household Income (7ol 1through 5)

$92,400.00
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Applicant(s): David and Betsy Example
ADJUSTED INCOME CALCULATION (Consider qualifying deductions as described in 7 CFR 3555.152(c) and HB-1-3555 Chapter 9).
7. Dependent Deduction (8480 for each child under age 18, or full-time student attending school or disabled family member over the age of
18) - # 3) x $480
$1,440.00

8. Annual Child Care Expenses (Reasonable expenses for children 12 and under). Caleulate and record the calculation of the deduction | §2.600.00
in the space below.

$50/week x 52 weeks/year = $2,600

9. Elderly or Disabled Household (One household deduction of $400 if 62 years of age or older, or disabled and a party to the note) $

10. Disability (Unreimbursed expenses in excess of 3% of annual income per 7 CFR 3555.152(c) and HB-1-3555 Chapter 9). Calculate and
record the calculation of the deduction in the space below.

11. Medical Expenses (Elderly/Disabled households only. Unreimbursed medical expenses in excess of 3% of annual income per 7 CFR $
3555.152(c) and HB-1-3555 Chapter 9). Calculate and record the calculation of the deduction in the space below.

12. Total Household Deductions (Enter total 7 through 11) | $4,040.00

13. Adjusted Annual Income (item 6 minus item 12)
Income cannot exceed Moderate Income Limit to be eligible for SFHGLP $88,360.00

Moderate Income Limit: $ 98,650 State: Olklahoma County:
Washington
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Applicant(s): David and Betsy Example

MONTHLY REPAYMENT INCOME CALCULATION consider stable and dependable income of parties to the note as
described in 7 CFR 3555.152(a) and HB-1-3555 Chapter 9. Non-occupant borrowers or co-signors are not allowed.

14. Stable Dependable Monthly Income (Parties to note only). Calculate and record how the calculation
of each income source/type was determined in the space below. Identify income type by party to note.

Total
Borrower Co-Borrower
Base $_ 541667 $ 1.343.33
Income
. . $ 6,760.00
Calculation of Base Income: Calculation of Base Income:
David: $65,000/ 12 = $5,416.67 Betsy: $16,120 /12 = $1,343.33
Other $ $ 100.00
Income
. . $ 100.00
Calculation of Other Income: Calculation of Other Income: -
Betsy: Child Support: $1,200/ 12 = $100.00
[3 year continuance confirmed: Kathy is 14]
Total $ 621667 $ 1.443.33
Income
$_6.860.00
15. Monthly Repayment Income (Enzer total of 14). | $6,860.00

Date: __ XX/XX/XXXX_Prepared by: _ [Name/Title]

Lender: _ [Lender]
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ATTACHMENT 9-D

ANNUAL INCOME

I. SOURCES OF INCOME WHICH BY FEDERAL STATUTE ARE EXCLUDED FROM
ANNUAL INCOME

The following sources, subject to exemption by Federal statute, are never considered when
calculating annual income.

Any revenue which a Federal statute exempts shall not be considered income or used as a
basis for determining eligibility for an Agency loan, payment assistance, or denying or reducing
Federal financial assistance or benefits to which the recipient would otherwise be entitled.
Additional financial assistance, which is considered exempt income under Federal statutes,
includes:

1. The imminent danger duty-pay to a service person applicant or spouse away from
home and exposed to hostile fire. Amounts of imminent danger pay for military
personnel stationed in the Combat Zone are excluded from annual income effective
August 2, 1990. Any military pay received by persons serving in the Combat Zone
received on or after January 17, 1991, is excluded from annual income. The Combat
Zone, as defined by the Presidential Executive Order 12744 dated January 21, 1991,
consists of the Persian Gulf, the Red Sea, the Gulf of Oman, that portion of the
Arabian Sea that lies north of 10 degrees north latitude and west of 68 degrees east
longitude, the Gulf of Aden, the total land areas of Iraq, Kuwait, Saudi Arabia, Oman,
Bahrain, Qatar, and the United Arab Emirates. Immediately upon notification by the
family, or based on information from a knowledgeable source that a member of the
household was serving, in the Combat Zone, the Loan Approval Official shall re-
determine the household income retroactive to January 17, 1991, and adjust the
applicant’s payment assistance accordingly.

2. Payments to volunteers under the Domestic Volunteer Service Act of 1973, including,
but not limited to:

a. National Volunteer Antipoverty Programs, which include Volunteers in Service to
America (VISTA), Peace Corps, Service Learning Programs, and Special
Volunteer Programs.
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10.

11.

b. National Older American Volunteer Programs for persons age 60 and over who
include Retired Senior Volunteer Programs, Foster Grandparent Program, Older
American Community Services Program, and National Volunteer Programs to
Assist Small Business and Promote Volunteer Service to Persons with Business
Experience, Service Corps of Retired Executives (SCORE), and Active Corps of
Executives (ACE).

Payments received after January 1, 1989, from the Agent Orange Settlement Fund or
any other fund established pursuant to the settlement in the "In Re Agent Orange"
product liability litigation, M.D.L. No. 381 (E.D.N.Y.).

Payments received under the "Alaska Native Claims Settlement Act" or the "Maine
Indian Claims Settlement Act."

Income derived from certain sub-marginal land of the United States that is held in
trust for certain American Indian tribes.

Payments or allowances made under the Department of Health and Human Services
Low-Income Home Energy Assistance Program.

Payments received from the Job Training Partnership Act.

Income derived from the disposition of funds of the Grand River Band of Ottawa
Indians.

The first $2,000 of per capita shares received from judgment funds awarded by the
Indian Claims Commission or the Court of Claims, or from funds held in trust for an
American Indian tribe by the Secretary of Interior

Payments received from programs funded under Title V of the Older Americans Act
of 1965.

Any other income which is exempted under Federal statute.
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ATTACHMENT 9-E

INFORMATION FOR ANALYZING TAX RETURNS
FOR SELF-EMPLOYED APPLICANTS

The self-employed applicant must submit current documentation of the business’s
income and expenses, including any applicable Federal tax returns that were filed with the IRS
for the most recent two years in addition to year-to-date profit and loss and balance statements.
Lenders are encouraged to use Fannie Mae Form 1084, “Cash Flow Analysis,” and Fannie Mae
Form 1088 “Comparative Income Analysis” to document a trend analysis for the applicant’s
business. Lenders may use the Fannie Mae forms or any documentation that provides the same
information. Regardless of the analysis method used, and the documentation prepared by the
lender, the loan file must contain clear and sufficient support for the lender’s decision regarding
the viability of the business and loan approval.

A. Individual Tax Returns (IRS Form 1040)

The amount shown on the IRS Form 1040 as “adjusted gross income” must be either
increased or decreased based on the lender’s analysis of the individual tax returns and
any related tax schedules. Particular attention must be paid to:

e Wages, salaries, tips. If an amount is shown here, this may indicate the individual is
a salaried employee of a corporation or has other sources of income. It may also
indicate the spouse is employed, in which case the income must be subtracted from
the adjusted gross income in the analysis.

e Business income or loss (from Schedule C). The sole proprietorship income
calculated on Schedule C is business income. Depreciation or depletion may be
added back to adjusted gross income.

¢ Rents, royalties, partnerships, etc. (from Schedule E). Any income received from
rental properties or royalties may be used as income after adding back any
depreciation shown on Schedule E.

e Capital gain or loss (from Schedule D). This is generally a one-time transaction
and should not be considered in determining repayment income. However, if the
business has a constant turnover of assets resulting in gains or losses, the capital gain
or loss may be considered in determining the income provided the applicant has at
least three years’ tax returns evidencing capital gains. An example would include an
individual who purchases old houses, remodels them, and sells them for a profit.
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Interest and dividend income (from Schedule B). This income, both taxable and tax-
exempt, may be added back to the adjusted gross income only if it has been received for
the past two years and is expected to continue. (If the interest-bearing asset will be
liquidated as a source of the cash investment, the lender must adjust accordingly).

e Farm income or loss (from Schedule F). Any depreciation shown on Schedule F
may be added back to the adjusted gross income.

e IRA distributions, pensions and annuities, and social security benefits. The non-
taxable portion of these items may be added back to the adjusted gross income if the
income is expected to continue for the first three years of the mortgage.

e Adjustments to income. Certain adjustments to income shown on the IRS Form
1040 may be added back to the adjusted gross income. Among these are IRA and
Keogh retirement deductions, penalties on early withdrawal of savings, health
insurance deductions, and alimony payments.

e Employee business expenses. These are actual cash expenses that must be deducted
from the applicant’s adjusted gross income, if applicable.

B. U.S. Corporate Income Tax Returns (IRS Form 1120)

Corporations are state chartered businesses owned by their stockholders.
Compensation to its officers, generally in proportion to the percentage of ownership, is
shown on the corporate tax returns and will appear on individual tax returns. If the
applicant’s percentage of ownership is not shown, it must be separately obtained from the
corporation’s accountant with evidence the applicant has the right to those funds. Once
the adjusted business income is determined, it is to be multiplied by the applicant’s
percentage of ownership in the business.

In analyzing the corporate tax returns, lenders must adjust for the following:

e Depreciation and depletion. The corporation’s depreciation and depletion must be
added back to after-tax income.

e Taxable income. This is the corporation’s net income before federal taxes. It must
be reduced by the tax liability.
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e Fiscal year versus calendar year. If the corporation operates on a fiscal year that is
different from the calendar year, an adjustment must be made by the lender to relate
corporate income to the individual tax return.

e Cash withdrawals. The applicant’s withdrawal of cash from the corporation may
have a severe negative impact on the corporation’s ability to continue operating.

C. “S” Corporation Tax Returns

An “S” corporation is generally a small, start-up business, with gains and losses
passed onto stockholders in proportion to each stockholder’s percentage of business
ownership. The income for the owners comes from W-2 wages and is taxed at the
individual rate.

The “compensation of officers” line on the IRS Form 1120S is transferred to the
applicant’s IRS Form 1040. Both depreciation and depletion may be added back to
income in proportion to the applicant’s share of income. However, income must also be
deducted proportionately by the total obligations payable by the corporation in less than
one year. The applicant’s withdrawal of cash from the corporation may have a severe
negative impact on the corporation’s ability to continue operating which must be
considered in the analysis.

D. Partnership Tax Returns

A partnership is formed when two or more individuals form a business and share in
profits, losses, and responsibility for running the company. Each partnership pays taxes
on his or her proportionate share of the partnership income.

Both general and limited partnerships report income on the IRS Form 1065 “U.S.
Return of Partnership Income;” it must be reviewed by the lender to assess the viability
of the business. The partner’s share of income is carried over to Schedule E of IRS Form
1040. Both depreciation and depletion may be added back to income in proportion to the
applicant’s share of income. However, income must also be deducted proportionately by
the total obligations payable by the partnership in less than one year. The applicant’s
withdrawal of cash from the partnership may have a severe negative impact on the
partnership’s ability to continue operating that must be considered in the analysis.
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E. LLC Corporation Tax Returns

A limited liability corporation (LLC) can be formed by one or more individuals.
Only Massachusetts and the District of Columbia require two or more individuals.
Owners in a LLC are referred to as members. A member of a LLC normally has, at risk,
only his or her share of capital paid into the business. Members are not personally liable
for the debts of the LLC. There are three ways in which an LLC is taxed:

e Single-owner LLC - LLC owners are taxed on business profits each year on their
individual income tax returns. The IRS treats the LLC as a sole proprietorship.
Profits are reported on Schedule C of an individual 1040 tax return.

e LLCs—The IRS treats the LLC as a partnership. The LLC prepares and files IRS
Form 1065, Partnership Information Return each year. LLC profits are allocated to
each of the owners according to the profit-sharing arrangement set up in the LLC
operating agreement. Each owner is given a Schedule K-1, which shows each
owner’s share of LLC income. The owner then reports and pays taxes on this income
on the owner’s 1040 income tax return.

e Check-the-Box Corporate Tax Treatment — Under these rules, any eligible business
can elect to be taxed as a corporation by filing IRS Form 8832 “Entity Classification
Election” and checking the corporate income tax treatment box on the form. After
making this election, profits kept in the business are taxed at the separate income tax
rates that apply to corporations.

(03-09-16) SPECIAL PN



HB-1-3555
Attachment 9-F
Page 1 of 2
WORKSHEET FOR DOCUMENTING ELIGIBLE HOUSEHOLD AND REPAYMENT INCOME
ATTACHMENT 9-F [AGENCY USE ONLY]

Agency Instructions: Recalculate income in the circumstances noted below. Retain this worksheet as part of the permanent SFHGLP file, when applicable. If the reviewer
agrees with the lender income worksheet calculation, check the box indicating agreement with the lender’s calculation; otherwise complete the recalculation of income in the
space provided.

Eligible Household Income: Recalculate the lender’s determination of eligible income if the lender’s adjusted annual income calculation is within 10 percent of the
applicable published income limit for manually underwritten loans. The published income limits may be found at Appendix of the 7 CFR Handbook, or at the public website:
http.//eligibility.sc.egov.usda.gov/eligibility/

Repayment Income: Recalculate the lender’s determination of repayment income for manually underwritten loans if the lender’s repayment ratios are within 10 percent of
the published debt ratio limit found at §7 CFR 3555.151(h). (i.e. greater than 26.0% principal, interest, taxes and insurance (PITI) OR greater than 37.0% total debt ratio
(TD)).

Definition- Manually Underwritten Loan Files: 1) Loans submitted by lenders who have not utilized the automated underwriting system, GUS. 2) Loans submitted to GUS,
that has received an underwriting recommendation of “Refer” or “Refer With Caution.” GUS Accept Full Documentation loans are not manually underwritten loans.

GENERAL INFORMATION

Applicant(s): GLS Borrower ID: Lender:

AGENCY WRITTEN ANALYSIS DOCUMENTING ELIGIBLE HOUSEHOLD INCOME (Consider anticipated income for the next 12
months for all adult household members as described in §3555.152(b). Consider qualifying deductions as described in 3555.152(c). Website for instructions/technical
handbook/notices: http://www.rurdev.usda.gov/publications/regulations-guidelines.

Calculate and record how the calculation of each income source/type and deduction was determined in the space below.

O I have reviewed the lender’s calculation and compared it to income verifications. I agree with the lender’s
calculation of eligible household income.

By:

Date:

(Title)
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Applicant(s):

GLS Borrower ID:

Lender:

AGENCY WRITTEN ANALYSIS MONTHLY REPAYMENT INCOME (Consider the stable and dependable income of parties to the note
as described in 3555.152(a). Website for instructions/technical handbook/notices: http://www.rurdev.usda.gov/RegulationsAndGuidance.html.

Calculate and record how the calculation of each income source/type and deduction was determined in the space below.

O T have reviewed the lender’s calculation and compared it to income verifications. I agree with the lender’s

calculation of stable, dependable repayment income.

Date:

By:

(Title)
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Attachment 9-G
OPTIONAL VERIFICATION OF INCOME FORMS
VERIFICATION OF PENSIONS AND ANNUITIES

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

A. INCOME FROM ANNUITIES

1. § Current monthly gross amount received. Will the applicant continue to receive this
monthly amount for the next twelve months?  Yes ~ No If, no please explain.

2. Describe any deductions from the gross amount that are taken.

B. VERIFICATION OF ASSETS

1. § Current market value of assets held in the retirement or pension plan.

2. Can the applicant withdraw amounts from the retirement account without retiring or terminating
employment? Yes No. Ifyes, explain the terms of the withdrawal, including any
penalties.

3. Can the applicant borrow against amounts in the retirement account? _ Yes No

If yes, explain the terms (maximum amount, interest rate, repayment term, purposes, etc.)

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to
the accuracy of information recorded by executing below.

Name: Title:

Telephone Number:

(Signature)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF STUDENT INCOME AND EXPENSES

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

1. Describe any financial assistance the above-reference student receives.
Amount Source Purpose for Which Funds May Be Used

2. Describe any expenses the above-referenced student has for:

$  Tuition

$  Housing

$§  Books

$ Supplies and Equipment

$ Transportation

$ Misc. Personal Expenses

$§  Total

the accuracy of information recorded by executing below.

Name: Title:

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to

Telephone Number:

(Signature)

Code)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the
United States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S.
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VERIFICATION OF MEDICAL EXPENSES

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

1. Please list the purpose of any accumulated medical bills, identify to whom the amount is owed, and provide the
amount to be paid during the coming 12 months.

Amount Owed To Medical Expenses for
2. Medical Insurance Premiums
$ Amount Paid Payment Period: ~ per month,  per year

Medical Insurance Premiums

$ Amount Paid Payment period: ~ per month,  per year

3. List other anticipated medical expenses

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to the
accuracy of information recorded by executing below.

Name: Title:

Telephone Number:

(Signature)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF SOCIAL SECURITY BENEFITS

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

Social Security Data

Date of Birth

Gross Monthly Social Security Benefit Amount, Type of Benefit

Gross Monthly Supplemental Security Income Payment Amount (including State
Supplement) Type of Benefit

Amount of Monthly Deductions for Medicare Paid by the Applicant

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to the
accuracy of information recorded by executing below.

Name: Title:

Telephone Number:

(Signature)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF PUBLIC ASSISTANCE

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

Number in Family: Rate Per Month

Aid to Families with Dependent Children $

General Assistance $

Does this amount include Court Awarded Support Payments [lYes [No

Amount Specifically Designated for Shelter and Utilities $

Other Assistance - Type: $
Total Monthly Grant $

Other Income - Source: $
*Maximum Allowance for Rent and Ultilities $

Amount of Public Assistance given during the past 12 months $

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to the
accuracy of information recorded by executing below.

Name: Title:

Telephone Number:

(Signature)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF CHILD/DEPENDENT CARE

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

Name of Person or Agency Providing Care:

Address:

Name(s) of person or Persons Cared for:

Specify Hours and Days of Care.

Average Amount Paid for Care: $ [ ] Week [ ] Month

Estimated Amount to be Paid in coming 12 months (including full-time summer care of school children, if
applicable): $

Will any amount of this expense be reimbursed by an outside source: [ ] Yes [ No

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to the
accuracy of information recorded by executing below.

Name: Title:

Telephone Number:

(Signature)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF UNEMPLOYMENT BENEFITS

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

1. Are benefits being paid now? [ Yes [ No

2. If yes, what is Gross Weekly payment? $

3. Date of Initial Payment

4. Duration of Benefits weeks
Is claimant eligible for future benefits? []Yes [ INo

5. If yes, How many weeks?

6. If no, what is termination date of benefits?

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to the

accuracy of information recorded by executing below.

Name:

(Signature)

Telephone Number:

Title:

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF BUSINESS EXPENSES
REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION

Based on business transacted during 20 , to 20
1.  Gross Income $

2. Expenses:

(a) Interest on Loans

b) Cost of Goods/Materials

(c) Rent

(d) Utilities

() Wages/Salaries

(f) Employee Contributions

(g) Federal Withholding Tax

(h) State Withholding Tax

(i) FICA

() Sales Tax

(k) Other

(1) Straight Line Depreciation

L N R A < - B < B T < N R - = = = A

Total Expenses

3. Net Income $

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to the
accuracy of information recorded by executing below.

Name: Title:
Telephone Number:

(Signature)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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VERIFICATION OF SUPPORT PAYMENTS

REQUEST FOR INFORMATION

APPLICANT IDENTIFICATION

Name Social Security Number

REQUESTED INFORMATION
Name of Person Paying Support:
Address:

For ( ) Former Spouse

( ) Children

Children Names are:

Amount of Support $ [] Week, [_] Month, [] Year

LENDER CERTIFICATION: Verifier must print their name, address and telephone number and certify to the
accuracy of information recorded by executing below.

Name: Title:

Telephone Number:

(Signature)

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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RECORD OF ORAL VERIFICATION OF EMPLOYMENT

APPLICANT INFORMATION O Applicant O Co-Applicant
Name of Applicant/Co-Applicant:

EMPLOYMENT INFORMATION VERIFIED 0O Present [ Previous Employment

Company:

Name and Title of Person Contacted:

Telephone Number: Date:

Source of Telephone Number:

Date of Employment: Position:

Probability of Continued Employment:

Salary:

Probability of continued bonus and/or overtime is likely to continue:

ADDITIONAL INFORMATION VERIFIED

Signature of Person Receiving Verification Date and Time

WARNING: Knowingly and willingly making a false or fraudulent statement to any department of the United
States Government is a felony punishable by fine and imprisonment (Title 18, Section 1001, U.S. Code)
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CHAPTER 10: CREDIT ANALYSIS
7 CFR 3555.151

INTRODUCTION

To be eligible for a guaranteed loan, an applicant must have a credit history that
demonstrates that they are reasonably able and willing to repay the loan and meet
obligations in a manner that enables the lender to draw a logical conclusion about the
applicant’s commitment to the indebtedness. It is the applicant’s overall credit
management skill (e.g. including repayment patterns, credit utilization, and level of
experience using credit), not solely the existence of delinquent credit accounts — that has
an effect on the eventual default risk of a mortgage. The lender must analyze the entire
credit history for each applicant listed on the mortgage application. The extent of the
analysis will vary based on whether the lender uses a traditional method to underwrite the
loan manually, or is assisted by the Agency’s automated underwriting system.

This chapter discusses the Agency’s minimum criteria for assessing an applicant’s
credit history. A lender may impose more stringent criteria. The lender must obtain
several types of third-party verifications to determine whether the applicant’s credit
history meets the Agency’s criteria. The lender must evaluate the credit history for each
applicant who will be party to the note. An applicant’s credit record does not have to be
perfect to be eligible for a guaranteed loan as long as any isolated instance is fully
explained and supported with documentation. A few instances of credit problems can be
acceptable, if the lender determines that an applicant’s overall credit record demonstrates
an ability and willingness to repay obligations. This chapter discusses the credit
documentation that is part of the loan application package for manually underwritten
loans and loans utilizing the Agency’s automated underwriting system. Loans that
receive an “Accept” underwriting recommendation from the Agency’s automated
underwriting system eliminates the need for the lender to document the credit
qualification decision, provided the lender has validated the credit score in accordance
with Section 10.5 of this Chapter. Loans that receive an underwriting recommendation
other than “Accept” may require additional documentation of the lender’s decision for
loan approval. If any applicant is delinquent on a non-tax Federal debt additional
documentation and further evaluation will be required.

CREDIT ELIGIBLITY REQUIREMENTS

The lender must investigate all major indications of derogatory credit to determine
whether the reported information is accurate, and whether there is an acceptable
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explanation for the problem that may justify an exception. Failure to understand the
nature of a credit problem could cause an application to be rejected on the basis of
inaccurate or incomplete information. Attachment 10-A illustrates the method used to
evaluate an applicant’s credit history when a loan is manually underwritten by an
approved lender and does not qualify for abbreviated documentation noted in Chapter 15
of this Handbook. These indicators must be followed consistently; however, the lender
can make exceptions in limited circumstances, as described in Paragraph 10.8.
Attachment 10-B illustrates the hierarchy of the credit review.

In addition to analyzing the credit report, an applicant is automatically ineligible for a
guaranteed loan if they are presently delinquent on a non-tax Federal debt.

If the applicant(s) has had a previous Agency loan that resulted in a loss to the
Government, has been settled, or is subject to settlement, additional documentation may
be required of the applicant(s) to determine if the loss incurred was beyond the control of
the applicant and if any identifiable reasons for the loss still exist.

The lender must verify that the applicant has no delinquent Federal debt through the
Credit Alert Verification Reporting System (CAIVRS). CAIVRS is a Federal
government-wide repository of information on those individuals with delinquent or
defaulted Federal debt, and those for whom a payment of an insurance claim or guarantee
loss claim has occurred. An applicant with an outstanding judgment obtained by the
United States in a Federal court, other than the United States Tax Court, is not
eligible for a guarantee unless otherwise stated in this Chapter.

Lenders are responsible for screening all applicants using HUD’s Credit Alert
Verification Reporting System. When a lender utilizes the Agency’s automated
underwriting system, the CAIVRS confirmation is automatically retrieved once the
application is entered. When a lender does not utilize the Agency’s automated
underwriting system, the lender must obtain and record in the lender’s mortgage file the
CAIVRS confirmation number. For manually underwritten loans, the Agency will obtain
a CAIVRS confirmation number in GLS through the service available. Each request of
the CAIVRS service for the same applicant will record different confirmation numbers.

Lender instructions for accessing CAIVRS are included in Appendix 7. The presence
of delinquent non-tax Federal debt cannot be waived by a lender.

CREDIT REPORT REQUIREMENTS

The credit report the lender uses to assist in the assessment of credit eligibility must
come from a recognized credit repository and cannot be provided by a credit reporting
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agency that is affiliated with the lender in any way. Credit reports can be no greater than
120 days old at loan closing. Types of credit reports include:

e Automated Merged Credit Reports;
e Residential Mortgage Credit Report (RMCR).
A Automated Merged Credit Reports

An automated merged credit report — also known as a multi-merged credit report
(MMCR) or Three-Repository Merged Credit Report (TRMCR) - combines in-file credit
reports from multiple repositories into a single report. A joint merged credit report
includes all credit repository credit data on two individual applicants who are married to
each other.

The report must meet the requirements of Fannie Mae, Freddie Mac, FHA or VA,
which include, but are not limited to the following requirements:

e The report should include all information from three different credit repositories,
or two repositories, if that is the extent of the data available for the applicant.

e The report must include all credit and legal information reported for the applicant
from the three (or two, if applicable) in-file credit reports not considered obsolete
under the Fair Credit Reporting Act (FCRA), including information for the last
seven years regarding bankruptcies, judgments, law suits, foreclosures, and tax
liens.

B. Residential Mortgage Credit Reports

A residential mortgage credit report is a detailed account of the applicant’s credit,
employment and residency history, as well as public records information.

The report must meet the requirements of Fannie Mae, Freddie Mac, FHA or VA,
which include, but are not limited to the following requirements:

e The report must include a certification that it meets the standards for a residential
mortgage credit report.

e Include a check with the creditor within 90 days of the credit report for each
applicant’s account with a balance.
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Verify each applicant’s current employment and income, if obtainable. If unable
to verify and certify to the applicant’s current employment, state a reason for not
completing an interview with the applicant’s employer.

Provide a detailed account of the applicant’s employment history.

Any credit report must;

Not be more than 120 days old when the loan is closed,
Be accurate and complete;

Provide an account of the credit, residence history, and public record information
for each applicant who is a party to the note;

Be submitted as an original document, either the original electronic version or the
printed report delivered by the credit reporting agency;

Have no whiteouts, erasures or alterations;
Indicate the name and address of the consumer reporting agency;

Show the primary repository from which the particular information was pulled for
each account listed; and

Show the name of the party ordering the report;

Lenders must order an RMCR if any of the following circumstances apply:

An applicant disputes accounts;

An applicant claims that collections, judgments, or liens reflected as open on the
credit report have been paid and cannot provide separate supporting
documentation;

An applicant claims that a debt shown on the credit report has a different balance
and/or payment and cannot provide a statement less than 30 days old; or

The lender’s underwriter determines that it would be prudent to utilize a RMCR
rather than a tri-merged report to properly underwrite the loan.
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If a credit report indicates other credit inquiries have been made by the applicant in
the 90 days prior to the date of the credit report, the lender should determine why the
inquiry was made and whether credit was obtained by the applicant.

10.4 CREDIT REPORT VERSIONS
For mortgages assessed through the Agency’s automated underwriting system, a
decision underwriting score is obtained for each applicant as further explained in
Paragraph 10.7 of this Chapter. Credit scoring models consider the primary types of
credit obtained by the applicant based on the mix of the applicant’s various credit
accounts. Among other things, scoring models consider the following risk factors when
assigning a credit score to an applicant:
e Number and age of accounts
e Payment history (length of payment history and habit of payment)
e Credit utilization (the amount of debt, new credit obtained, type of credit, open
credit cards)
e Recent attempts to obtain new credit (inquiries)
In obtaining those scores, the following scoring models are recognized in the
Agency’s automated underwriting system in the order listed. Any model other than the
source noted below will not be recognized by the system.
Scoring Model Description Scoring Model Code
Source
Experian Experian/Fair Isaac risk Model v3 15
Experian New Experian Fair Isaac Model (FICO I1) 6
Equifax Beacon 5.0 13
Equifax Beacon 96 3
Transunion FICO Risk Score Classic (04) 14
Transunion FICO® Risk Score, Classic (98) 9
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If lenders are not using the Agency’s underwriting system, utilizing credit scores to
underwrite manually underwritten mortgages is the preferred method. For manually
underwritten loans, lenders should ensure the credit models noted above are utilized in
the underwriting decision.

VALIDATING THE CREDIT SCORE TO ESTABLISH THE APPLICANT’S
CREDIT REPUTATION

Credit scores are an integral part of the risk assessment. Credit scores are used to
underwrite a borrower’s credit reputation. Too little information, or information that is
significantly inaccurate makes the credit score unusable for underwriting. A usable score
ensures that the credit score is adequately indicative of an applicant’s credit reputation
and to ensure a fair evaluation to applicants in using credit scores to evaluate their overall
credit reputation. If an applicant does not have a usable credit score in connection with
their loan request, then the use of nontraditional credit references is acceptable.

For applicants with usable credit scores, the loan can continue to be underwritten with
the automated underwriting system, subject to Section 10.7A of this Chapter. The
automated underwriting system does not dynamically validate the credit score used for
the underwriting recommendation. It remains the underwriter’s responsibility.
Applicants without usable credit scores will be manually underwritten to arrive at a
conclusion that the applicant’s credit reputation is acceptable.

A validated score does not wholly indicate that the applicant’s credit reputation is
acceptable. Even if the score exceeds the credit score as indicated in Section 10.7 of this
Chapter, the credit score must be validated and the lender must determine that the
applicants have satisfactorily established the willingness and ability to manage and repay
obligations as agreed.

Once the credit reputation is established, the lender will evaluate the overall layering of
risk in credit, capacity and collateral.

Validating the Credit Score. Two or more eligible tradelines are necessary to validate
an applicant’s credit report score. Eligible tradelines consist of credit accounts
(revolving, installment etc.) with at least 12 months of repayment history reported on the
credit report. At least one applicant whose income or assets are used for qualification
must have a valid credit report score.
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Confirm the applicant has at least two eligible tradelines reported to the credit bureau.
The tradeline may be open, closed and/or paid in full by the applicant. Eligible tradelines

include:

Loan (secured or unsecured);

Revolving (generally a credit which is not repaid by a certain number of
installments);

Installment credit (generally repaid through a specified number of
installments such as automobile, recreational vehicle, or student loans);

Credit card (offered by banking institutions, commercial enterprises and
individual retail stores. Consumers make purchases on credit and if payment
is made within a stipulated period of time, no interest is charged);

Collection (an account whereby an original creditor transfers an unpaid,
delinquent balance to a collection agency to retrieve any monies owed);

Charge-off (is the declaration by a creditor that an amount of debt is unlikely
to be collected)

Authorized user accounts may not be considered in the credit score and credit
reputation analysis unless the applicant provides documentation that they have
made payments on the account for the previous 12 months prior to
application.

The following are not considered an eligible tradeline to validate the credit score:

Public records such as bankruptcies, tax liens, and judgments that appear on
the credit report are not considered an extension of credit and therefore not
included in this credit analysis step.

Disputed accounts are not considered in the credit score and are not
considered an eligible tradeline to validate credit.

Deferred loans such as deferred student loans without 12 months of repayment
history are not eligible tradelines to validate credit.

Insufficient information. A credit score can be generated if a repository’s file

includes only one tradeline, however, the lender must not use any score based on fewer
than two tradelines. If the credit report cannot establish the required number of eligible
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tradelines to validate the credit score, establish a minimum payment history through use
of a non-traditional report as explained in Paragraph 10.6 of this Chapter. Non-
traditional credit may not be used to enhance poor payment records or low credit scores.

Validating GUS credit scores. Loans underwritten with the assistance of the
Agency’s automated underwriting system that receive an “Accept” recommendation are
also subject to the credit score validation of this Paragraph. GUS applications receiving
an “Accept” underwriting recommendation, that fail to meet the credit score validation
test using a traditional credit report, must be downgraded to a “Refer” by the lender. In
these instances the use of a non-traditional credit history will be required.

OBTAINING NON-TRADITIONAL CREDIT HISTORY

Some applicants may not have an established credit history, but credit verified
through alternative sources may indicate a willingness to pay recurring debts. Neither the
lack of a credit history on a traditional credit report nor the applicant’s decision to not use
traditional credit can be used as a basis for rejection. For this type of applicant, the
lender will utilize alternative credit verification to establish the applicant’s willingness to
repay the requested loan. The alternative credit tradeline may be open, closed and/or
paid in full by the applicant. It must have at least 12 months of repayment history
reported to be a valid alternative source to support validation of a credit score. The lender
may develop a Non-Traditional Mortgage Credit Report (NTMCR). A NTMCR may be
used as a substitute for an RMCR or MMCR/TRMCR. An NTMCR may not be used to
offset derogatory references found in the applicant’s RMCR or MMCR/TRMCR; it
should not be utilized to enhance the credit history of an applicant with a poor payment
record or to manufacture a credit report for an applicant without a verifiable credit
history.

The preferred method is all nontraditional credit references be verified by a credit
bureau and reported back to the lender as a nontraditional mortgage credit report in the
same manner as traditional credit references and uploaded into GUS. Supplemental
credit reports cannot be uploaded into GUS. See Section 5.2A of Chapter 5 of this
Handbook for additional guidance.

If a NTMCR is impractical, or such a service is unavailable, a lender may choose to
obtain independent verification of trade references. Two trade references are required
when at least one of the trade references includes verification of rental housing payments
or mortgage loan payments. If unavailable, at least three trade references must be used to
determine if an applicant has a sufficient credit history. Traditional tradelines with a 12
month payment history listed on the credit report can be combined with eligible
nontraditional tradelines to obtain the required number of tradelines noted in this
paragraph.

10-8



HB-1-3555

Acceptable forms of documentation for a NTMCR include:

e Cancelled checks;
e Third-party verifications; or

e Non-traditional credit report for the following non-traditional credit sources that
include the creditor’s name, date the account was opened, account balance,
monthly payment due, and payment history reported in 0x30, 0x60, 0x90 format.
Subjective statements such as “satisfactory” or “acceptable” are not an acceptable
format for repayment history confirmation. Rural Development will accept
reports by providers who develop bill payment histories.

Acceptable non-traditional tradeline sources include recent 12-month payment record
of the following:

e Rent payments;

e Utility payment records (if utilities were not included in any rent payments) such
as gas, electricity, water, land-line home telephone service or cable TV;

e Insurance payments (excluding those premiums paid through payroll deductions,
for example - employee group health plans) such as medical (other than those
provided as an employee benefit through salary), automobile, life and household,
or renter’s insurance. Insurance premiums paid other than monthly, such as

quarterly or annually, will require documentation that meet a full 12 months
history of payment;

e Payments to child care providers — made to a business providing such a service;
e School tuition;

e Payments to local stores (department, furniture, appliance and specialty stores);
e Payments for the uninsured portions of any medical bills;

e Internet/cell phone services;

e Automobile leases;

(03-09-16) SPECIAL PN 10-9



HB-1-3555

10.7

e A personal loan from an individual (other than a family member) with repayment
terms in writing and supported by cancelled checks or money order receipts to
document repayment;

e A documented 12-month history of saving by regular deposits (at least
quarterly/non-payroll deducted/no NSF checks reflected), resulting in a reserve
account equal to three months of proposed mortgage payments (PITI) as a cash
reserve post-closing; or

e Any other reference which gives insight into the applicant’s willingness to make
periodic payments on a regular basis for credit obligations.

Payments made to relatives for credit sources are ineligible as a non-traditional trade
reference.

For this section a recent account is defined as an account which was closed no more
than six months from the guaranteed loan application with the lender.

Lenders should exercise caution when evaluating applicants with non-traditional
credit histories. Generally these applicants may be considered a higher risk than
applicants who have credit scores meeting the criteria in this Chapter. Applicants may
only have one 30 day delinquency on any non-traditional trade line within the last 12
months. 60 and 90 day delinquencies, as well as reports of disconnection notices or
collection accounts/court records (other than medical) filed in the past 12 months are
unacceptable. Ratios for housing expense and debt-to-income expense should be
minimal.

CREDIT SCORES

Using credit scores in underwriting. A credit score is a numeric representation of
financial behavior, based on information found in a credit report. Credit scores are
primarily based on five factors:

e Payment history

e Amounts owed

e Length of credit history
e New Credit, and,

e Types of credit used.
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A lower score represents a higher credit risk, while a higher score indicates a lower
credit risk.

Credit scores are an effective tool in evaluating an applicant’s credit reputation. As a
quantitative measurement of risk, credit scores enable an underwriter to process mortgage
applications more accurately and quickly, and with a greater degree of confidence. The
use of credit scores speed up the approval process for an applicant who represents a low
credit risk and allows the underwriter more time to analyze the creditworthiness of a
higher-risk applicant. These scores objectively evaluate all the information in the
applicant’s repository credit file at the time the credit score was created. A strong
correlation between mortgage performance and credit scores has been identified. The use
of credit scores in underwriting can reduce the risk of originating mortgages with
unacceptable credit risk.

Accompanying reason codes with reported credit scores indicate why a credit score is
not higher and can assist the lender in identifying credit factors that need to be addressed
in determining the applicant has an acceptable credit reputation.

For manually underwritten loans or loans underwritten with the assistance of the
Agency’s automated underwriting tool, GUS, the lender must satisfactorily establish the
applicant’s willingness and ability to repay and manage obligations in accordance with 7
CFR 3555 and this Handbook.

A. Acceptable Credit Scores for Manually Underwritten Loans

Underwriting manually with validated credit scores. The lender must perform a
detailed review of all aspects of the applicant’s credit history. Credit scores will be
utilized to underwrite manually underwritten loans. Applicants with validated credit
scores (See Section 10.5 of this Chapter) of 640 or greater meet the minimum credit
reputation provided indicators of unacceptable credit, as addressed below, are not present
in the applicant’s credit file. The presence of collections, charge-offs, judgments,
disputed accounts, authorized user tradelines and payment shock in the credit analysis, as
described in this Chapter, may require further evaluation and documentation by the
lender.

Refer to Attachment 10-B and Section 10.8 for guidance when considering granting
an exception for extenuating circumstances to the credit standards set forth in this
Chapter.

Determining the credit score for manual underwriting.

e |f the applicant’s credit report has three scores, the middle score should be
used as the representative score.
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e If the applicant has two scores, the lower of the two should be used as the
representative score.

e If the applicant has a repeating score, that score will be utilized.

e |f the applicant has one score, a NTMCR must be developed for manually
underwritten loans. Each applicant must be evaluated separately.

Indicators of unacceptable credit. The following indicators require documentation

meeting the criteria of Section 10.8 to approve an applicant’s loan request for manually
underwritten loans:

Foreclosure within 3 years:

= Including pre-foreclosure activity, such as a pre-foreclosure sale or short sale
in the previous 3 years (refer to Attachment 10-B for additional guidance);

Bankruptcy within 3 years:
e Chapter 7 bankruptcy discharged in the previous 3 years;

e An elapsed period of less than 3 years, but not less than 12 months, may
be acceptable if the applicant meets the criteria of Section 10.8 of this
Chapter.

Chapter 13 bankruptcy that has yet to complete repayment (repayment plan in
progress) or has completed payment in the most recent 12 months.

e Plans that are completed for 12 months or greater do not require a credit
exception in accordance with Section 10.8;

Late mortgage payments if any mortgage trade line during the most recent 12
months shows 1 or more late payments of greater than 30 days.

Late rent payments paid 30 or more days late within the last 12 months.

Lender actions when indicators of unacceptable credit are present on manually

underwritten loans. When indicators of unacceptable credit are present and the lender

proposes to approve a credit exception, the lender will refer to Section 10.8 of this
Chapter to determine if an exception to credit can be granted. A lender is required to
obtain documentation to support an approval of the loan request, based upon the criteria
of Section 10.8. Documentation will be retained in a lenders permanent loan file.

Low credit score loan requests. A credit exception with supportive documentation

confirming the circumstances leading to derogatory credit that attributed to the low credit
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score is required for all loans receiving a credit score of 639 or below. Circumstances
must meet criteria, as outlined in Section 10.8 of this Chapter to be eligible for a credit
exception. Loans with credit scores of 580 or below should not be approved.

Lender actions when inaccurate information is reported. Credit trade-lines that list
the applicant as an “authorized user” cannot be considered in the underwriting decision
unless another applicant in the mortgage transaction is the owner of the trade-line, or the
owners of the trade-line is the spouse of an applicant, or the applicant can provide
documented evidence that they have made the payments on the authorized user account
for 12 months preceding application. Refer to Section 10.12 of this Chapter for further
guidance.

Lender actions when collections are reported. Lenders will follow guidance in
Section 10.9 when collections are reported on the credit report.

Lender actions when judgments are reported. Lenders will follow guidance in
Section 10.10 when judgments are reported on the credit report. Applicants who have
outstanding Federal judgments (other than IRS) that are open and unsatisfied are
ineligible for the SFHGLP. Applicants who have an IRS tax debt are ineligible if a
repayment plan is not underway. If a repayment plan is underway, the lender will
determine if the repayment plan meets the criteria of a credit exception in accordance
with Section 10.8 of this Chapter.

Lender actions when disputed accounts are reported. Lenders will follow guidance in
Section 10.11 when an applicant has disputed tradeline references.

Obtaining rental history for manually underwritten loans. Lenders will follow
Section 10.13 for guidance in obtaining rental history for manually underwritten loans.
Loan requests with validated credit scores of 680 or greater are not subject to rental
verification for manually underwritten loans.

Underwriting with no credit score. The use of non-traditional credit references as
described in Section 10.6 of this handbook is acceptable if the applicant does not have a
credit score, OR the credit score cannot be validated in accordance with Section 10.5 of
this Chapter. If the required number of traditional or nontraditional tradelines cannot be
documented, the loan is ineligible.

The lenders evaluation and conclusion that the credit reputation is acceptable. The
lender’s underwriting decision to approve a mortgage must be based on an overall
evaluation of the risks documented in the mortgage file. Underwriters must consider the
entire credit profile of each applicant and not approve a loan based upon a single
component. The lender may consider the strength of some components against the
weakness of one component to arrive at a conclusion. The lender must document the
evaluation in the lender’s permanent mortgage file. Whenever there is evidence of
layered risk, more conservative underwriting standards must be utilized.
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B. Acceptable Credit Scores for Automated Underwriting

The Agency’s automated underwriting system will determine the applicable score
when developing an underwriting recommendation and may utilize a single score. The
credit score utilized by GUS represents the overall credit reputation risk for the loan
transaction. Indicators of unacceptable credit, as described in Section 10.8A above are
already considered in the risk evaluation considered by the automated underwriting
system when rendering an underwriting recommendation. The underwriting score is
located in the “Credit Report” section of the GUS Underwriting Findings Report.

Validating the credit score utilized by GUS. GUS credit scores are subject to
validation to ensure a usable credit score is utilized for underwriting. This will ensure
both the score is adequately indicative of an applicant’s credit reputation and fairness to
the applicant in using credit scores to evaluate their overall credit reputation. Lenders
will follow Section 10.5 of this Chapter to ensure the credit scores are usable in the
underwriting analysis. GUS does not dynamically complete this step.

Downgrading an “Accept” Underwriting Recommendation. The lender may down
grade the underwriting recommendation even when minimal requirements are met and an
“Accept” underwriting recommendation is received, based upon their business rules and
regulations, which may represent a more conservative approach.

The following represent examples when a lender will downgrade an “Accept”
underwriting recommendation to a Refer and manually underwrite. A request for
conditional commitment occurs in GUS when a lender performs a final submittal on the
credit and underwriting page.

e Unable to validate the credit score. The underwriting score located in the
Credit Report section of the GUS Underwriting Findings Report cannot be
validated. Non-traditional credit must be utilized to support the credit
reputation of the applicants. Refer to Section 10.5 to validate credit scores.

e Manually input liabilities. Accounts that have been manually input into the
liabilities section of GUS and do not appear on the credit report have not had
the opportunity to be considered in the credit evaluation by GUS. This will
require an “Accept” underwriting recommendation to be downgraded to a
“Refer.” Exceptions to the downgrade include manual entry of child support,
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alimony or garnishments from the applicant’s salary. Credit supplements
obtained outside of GUS may not be used to verify debts to retain an “Accept”
recommendation.

Disputed accounts. Disputed accounts as further outlined in Section 10.11 of
this Chapter may require a manual down grade of an “Accept” underwriting
recommendation.

Authorized user accounts. Tradelines that are authorized user accounts that
do not meet the criteria as outlined in Section 10.12 of the Chapter may
require a down grade of the an “Accept” underwriting recommendation.

Potential derogatory or contradictory information. If the lender is aware of
any potential derogatory or contradictory information that is not any part of
the data submitted to GUS or if there is any erroneous information in the data
submitted to GUS. GUS will evaluate credit for significant credit indicators
such as bankruptcy discharges, foreclosure sales, Deed-in-Lieu (DIL) of
foreclosure and late mortgage payments. A lender must independently review
information regarding the following:

= Pre-foreclosure sale. A pre-foreclosure sale (short sale) transfer
occurred within three years of the request for conditional commitment.
Refer to Attachment 10-B for further guidance.

10.8 CREDIT EXCEPTIONS

Credit history problems do not always reflect an unwillingness to meet financial
obligations. If the lender believes that the applicant is creditworthy, the lender should
document on the underwriter’s analysis the reasons that an exception is justified.
Exceptions should be made only in the following types of situations. Attachment 10-B of
this Chapter can assist lenders with their credit decision.

Temporary situation. The circumstances that caused the credit problems were
temporary in nature, beyond the applicant’s control, and the circumstances have

been removed and resolved for the 12 months prior to application. Examples
include a temporary loss of job, delay or reduction in benefits, illness, or dispute
over payment for defective goods or services.

Reduced housing expenses. The loan will significantly reduce the applicant’s
housing expenses, which will result in improved debt repayment ability. A

significant reduction in housing expenses would be 50 percent or more.
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10.9

It remains the lender’s responsibility to underwrite the mortgage application request.
The individual loan file should contain clear evidence that the lender evaluated the credit
information for each applicant and arrived at a conclusion that the applicant’s credit
history (even if brief or non-traditional) demonstrates an ability to handle financial
obligations successfully. No Agency-granted concurrence is required for credit
exceptions. Applicants must provide supporting documentation that meets these
requirements to ensure the lender’s permanent loan file is well documented and
supported. The lender must retain the underwriter’s documentation as part of the case
file that supports the decision to waive derogatory credit. Documentation will also be
noted on the underwriting transmittal summary to include the supporting documentation
provided by the applicant(s) to explain the reason(s) for derogatory information (e.g.
undisclosed debts, judgments, bankruptcies, etc.) for all loans that do not qualify for
abbreviated documentation noted in Chapter 15 of this Handbook. The lender must
determine if the explanation and supportive documentation makes sense and whether it is
consistent with other information in the credit report. The applicant(s) documentation
should confirm the nature of the event that led to the derogatory credit deficiencies and
illustrate that they had no reasonable options other than to default on their financial
obligations. The event, the severity of the resulting hardship, and the extent of the
applicant(s) efforts to resolve the situation should be taken into consideration when
making an underwriting decision. Documentation provided by the applicant(s) may open
new questions. The lender’s underwriter must use careful underwriting judgment in
evaluating loan requests involving derogatory credit.

The lender is not authorized to make an exception in the case of an applicant with a
delinquency on a Federal debt, or with an outstanding judgment obtained by the United
States in a Federal court, other than the United States Tax Court. Evidence of payment
arrangements is acceptable for IRS Federal tax judgments. The approved lender’s
underwriter must determine if the elapsed portion of the repayment period is of
appropriate duration. An applicant(s) who has been delinquent during the repayment
period is ineligible for a guaranteed loan.

COLLECTION ACCOUNTS

Collection accounts are factored into the credit score. Collection accounts will be
considered in the analysis of credit and capacity.

Paying an outstanding collection account is not justification, in itself, that would
establish an applicant’s willingness to meet obligations in an acceptable manner.
Payment of the collection account may cause the depletion of cash resources that may
otherwise be available as reserves or for closing costs. The lender is responsible for
determining which collection accounts, if any, should be paid in full by the applicant
prior to or at loan closing. The repayment in full of unpaid collections is not a condition
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of mortgage approval. Whether a collection account represents a greater risk is entirely
the lender’s decision, regardless of the credit score. This decision will be based upon
several factors including the credit profile of the applicant(s), the amount of meaningful
financial reserves available, the unpaid balance of the collection accounts, and whether
they pose a threat to the first mortgage lien and are likely to affect the applicant’s equity
or ability to repay the requested loan. Lenders must conclude the applicant did not
disregard his or her financial obligations. Outside factors, such as disputes, illness, loss
of job may have contributed. Lenders will evaluate all outstanding collection accounts.
Lender underwriters should perform additional analysis when making credit
determinations if they encounter collection accounts that have:

e A record of irregular payments; or

e No satisfactory arrangements for repayment; or

e Payment in full within the last 6 months just prior to application, unless the
applicant had been previously making regular payments.

Manually underwritten loans with collections reported. For a manually underwritten
loan, the lender must document mitigating circumstances in accordance with Section 10.8
of the Chapter, subject to the capacity analysis described below, for approving a loan
request when collection accounts are present and remain unpaid. The preferred method
to document a lender’ decision to leave collections unpaid is the underwriting analysis.
For each outstanding collection account, the applicant must provide a letter of
explanation together with documentation supporting the applicant’s justification. The
supporting documentation and explanation must be consistent with other credit
information in the file.

Collections reported for the automated underwriting system — GUS *“Accept”. For
loans underwritten with the assistance of GUS when an “Accept” recommendation is
received, lenders remain responsible for considering the existence of unpaid collections
and the history of the collection accounts in the final credit analysis and loan making
decision, subject to the capacity analysis described below. A letter of explanation or
documentation supporting the presence of unpaid collections is not required when the
underwriting recommendation is an “Accept. The lender will document reasons for
approving a loan request when collection accounts remain unpaid. The preferred method
to record the lenders analysis/reasons for approving the loan is to document their
justification on the credit liability line under “notes” on the “Assets and Liabilities” page
beside each individual collection.

Capacity analysis when collections are reported — all underwriting types. Unpaid
open collections could affect the future ability of an applicant to repay a mortgage when
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creditors pursue collection. Ensure all collections and charge-offs are listed on the loan
application as a liability. Collections meeting the omission policy noted below can be
omitted from the total debt to income ratio. Additional documentation is not required to
omit those collections meeting criteria below.

In an effort to minimize future risk of open collections left unpaid, the lender will
consider the following during the capacity analysis of the loan request, regardless of the
method utilized to underwrite:

1) Determine if the total outstanding balance of all collections accounts of all
applicants is equal to or greater than $2,000. Unless excluded by state law,
collection accounts of a non-purchasing spouse in a community property state are
included in the cumulative balance of all collections.

2) Remove all medical collections and all types of charge off accounts from the total
balance. Medical collections and charge off accounts must be clearly identifiable
on the credit report.

3) If the remaining outstanding balance of collection accounts are equal to or greater
than $2,000, any of the following actions will apply:

a. Payment in full of all collection accounts at or prior to closing.

b. Payment arrangements are made with each creditor for each collection
account remaining outstanding. A letter from the creditor or evidence on
the credit report is required to validate the payment arrangements. The
agreed upon monthly payment for each outstanding collection account
will be included in the borrower’s debt-to-income ratio.

c. Inthe absence of a payment arrangement, the lender will utilize in the
debt-to-income ratio a calculated monthly payment. For each collection
utilize 5% of the outstanding balance to represent the monthly payment.

10.10 NON-FEDERAL JUDGMENTS

The presence of court-ordered non-Federal judgments must be considered in the
credit analysis. Unpaid judgments may represent an applicant’s disregard for credit
obligations. Lenders must document reasons for approving a mortgage when the
applicant has judgments. Usually judgments are paid in full prior to loan eligibility.

The following is applicable to all underwriting types.

1) Open and unpaid non-federal judgment. Non-federal judgments that are open
and unpaid are ineligible for SFHGLP.

2) Exception to open and unpaid judgment — repayment plan underway. An
exception to payment in full of outstanding judgments can be made when the
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applicant(s) have a payment arrangement with the creditor and have made regular
and timely payments for the three months prior to loan application. Prepaying
scheduled payments as a means of meeting minimum requirements is
unacceptable. Lenders will obtain a copy of the payment agreement and validate
payments have been made in accordance with the payment agreement. The
payment agreement will be included in the debt-to-income ratio.

Unless precluded by state law, judgments of a non-purchasing spouse in a community
property state will be paid in full or meet the exception guidance provided in this
Paragraph.

Note: With the exception of an IRS tax debt with a repayment plan underway, an
outstanding Federal judgment that is open and remains unsatisfied is ineligible for the
SFHGLP.

DISPUTED ACCOUNTS

Disputed accounts on an applicant’s credit report are not considered in the credit
score.

Manually underwritten loans. For manually underwritten loans, all disputed accounts
with outstanding balances/payments must have a letter of explanation and documentation
supporting the basis of the dispute. Those debts that have been excluded from the debt
ratios must have evidence in the permanent loan file to support a justifiable dispute.
Evidence may include correspondence form the applicant/their attorney to the creditor.
The lender is responsible for analyzing the documentation presented and confirming that
the explanation and supporting documentation are consistent with the credit record
during the underwriting analysis.

Automated Underwriting System — GUS “Accept”. Loans underwritten with the
assistance of GUS that receive an underwriting recommendation of “Accept” will be
downgraded to a “Refer” and manually underwritten unless the following conditions are
met on the credit report:

1) The disputed trade line has a zero dollar balance.
2) The disputed trade line is marked “paid in full” or “resolved.”

3) The disputed trade line has a balance owed of less than $500 and is more than
24 months old.
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10.13

Loans downgraded for failure to meet any of these conditions are subject to a manual
review and require the submission of the complete underwriting case file.

AUTHORIZED USER TRADE LINES

The lender must review credit report trade lines in which the applicant has been
designated as an authorized user in order to ensure that any open trade lines are an
accurate reflection of the applicant’s credit history. Closed authorized trade lines require
no consideration. An authorized user account that is classified as “terminated” on the
credit report is equal to a closed trade line.

Manually underwritten loans. Lenders must ensure open authorized user tradelines
reported on the credit report are an accurate reflection of the applicant’s independent
approach to credit repayment and credit history.

Automated Underwriting System — GUS “Accept”. For loans underwritten with the
assistance of GUS that receive an underwriting recommendation of “Accept” and are
supported by credit reports that designate the applicant on an open authorized user of
trade lines, the lender will obtain evidence of one the following:

e The trade line(s) in question is owned by another applicant on the mortgage
loan application.

e The owner of the trade line is the spouse of an applicant.

e The applicant has made payments on the account for the previous 12 months
prior to application.

e There are two or more other tradelines listed on the credit report, which are
not authorized user accounts, with at least 12 months of payment history listed
to validate the credit score.

In the event one of the conditions cannot be met, an underwriting recommendation of
“Accept” must be downgraded to a “Refer” and the file must be manually underwritten.

RENT HISTORY

Manually underwritten loans. Some first time homebuyers do not have a verifiable
housing or rent payment history. In such cases, a rent history is not required. If the
applicant’s and co-applicant’s credit score is under 680 and the applicant(s)/co-
applicant(s) has a rent payment history, the lender should obtain a rent payment reference
either as part of credit report, or directly from the landlord, or through cancelled checks
covering the most recent 12 months prior to the loan application. When a private
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individual is the applicant’s present landlord, 12 months’ worth of cancelled checks
indicating a satisfactory rent payment history is preferred. Written verifications by
independent management companies and private landowners may be accepted in lieu of
canceled checks or money order receipts. If the applicant does not have a full 12 month
history, verify any previous payment made in the last 12 months. Written verification
must include creditor name, date of the rental agreement or when the contract began and
the monthly payment due. Payment history must be reported in 0x30, 0x60, 0x90 day
format. Statements such as “satisfactory” or “acceptable” are not valid.

It remains the lender’s responsibility to confirm the applicant’s history of payment
towards housing expense is acceptable. One rent or mortgage payment paid 30 or more
days late within the last 12 months is an indicator of unacceptable credit unless the new
mortgage loan request will reduce shelter costs significantly and contribute to improved
repayment ability. Lenders may consider extenuating circumstances surrounding late
rent payments under Paragraph 10.8 of this Chapter.

Lender’s should carefully underwrite loan applicants who live rent free or do not
have a recent 12-month history of paying rent.

Applicants with credit scores of 680 and above are not subject to verification of rent
or housing history.

Automated Underwriting System — GUS “Accept”. Loans underwritten with GUS
that receive an “Accept” underwriting recommendation are not subject to verification of
rent or housing history. Lenders who enter the rent payment under current housing
expense on the Combined Monthly Housing Expense section of the Income and Expenses
page of GUS are not subject to rental verification if an “Accept” underwriting
recommendation is received. If a loan is manually down-graded to a Refer and requires a
manual underwrite; the applicant pays rent; and the credit score is below 680, rental
verification will be required.

10.14 PAYMENT SHOCK

The term “payment shock” signifies the increase in housing expenses experienced by
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an applicant. Payment shock is defined as a percentage under the following formula:

(New Principal Interest Taxes and Insurance (PITI) = Previous Housing Expense) — 1

a. The applicant’s new PITI is $187.00 and their former rent was $100.00.

b. 187.00 + 100.00 =1.87; 1.87 -1 =.87; .87 = 87 percent

E |c The payment shock in this example is 87 percent.
X
A |a The applicant’s new PITI is $345.00 and their former rent was $150.00.
M
b. 345.00 + 150.00 = 2.30; 2.30 - 1 = 1.30; 1.30 = 130 percent
P
c. The payment shock in this example is 130 percent.
L
E
a. The applicant’s new PITI is $2,000.00 and their former rent $1,000.00
S

b. 2,000.00 <+ 1,000.00 = 2.00; 2.00 - 1 = 1.00; 1.00 = 100 percent

c. The payment shock in this example is 100 percent.

In cases where the applicant did not have a housing expenses prior to purchasing a
home, such as if the applicant was living with relatives, payment shock cannot be
measured as a percentage.

Manually underwritten loans. Payment shock by itself (without the presence of
other risks) is not an additional risk layer. Payment shock is a risk layer for underwriters
to consider when the PITI ratio exceeds 29% and the proposed mortgage payment is
100% or greater than current housing expense. Payment shock is not a risk layer and
requires no further supportive documentation if the PITI ratio is 29% or less.

In cases where payment shock is 100 percent or higher and qualifying PITI ratios are
exceeded as noted above, as well as in cases where the applicant did not have a housing
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expense prior to purchasing a home, no additional risk layering (such as adverse credit
waivers, debt ratio waivers, or temporary buydown) should be allowed without strong
compensating factors. Acceptable compensating factors include, but are not limited to,
the following examples:

e The applicant(s) has an ability to accumulate savings or cash reserves;
e The applicant(s) has a demonstrated conservative attitude toward using credit;

e The applicant(s) has potential for increased earnings, as indicated by job training
or education in the applicants profession;

e The applicant(s) has a representative credit score of 680 or higher.

Automated Underwriting System — GUS “Accept”. Payment shock is part of the
underwriting risk evaluation and is not subject to further evaluation or documentation
unless disclosed in the GUS Underwriting and Findings Analysis.

NON-PURCHASING SPOUSE CREDIT HISTORY

The non-purchasing spouse’s (NPS) credit history is not considered a reason to deny
a loan application. In community property states, the non-purchasing spouse’s
obligations must be considered in the debt-to-income ratio unless excluded by State law.
Lenders must comply with applicable lending laws in community property states.
Lenders must obtain a credit report that meets the requirements of this Chapter for the
non-purchasing spouse in order to determine the debts that must be counted in the debt-
to-income ratio.

The Agency’s automated underwriting system will retrieve credit reports for
applicants only. Therefore, lenders must obtain an acceptable credit report outside of the
system. Liabilities for a non-purchasing spouse should be entered on the “Asset and
Liabilities” page in the liability section. When recording the debt, lenders should
reference the liability as a non-purchasing spouse debt in the “Notes” data field of the
credit liability line. Lenders will retain a copy of the non-purchasing spouse credit report
in their permanent mortgage file. Submit a copy to Rural Development when requesting
a commitment for Loan Note Guarantee. Loans that received an “Accept” in the
Agency’s automated underwriting system, GUS, do not require a downgrade to “Refer”
when manually inputting and capturing the debts of a NPS.

Community property states include: Arizona, California, Idaho, Louisiana, Nevada,
New Mexico, Texas, Washington and Wisconsin. Puerto Rico allows property to be
owned as community property as do several Indian jurisdictions. Alaska is an opt-in
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community property state. Property is separate unless both parties agree to make it
community property through a community property agreement or a community property
trust.

PRUDENT UNDERWRITING

It is the Agency’s expectation that lenders will act responsibly when originating and
underwriting SFHGLP loans. Rural Development does not re-underwrite the mortgage
loan application request. This remains the approved lender’s responsibility. When
lending to low- and moderate-income applicants, lenders are expected to use professional
judgment and rely upon prudent underwriting practices to determine the likelihood of
successful homeownership. The use of the Agency’s automated underwriting system
does not replace the judgment of experienced underwriters. The automated underwriting
system is a tool that helps evaluate the credit risk of the loan request. The lender must
evaluate and confirm the representation of accurate data. The Agency expects lenders to
employ prudent underwriting judgment in assessing whether a loan should be approved
and submitted to the Agency.
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ATTACHMENT 10-A
CREDIT UNDEWRITING

This attachment illustrates the approach to reviewing credit history when a loan is
manually underwritten by an approved lender.

Credit score over 680: Perform a basic level of underwriting to confirm the
applicant has an acceptable credit reputation. Perform additional analysis if the
applicant’s credit history has indicators of unacceptable credit as noted in Paragraph 10.7
of this Chapter.

Credit score 679 to 640: Perform a comprehensive level of underwriting.
Underwrite all aspects of the applicant’s credit history to establish the applicant has an
acceptable credit reputation. Credit scores in this range indicate the applicant’s
reputation is uncertain and will require a thorough analysis by the underwriter of the
credit to draw a logical conclusion about the applicant’s commitment to making
payments on the new mortgage obligation. The applicant’s credit history should
demonstrate his or her past willingness and ability to meet credit obligations.

Credit score less than 640: Perform a cautious level of underwriting. Perform a
detailed review of all aspects of the applicant’s credit history to establish the applicant’s
willingness to repay and ability to manage obligations as agreed. Unless there are
extenuating circumstances documented in accordance with this Chapter, a credit score in
this range is generally viewed as a strong indication that the applicant does not have an
acceptable credit reputation.

Little or no credit history: The lack of credit history on the credit report may be
mitigated if the applicant can document a willingness to pay recurring debts through
other acceptable means such as third party verifications or cancelled checks. Due to
impartiality issues, third party verifications from relatives of household members are not
permissible. Lenders can develop a Non-Traditional Credit Report for applicants who
do not have a credit score in accordance with Paragraph 10.6 of this Chapter.

An applicant with an outstanding judgment obtained by the United States in a
Federal court, other than the United States Tax Court, is not eligible for a guarantee
unless otherwise stated in this Chapter.
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ATTACHMENT 10-B
THE CREDIT REVIEW

This attachment illustrates the order and importance of a credit review when
evaluating how payments by an applicant will be made. Applicants are expected to have
acceptable credit, a stable income and no recent unsupported debt problems. To meet
these requirements, applicants must prove they are creditworthy and unlikely to default
on the loan requested. This attachment is intended to assist lenders in their analysis of
the credit file when combining the presence of the following items with the applicant’s
credit score in the underwriting decision. Exceptions are noted for files that are
underwritten with the assistance of the Agency’s automated underwriting system.

Previous Rental or Mortgage Payment History

e The applicant’s housing obligation payment history holds significant importance
when evaluating credit. It is an indicator of the applicant’s ability to pay the
mortgage payment in the future. Applicants who make rental or mortgage
payments equal to or above the anticipated mortgage payment generally
demonstrates the applicant can pay the future mortgage loan payment. Other
eligibility requirements also apply. Generally, unless there is major derogatory
credit noted in the credit file, an applicant is considered to have an acceptable
credit history if she/she does not have late housing payments.

e Applicants who live rent-free prior to purchasing a home may require the lender
to cautiously approach a loan decision. Sometimes applicants live rent free for
supported reasons. For example, applicants may still live at home with parents
while in college, may have lived in military provided housing, or living with
someone having a lease and wasn’t on the lease. Living rent free and proposing to
exceed the repayment ratios outlined in Chapter 11 of this handbook may
represent a high risk when unsupported. Lenders must approach this type of
applicant prudently if approving an application.

e Automated Underwriting System — GUS “Accept.” Loans underwritten with
GUS that receive an “Accept” underwriting recommendation are not subject to
additional rental or mortgage payment history documentation.
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e Lenders who enter rent on the “Income and Expenses” GUS application page
are not subject to a VOR/rent verification when the file receives an “Accept”
underwriting recommendation.

e Files that have been underwritten with GUS, and receive an “Accept”
underwriting recommendation require no further documentation with the
presence of late mortgage payments as they have already been considered by
the scorecard.

Manually underwritten loans. Files that are manually underwritten will be
analyzed in accordance with the guidance provided at Section 10.13 of this
Chapter. The consideration of a credit exception in accordance with Section 10.8
will be supported with documentation validating the exception meets the criteria
as outlined in that Section.

Recent and/or Undisclosed Debts and Inquiries

Lenders must determine the purpose of any recent debts as the indebtedness may
have been incurred to obtain funds to close the loan. Any new debt and payment
must be included in the final underwriting analysis.

An applicant must provide a satisfactory explanation for any significant debt
noted on the credit report, but not included on the loan application.

= Manually underwritten loans. Add recent and undisclosed debts to the
loan application. Consider these debts in the credit underwriting analysis.

=  Automated Underwriting System — GUS “Accept”. Confirm and include
any monthly payment amount for debts not considered in the automated
underwriting system recommendation. Resubmit the loan for an updated
underwriting recommendation.

e If the debt was not reported on the credit report uploaded into GUS
and are manually added to the “Asset and Liabilities” application
page of GUS, the lender will downgrade the “Accept” to a “Refer”
and manually underwrite the file. Exception: the manual entry of
child support, alimony, garnishments and other debts that are not
typically reflected on a credit report will not require a downgrade.
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A lender may have the debt added to the credit report and re-
associate the new credit report that includes the previously recent
or undisclosed debt in a subsequent underwriting recommendation
request.

Credit supplements obtained outside of GUS may not be used to
verify debts to retain an “Accept” recommendation.

Lenders must apply due diligence 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 submitted to GUS or if there is erroneous information
in the data submitted to GUS. If the lender is aware of any
contradictory, derogatory or erroneous information, lenders are
obligated to take action. For example if the lender is aware of
debts, late payments or derogatory information that has not been
made available to the data submitted to GUS, or there is a Federal
judgment, a risk analysis decision of “Accept” must be
downgraded and the file manually underwritten.

e A collection account refers to an applicant’s loan or debt that has been submitted
to a collection agency by a creditor.

e  Manually underwritten loans:

e Collections indicate an applicant’s regard for credit obligations, and must be
considered in the creditworthiness analysis.

e Ensure all open collections are listed on the loan application under liability.

e  Collection accounts are not required to be paid off as a condition of a
guarantee. Paragraph 10.9 of this Chapter outlines additional actions required
when the outstanding balance of all collections collectively exceeds $2,000.
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The lender must document reasons for approving a mortgage when the
applicant has collection accounts. The applicant must explain, in writing
and/or provide supportive documentation, for all collections as outlined in
Paragraph 10.9 of this Chapter.

Automated Underwriting System — GUS “Accept”

e Ensure all open collections are listed on the loan application under liability on
the “Assets and Liabilities” page of GUS.

e Omit any collections that are eligible in the capacity analysis as outlined in
Paragraph 10.9 of this Chapter.

Non-Federal Judgments

Court-ordered judgments MUST be paid off before the mortgage loan is eligible
for a guarantee unless the applicant provides documentation indicating that
regular payments have been made on time in accordance to a documented
agreement with a creditor. Paragraph 10.10 outlines additional actions and
requirements of a documented payment agreement.

If a loan is underwritten with the assistance of the Agency’s automated
underwriting system, then regardless of the underwriting recommendation, the
findings report will require the lender to obtain evidence of payoff for any
outstanding judgments shown on the credit report. Lenders are reminded the
“Declaration” questions within the Agency automated underwriting system or
when completed manually should accurately reflect a response representative of
the applicant’s credit status.

Delinquent Federal Non-Tax Debt

Lenders must determine if the applicants have delinquent federal non-tax debt.
Information may be obtained from public records, credit reports, or equivalent
and must check all applicants’ against the Credit Alert Verification Reporting

System (CAIVRS). See Appendix 7 for instructions on checking CAIVRS.

Delinquent Federal non-tax debts are ineligible for a SFHGLP unless the
delinquency is resolved.
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e Delinguent Federal non-tax debt also refers to applicant(s) who have had a
previous SFHGLP debt which was settled, or is subject to settlement, or whether
SFHGLP otherwise suffered a loss on a loan to one or more of the applicants.
The applicant(s) are ineligible unless the applicant qualifies for an exception
granted by SFHGLP.

e If the SFHGLP suffered any loss related to a previous loan, a loan
guarantee shall not be issued unless SFHGLP determines the loss was
beyond the applicant’s control and any identifiable reasons for the loss no
longer exist.

Delinquent Federal Tax Debt
e Applicants with delinquent Federal tax debt are ineligible.

e Tax liens may remain unpaid if the applicant has entered into a valid repayment
agreement with the federal agency owed to make regular payments on the debt
and the applicant has made timely payments for at least three months of scheduled
payments. The applicant cannot prepay scheduled payments in order to meet the
required minimum of three months of payments.

e Payments will be included in the DTI ratio.

e Documentation will include IRS evidence of the repayment agreement and
verification of payments made.

Previous Mortgage Foreclosure and Deed-in-Lieu of Foreclosure

e Anapplicant is generally not eligible for a new guarantee, if during the prior three
years the applicant’s previous real property was foreclosed on or they have given
a deed-in-lieu of foreclosure.

e The lender may grant an exception in accordance with Paragraph 10.8 of this
Chapter.

e The inability to sell the property due to a job transfer or relocation to another area
does not qualify as an extenuating circumstance.
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Divorce is not considered an extenuating circumstance. However, an applicant
whose loan was current at the time of a divorce in which the ex-spouse received
the property and the loan was later foreclosed may qualify as an exception.

Chapter 7 Bankruptcy

Manually underwritten loans.

A Chapter 7 bankruptcy (liquidation) does not disqualify an applicant from
obtaining a mortgage loan if at least three years have elapsed since the date of the
discharge of the bankruptcy. During this time, the applicant must have re-
established good credit or chosen not to incur new credit obligations.

An elapsed period of less than 3 years may be acceptable for a loan guarantee if
the applicant can show the bankruptcy was caused by extenuating circumstances
beyond their control and has since exhibited a documented ability to manage their
financial affairs in a responsible manner for a reasonable period of time following
discharge. Eligible mitigating circumstances must meet Section 10.8 of this
Chapter. Supporting documentation must be submitted with the loan guarantee
request. Generally a borrower whose bankruptcy has been discharged less than 1
year should be ineligible to enable the applicant to re-establish their credit.

The lender must document the applicant’s current situation indicates the events
that led to the bankruptcy are not likely to recur.

When a Chapter 7 bankruptcy absolved the mortgage debt for the applicant, any
foreclosure or remaining foreclosure pending is an action against the property, not
the applicant. The foreclosure action is not considered as an indicator of
unacceptable credit in the applicant’s evaluation. A loan underwritten with the
assistance of GUS will not be required to be manually down-graded when the
bankruptcy discharge included the mortgage debt.

If an applicant has a real estate mortgage discharged in a Chapter 7 bankruptcy,
however a foreclosure action is not concluded, the applicant may remain in
ownership of the property. In this example, title must be transferred to the lender
of the pending foreclosure in order to remove the applicant from ownership and
responsibility of real estate taxes and homeownership dues of the property. If title
is not transferred, the applicant will be subject to Chapter 8, Section 8.2A of this
Handbook for retention of a dwelling.
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Automated Underwriting System — GUS “Accept”. If the underwriting recommendation
from GUS is an “Accept”, no further documentation regarding the bankruptcy is
required.

Chapter 13 Bankruptcy

e  Chapter 13 bankruptcy plan in progress. A Chapter 13 bankruptcy plan in
progress does not disqualify an applicant from obtaining a mortgage loan,
provided the following criteria, applicable to all underwriting methods, can be
met:

e the lender documents 12 months of the debt restructuring plan has elapsed;
and

e the applicant’s payment performance has been satisfactory; and
e all required payments were made on time; and

e the applicant must receive written permission from the bankruptcy
court/trustee to enter into a mortgage transaction.

e  Manually underwritten loans. In addition to the criteria set forth for a plan in
progress, a credit exception in accordance with Section 10.8 of this Chapter
by the lender will be required. Include the payment in the debt ratios of the
applicant(s).

e  Automated Underwriting System — GUS “Accept”. When a plan is in
progress, and GUS has rendered an “Accept” underwriting recommendation, a
credit exception in accordance with Section 10.8 of this Chapter is not
required. Include payment(s) on the “Asset and Liabilities” application page
of GUS.

e  Chapter 13 bankruptcy plan completed.

e  Manually underwritten loans. A completed Chapter 13 bankruptcy plan
will not require a credit exception provided the applicants have
demonstrated a willingness to meet obligations when due for the full 12
months prior to the date of loan application.
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e Automated Underwriting System — GUS “Accept”. The discharge date of
the completed plan has been considered by the scorecard and is reflected
in the overall credit score. No additional documentation is required.

Consumer Credit Counseling Plans

An applicant who has experienced credit or financial management problems in the
past may have elected to participate in consumer counseling sessions to learn how
to correct or avoid such problems in the future. Participation in a consumer credit
counseling program does not disqualify a applicant from obtaining a mortgage
loan, provided:

e the lender documents that one year of the pay-out period has elapsed
under the plan; and

e the applicant’s payment performance has been satisfactory and all required
payments have been made on time; and

e written permission from the counseling agency to enter into the mortgage
transaction and counselor recommendation of the applicant as a good
credit risk is required.

Manually underwritten loans. For manually underwritten loans, the lender must
evaluate the applicant’s credit in accordance with Paragraph 10.8 of this Chapter.
Some creditors may still report the applicant as delinquent, even though they have
agreed to accept a lesser payment. This must be considered in the analysis of the
applicant’s overall credit. Include the repayment plan payment in the liabilities of
the applicant(s).

Automated Underwriting System — GUS “Accept”. The Agency’s automated
underwriting system does not trigger a requirement for additional documentation
since the credit scores already reflect the degradation in credit history. No further
explanation or other documentation is required when a lender utilized the
Agency’s automated underwriting system and receives an “Accept” underwriting
recommendation. Include payment(s) for repayment on the “Assets and
Liabilities” application page of GUS.
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Evaluating Credit Involving Short Sales

The following criteria are applicable to both manual and automated underwriting types.

A short sale is considered a pre-foreclosure activity or event.

An applicant is ineligible for a mortgage loan if they pursued a short sale
agreement on their principal residence to take advantage of declining market
conditions and purchases at a reduced price a similar or superior property within a
reasonable commuting distance.

If an applicant was current at the time of short sale, or in the case of divorce at
time of divorce, they may be eligible for a new mortgage loan. The prior
mortgage payment history must reflect all mortgage payments due were made on
time for the 12 month period preceding the short sale, or time of divorce, and all
installment debt payments for the same period were also made within the month
due.

An applicant in default on their mortgage at the time of the short sale (or pre-
foreclosure sale) is generally not eligible for a new mortgage loan for three years
from the date of pre-foreclosure sale.

The lender may grant an exception in accordance with Paragraph 10.8 of this
Chapter.

Charge-Off Accounts

A charge-off is the declaration by a creditor that an amount of debt is unlikely to be

coll

ected. The presence of a charge-off is already reflected in the credit score and

does not need to be included in the applicant’s long-term liabilities or debt. If the

app
pay

licant has entered into an agreed upon repayment plan with the creditor, a liability
ment will be included in the long-term liability/debt.

Manually underwritten loans. For a manually underwritten loan, the lender
will consider a charge-off as a derogatory credit item, to be addressed in with
any credit exception considered, if the applicant’s credit score is below 640.
See Section 10.7A of this Chapter regarding evaluating the credit of
applicants with low credit scores.

Automated Underwriting System — GUS “Accept”. No documented credit
exception is required.
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CHAPTER 11: RATIO ANALYSIS

INTRODUCTION

Ratios are used to determine whether the borrower’s repayment income can
reasonably be expected to meet the anticipated monthly housing expense and total
monthly obligations involved in homeownership. The Agency has established standards
for principal, interest, taxes and insurance (PITI) and total debt (TD) ratios; however,
there is flexibility in applying these standards when valid compensating factors are
present.

THE RATIOS

Ratios are calculated by utilizing the repayment income, as determined by the lender
in Chapter 9 Section 2 of this Handbook. To qualify for a guarantee, borrowers must
meet the Agency’s standards for both the PITI and TD ratios.

A. The PITI Ratio

Applicants are considered to have repayment ability if their proposed monthly
housing expense does not exceed 29 percent of their repayment income. Monthly
housing expenses include the following:

o Principal and interest payment on the mortgage;

. Hazard insurance premiums, whether escrowed or not;

. Real estate taxes, whether escrowed or not;

. Monthly escrow required for annual fee;

. Homeowners association dues and regular assessments

. Flood insurance premiums, whether escrowed or not; and

J Special assessments.

B. The Total Debt Ratio

Applicants are considered to have repayment ability when their total debts do not
exceed 41 percent of their repayment income.
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Total debt includes monthly housing expense PITI plus any other monthly credit

obligations incurred by the applicant.

Obligations for child care, voluntary contributions to retirements such as a 401K, and

open accounts with zero balance, are not considered a debt.

The lender must document an applicant’s debt through various records including a

credit report, direct or third-party verifications, court documents, and verification of
deposits for loans. All applicant open debts/accounts (including collection accounts, and
judgments) incurred through the note date must be included in the total debt calculation
and captured under liabilities on the application. Monthly obligation expenses include:

PITI.

Long-term obligations with more than ten months repayment remaining on the

credit report presented at underwriting. This may include all installment
loans, alimony, child support or separate maintenance payments, student loans
and other continuing obligations.

Revolving accounts. The minimum monthly payment is required for all
revolving credit card debts. If the credit report shows an outstanding balance,
but no specific minimum monthly payment, the payment will be calculated 5
percent of the balance as reported on the credit report. If the lender obtains a
copy of the current statement reflecting the actual monthly payment, that
amount must be used for qualifying purposes. The lender must retain this
documentation in their permanent loan file. Revolving accounts with no
outstanding balance do not require an estimated payment to be included in the
debt ratio. Revolving accounts that will be paid in full prior to loan closing
are not required to be closed.

30-Day Accounts. A 30-day account is a credit arrangement requiring the
applicant to pay off the full outstanding balance on the account every month.
The lender may utilize the credit report to document the applicant has paid the
outstanding balance for the previous 12 months. 30-day accounts that are
paid monthly in full are not included in the total debt ratio. If the credit report
reflects any late payments in the last 12 months, a long-term monthly payment
will be included. The lender will utilize 5% of the outstanding balance as the
applicant’s monthly debt.

Child support, alimony, garnishments. Applicants obligated to pay child
support, alimony, garnishments, or other court ordered debts must have the
payment included in the total debt ratio. If the applicant has a release of
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liability from the court/creditor, and acceptable evidence is obtained, the debt
can be excluded. Lenders will utilize select pages from the applicable
agreement/court order to document the required monthly payment due and the
duration of the debt. For GUS transactions, the lender will manually enter the
obligations on the “Additional Expenses” on the “Assets and Liabilities”
page. A manual entry of obligation does not require an underwriting
recommendation of “Accept” to be downgraded to a “Refer.” Lenders will
ensure repayment agreements are current.

. Child care expenses. Child care expenses are not required to be considered as
a recurring liability when calculating the total debt ratio.

. Student loans. Lenders must include the payment as follows:

e Fixed payment loans: A permanent amortized, fixed payment may be
used in the debt ratio when the lender retains documentation to verify
the payment is fixed, the interest rate is fixed, and the repayment term
is fixed.

e Non-Fixed payment loans: Payments for deferred loans, Income
Based Repayment (IBR), Graduated, Adjustable, and other types of
repayment agreements which are not fixed cannot be used in the total
debt ratio calculation. One percent of the loan balance reflected on the
credit report must be used as the monthly payment. No additional
documentation is required.

. Previous mortgage. Previous mortgage liabilities disposed of through a sale,
trade or transfer without a release of liability will be included in the total debt
ratio unless evidence can be obtained to confirm the remaining party/new
owner has successfully made the payment for the previous 12 months prior to
loan application. Documentation to be obtained by the lender includes:

¢ In the case of a divorce, the lender will obtain a copy of the divorce
decree to document the remaining party/new owner responsible to pay
all mortgage debts from the effective date of the decree forward. If
the loan was assumed, sold or traded without a release of liability, a
copy of the assumption agreement (as applicable) and deed showing
transfer of title out of the applicant’s name will be obtained by the
lender and retained in the lender’s permanent file. And:
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e Documented evidence the remaining party/new owner has been
making regular payments during the previous 12 months with no
history of delinquent payment on the loan during that time. Evidence
may be reported through the credit report or the lender may verify
from the servicer of the assumed loan, a payment history showing that
the mortgage has been current during the previous 12 months.

Co-signed obligations (Also known as co-borrower, joint obligator or
guarantor). Co-signed debts must be considered in the total debt ratio unless
the applicant provides evidence another obligor has made the payment on time
in the previous 12 months prior to loan application. Acceptable evidence that
demonstrates the remaining co-obligor’s history of making regular payments
during the previous 12 months include canceled checks, money order receipts
and/or bank statements of the co-obligor. Late payments reported in the
previous 12 months prior to application will require the monthly liability to be
included in the long-term repayment ratio of the applicant. Debts identified
as “individual” on a credit report will always be considered in the debt ratio
regardless of what party is making the monthly payment (as an example,
parents making car payments on behalf of applicant and the loan is in the
applicant’s name). If the applicant can provide conclusive evidence from the
debt holder that there is no possibility that the debt holder will pursue debt
collection against the applicant should the other party default, the 12 month
history is not required.

Business debts. Business debts (for example — car loan) reported on the
applicant’s personal credit report may be excluded from the debt ratio if the
debt is paid through a business account. An example of acceptable evidence
the debt is paid through a business account includes canceled business checks
or bank statements for the previous 12 months.

401(k) loans/personal asset loans. Loans pledging personal assets, such as a
401(k) account, retirement funds, savings account or other liquid assets are
not considered in the total debt ratio.

Debts of a non-purchasing spouse (NPS). For applicants who reside or are
purchasing in a community property state, the debts of the NPS must be
included in the applicant’s total debt ratio unless specifically excluded by
state law.
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. Collection accounts. Collection accounts, as outlined in Paragraph 10.9 of
Chapter 10 of this Handbook will be included in the total debt ratio.

o Judgment accounts. Judgment accounts with a repayment plan already
established and a history of consistent repayment will be included as a long-
term obligation. It may be excluded from the total debt ratio if less than 10
months of the repayment plan remains and the lender determines the debt does
not have a significant impact on the repayment of the loan. Significant impact
calculations are described in the short term obligations section. A letter from
the creditor or evidence on the credit report is required to validate the
payment arrangements and payment history. Refer to Chapter 10, Section
10.10 for additional guidance on judgments.

. Charge-off accounts. Charge-off accounts are debts written off and are not
required to be included in the applicant’s total debt ratio.

. Automobile Allowances and Expense Account Payments. The amount of
actual expenditures exceeding the amount of automobile allowance or expense
account payments will be treated as recurring debt. Lenders will utilize IRS
Form 2106, Employee Business Expenses, for the previous two years and
employer verification that the payments will continue as documentation to
support the calculation. The applicant’s monthly car payment will be treated
as recurring debt and will not be offset by any car allowance.

. Rental loss. Negative net rental income will be treated as a recurring liability
and included in the total debt ratio.

Short-term obligations that have a significant impact on repayment ability
must be included in the total debt ratio. A significant impact on repayment is
defined as 5% or greater of the monthly repayment income of the applicant(s).
Installment debt can be paid down to a repayment balance of 10 months or
less; however underwriters must include any debt that in their underwriting
analysis is considered a significant impact to the applicant’s ability to repay
the debt.

. Balloon/deferred payments and payments that will come due in the next 24
months, including personal loans with deferred installments and balloon
payments. Additional guidance surrounding student loan repayment is
provided earlier in this section and not applicable under this subject. If the
actual payment on a deferred loan is unknown, the lender should estimate the
monthly payments using 5% of the outstanding balance.
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11.3 DEBT RATIO WAIVERS AND COMPENSATING FACTORS

An applicant’s PITI ratio may exceed 29 percent and the Total Debt ratio may exceed
41 percent if the lender determines that strong compensating factors demonstrate that the
household has higher repayment ability.

A. Debt ratio waivers for purchase transactions

Manually underwritten loans — purchase transactions. Agency approval of a lender’s
request for debt ratio waiver may be granted if the following conditions are met:

1. Acceptable ratio thresholds are met:

a. The PITI ratio is greater than 29 percent, but less than or equal to 32
percent, accompanied by a TD ratio not exceeding 44 percent; or

b. The TD ratio is greater than 41 percent, but less than or equal to 44
percent, accompanied by a PITI ratio not exceeding 32 percent;

And:
2. The credit score of all applicant(s) is 680 or greater;
And:

3. At least one of the acceptable compensating factors listed below is identified and
supporting documentation is provided to the Agency.

Acceptable Compensating Factors and Supporting Documentation:

e The proposed PITI is equal to or less than the applicant’s current verified housing
expense for the 12 month period preceding loan application. Verification of
housing expenses may be documented on a verification of rent (VOR) or credit
report as noted in Chapter 10, 10.13. The VOR or credit report must include the
actual payment amount due and report no late payments or delinquency for the
previous 12 months. Rent or mortgage payment histories from a family member
will not be considered unless 12 months of canceled checks, money order
receipts, or electronic payment confirmations are provided. A history of less than
12 months will not be considered an acceptable compensating factor.
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e Accumulated savings or cash reserves available post loan closing are equal to or
greater than 3 months of PITI payments. A verification of deposit (VOD) or two
most recent consecutive bank statements document the average balance held by
the applicant are required as noted in Chapter 9, 9.3. Cash on hand is not eligible
for consideration as a compensating factor.

e The applicant(s) (all employed applicants) has been continuously employed with
their current primary employer for a minimum of 2 years. A “Request for
Verification of Employment” (VOE) (Form RD 1910-5, comparable
HUD/FHA/VA or Fannie Mae form, or other equivalent), or VOEs prepared by
an employment verification service (e.g., The Work Number.) must be provided.
This compensating factor is not applicable for self-employed applicants.

Debt Ratio Waiver Request and Agency Approval:

Debt ratio waivers must be requested and documented by the approved lender. The
lender requests Agency concurrence with the debt ratio waiver by submitting a signed
underwriting analysis that cites one or more of the above acceptable compensating
factors. Lenders may utilize Fannie Mae 1008 / Freddie Mac 1077, “Uniform
Underwriting and Transmittal Summary,” or similar form. Evidence of the compensating
factor, such as a VOR, VOD, and/or VOE, must be submitted to the Agency for approval.

GUS underwritten loans receiving an “Accept.” GUS files that receive an “Accept”
underwriting recommendation or an “Accept” underwriting recommendation that
requires a “Full Documentation” loan submission as part of a quality control message on
the GUS Underwriting and Findings Report do not require debt ratio waiver requests.

B. Debt ratio waivers for refinance transactions

For manually underwritten Non-Streamlined and Streamlined refinance loans, the
lender must thoroughly document the compensating factors that justify a debt ratio
waiver. Streamlined-assist refinance transactions do not require debt ratio waivers. Debt
ratio waivers can be approved when acceptable compensating factors are present. The
following are examples of acceptable compensating factors:

e Credit score of 680 or higher. Credit scores of 680 and higher can be documented
as a standalone compensating factor for a debt ratio waiver request, if no additional
risk layers are present (e.g., adverse credit, or payment shock, etc.).

e The borrower(s) has successfully demonstrated the ability to pay housing
expenses equal to or greater than the new proposed monthly housing expense for the
past 12 months.
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11.4

11.5

e The borrower(s) has demonstrated a conservative attitude toward the use of credit.

e Cash reserves post-closing. The borrower(s) has demonstrated an ability to
accumulate savings comparable to the difference between current housing costs and
projected costs. The use of retirement accounts as compensating factors and as cash
reserves is limited to 60% of the vested amount of the retirement asset to offset
potential withdrawals by the applicant(s). Retirement accounts that restrict
withdrawals to circumstances involving the borrower’s employment separation,
retirement or death should not be considered as a compensating factor or as cash
reserves.

e Continuous employment with the current primary employer.

Written approval of the debt ratio waiver request by the Agency is represented if a
Conditional Commitment for Loan Note Guarantee is issued.

GUS underwritten loans receiving an “Accept.” The debt ratio waiver requirements
in this Paragraph do not apply to GUS files that receive an “Accept” underwriting
recommendation or an “Accept” underwriting recommendation that requires a “Full
Documentation” loan submission as part of a quality control message on the GUS
Underwriting and Findings Report.

MORTGAGE CREDIT CERTIFICATES

Authorized State or local housing finance agencies may issue a mortgage credit
certificate that provides a Federal income tax credit to a qualified first-time homebuyer
and/or low- or moderate-income homebuyer. Lenders may consider the monthly amount
of the tax credit available to the borrower as a deduction to the proposed monthly PITI
payment.

Lenders using the tax credit to qualify the applicant for the loan must determine
the amount of the mortgage credit available. Loan files must contain copies of the
mortgage credit certificate, a copy of the lender’s calculation of the adjustment to
income, and a copy of the IRS Form W-4 that was given to the borrower’s employer. See
Chapter 9, Section 9.11A of this Handbook for additional information regarding
mortgage credit certificates.

FUNDED BUYDOWN ACCOUNTS

Funded buydown accounts are designed to temporarily reduce the borrower’s
monthly payment during the initial years of the loan. Buydown funds may come from the
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seller, lender or other interested third party. The borrower is not permitted to fund the
escrow account and must not be required to repay the funds. Lenders should not use
funded buydowns to qualify a borrower who would not otherwise qualify for a mortgage.

Funded buydown accounts must meet the following requirements:
e The mortgage loan must be underwritten at the note rate;
e Buydown funds may come from the seller, lender or other third party;
e Buydown funds may not come from the borrower;

e A buydown rate will not reduce the interest rate more than two percent below the
note rate;

e The assistance may not result in more than a one percent annual increase in the
interest rate and the increase may only occur once a year;

e The borrower must agree in writing that the buydown funds will be placed in an
escrow and paid directly to the lender each month to reduce the monthly mortgage
payment;

e The buydown account must be fully funded at origination; and

e The funds must be placed in an escrow account with a financial institution
supervised by a Federal or state agency.

A copy of the escrow agreement, signed by the borrower and the provider of the
funds, must be retained in the lender’s loan file. Additional information regarding a
temporary interest rate buydown can be found at Chapter 9, Paragraph 9.11 B. of this
Handbook.
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116 SECTION 8 HOMEOWNERSHIP VOUCHERS
Section 8 Homeownership Vouchers may be used for qualifying applicants. This
income is not included in Annual Income. For repayment income purposes, the monthly
subsidy from the Section 8 Homeownership VVouchers may be treated in either of the
ways described below.
A. Repayment income

When the subsidy is paid directly to the applicant, it must be added to monthly
repayment income. Since the subsidy is non-taxable, it may be “grossed up” by 25
percent. This is the only option to include the Section 8 Homeownership Voucher when
lenders utilize GUS for their underwriting recommendation.

B. Offset to Principal, Interest, Taxes and Insurance (PITI)

When the subsidy is paid directly to the servicing lender, the monthly homeownership
assistance payment may be deducted from the proposed PITI prior to calculating
qualifying ratios.

11.7 OBLIGATIONS NOT INCLUDED IN DEBT-TO-INCOME RATIOS

Obligations not considered or included in total debt-to-income ratio calculations
include:

e Medical collections;

e Federal, state, and local taxes;

e Federal Insurance Contribution Act (FICA) contributions;

e Other retirement contributions such as 401(k) accounts, including the repayment

of loans secured by 401(Kk) funds;

e Automatic deductions to savings accounts, mutual funds, stocks, bonds,

certificates of deposit, including the repayment of loans secured by such funds;

e Collateralized loans secured by depository accounts;

e Utilities

e Insurance, other than property insurance
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e Commuting costs;

e Union dues;

e Open accounts with zero balances;
e Child care; and

e Voluntary deductions.
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CHAPTER 12: PROPERTY AND APPRAISAL
REQUIREMENTS

12.1 INTRODUCTION

Lenders must ensure the property to be purchased is eligible for the SFHGLP. The
Agency’s minimum property requirements serve to protect the borrower’s interest,
minimize the lender’s loss, and reduce the potential risk to the government in the event of
liquidation. It is the lender’s responsibility to ensure that the property meets the
Agency’s standards.

SECTION 1: UNDERWRITING THE PROPERTY
[7 CFR 3555.201]

12.2  OVERVIEW

The lender must ensure the subject property meets the Agency’s site guidelines. In
particular, sites must be located in eligible rural areas; meet community standards
regarding utilities, including water and wastewater systems; meet street and road access
and maintenance requirements; and contain other amenities essential to the continued
marketability of the home. This section addresses each of these standards.

12.3 RURAL AREA DESIGNATION [7 CFR 3555.201(a)]

Only loans secured by properties located in areas designated by the Agency as rural
are eligible to receive a loan guarantee. This section discusses rural areas designations,
how lenders are notified of changes in rural area designations and clarifies rare situations
in which loans for properties in areas no longer designated as rural may receive a loan
guarantee.

A. Rural Area Definition

An area’s rural designation is determined by the Agency and may be changed as a
result of periodic review or after the decennial census of population. The Agency
conducts reviews every five years to identify areas that no longer qualify as rural. In
areas experiencing rapid growth, and in eligible communities within Metropolitan
Statistical Areas (MSAs), reviews take place every three years. Public notification will
be given at least 30 days before the date of the final determination in order to give
interested parties an adequate chance to comment. Refer to section 3550.10 of 7 CFR
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3550 and HB-1-3550 Chapter 5, for additional information regarding rural area
designations.

In general, rural areas are defined as:
e Open country that is not part of, or associated with, an urban area;

e Any town, village, city, or place, including the immediately adjacent densely
settled area, which is not part of, or associated with, an urban area, and which:

o Isrural in character with a population of less than 10,000; or

o Is not contained within an MSA and has a population above 10,000 but below
20,000 and has a serious lack of mortgage credit for lower and moderate-
income families. Any area classified as “rural” or a “rural area” prior to
October 1, 1990, and determined not to be “rural” or a “rural area” as a result
of data received from or after the 1990, 2000, or 2010 decennial census, and
any area deemed to be a “rural area” any time during the period beginning
January 1, 2000, and ending December 31, 2010, shall continue to be so
classified until the receipt of data from the decennial census in the year 2020
if such area has a population in excess of 10,000 but not in excess of 35,000,
is rural in character, and has a serious lack of mortgage credit for lower and
moderate-income families.

e Two or more towns, villages, cities, or places that are contiguous may be
considered separately for a rural designation if they are not otherwise associated
with each other, and their densely settled areas are not contiguous.

B. Notification of Rural Area Designation

The public website noted below provides an automated system to allow users to enter
addresses and determine property eligibility. Users who utilize the public website will
receive one of three property eligibility decisions when an actual address is entered —
“Eligible,” “Ineligible,” or “Unable to Determine.” In areas not clearly delineated, users
will receive an “Unable to Determine.” With this type of determination, the lender must
confirm with Agency staff the property is located in a rural area and eligible for a
guarantee prior to requesting an appraisal.

USDA Rural Development Property and Income Eligibility Website:

https://eligibility.sc.egov.usda.gov
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Attachment 12-A of this Chapter provides guidance on utilizing the public website to
determine eligible rural areas.

C. Making Loans in Areas Changed to Non-rural

If an area’s designation changes from rural to non-rural, loans that meet the following
criteria may be approved in that area:

Purchase transactions are eligible if the following requirements are met:

o The application is dated and received by the lender prior to the area
designation change;

o The Loan Estimate was issued within three days of the application date;

o The purchase contract is ratified prior to the date of the area designation
change; and

o The applicant and property meet all other loan eligibility requirements.

Existing conditional commitments that have been issued will be honored provided
the commitment was issued prior to the area designation change;

Existing direct and guaranteed loans that meet all requirements, as outlined in
Chapter 12, remain eligible for refinance transactions;

REO property sold from Agency inventory remain eligible for purchase
transactions;

SFHGLP REO property sales and transfers with assumption may be processed in
areas that have changed to non-rural;

A supplemental loan may be made in conjunction with a transfer and assumption
of a guaranteed loan.

12.4 SITE REQUIREMENTS [7 CFR 3555.201(b)]

A qualified property must be predominately residential in use, character, and design.
Sites must be developed in accordance with any standards imposed by a State or local
government. Therefore, the lender must verify that the following requirements are met at
the time of application.
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Site size. There is no specific limitation to the size/acreage of the site. The
appraiser must provide an explanation in the addendum of the appraisal to explain
adjustments to comparable properties, how the subject compares to other
properties in the area, etc.

Income-Producing Buildings. The property must not include buildings
principally used for income-producing purposes. Barns, silos, commercial
greenhouses, or livestock facilities used primarily for the production of
agricultural, farming or commercial enterprise are ineligible. However, barns,
silos, livestock facilities or greenhouses no longer in use for a commercial
operation, which will be used for storage do not render the property ineligible.
Outbuildings such as storage sheds and non-commercial workshops are permitted
if they are not used primarily for an income producing agricultural, farming or
commercial enterprise. A minimal income-producing activity, such as
maintaining a garden that generates a small amount of additional income, does not
violate this requirement. Home-based operations such as childcare, product sales,
or craft production that do not require specific commercial real estate features are
not restricted.

Accessory Dwelling Unit. The presence of an accessory dwelling unit (ADU)
does not automatically render the property ineligible. The appraiser will
determine if the ADU represents a second single family housing dwelling unit.
The Agency defers to the appraiser’s professional review of the property and
expert opinion of the highest and best use of the subject property as a primary
residence. The appraiser will include their evaluation in the site analysis section
of the appraisal report if applicable.

Income-Producing Land. The site must not have income-producing land that
will be used principally for income producing purposes. Vacant land or
properties used primarily for agricultural, farming or commercial enterprise are
ineligible.

Site Specifications. The site must be contiguous to, and have direct access from
a street, road, or driveway. Streets and roads must be hard surfaced or all weather
surfaced and legally enforceable arrangements must be in place to ensure that
needed maintenance will be provided.

Utilities. The site must be supported by adequate utilities and water and
wastewater disposal systems.
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Zoning. The property must comply with applicable zoning and restrictions. If an
existing property does not comply with all current zoning ordinances but it is
accepted by the local zoning authority, the appraiser must report the property as
legal non-conforming. The appraisal must reflect any adverse effect of the legal
nonconforming use on the value and marketability of the property.

SECTION 2: APPRAISALS
[7 CFR 3555.107(d)]

12.5 RESIDENTIAL APPRAISAL REPORTS

Approved lenders must ensure appraisals are completed by a qualified appraiser that
is independent and objective. Approved lenders are responsible to review all appraisals
for integrity, accuracy, and thoroughness, prior to submission of a complete loan
application package to USDA. The lender may pass the cost of the appraisal on to the
borrower. The appraisal must have been completed within 150 days of loan closing.
Appraisals that are older than 150 days prior to loan closing are eligible for an appraisal
update as indicated in this Chapter.

A. Qualified Appraiser.

Approved lenders must select qualified and competent appraisers that are properly
licensed or certified, as appropriate, in the State in which the property is located. The
appraiser must comply with the current edition of the Uniform Standards of Professional
Appraisal Practice (USPAP). Lenders may verify that an appraiser is licensed or certified
by checking the Appraisal Subcommittee website found at:
https://www.asc.gov/Home.aspx.

B. Appraisal Report.

All appraisals must comply with the reporting requirements of USPAP available at
www.appraisalfoundation.org. All appraisal reports must meet the Uniform Appraisal
Dataset (UAD) requirements set forth by Fannie Mae and Freddie Mac. To read
definitions of condition and quality ratings, refer to the “Fannie Mae and Freddie Mac
Uniform Appraisal Dataset Specification Version 1.2 located online at:

https://www.fanniemae.com/content/technology_requirements/uad-specification-
appendix-d.pdf
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The appraiser will determine the appropriate appraisal form for the subject property.
Appraisers must utilize appraisal forms acceptable to Fannie Mae, Freddie Mac, HUD, or
VA. Applicable forms may include:

e  Uniform Residential Appraisal Report (FNMA Form 1004/FHLMC Form 70) for
one-unit single family dwellings;

e Manufactured Home Appraisal Report and addendum (FNMA Form
1004C/FHLMC Form 70B) for all manufactured homes;

o [ndividual Condominium Unit Appraisal Report (FNMA Form 1073/FHLMC
Form 465) for all individual condominium units.

Appraisal considerations:

e Appraiser/client confidentiality under USPAP Ethics Rules does not permit the
appraiser to discuss the appraisal with anyone other than the client, without the
client’s permission. It is recommended, but not required, that USDA/RD be
identified as an intended user with the lender in the appraisal report obtained.

e The market or sales comparison approach is required in all cases. Not less than
three comparable sales will be used unless the appraiser provides documentation
that such comparable sales are not available. The appraiser must use their
knowledge of the area and apply good judgment in the selection of comparable
sales that are the best indicators of value for the subject property.

o If the appraiser considers the property to be unique, has specialized
improvements, is new manufactured housing, or the client requests the cost
approach to be completed, the appraiser will identify the source of the cost
estimates and will comment on the methodology used to estimate depreciation,
effective age and remaining economic life.

e The income approach is only required if the appraiser determines that it is
necessary to develop credible assignment results.

e An appraisal prepared for REO purposes, loan servicing consideration, or any
other purpose other than the guaranteed purchase or refinance transaction is
ineligible to be used in the origination of a guaranteed loan. A new appraisal with
the intent to arrive at an opinion of value for a purchase transaction must be
obtained.

Photographs. Photographs in the appraisal report must be in color and be clear and
descriptive to identify the property’s condition and quality. Photographs must clearly
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represent the improvements, any physical deterioration of the property, amenities,
conditions and external influences that may have a material effect on the market value or
marketability of the subject property. Lenders who utilize the Agency’s automated
underwriting system, GUS, will upload the appraisal report at the Lender Upload
Document(s) page as an individual document. An appraisal report with interior and
exterior inspection of the subject property must include at least the following:

e A front view of the subject property;
e A rear view of the subject property;

e A street scene identifying the location of the subject property and showing
neighboring improvements;

e The kitchen, main living area, bathrooms, bedrooms;

e Any other rooms representing overall condition, recent updates, such as
restoration, remodeling and renovation;

e Basement, attic and crawl space;

e Comparable sales, listings, and/or pending sales utilized in the valuation analysis
must include at least a front view of each comparable utilized; and

e Condominium projects should include additional photographs of the common
areas and shared amenities.

Appraisal transfer. An appraisal ordered by another lender for the applicant can be
transferred to the lender who will complete the purchase transaction. The initial lender
must agree to the transfer of the report. A letter from the initial lender who ordered the
appraisal report must be retained in the permanent loan file as evidence the lender
transferred the report to the lender completing the purchase transaction. The receiving
lender must assume full responsibility for the integrity, accuracy and thoroughness of the
appraisal report, including the methods that the original lender used to acquire the
appraisal. The appraisal report must be no older than 150 days at loan closing to be
valid.

Appraisal update. Lenders may extend the validity period of an appraisal with an
appraisal update report that will be no greater than 240 days from the effective date of the
initial appraisal report at loan closing (150 days for the original appraisal plus 90 days for
the Appraisal Update Report). An original appraisal report can be updated one time with
an Appraisal Update Report. The appraisal may be expired at the time the appraisal
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update is requested. The purpose of an appraisal update request is to determine if the
property has declined in value since the effective date of the original appraisal. An
update is not eligible to support a higher appraised value of the property.

USPAP considers the term “Appraisal Update” as a business term, but regardless of
the nomenclature used, when a client seeks a more current value or analysis of a property
that was the subject of a prior assignment, this is not an extension of that prior
assignment that was already completed; it is simply a new assignment. Refer to USPAP
Advisory Opinion 3 for additional clarification available at
www.appraisalfoundation.org.

USPAP (Advisory Opinion 3) states that there are three ways that the reporting
requirements can be satisfied for this type of assignment:

1. Provide a new report without incorporation of the prior report.
Provide a new report that incorporates by attachment specified
information/analysis from the prior report.

3. Provide a new report that incorporates by reference specified information/analysis
from the prior report.

The appraiser may use a pre-printed form or a narrative report to provide the

appraisal update, but whichever reporting format is used, it must be in compliance with
USPAP.

Fannie Mae Form 1004D/Freddie Mac Form 442, “Appraisal Update and/or
Completion Report” may be utilized by the lender to report the completion of a repair
and/or satisfaction of requirements and conditions noted in the original appraisal report.

Property flipping. It remains the lenders responsibility to ensure any recently sold
property’s value is strongly supported when a significant increase between sales occur.
The lender must perform a thorough review of the appraisal report to validate and support
the property’s value and protect the applicants from possible predatory real estate
lending.

C. Agency Review.

The Agency will review appraisals for all guarantee loan requests by completing
Form RD 1922-15, “Administrative Appraisal Review.” 1f the Agency reviewer detects
concerns, the appraisal will be referred to a Regional Agency Appraiser for a technical
desk or technical field review. Should the Agency licensed appraisers determine the
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appraisal is not adequate, the lender will be informed of corrections needed prior to
issuance of the conditional commitment for loan guarantee. The lender will be required
to correct or complete any appraisal returned by the Agency for corrective action. The
lender is responsible to communicate and initiate corrective action with the appraiser.
The corrected appraisal will be subject to the same review process described in this
section. The Agency retains the right to determine an appraiser is ineligible based upon
their failure to comply with requirements of this section. The Agency will notify the
lender when appraisals completed by ineligible appraisers will no longer be accepted for
the SFHGLP.

D. State Director Responsibilities.

The State Director will designate or delegate authority to the Housing Program
Director or other qualified personnel to conduct administrative appraisal reviews.
Technical appraisal reviews must be completed by an Agency certified or licensed
appraiser and need only be licensed or certified in one State or territory to perform real
estate appraisal duties as Federal employees in all states and territories. Review
appraisers must have recent, documented appraisal experience or other factors which
clearly establish their qualifications as a reviewer.

State Directors will determine and establish the training needs for Rural Development
staff completing appraisal reviews. The State Director will also assure that an adequate
amount of reviews are being completed.

E. Types of Agency Reviews.

There are three types of reviews for appraisals; "Administrative," "Technical Desk"
and "Technical Field." An administrative review will be completed for all transactions
involving the submittal of an appraisal report. A sufficient number of technical desk and
technical field reviews will be completed to ensure the Agency is getting quality
appraisals for the Guaranteed Loan Program. An explanation of the review types are as
follows:

1. Administrative Reviews

Administrative reviews are performed by the Agency loan approval official or
qualified designee on all appraisals prior to issuance of the Conditional Commitment.
This review determines if there are inconsistencies in the appraisal report that may have
to be addressed, or if a technical review should be completed by the Agency staff
appraiser prior to issuance of the Loan Note Guarantee. Indicators that a technical
review may be required will be documented on Form RD 1922-15.

12-9

(03-09-16) SPECIAL PN
Revised (10-04-19) PN 529



HB-1-3555

e Administrative reviews are completed by the Agency on Form RD 1922-15. This
form will be signed, dated, and retained in the Agency file for scanning. This
review should be completed prior to issuance of the Conditional Commitment;

e If'there is a deficiency with an appraisal, the loan approval official should
communicate the deficiency to the lender. These deficiencies should include
items that affect loan security, value conclusions, or unacceptable property
conditions.

2. Technical Desk Reviews

A technical review is performed to determine whether the appraisal was complete,
was clearly reasoned, and had adequate support for the conclusion of value. Technical
reviews are performed by the Agency Appraiser. Technical reviews completed by
Agency appraisers must follow current USPAP.

e Technical desk reviews may be documented in any format that complies with
USPAP and is acceptable for use by RD. Technical reviews should be selected in
a random method. The percent of files randomly selected will be set by the
direction of the SFHGLD. Field offices will be advised of these schedules and
any changes.

The State Director will coordinate with Program Support Staff (PSS) in National
Headquarters to establish internal management controls and systems to document and
substantiate residential appraisal compliance activities, which will be evaluated during
State Internal Reviews, Single Family Housing program reviews, or Management Control
Reviews. Technical desk review of appraisals received by the agency provide a method
of internal control by the appraisal review staff and ensure that appraisals received by the
agency are in compliance with USPAP and Agency regulations. State Directors will
support completion of technical desk reviews in coordination with PSS to achieve the
appraisal quality control requirements of the agency.

A technical review may also be requested by Field staff when problems are detected
on the administrative review that cannot or will not be addressed by the submitting lender
or original appraiser. These problems must be significant and result in an appraisal
which does not support the value conclusion. Field staff will document the nature of
their concerns on Form RD 1922-15. The Field staff will then forward the appraisal to
the regional agency appraisal review staff or other reviewers for a technical and/or field
review prior to approval of the loan.

3. Technical Field Reviews
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Field reviews will involve on-site visits to the subject property and the comparable
properties used in the report. Field reviews are completed by State Appraisal staff on a
random, spot-check basis to determine if the appraiser has followed accepted appraisal
techniques and arrived at a logical conclusion.

e USPAP Standard 3 Review is used for technical field reviews. The reviewer may
use any reporting format that complies with USPAP and is acceptable for use by
RD. The State Director and the appraisal review staff are responsible for the
administration of residential appraisal compliance and training within the
geographic jurisdiction of the State Office. Appropriate actions will be initiated
by the State Director and appraisal review staff to ensure compliance with
USPAP and National Office policies governing the residential appraisal process.

F. Appraisals in Remote Rural Areas, on Tribal Lands, or in Areas Lacking
Market Activity.

In remote, rural areas, on Tribal lands, or areas with a lack of market activity, as
identified by the State Director, it may be difficult to obtain adequate comparable sales to
appraise a property. When the sales comparison approach cannot be developed for a
credible opinion or conclusions regarding value, the lender’s appraiser may use other
methods in compliance with the Uniform Standards of Professional Appraisal Practice
(USPAP) and perform an appraisal without completing the sales comparison approach to
value. Appraisers must explain the exclusion of the sales comparison approach to value
and document their efforts to obtain comparable market data along with an explanation
for any sales data not used. The primary method that the appraiser is relying on should
be summarized to the extent that the user or a review appraiser can understand the
reasoning and support of the valuation and conclusions.

Remote rural areas are identified by the State Director and are defined as areas with
all of the following characteristics:

e Scattered population;

e Low density of residences;

e Lack of basic shopping facilities;

e Lack of community and public services and facilities; and

e Lack of comparable sales data.
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12.6

If the appraiser is using the cost approach, external depreciation based on the
remoteness of the site must not be considered; however, factors that impact the site such
as immediate proximity to a feedlot, factory, or other similar considerations should be
included. If the appraiser is using the income approach, they must explain why the
income and expenses used are comparable to the subject property. When a market is
established in these areas, the Agency will again require the sales comparison approach
to be used.

WATER AND WASTEWATER DISPOSAL SYSTEMS [7 CFR 3555.201]

The site must have acceptable water and wastewater disposal systems to ensure the
property is decent, safe, sanitary, and meets community standards. Public water and
wastewater disposal systems are presumed to meet state and local requirements with no
additional documentation or inspections. Private well and wastewater systems that meet
the requirements in HUD Handbook 4000.1 or meet the requirements of local and/or state
health authority do not require additional inspections other than water purity tests as
discussed in this section. Evidence will be retained in the lender’s permanent loan file.

A. Water

Water systems, for existing or new construction, that require continuous or repetitive
treatment to be safe bacterially or chemically may be used if the individual water system,
with purification, meets the requirements of the state department of health or other
comparable reviewing and regulatory authority.

1. Individual Privately Owned

e Individual water systems are owned and maintained by the homeowner and
subject to compliance with all requirements of the local and/or State Health
Authority codes. Water quality tests are required as follows:

o The water quality of the well must meet the requirements of the state or local
authority. If the state or local authority does not have specific requirements,
the maximum contaminant levels established by the Environmental Protection
Agency (EPA) will apply.

o The local health authority or a state certified laboratory must perform a water
quality analysis. The Safe Water Drinking Act does not apply to private
wells. Contact the Environmental Protection Agency (EPA) at (800) 426-
4791 for referral to certified labs and other inquiries.
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o The water analysis report must be no greater than 150 days old at loan
closing. If the Agency is aware of any recent environmental impacts that may
render the previous analysis invalid (for example — chemical spills, natural
disasters, etc.) a new report may be required.

e The well location for individual water supply systems must be measured to
establish the distance from the septic system. The separation distance between
the well and septic systems must meet the SF Handbook (HUD Handbook
4000.1) or be found acceptable by the Local and/or State Health Authority.

e Individual water systems/wells should be located on the subject property site. If
located on an adjacent property, evidence of water rights and recorded
maintenance agreement must be retained in the lender’s permanent loan file as
acceptance of the well as the primary source of water.

2. Individual Privately Owned Shared

If the property is served by a shared well or off-site facility, the lender must ensure
the private system will provide a continuous and adequate supply of safe and potable
water. The following requirements must also be met:

e The well serves properties that cannot feasibly be connected to an acceptable
public or community water supply system. It is the lender’s responsibility to
make this determination.

e A shared well must have a valve on each dwelling.

e The water supply is adequate for all families served. A shared well must service
no more than four living units or properties.

e The water quality of the well must meet the requirements of the state or local
authority. If the state or local authority does not have specific requirements, the
maximum contaminant levels established by the Environmental Protection
Agency (EPA) will apply.

e The well must have an agreement that meets the following requirements:
o Is binding upon all signatory parties and their successors in title;

o Isrecorded or will be recorded no later than the closing date; and
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o Makes provisions for maintenance and repair of the system and the sharing of
costs to do so. These provisions must include a permanent easement that
allows access for maintenance and repair.

3. Community Owned

If the property is served by a community water system operated by a private
corporation or nonprofit property owner’s association, the lender must ensure the
following conditions are met:

e The system and the water supply meet all applicable federal, state and local
requirements.

e The system has the capacity to provide a sufficient water supply during periods of
peak demand.

e The system is operated under a legally binding agreement that allows interested
third parties to enforce the obligation of the operator to provide satisfactory
service.

4. Required Inspections and Documentation

The lender must obtain documentation the water quality meets state and local
standards as discussed in this section. Lenders will retain all documentation in their
permanent loan file. Inspection and documentation requirements are discussed later in
this chapter.
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B. Wastewater
1. Individual Privately Owned

Individual sewage systems may be acceptable when the cost to connect to a public or
community sewage system is not reasonable as defined by the lender. The lender is
required to obtain a septic evaluation. A FHA roster appraiser who certifies the property
meets required HUD’s Single-Family Housing Policy Handbook, a government health
authority, a licensed septic system professional, or a qualified home inspector may
perform the septic evaluation. The inspector may require additional inspections as a
result of the inspection. The septic system must be free of observable evidence of failure.
Existing dwellings appraised by a HUD roster appraiser, who has indicated the dwelling
meets the required HUD handbook policy does not require further septic certification.

If the property is served by an individual sewage disposal system, the lender must
ensure the system:

e Meets any applicable requirements of the state or local health authority with
jurisdiction;

e Islocated entirely on the subject property. If any part of the system is located on
an adjacent property (for example leach lines), evidence such as a perpetual
encroachment easement must be recorded to establish the rights of the property
owner’s permitted use; and

e Is operating properly and has the capacity to dispose of all domestic wastes in a
manner that will not create a nuisance or endanger public health.

2. Community Owned

If the property is served by a community wastewater system operated by a private
corporation or nonprofit property owner’s association, the lender must ensure that the
system:

e Meets any applicable requirements of the state or local health authority with
jurisdiction;

e s licensed, operating properly and has the capacity to dispose of all domestic
wastes in a manner that will not create a nuisance or endanger public health; and
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12.7

e Is subject to a legally binding agreement that allows interested third parties to
enforce the obligation of the operator to provide satisfactory service.

3. Required Inspections and Documentation

The lender must obtain documentation the wastewater system meets state and/or local
standards. Lenders will retain all documentation in their permanent loan file. Inspection
and documentation requirements are discussed later in this chapter.

STREET ACCESS AND ROAD MAINTENANCE [7 CFR 3555.201]
A. Access

The site must be contiguous to, and have direct access from, a public or private street,
road, or driveway. Private roads or streets are acceptable provided each property has
vehicular or pedestrian access. Private roads or streets must be protected by permanent
recorded easement (non-exclusive and non-revocable easement without trespass from the
property to a public street) or the street must be maintained by a homeowner’s
association. (HOA). Shared driveways must also meet these requirements requiring a
permanent recorded easement for ingress and egress. This agreement must be binding to
successors and title. A copy of a title report, retained in the lender’s mortgage file, may
be used to evidence the easement. Private streets must have a permanently recorded
easement or be owned and maintained by a Home Owners Association (HOA). All
evidence of recorded easements or maintenance agreements must be reviewed and
approved by the approved lender’s underwriter and documented in the lender’s
permanent loan file.

B. Maintenance

Streets and roads must be hard surfaced or all-weather surfaced. An all-weather
surface is a road surface over which emergency and the area’s typical passenger vehicles
can pass at all times. A publicly maintained road is automatically assumed to meet this
requirement. If a HOA is responsible for maintaining streets and roads, it must meet the
criteria set forth by Fannie Mae, Freddie Mac, the U.S. Department of Housing and
Urban Development (HUD), or U.S. Department of Veterans Affairs (VA).
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SECTION 3: DWELLING REQUIREMENTS
[7 CFR 3555.202]

12.8 MODEST HOUSING

There are no maximum mortgage limits for property financed under the SFHGLP.
Modest housing is defined as a new or existing dwelling that a low- or moderate-income
borrower can afford based on their repayment ability. The property must not be primarily
designed for income producing activity.

12.9 EXISTING AND NEW DWELLINGS
A. Existing Dwellings [7 CFR 3555.202(b)]

The objective of the SFHGLP is to assist eligible rural households in obtaining an
adequate, safe, and sanitary single-family home. Information regarding financing
existing manufactured and modular homes may be found in Chapter 13 of this Handbook.

An existing dwelling may be attached, detached or semi-detached dwellings and must
be inspected to determine that the dwelling meets the current minimum property
requirements of:

o Single Family Housing Policy Handbook (SF Handbook; HUD Handbook
4000.1) or as superseded by HUD.

An existing dwelling has been completed for more than 12 months or has been
completed less than 12 months but has been previously occupied.

Required repairs under the noted handbooks are limited to those repairs necessary to
preserve the continued marketability of the property and to protect the health and safety
of the occupants. Applicants are encouraged to obtain a detailed home inspection of the
property independent of the inspection noted above.

As stated in SF Handbook (HUD Handbook 4000.1), the responsibility for enforcing
code rests with the local municipalities. All repair items required by the appraiser or
underwriter must be inspected and the clearance documented and retained in the lender’s
permanent loan file.
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Licensed or certified appraisers who are on the Federal Housing Administration
(FHA) roster of approved appraisers can certify the HUD Handbook standards have been
met. Licensed or certified appraisers who are not FHA roster appraisers may also certify
the HUD Handbook standards have been met if the lender determines the non-FHA roster
appraiser is thoroughly familiar with the SF' Handbook (HUD Handbook 4000.1.)
Appraisers who are not thoroughly familiar with the HUD Handbook standards should
not certify that a property meets those standards. Doing so would constitute a
misrepresentation. If the licensed or certified appraiser is not an FHA roster appraiser or
familiar with the HUD Handbook standards, the lender should obtain a home inspection
report provided by a home inspector deemed qualified by the lender. Lenders are
responsible to determine if any repairs will be required to meet HUD Handbook
standards. Lenders are reminded they are responsible for the acts of their agents,
including appraisers.

e HUD Handbooks and forms can be downloaded over the internet at
https://allregs.com/login/login.aspx or obtained by calling 1-800-848-4904.

e FHA roster appraisers can be identified at https://entp.hud.gov/idapp/html/apprlook.cfm

The appraiser may certify the requirements of the SF' Handbook (HUD Handbook
4000.1 (also known as “HUD Handbook”) have been met on page three of the appraisal
form in the “comment” section or in an addendum to the appraisal.

Termite/pest inspections are not required unless the lender, appraiser, inspector or
State law requires the inspection to confirm the property is free of active infestation.

An inspection to confirm thermal standards is not required for existing dwellings.
The Agency may approve dwellings with in-ground swimming pools.

A property which an FHA roster appraiser indicates is in average or good condition
may be considered in good repair, though repairs may still be required by the lender.
Regardless of whether the appraisal is performed by an FHA roster appraiser or not, the
appraiser must report all readily observable property deficiencies as well as any adverse
conditions discovered performing the research involved in completing the appraisal.
When lending to low- and moderate-income borrowers under the SFHGLP, lenders are
expected to use professional judgment and rely upon prudent underwriting practices in
determining when a property condition requires additional inspections or repairs.
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Conditions that would warrant additional repairs include those that pose a threat to
the safety of the occupants, jeopardize the soundness and structural integrity of the
property, or adversely affect the likelihood of a low- or moderate-income borrower from
becoming a successful homeowner.

B. New Dwellings [7 CFR 3555.202(a)]

New dwellings must be designed and constructed in accordance with certified plans
and specifications. Certifications may be accepted from individuals or organizations
trained and experienced in the compliance, interpretation, or enforcement of the
applicable development standards for drawings and specifications. Information regarding
financing new manufactured and modular homes may be found in Chapter 13 of this
Handbook.

New Construction Certified Plans and Specifications

The lender’s file must contain evidence the plans and specifications comply with all
development standards™® applicable to the new construction. Acceptable evidence includes:

1. Copy of the certification from a qualified individual or organization that the reviewed
documents comply with applicable development standards. Form RD 1924-25 is an
acceptable format but may not be required by the Agency for guaranteed loans.

-OR-

2. Certificate of Occupancy issued by a local jurisdiction.
-OR-

3. Building Permit (or equivalent) issued by local jurisdiction.

The lender may accept certifications from individuals or organizations trained and
experienced in the compliance, interpretation or enforcement of the applicable development
standards* for drawings and specifications. Plan certifiers may be any of the following:

(1) Licensed architects;

(2) Professional engineers;

(3) Plan reviewers certified by a national model code organization;

(4) Local building officials authorized to review and approve building plans and
specifications; or

(5) National codes organizations.

* Applicable development standards. The current International Code Council (ICC)
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standards or current state adopted ICC code(s) for residential construction.

Evidence of construction inspections.

The lender’s file must contain copies of the documents described in one of the following
three options:

1. Certificate of Occupancy issued by a local jurisdiction that performs at least 3
construction phase inspections, including inspections noted in option 2 below and a
1-year builder warranty plan acceptable to Rural Development.

-OR-

2. Three construction inspections performed when:

Footings and foundation are ready to be poured and prior to back-filling;

Shell is complete, but plumbing, electrical and mechanical work is still exposed
(this is not applicable to new manufactured homes);

Final inspection of completed work prior to occupancy;

A 1-year builder warranty plan acceptable to Rural Development. Builders may
utilize their own warranty form, HUD-92544 or Form RD 1924-19. Applicants
who build their own homes cannot provide a self-warranty.

New manufactured home construction only requires footing and final inspections.

-OR-

3. Final inspection and a 10-year insured builder warranty.

Evidence of thermal standards for new construction.

The lender’s file must contain evidence thermal standards meet or exceed the
International Energy Conservation Code (IECC) in effect at the time of construction.
Evidence of thermal standards are typically included in the plans and specs to which the
dwelling is built. The final inspection or Certificate of Occupancy issued by a local
jurisdiction meets this requirement. Otherwise, documentation of conformance may be by
one of the following options:

1. The builder may certify confirmation with the IECC standards.

2. A qualified, registered architect or a qualified, registered engineer may certify
confirmation with IECC standards.
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In general, the lender has primary responsibility for all loan origination activities. The
Agency has primary responsibility to review lenders’ actions and monitor participants’
compliance with program requirements. The Agency will not require the lender to
routinely submit documentation maintained in the lender’s file regarding new construction
that is not required to be submitted under program guidelines, such as:

e Copies of plans, drawings, and specifications;

e Certifications regarding the plans, drawings, and specifications (although lenders
may voluntarily elect to use Form RD 1924-25, this form is not a required form for
the SFHGLP. The certification may be on the plans and drawings, a separate form,
or on any document that conveys the necessary information);

¢ Building permits;

e (Copies of new construction inspections;
e Occupancy certificates; and

e (Copies of construction warranties.

The Agency has the option to request any of these documents in appropriate situations
such as:

e The Agency is performing a processing review of a newly approved lender;

e The Agency is performing a periodic review of the lender’s compliance with
program regulations;

e The Agency believes the lender is not fulfilling the obligations of the Lender
Agreement and/or program guidelines; or

e The Agency is reviewing a loss claim.

New home purchase transactions that cannot meet the minimum required plan
certification, inspections and warranty document requirements outlined in this paragraph
are limited to a 90 percent loan to value (LTV). The lender may loan the one-time upfront
guarantee fee in addition to the limiting 90 percent LTV.
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C. Repair Escrows for Existing and New Dwellings, Post Issuance of the Loan Note
Guarantee |7 CFR 3555.202(c¢)]

Repair escrows, post issuance of the Loan Note Guarantee, are acceptable provided
the home is habitable, as determined by the lender. All items of new construction or
repairs must be 100 percent (100%) complete in accordance with plans and specifications
except for minor items not affecting the livability of the structure or that cannot be
completed due to weather conditions. This section does not apply to the Single Close
Combination Construction to Permanent Loans or Rehabilitation or Repair Loans. The
lender assumes responsibility for completion of repairs in accordance with the conditions
set forth in this Section for any repair escrow established.

Repair items will be required to be completed within 180 days of loan closing. This
period may be extended, at the discretion of the Agency, for homes that need exterior
repairs but are in an area experiencing inclement weather conditions. The maximum
exterior repair escrow period when an extension is granted is limited to 240 days.
Extensions may be granted beyond 180 days for exterior escrows only.

The Agency may issue a Loan Note Guarantee prior to the completion of interior or
exterior repairs provided all the following conditions are met:

e The incomplete work does not affect the livability of the dwelling, nor the health
or safety of the occupants;

e A signed contract between the borrower and the contractor is in effect for the
proposed work;

e The funds to be escrowed are not less than 100 percent of the repair cost contract.
The loan underwriter may determine the escrow amount, which could exceed the
repair cost;

e The Closing Disclosure 1 reflects the holdback;

e The development will be complete within 180 days of closing, unless an
extension is granted by the Agency for inclement weather conditions; and

e The escrow account is established in a federally supervised financial institution.

e An inspection report certifying the defect/repair has been properly repaired.
Certification of completion is required to verify the work was completed and
must:
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o Be completed by the appraiser;

o State that the improvements were completed in accordance with the
requirements and conditions in the original appraisal report;

o Be accompanied by photographs of the completed improvements; and

o The individual performing the final inspection of the property must sign the
completion report.

The lender is responsible for monitoring the completion of the work and the release
of funds to pay for the work. All documentation supporting the development and
confirmation of the completion will be retained in the lender’s permanent mortgage file
and is subject to the certification of Form RD 3555-18/18E. Any funds remaining in the
escrow account upon completion of the work, that are representative of loan funds or a
seller concession as part of the sales contract, will be used to reduce the unpaid principal
balance of the mortgage. Personal funds of the applicant utilized to fund the repair
escrow (excluding loan funds or a seller concession) may be returned to the applicant. A
seller’s personal funds utilized to fund the repair escrow (excluding a seller concession as
part of the sales contract) may be returned to the seller.

Escrow completion for interior or exterior repairs on an existing dwelling — without the
assistance of a contractor

When a borrower will complete the planned interior or exterior development on an
existing dwelling without the services of a contractor, the requirement for an executed
contract noted in this section is waived when these three conditions are met:

e The estimated cost to complete the work is not greater than 10 percent of the total
loan amount; and

e The escrow amount is less than or equal to $10,000; and

e The lender has determined the borrower has the knowledge, skills and time
necessary to complete the work within the maximum 180-day limit.

All remaining requirements as noted at Paragraph 12.9 C are applicable. The lender
is responsible for monitoring the completion of the work and the release of funds for
payment of the work. All documentation supporting the planned development and
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completion will be retained in the lender’s permanent mortgage file and is subject to the
certification of Form RD 3555-18/18E. Funds remaining in the escrow account upon
completion of the work, that are representative of loan funds or a seller concession, as
part of the sales contract, will be used to reduce the unpaid principal balance of the
mortgage. Personal funds of the applicant utilized to fund the repair escrow (excluding
loan funds or a seller concession) may be returned to the applicant. A seller’s personal
funds utilized to fund the repair escrow (excluding a seller concession as part of the sales
contract) may be returned to the seller.

SECTION 4: ENVIRONMENTAL REQUIREMENTS
[7 CFR 3555.5]

12.10 HAZARD IDENTIFICATION
A. Due Diligence

Lenders are required to utilize due diligence with regard to potential environmental
hazards to ensure the property is, safe, sanitary, and has sufficient value to adequately
secure the loan. The property must be free of known hazards that may have adverse
effects on the health and safety of the occupants. The structural soundness of the
dwelling must ensure customary use and enjoyment of the property by the occupants.
While the Agency does not specify how the lender’s due diligence must be conducted,
the level of review must be equivalent to the standards established by Fannie Mae,
Freddie Mac, the Federal Housing Authority (FHA), or the United States Veterans
Administration (VA).

Appraisers play an important role in identifying potential environmental hazards by
notifying the lender of concerns identified during their visit to the property. The
appraiser is required to note readily observable conditions. If the lender knows or is
informed by another party of a potential hazard, the information must be disclosed to the
appraiser. Lenders must follow up on all potential environmental hazards identified by
an appraiser to determine the nature and scope of the problem, and the impact the
problem is likely to have on the property’s value. If potential environmental hazards are
noted, the lender must carefully document the suspected problem and the findings of its
investigation.

If the lender’s investigation reveals an environmental hazard does exist, the lender
must ensure the hazard is mitigated before requesting the loan guarantee.
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B. Flood Hazards

The lender must complete, or arrange for a contractor to complete, FEMA Form 086-
0-32, “Standard Flood Hazard Determination Form (SFHDF)” to determine whether the
dwelling is located in a Special Flood Hazard Area (SFHA) in accordance with the
National Flood Insurance Reform Act of 1994.

Existing dwellings are eligible under the SFHGLP only if flood insurance, through
FEMA'’s National Flood Insurance Program (NFIP), is available for the community and
flood insurance whether NFIP, “write your own,” or private flood insurance, as approved
by the lender, is purchased by the borrower. Lenders are required to accept private flood
insurance policies that meet the requirements of 42 USC 4012a (b)(1)(A). Insurance
must be obtained as a condition of closing and maintained for the life of the loan for
existing residential structures when any portion of the structure is determined to be
located in a SFHA, including decks and carports, etc. However, according to the
Homeowner Flood Insurance Affordability Act (HFTAA) of 2014, flood insurance is not
required for any additional structures that are located on the property but are detached
from the primary residential structure and do not serve as a residence, such as sheds,
garages, or other ancillary structures. Existing dwellings financed through the SFHGLP
are not subject to the requirement within RD Instruction 1970, Subpart F, which requires
a search for practicable off-site alternatives to purchasing an existing dwelling within the
SFHA.

New or proposed construction in an SFHA is ineligible for a loan guarantee unless:

e A final Letter of Map Amendment (LOMA) or final Letter of Map Revision
(LOMR) removes the property for the SFHA is obtained from FEMA; or

e The lender obtains a FEMA National Flood Insurance Program Elevation
Certificate (FEMA Form 086-0-33). The flood elevation certificate must
document that the lowest floor (including the basement) of the residential
building, and all related improvements/equipment essential to the value of the
property, are built at or above the 100-year flood elevation in compliance with
National Flood Insurance Program (NFIP) criteria. The flood elevation certificate
must be prepared by a licensed engineer or surveyor;

e Documentation is included in the file in accordance with RD Instruction 1970
Subpart F, that there is a demonstrated need for the SFHGLP and there are no
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practicable alternatives to new construction within the SFHA that are acceptable
to the applicant(s). Examples include but are not limited to the following: the
entire community is located within the SFHA, there are no comparable homes to
the proposed new dwelling, the existing housing stock is unacceptable to the
applicant, etc.

Note: Part of the site may be located in the SFHA without triggering these
requirements, as long as no part of the dwelling is located in the SFHA. At the lender’s
discretion they may require flood insurance even if the residential building and related
improvements to the property are not located within the SFHA, but the lender has reason
to believe that the building and related improvements to the property may be vulnerable
to damage from flooding.

Flood insurance must cover the lesser of the outstanding principal balance of the loan
or the maximum amount of coverage allowed under FEMA’s National Flood Insurance
Program (NFIP). Unless a higher amount is allowed by state or federal law (which
includes FEMA policies), the maximum deductible clause for a flood insurance policy
should not exceed the greater of $1,000, or one percent of the face amount of the policy,
or the minimum deductible offered by the borrower’s chosen insurance carrier. Existing
dwellings for the SFHGLP are eligible if flood insurance is available.

Existing dwellings and newly constructed dwellings located within the SFHA which
are not served by public sewer systems and have on-site septic or sewage treatment
systems must have a drinking water supply which is protected from cross contamination
from the onsite septic/sewage treatment during flooding. A property serviced by an on-
site septic or sewage treatment system is eligible under this Section, provided one of the
following can be met:

e The property is served by a publicly provided water supply.

e The property is serviced by a private drinking water well/supply with a fitted
sanitary well cap which prevents backflow floodwater from entering the drinking
supply well.

e The property is served by a private drinking water well/supply whose opening is
located above the base flood elevation of the SFHA. Additional documentation,
such as an elevation certificate, will be required to verify this type of property.
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SECTION 5: CONDOMINIUMS
[7 CFR 3555.205]

12.11 CONDOMINIUMS AND PLANNED UNIT DEVELOPMENTS
A. Condominiums

Condominium projects typically consist of multi-unit buildings governed by an HOA.
Each unit is individually owned, and the common areas such as hallways and recreational
facilities are owned by all the unit owners.

Although less common, it is possible for condominium projects to consist of detached
or attached single family dwellings. In these cases, it is the HOA and not the individual
unit owner who is responsible for maintaining the exterior of the dwellings in addition to
the common areas.

HOA dues for dwellings in a condominium project must be included in total debt-to-
income. Units in a condominium project are eligible for a guarantee if the condominium
has been approved or accepted by HUD/FHA, VA, Fannie Mae or Freddie Mac. Lenders
who meet the conditional authority and who have staff with knowledge and expertise in
reviewing and approving condominium projects in accordance with HUD/FHA, VA,
Fannie Mae or Freddie Mac, as applicable, may determine the acceptability of the
condominium project. Lender representation and certification of project approval may be
accepted as long as the lender meets the self-certification criteria set forth by HUD/FHA,
VA, Fannie Mae or Freddie Mac and is done so consistently with standards and
regulations set forth by each entity. By submitting the request for Conditional
Commitment for Loan Note Guarantee, the lender represents the condominium project
meets the requirements set forth by HUD/FHA, VA, Fannie Mae or Freddie Mac.
Lenders must retain evidence they have reviewed condominium documentation that
supports the project’s approval or acceptance by HUD/FHA, VA, Fannie Mae, or Freddie
Mac and that the documentation remains available in the lender file for verification
purposes. When requested, the lender must provide such documentation to Agency staff
for verification of compliance with HUD/FHA, VA, Fannie Mae, or Freddie Mac
regulations.

Applicants remain responsible to obtain individual homeowners’ insurance or flood
insurance as applicable. The lender is responsible for ensuring that the HOA obtains and
maintains adequate flood and hazard insurance for buildings in a condominium project
located within a SFHA. A Condominium Rider must supplement the Mortgage or Deed
of Trust.

12-27

(03-09-16) SPECIAL PN
Revised (10-04-19) PN 529



HB-1-3555

1.

Ineligible Condominiums

Certain types of condominium projects are not eligible under HUD, Fannie Mae,

Freddie Mac, or VA guidelines. They are:

Condominium hotels;
Timeshares;
Houseboat projects;

Multi-dwelling unit condominiums that permit an owner to hold title to more than
one dwelling by a single deed and mortgage;

Any project for which the owner’s association is named a party to current
litigation or for a project that has not been turned over to the association for
which the project sponsor or developer is named a party to current litigation;

Condominiums that represent a legal, but non-conforming use of the land, if
zoning regulations prohibit rebuilding the improvements to current density in the
event of their full or partial destruction;

Investment Securities — A project in which ownership is characterized or
promoted as an investment opportunity; and/or projects that have documents in
file with the Securities and Exchange Commission;

Common interest apartments or community apartment projects — Any project or
building that is owned by several owners as tenants-in-common or by a HOA in
which individuals have an undivided interest in a residential apartment building
and land and have the right of exclusive occupancy of a specific apartment in the
building;

A project with non-incidental business operations owned or operated by the
owners’ association such as, but not limited to, a restaurant, spa, health club, etc.
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2. Site Condominium Eligibility

Project approval may not be required for site condominiums if they meet the
following criteria:

e Single Family totally detached dwelling encumbered by a declaration of
condominium covenant or condominium form of ownership;

e The unit has no shared garage or any other attached buildings (i.e. archways,
breezeways); and

e The condominium unit consists of the entire structure, site and air space and is not
considered to be common areas or limited common areas.

Appraisal data will be collected on Individual Condominium Unit Appraisal Report
(FNMA Form 1073/FHLMC Form 465). A Condominium Rider must supplement the
Mortgage or Deed of Trust. Insurance and maintenance costs will be the responsibility of
the unit owner. Site condominiums that do not meet the criteria must follow Section
12.11.A above for condominium approval.

3. Underwriting with a Condominium Unit:

For all loans secured by a condominium unit, in a condominium project, the lender
must perform an underwriting review of the condominium project to ensure the unit is
approved or accepted by HUD/FHA, VA, Fannie Mae, or Freddie Mac. Participating
lenders may certify to Rural Development that they have reviewed the condominium
documentation that supports project approval or acceptance, and that the condominium is
in compliance with HUD/FHA, VA, Fannie Mae, or Freddie Mac guidelines. The lender
may indicate compliance by stating the project classification on the Uniform
Underwriting and Transmittal Summary (FNMA Form 1008, FHLMC Form 1077). The
lender may utilize Rural Development’s Attachment 12-B to this Chapter, “Rural
Development Condominium Certification.” Use of the Condominium Certification Form
is optional. Those lenders who utilize the Agency’s automated underwriting system,
GUS and receive an “Accept” underwriting recommendation may be requested to present
documentation confirming the condominium unit meets the eligibility criteria of this
section.

Lenders may refer to HUD/FHA, VA, Fannie Mae or Freddie Mac for additional
guidance in performing their underwriting review of the condominium project. Aside
from the lender certification to Rural Development, all condominium documentation
should remain in the lender’s permanent loan file and should be available upon request.
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Full documentation will be requested if the lender fails to certify the condominium unit
meets the requirements of HUD/FHA, VA, Fannie Mae or Freddie Mac project approval
or acceptance.

When there is an indication that a condominium unit or project does not meet the
requirements of HUD/FHA, VA, Fannie Mae or Freddie Mac, the Agency will request
additional documentation from the lender. If the condominium unit or project does not
meet the stated requirements as certified or warranted by the lender, the Agency may
refuse to issue a conditional commitment or loan note guarantee.

B. Planned Unit Developments [7 CFR 3555.207]

A planned unit development (PUD) is a project or subdivision that includes common
property that is owned and maintained by a home owner’s association (HOA) for the
benefit of use by the individual PUD unit owners. A PUD can consist of condominiums,
townhomes or detached single family homes that are served by a HOA.

HOA dues for dwellings in a PUD must be included in total debt-to-income
calculations.

The mortgage industry, including other Government housing programs like FHA,
now recognize that PUD dwellings do not pose any more risk than single family
dwellings not part of a PUD. Loans may be guaranteed for PUD single family dwellings
the same as for single family dwellings not in a PUD.

SECTION 6: COMBINATION CONSTRUCTION TO PERMANENT LOANS
[7 CFR 3555.105]

A combination construction to permanent loan, also known as a “single-close loan,”
can be offered to eligible applicants by approved lenders with appropriate construction
lending experience and adequate controls for interim construction cost disbursements.
The criteria for this type of loan are described in the following sections below.

12.12 SINGLE-CLOSE FEATURES

A single-close loan combines the features of a construction loan, which is a short-
term interim loan for financing the cost of construction, and the traditional long-term
permanent residential mortgage. The approved lender makes the loan to an eligible
applicant. Since there is only one closing, which can save considerable closing costs, for
upfront guarantee purposes, this type of loan is considered a purchase transaction by the
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Agency, however the lender should identify and code the loan as “construction only” in
GUS/GLS. Closing occurs prior to the start of construction. At closing funds are
disbursed to cover the cost of land and applicable closing costs subject to the maximum
loan to value. The lender will be responsible for managing the disbursement of the loan
proceeds to the builder or contractor for the balance of mortgage proceeds, known as the
“lenders construction holdback,” as construction progresses. The lender must obtain
written approval from the borrower prior to each draw payment.

The permanent mortgage loan interest rate, which is used for underwriting, is
established at closing.

The Loan Note Guarantee may be issued once the interim construction loan is closed
without waiting for completion of the subject property. An optional checklist,
Attachment 12-C of this Chapter, has been developed to assist lenders with their project
review.

12.13 LENDER REQUIREMENTS

Approved lenders will be responsible for monitoring construction of the subject
property, overseeing disbursement of mortgage proceeds, and obtaining documentation
that confirms the construction of the subject property is complete. The lender must meet
the following conditions to offer this loan feature:

e Lenders will ensure the utilization of a fixed price construction contract;

e Provide a fully executed Form RD 3555-16 lender agreement and self-certify that
they have staff with two or more years’ experience making and administering
construction loans or employ a construction loan management company with two
or more years of experience as their agent. Lenders will ensure the builder’s
experience is relevant to the type of loan. Repair and renovation experience will
not substitute for experience making and administrating new construction loans;

e Conduct investigations and obtain documentation to confirm the eligibility of
construction contractors/builders, and their construction loan management
company if they contract one;

e Approve construction contractors, construction loan management companies, or
builders upon submittal and review of evidence the contractor/builder meets
requirements set forth in Paragraph 12.14 of this Chapter;

e Agree to retain evidence of contractor/builder/construction loan management
company approval for future review by the Agency;
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e For loans closed prior to commencement of construction:

o Loans securitized individually may disburse proceeds for the cost of the land,
or the balance owed on the land, and Agency allowed closing costs. Any
balance of the mortgage proceeds, including the “custodial reserve account,”
must be placed into a reserve account.

o Lenders utilizing a warehouse line of credit will not be required to disburse all
funds at closing nor required to reserve all funds prior to the commencement
of construction.

e Approve and disburse mortgage proceeds in accordance with the construction
loan agreement, with prior written approval by the borrower and confirmation of
work completion prior to disbursement. The lender must maintain a draw and
disbursement ledger for each single close loan.

The lender is representing they meet the criteria of this paragraph when requesting a
commitment for loan note guarantee.

12.14 CONSTRUCTION CONTRACTOR-BUILDER REQUIREMENTS

A key to the success of the loan feature will be the financial stability and reputation
of the builder constructing the home. The approved lender and their agent, if any, will be
responsible for approving participating builders. Each builder seeking to participate will
be subjected to a process that involves license verification, insurance validation, credit
examination, reference verification and a criminal background check. Minimum credit
examination will include obtaining a commercial credit report on the business. Owner-
builders are ineligible for this loan feature. Lenders are required to document their
determination for eligibility of the builder to participate in the Rural Development
mortgage transaction as further described in Handbook Chapter 15.

Construction contractors or builders of homes financed with the single close loan
must have:

e Two or more years of experience building and constructing all aspects of single-
family dwellings similar to the type of project being proposed;

e [Evidence of a state-issued construction or contractor license, as required by state
law or local law;

e Evidence of commercial general liability insurance with a minimum coverage of
$500,000;
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e The builder/contractor must have an acceptable credit history being free of open
judgments, collections or liens related to previous construction projects. The
builder/contractor must not have a previous felony criminal record. A
background check will be performed by the approved lender. This information
may be obtained by such means as an individual credit report, business report,
information published by the Securities and Exchange Commission (SEC), State
Corporation Commission (SCC), LexisNexis, or Dun and Bradstreet; and

e Contractors or builders who are constructing their own residence are ineligible.

The lender is representing the builder meets the criteria of this paragraph when
requesting a commitment for loan note guarantee.

12.15 ELIGIBLE LOAN COSTS

The loan will be used to finance the construction of a new single-family housing
residence, which can include modular and manufactured home construction.

Condominiums, including detached condominiums and site condominiums, are ineligible
for this type of loan feature.

Any item included in the cost to construct the home must be commonly and
customarily included in the cost to construct other homes in the area where the subject
property is located. A contingency reserve to cover eligible expenses associated with
unplanned problems with construction or change orders may be utilized. If used, the
reserve is limited to 10% of the cost of construction (including labor, materials and soft
costs). Reserve funds must be deposited into the construction reserve account. The cost
to construct must not include items such as furniture, electronic and home entertainment
equipment or other personal items.

Loan costs which may be included in the loan amount are subject to the maximum
loan to value and will be reasonable and customary construction costs such as:
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Land

e Acquisition cost of the land;

e Payoff the balance of land to be utilized in the construction of the dwelling.
Construction Hard Costs

e (Costs inside the contract to be detailed on the construction budget agreed upon by
the builder and borrower; and

e Costs outside of the contract, paid to subcontractors, for contributive work such as
well and septic installation, roads/driveways, utility hookups, landscaping, etc.

Construction Soft Costs
e Appraisal fees
e Inspection fees
e Survey
e Permits
e Plan review fees
e Architecture or design fees
e Engineering fees
e Title updates
e Lender construction administration fees
e Contingency reserve

e Interest reserve including interim interest as accrued, during the construction
period, on a warehouse line of credit up to 12 months

e Principal, interest, taxes, and insurance (PITI) payment reserve up to 12 months
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e Project review fees
e Builder acceptance or review fees
e Tax and insurance reserve

Other reasonable and customary closing costs are allowable as defined in Chapter 6
of this Handbook, as long as the costs do not exceed the maximum loan to value
described in Chapter 7.

12.16 PLAN AND THERMAL CERTIFICATION

Certification of plans and confirmation of thermal requirements are required in
accordance with Paragraph 12.9.B of this Chapter.

12.17 APPRAISALS

The fair market value, as determined by a licensed or certified appraiser in
accordance with regulation 3555.107(d), of the proposed (to-be constructed) subject
property will be utilized to establish the maximum loan amount. Land value is based on
the value as reported in the Appraisal Report, with no seasoning requirement.

12.18 BUILDER WARRANTY

A builder’s warranty will be provided the borrower in accordance with Paragraph
12.9.B of this Chapter.

12.19 LOAN APPROVAL PROCESS

Issuance of a Conditional Commitment will be in accordance with Chapter 15 of this
Handbook. The approved lender must submit the construction contract executed by the
applicant and builder with each single-close request.

12.20 LOAN CLOSING

Standard industry closing documents are utilized when closing a single-close loan.
The lender is responsible for ensuring all applicable security documents, including a
valid and enforceable Note, are complete at loan closing. The lender is responsible for
any state specific construction related requirements that may influence the validity of the
first lien or the construction disbursement process. The date of closing will be the date
the interim construction loan is closed. These construction documents may be in any
form acceptable to the lender.
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At closing, the term of the loan is for thirty years. During construction, interest on
the construction loan is payable monthly either directly from the borrower or indirectly
drawn from an established reserve account. If the lender elects to not establish a reserve
account and the borrower will pay these expenses directly, clear documentation that they
possess the ability to do so must be demonstrated in the application package. The interest
rate during the construction period must be a fixed rate. Adjustable interest rates during
construction are not allowed.

Warehouse line of credit lenders may opt for dual loan disclosures to the borrower
disclosing the terms of the interim construction period and a separate disclosure
for the terms of the permanent loan, or they may choose a single disclosure
method that blends the terms of the construction portion and the permanent loan.
Lenders may establish an interest only or PITI reserve account. If the lender
elects not to collect a PITI reserve account to make the regularly scheduled PITI
payment during the construction period, only interest payments on the advanced
construction loan balance will be due and paid during the construction phase.
Once construction has been completed, excess funds from the contingency reserve
account, if any, will be applied as principal curtailment. The loan may be
reamortized to achieve full repayment for the remainder of the loan term. When a
loan is reamortized via a modification, the lender can also reduce the permanent
interest rate. In such cases, the lender must provide an executed loan
reamortization agreement (modification agreement) to confirm the existence of
the permanent loan and the corresponding amortizing interest rate on the
mortgage loan. Amortization must begin no later than the first of the month 60
days from the final inspection.

Lenders who securitize the loan immediately after loan closing may elect to
establish a reserve account for the borrower’s regularly scheduled PITI payment
from the original loan closing. The established PITI reserve account will then be
utilized to make the monthly loan payments on the amortized loan during the
construction period. This alleviates the requirement for a loan modification or
reamortization at the end of the construction period and allows the lender to
securitize the loan prior to the completion of construction. Once construction has
been completed, excess funds from the contingency reserve account, if any, will
be applied as principal curtailment.

Annual guaranteed fees will begin to accrue upon loan closing and will be due and
payable each year upon the anniversary of the initial loan closing.
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The approved lender monitoring the construction of the subject dwelling should
retain a certification stating the dwelling has been completed properly and can be
occupied by the borrower, construction phase inspections have been made and the
required warranty coverage has been obtained. The lender should obtain the appraisers
final inspection, a certificate of occupancy, and a final endorsement to the title policy
clear of all liens. The lender will also retain evidence, in the permanent work file, that
any remaining reserve account funds have been applied as a principal curtailment once
construction is complete. Attachment 12-D of this Chapter is an example of a lender
certification.

Select Lender Origination to view the document regarding Identification of
Electronic Delivery.

The Agency will receive the documents from lenders and will image them
permanently into the Agency’s imaging repository as a miscellaneous document. Refer
to Chapter 2 of this Handbook for further guidance regarding imaging documents.

12.21 AGE OF DOCUMENTS

Credit and verification documents must be dated within 120 days of the original
closing date to be valid. If the documentation exceeds the condition time frame, the
lender must obtain updated credit and/or appraisal documents and re-qualify the borrower
before the loan note guarantee can be requested and/or issued.

12.22 ISSUANCE OF THE LOAN NOTE GUARANTEE

The loan guarantee may be issued by Rural Development prior to the construction of
the home being complete. The loan guarantee will be for the full amount of the loan
closed. The guarantee fee structure for a single-close loan will be equal to a purchase
transaction. Prior to requesting the guarantee, the lender is responsible for ensuring that
the loan is properly closed, closing conditions are met and the guarantee fee is collected.
Loan closing instructions in accordance with Chapter 16 of this Handbook are applicable.

12.23 CONSTRUCTION DRAWS

Draws and disbursements will be managed by the approved lender. The lender is
required to maintain a draw and disbursement ledger for any loan guarantee request. The
borrower and lender will be jointly responsible for approving disbursements to the
builder during the construction phase. Total disbursements should not exceed the value
of the realized material cost and the percentage of work in place. When funds are
disbursed, the lender is warranting to Rural Development the work was done as specified.
The lender will maintain documentation in their file evidencing the work was completed
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for the draw which was disbursed. At a minimum, documentation should include
evidence of a third-party inspection, signed conditional lien waiver from the
contractor/builder, and a title insurance endorsement for each draw.

12.24 CHANGE ORDERS

Lenders will approve any change orders during construction. The borrower(s) will be
responsible for any costs related to change orders that exceed available funds in the
contingency reserve account, or for ineligible loan purposes that occur post loan closing.
Proposed changes, during the course of construction, should not affect the scope of the
project and/or affect the appraised value.

12.25 CASH BACK TO BORROWER

The borrower is not to receive funds after closing. Lenders must apply any excess
funds from the construction proceeds to reduce the principal balance of the permanent
loan. In the event funds remain after closing from unused prepaid expenses including,
but not limited to per diem interest to the end of the month on the new loan, hazard
insurance premium deposits, and/or real estate tax deposits needed to establish the
escrow accounts, the borrower may receive cash back if the borrower paid these items
from their personal funds and they do not represent loan funds.

12.26 MORTGAGE FILE DOCUMENTATION

The lender’s permanent mortgage file must contain the following information to
support the single close transaction, in addition to documentation outlined in this
Handbook:

e Sufficient documentation to validate the actual cost to construct the subject home.
(For example, purchase contracts with the builder, Construction Loan Agreement,
plans and specifications, receipts, invoices, lien waivers, etc.);

e All closing disclosures and closing documents executed by all parties to the
transaction and evidencing all costs to the homebuyer and property seller at the
time of loan closing;

e A final title insurance policy endorsement ensuring the lender remains in a first
lien position and that no junior liens exist against the property;

e All canceled checks, paid receipts, draw requests, lien waivers, change orders,
title endorsements, etc. for all property-related requirements for new construction;
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e The appraiser’s certificate of completion and a photograph of the completed
property; and

e All third-party inspections and warranties as defined in this Chapter.
12.27 UNPLANNED CHANGES DURING CONSTRUCTION

Should a life change occur with the borrower, such as loss of job or death occurs, the
lender remains responsible to work with the builder to complete the home. The loan will
be serviced in accordance with Chapters 18 through 20 of this Handbook, as applicable.

12.28 REHABILITATION AND REPAIR WITH PURCHASE OF EXISTING
DWELLINGS

The rehabilitation and repair feature of the SFHGLP allows borrowers to finance the
cost of repairs to improve an existing dwelling at the time of purchase. The maximum
loan amount cannot exceed the cost of acquisition plus the cost of repairs up to the as-
improved market value, plus the guarantee fee, if financed. The borrower obtains one
loan at a fixed interest rate to finance both the acquisition and the rehabilitation of the
property. The loan is guaranteed after the loan has closed, prior to the completion of the
repairs which minimizes the risk to the lender.

Unless otherwise specified, the rehabilitation and repair construction loan process
should be closed and managed following the same procedures described in the single-
close feature for new construction.

A. Type of Loans
L Non-Structural Repairs up to $35,000

This feature allows borrowers to finance up to $35,000 for repairs such as those
identified by a home inspector or appraiser. There is no required minimum repair
amount. The repairs must be non-structural, and the home must be considered habitable
at the time of closing to be eligible for this feature. Since the dwelling is habitable, the
loan is not eligible for reserve accounts for PITI payments during the construction period.

2. Structural Repairs and Repairs Exceeding $35,000

This feature allows borrowers to finance structural repairs or improvements greater
than $35,000 for extensive rehabilitation. If the dwelling is not habitable at the time of
closing, reserves for principal, interest, taxes and insurance may be established to cover
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the mortgage payments for up to 6 months or until the home is determined to be habitable
by a third-party inspector deemed qualified by the lender during the construction period.

B. Property Eligibility

New construction or incomplete constructions are not eligible. Evidence that the
home has been completed for 12 months or older must be obtained. Evidence of
completion such as a Certificate of Occupancy or documentation from local taxing
entities is acceptable.

If the dwelling must be demolished as part of the rehabilitation, the complete existing
foundation must still be in place and will be used. Properties where the foundation has
been demolished or where only the footings remain, are not eligible. Evidence by a
licensed engineer that the existing foundation is structurally sound and supports the
proposed construction will be required.

L Prohibited Loan Purposes

e Installation of new inground swimming pools, hot tubs, or saunas;

e Repairs to new or existing manufactured homes;

e Repairs to condominiums;

e Converting structures to SFH dwellings (barns, schoolhouses, etc.);

e Alterations that allow income-producing features;

e Installation of luxury items (exterior fireplaces and kitchens, etc.); and

e Repairs or improvements to common space areas (community meeting rooms,
playgrounds, etc.).

2. Eligible Loan Costs

Loan proceeds must be used for the acquisition of the land and dwelling plus the total
amount for repairs that include but are not limited to:

e Removing safety and health hazards;

e Making the dwelling accessible to persons with disabilities;
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e Repair or installation of septic system and water wells;
e Additions, structural alterations or reconstruction of an existing;

e Modernizations (kitchens and bathrooms, interior floor cover, exterior siding,
etc.);

e Installation of energy conservation or weatherization features;

e Repairs to existing swimming pools, hot tubs, or saunas; and

e Repairs to accessory dwelling units.

Applicable soft costs as defined in Paragraph 12.15 are allowable in addition to:

e Contingency reserves; 10% when utilities are on, 15% when they are off for all
transactions;

e Principal, Interest, Tax and Insurance payments for up to six months for reserves,
when applicable; and

e Inspection/Consultant fees, if applicable.
C. Managing Construction

Originating lenders do not need to have construction experience if the servicing
lender will administer the construction phase. Servicing lenders must meet the
requirements outlined in Paragraph 12.13 of this Handbook. Builder/contractors must
meet the requirement outlined in Paragraph 12.14. The borrower may not act as the
general contractor. A pre-construction conference with all parties is strongly encouraged.

The lender may engage any inspector or consultant deemed qualified by the lender to
evaluate the property, write up the necessary improvements, conduct periodic
inspections, and to act as a liaison between the borrower, builder, and lender.

e Inspector/Consultant fees: For structural repairs and those exceeding $35,000, an
inspector will perform a thorough inspection of the property and prepare a detailed
write-up of the work to be repaired and include estimated costs for labor and
materials and associated fees that are customary and typical for the area. This write-
up will be used to obtain cost estimates from contractors. Inspectors or consultants
are selected by the lender. An inspector or consultant is not required for non-
structural repairs of $35,000 or less.
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Cost Estimate: The borrower must obtain a detailed and fixed cost estimate that fully
describes the work being performed to include itemized costs for labor and material.
The cost estimate must identify the borrower’s name, subject property address,
contractor’s name, contact information and license number, where applicable. For
work repairs $35,000 or less, the cost estimate must indicate that the repairs are non-
structural.

Appraisals: The appraisal report must support the “As Improved” market value of
the property with the assumption that all repairs are completed. A copy of the
original write-up, or the cost estimate including reserves will be provided to the
appraiser.

Construction Period: The Construction period should typically not exceed 6 months
from the date of closing for all transactions. However, contract deadline extensions
may be approved at the lender’s discretion.

Construction Contract: The lender must ensure the utilization of a fixed price
contract. The total amount in the construction contract must match the total cost
breakdown of the bid proposal, must have a start and end date, must be signed by the
contractor and borrower(s) and must be referenced and made part of the Security
Instrument.

Additions: New structures or additions to the existing dwelling must comply with
local codes and applicable national codes.

Unpermitted work: When unpermitted work is discovered in the existing dwelling,
the lender must ensure that the owner and/or contractor contact the appropriate code
enforcement office to obtain retroactive permitting or devise a plan to permit the
previous construction. The lender must ensure that the borrower obtains a
rehabilitation loan permit certification prior to the loan closing so that all permit fees
associated with the new and/or previous construction are included in the total bid.

PITI Reserve: The lender will be responsible for making the borrower’s monthly
PITI payments, during the period of rehabilitation up to a maximum of 6 months or
when the dwelling is determined to be habitable by a qualified third-party inspector.
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ATTACHMENT 12-A

Determining Eligible Areas Using the Public Website

https://eligibility.sc.egov.usda.gov

Select “Single Family Housing Guaranteed” from the menu

ELIGIBILITY

sy
Home  Tutorials

single Family Housing Dire fulti-Family Housing  Rural Business Nater and Environmental

Welcome to the USDA Income and Property Eligibility Site

s Doparment of Agrctr

This site is used to determine eligibility for certain USDA loan programs. In order to be eligible for many USDA loans, household income must meet certain guidelines. Also, the home to be purchased must be located in an eligible rural area as defined by USDA.
To leam more about USDA home loan programs and how to apply for a USDA foan, click on one of the USDA Loan program links above and then select the Loan Program Basics link for the selected program.

To determine if a property is located in an eligible rural area, click on one of the USDA Loan program links above and then select the Property Eligibility Program link. When you select a Rural Development program, you will be directed to the appropriate propery eligibility screen for the Rural
Development loan program you selected.

To determine income eligibility of an applicant/ousenold, click on one of the Single Family Housing Program links above and then select Income Eligibility Programs link

For additional information and to contact a USDA Program Representative, click on the Contact Us link above, and then select the appropriate USDA program.

The additional menu options for the guaranteed loan program will be available. The “Property
Eligibilty Disclaimer” will be displayed. Read the disclaimer and select “Accept.”

Contact Us

USDA UnitedSstes Dot of Ao

ELIGIBILITY

Home  Tutorials

Single Family Housing Guaranteed | Single Family Housing Direct  Multi-Family Housing ~ Rural Business  Water and Environmental

SIS  Previous Eligibility Areas  Income Eligibiity  Income Limits  Loan Basics |
Rural Housing Services

Property Eligibility Disclaimer

Every effort is made to provide accurate and complete information regarding eligible and ineligible areas on this website, based on Rural D: rural area Rural D . however, does not guarantee the accuracy, or completeness of any information, product,
process, or determination provided by this system. Final determination of property eligibility must be made by Rural Development upon receipt of a complete application. Viewing eligibility maps on this website does not consiitute a final determination by Rural Development. To proceed with

Viewing the eligiilty map, you must accept this disclaimer.
> Accept I Decline
—t

Enter the address of the property to determine if it is located in an eligible rural area. Every
effort is made to ensure eligible rural areas inquires are provided an accurate response. If a
property is deemed “Ineligible” or “Unable to Determine”, please contact your USDA State
Office where the property is located for additional assistance.
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USDA unitod states peparimant of gricuture
o P Do 1 ELIGIBILITY

Home  Tutorials

Sin ulti-Fam Rural Water and Environmental

Single Family Housing Guaranteed
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(5[l w-poptar stret, Harisburg, 1L_o294 xJE] ) = NewiilEEamas

ncome Eligibilty  Income Limits
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Guif of Mexico

MEXICO . Atlantic
Ocean

© 2010 NAVTEQ, © 2016 Mif

The eligibility determination is returned. It may be Eligible, Ineglibile, or Unable to Determine.
In the example below the property is eligible.
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ELIGIBILITY
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The map view may be changed by selecting the “Switch Basemap” option.
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ELIGIBILIT'

USDA  uritea states pepariment o Agricuturs
SR " Dovoment
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This is a closer look at Texas. Each click on the map will provide a zoom view. The darker
colored areas will provide users with a good idea of eligible and ineligible areas.

All property eligibility determinations will be made by USDA. Questions regarding property
eligibility determinations made from this online tool should be directed to the USDA State
Office for additional clarification.
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ATTACHMENT 12-B
RURAL DEVELOPMENT CONDOMINIUM CERTIFICATION

This warranty certifies the dwelling served by the homeowners association and
identified below has been approved or accepted by HUD, VA, Fannie Mae, or Freddie
Mac. Documentation supporting this certification will be maintained in the lender’s files
and will be available for inspection by Rural Housing Service, United States Department
of Agriculture upon request.

Borrower(s):

Property

Address:

Lender:

Lender
Representative
Name:

Representative
Signature:

Date:
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ATTACHMENT 12-C

PROJECT REVIEW

O Documentation of contractor-builder requirements.
See Paragraph 12.15 of Chapter 12.
O Budget — Cost Breakdown
e Must match Construction Contract.
e Must be eligible loan costs. See Paragraph 12.16.
e Contingency reserves are limited to 10% of construction costs.
O Plans, Drawings and Specifications
e Must be certified in accordance with Paragraph 12.9B.
e Must fully describe work to be completed.
O Construction Contract
e Evidence of all pages.
e Must contain a time frame for work to be completed (start/end).
e The cost of change orders will be the responsibility of the borrower.
e Must be signed by the contractor-builder and borrower.

e Amount must match the total amount of budget-cost breakdown.
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ATTACHMENT 12-D
APPROVED LENDER CERTIFICATION

Completion of New Construction

Borrower:

Co-Borrower:

Property Address:

City, State, Zip Code:

In accordance with Paragraph 12.21 of Chapter 12, HB-1-3555, I include a copy of the loan
amortization agreement if the loan was reamortized or modified after construction. In addition,
whether the loan was reamortized or not, I certify the following:

1. Construction is complete in accordance with approved plans, specifications and change
orders.

2. The property can be occupied by the borrower.

3. The following is complete. Evidence is retained in the our permanent loan case file for
further review by Rural Development:

a. Plans, drawings and specifications have been certified in accordance with
Paragraph 12.9B of Chapter 12, HB-1-3555. Evidence is retained in the lender’s
permanent loan case file;

b. Required construction phase inspections have been completed in accordance with
Paragraph 12.9B of Chapter 12, HB-1-3555. Evidence is retained in the lender’s
permanent loan case file;

c. Thermal standards meet or exceed the 2009 International Energy Conservation
Code (IECC) or subsequently issued code. Evidence is retained,
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d. Construction warranties have been issued the borrower;

e. Evidence of the construction contract, cost breakdown and construction ledger
related to the construction of this home.

Approved Lender Certification:

I am duly authorized to represent this organization. I certify that we have originated,
underwritten, closed and monitored the completion of new construction of the above loan in
accordance with all Agency loan requirements of 7 CFR 3555.

Lender’s Signature

Title of Lender’s Representative

Date Executed

Name of Approved Lender
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CHAPTER 13: SPECIAL PROPERTY TYPES
13.1 INTRODUCTION

This chapter describes the requirements for processing loans for special property
situations. Section 1 of this Chapter deals with processing requirements for community
land trusts and leasehold estates. Section 2 describes the specific processing requirements
for loans made for manufactured homes. Section 3 outlines loan processing requirements
for modular housing.

SECTION 1: SPECIAL FORMS OF OWNERSHIP
13.2 OVERVIEW

This section discusses processing requirements for guaranteed loans for dwellings
that fall under two types of special ownership: community land trusts and leasehold
estates. Unless otherwise indicated in this section, the same basic requirements for loan
guarantee approval discussed elsewhere in this handbook applies to these loans.

13.3 LOANS FOR UNITS IN A COMMUNITY LAND TRUST [7 CFR 3555.206]

Loans to finance the purchase of dwellings located on land owned by a community
land trust may be guaranteed if the conditions described in this paragraph are met, and if
the applicant and the property otherwise meet the requirements outlined in this handbook.

A. Definition

A community land trust is defined as a private not-for-profit community housing
development organization that owns and leases land at affordable prices. A community
land trust sells the property improvements (i.e., buildings, streets, sewers) that normally
increase the land’s value, but leases the land under a long-term ground lease to low- and
moderate-income households. The organization must:

e Be organized under State or local laws.

e Have no part of its net earnings benefiting any member, founder, contributor, or
individual.

e Comply with financial accountability.

13-1
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Maintain, through significant representation on the organization’s governing
board, accountability to low-income community residents with regard to decisions
on the design, siting, development, and management of affordable housing.

Have its corporate membership open to any adult resident of a particular
geographic area specified in the by-laws of the organization.

Be established to carry out all of the following activities:

e Acquire parcels of land, held in perpetuity, primarily for conveyance
under long-term ground leases.

e Transfer ownership of any structural improvements located on such leased
parcels to the lessees.

e Retain a pre-emptive option to purchase any such structural improvements
at a price determined by a formula that is designed to ensure that the
improvement remains affordable to low- and moderate-income people in
perpetuity.

The lender must ensure that the lease contains provisions for continued use of the
land for low- and moderate-income housing.

The lender’s mortgage file must contain documentation that the community land
trust has received local market acceptance, as evidenced by market acceptance of
comparable community land trust projects in the area.

The lender must verify that the community land trust has broad-based community
representation, and that the Community Land Trust has a two-year record of
providing affordable housing.

B. Protection of Lender Rights and Lien Position

The relevant legal documents must contain language that ensures that all restrictions
relating to community land trusts will automatically and permanently terminate upon
foreclosure or lender acceptance of a deed in lieu of foreclosure. Language that merely
subordinates the restrictions to the mortgage is not sufficient. The restrictions also
cannot be forced upon subsequent purchasers following resale by the lender.

C. Restrictions on Resale Price

Restrictions on the limits to the resale price of the property or recapture of equity are
permitted. A maximum sales price may be imposed or the sales proceeds due the
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borrower may be limited, with any excess payable to a governmental body or nonprofit
organization for reuse in the community land trust. When such restrictions apply, the
requirements listed below must be met. Any other arrangements for sharing appreciation
must be approved by the State Director.

e The borrower must be permitted to recover at least the original purchase price,
sales commission, and cost of capital improvements when the borrower sells the

property.

e If the program permits the borrower to sell the property at market value but
recaptures part of the equity, the Agency considers a reasonable share of
appreciation to be at least 50 percent. The Agency does not object to situations
whereby the borrower’s share of appreciation is on a sliding scale beginning at
zero, provided that within two years the homeowner would be permitted to retain
50 percent of the appreciation.

e The borrower must be permitted to recover a reasonable amount of appreciation
as determined by the lender. Appreciation is measured by the difference between
the original purchase price and the actual price at which the property is resold.

e |f the program sets a maximum sales price restriction, the borrower must be
permitted to retain 100 percent of the appreciation.

D. Right of First Refusal

One method commonly used to ensure that housing remains part of an affordable
housing program is for the community land trust to hold a “right of first refusal” or an
“option right” that can be exercised when the borrower proposes to sell the home to a
purchaser not eligible for the program benefits. Such a provision is permitted if all of the
requirements listed below are met.

e The rights must be held only by a governmental body or eligible nonprofit
organization and exercised by them or someone they have identified as an eligible
purchaser.

e Any right must be exercised within 45 days after the holder of these rights may
exercise them (for example, the rights are often triggered by a notice of sale from
the borrower).
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e Any option price must allow the borrowers to recover their investments plus
reasonable shares of appreciation.

E. Appraisals

A property located on a site owned by a community land trust must be appraised as a
leasehold interest.

134 LOANS ON LEASEHOLD ESTATES [7 CFR 3555.203(b)]

Loans to finance the purchase of dwellings located on leasehold estate may be
guaranteed if the conditions described in this paragraph are met, and the applicant and the
property otherwise meet the requirements outlined in this handbook.

A. Definition

A leasehold estate is the right to use and occupy real estate for a stated term and
under certain conditions that have been conveyed by a lease. In most cases,
improvements to real estate are purchased in fee simple, subject to ground rent. Rent is
paid for the right to use and occupy the land.

The lender’s mortgage file must have documentation indicating that the appropriate
legal documents have been reviewed for compliance with Agency regulations.

B. Lease Requirements
Mortgages subject to leasehold estates must meet the following conditions:

e The mortgage must cover both property improvements and the leasehold interest
in the land,;

e The leasehold estate must constitute real property, be subject to the mortgage lien,
and be insured by a title policy;

e The estate’s term runs fifteen or more years beyond the maturity date of the loan
closing, except in the case of properties located on American Indian restricted
land where the lease must have an unexpired term at least equal to the term of the
loan. Leases on American Indian land for a period of 25 years which are
renewable for a second 25 years are permissible;

e The leasehold estate must be assignable or transferable; and

e The lease cannot be terminated except for nonpayment of lease rents.
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The lease must:

e Provide for lender notification of any default by the borrower and the option to
cure the default.

e Provide that the borrower will pay taxes, insurance, and association dues on the
land and retain voting rights in the association;

e Provide that the leasehold can be transferred, mortgaged, and sublet without
restriction;

e State rental increases in exact dollar amounts;

e Be recorded and constitute an interest in real estate;
e Permit mortgaging of the leasehold,;

e Provide for written notice of default; and

e Provide renewal options for the leasehold mortgagee.

13-5
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13.5 DEFINITION

SECTION 2: MANUFACTURED HOMES

[7 CFR 3555.208]

Manufactured housing units are single-or multi-width units constructed partially off-site
and then transported to a site to be completed and attached to a permanent foundation.
Manufactured homes are built to different construction standards and codes and have different
inspection requirements than those manufactured structures generally referred to as “modular” or

“panelized” homes.

13.6 AUTHORIZED LOAN PURPOSES

When a real estate mortgage or deed of trust covers the unit and the site, a loan to
finance the following may be guaranteed.

Site development work that conforms to the standards imposed by the state and
local government.

Purchase of an eligible new unit, transportation and set-up costs, and purchase of
an eligible site if not already owned by the applicant. Manufactured units must be
less than 12 months old and never occupied and will include the site. The date of
the purchase agreement must be within one year of the manufactured date
displayed on the plat attached to the unit. The following criteria outlines an
eligible unit for guarantee with the SFHGLP:

To be an eligible unit, the new unit must have a floor area of not less
than 400 square feet.

The unit must meet the Federal Manufactured Home Construction and
Safety Standards (FMHCSS).

The unit must be placed on a permanent foundation built to FHA
guidelines in effect at the time of certification. Guidelines are
presently published in the “Permanent Foundation Guide for
Manufactured Housing” (HUD-4930.3G) which is found at
http://www.huduser.org/portal/publications/destech/permfound.html.

Certification the foundation design meets HUD Handbook 4930.3,
“Permanent Foundations Guide for Manufactured Housing
(PFGMH).” The foundation certification must be from a licensed
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professional engineer, or registered architect, who is
licensed/registered in the state where the manufactured home is
located and must attest to current guidelines of the PFGMH. The
certification must be site specific and contain the engineers or
registered architect’s signature, seal and/or state license/certification
number.

. The manufactured home must be classified and taxed as real estate.
Lenders are responsible for ensuring the title has been purged and the
manufactured home has been officially converted from chattel to real
property, as state law allows.

. The mortgage must cover both the unit and its site.

Purchase of a unit on hand that has not been installed, or occupied at any other
site or location. Manufactured units may be moved only from the manufacturers
or dealer’s lot to the site on which the unit will be guaranteed. This type of unit is
eligible as long as the purchase agreement is dated within 12 months of the date
the unit was manufactured. The date of manufacture is available on the factory
installed plate on the unit. Manufactured home units with a manufacture date
exceeding 12 months of the purchase agreement contract will be ineligible for a
guaranteed loan.

The Agency will not guarantee the purchase of an existing manufactured home
that has been moved from another site.

Alteration or remodeling of the unit when the initial loan is made (i.e. garages).
All alternations and modifications must meet FMHCSS.

13.7 LOAN RESTRICTIONS

The Agency will not guarantee loans to finance the following:

The purchase of a site without also financing a new unit;
A unit that does not meet FMHCSS;

Repairs not associated with a transfer, Real Estate Owned (REO) sale, or unit that
is already financed with a Section 502 loan; or
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Furniture, including movable articles of personal property such as drapes, beds,
bedding, chairs, sofas, divans, lamps, tables, televisions, radios, stereo sets, and
other similar items of personal property. Furniture does not include wall-to-wall
carpeting, refrigerators, ovens, ranges, washing machines, clothes dryers, heating
or cooling equipment, or other similar equipment.

13.8 ADDITIONAL LOAN PROCESSING PROCEDURES FOR PROPOSED
CONSTRUCTION INVOLVING A NEW MANUFACTURED HOME

For the purpose of underwriting and for payment of the guarantee fee, a newly
constructed manufactured home is considered a purchase loan transaction and is subject
to the fee further outlined in Chapter 6 of this Handbook.

In addition to the documents required for a guaranteed loan, the lender must obtain
the following prior to loan approval. The documentation will be retained in the lender’s
permanent loan file. Lenders may utilize Attachment 13-A as an option in support of
applicable documentation.

An itemized cost breakdown of the total package, including the base unit, eligible
options, site development, installation, set-up, lot costs, and any credit for wheels
and axles.

A statement signed by the dealer indicating that any cash payment or rebate as a
result of the purchase will be deducted from the price of the unit and not paid to
the applicant.

A statement signed by the dealer that the proposed cost is the full price of the unit
and if furniture is being purchased by the applicant with personal funds, that a
lien will not be filed against the security property.

The label number of the unit shown on the FMHCSS data plate on the exterior of
each section.

A signed statement by the dealer confirming thermal requirements in effect at the
time of purchase are met.
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13.9 ADDITIONAL LOAN PROCESSING PROCEDURES FOR EXISTING
PROPERTIES INVOLVING A MANUFACTURED HOME

The lender must document the following relative to an existing manufactured unit:

The unit is presently financed with a Section 502 direct or guaranteed loan, is
being sold from Agency inventory, or is being sold from the Lender’s inventory
after being acquired through a loan guaranteed by the Agency.

The unit must be installed on its initial installation site on a permanent foundation
complying with the manufacturer’s guidelines and the guidelines published in the
PFGMH. The PFGMH guide can be ordered by calling (800) 245-2691 or from
the web at http://www.huduser.org/portal/publications/destech/permfound.html.

The Agency will not guarantee an existing manufactured home, which has had
additions or structural modifications made to the original home.

13.10 CONSTRUCTION AND SITE REQUIREMENTS

Manufactured homes must meet several specific site and dwelling requirements in
addition to those required for other properties guaranteed under the SFHGLP. The unit
must meet the requirements for new dwellings as contained in Chapter 12 of this
Handbook. Plans and certifications will be retained in the lender’s permanent case file.
The lender is responsible for ensuring that:

The unit is to be placed on a permanent foundation that meets the guidelines
published in the PFGMH. The PFGMH guide can be ordered by calling (800)
245-2691 or from the web at
http://www.huduser.org/portal/publications/destech/permfound.html. The
foundation plan will be retained in the lender’s permanent file.

A plot plan and site development plan are prepared for the proposed construction.
Certification of site and foundation designs in accordance with Chapter 12.
Inspections for new construction are performed.

Alterations or modifications upon placement must be supported with plans and
specifications as provided in Chapter 12 of this Handbook.
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e The unit must meet or exceed the Federal Manufactured Home Construction and
Safety Standard (FMHCSS) Uo Value Zone for the geographic area the unit will
be placed. The Uo Value Zone will be indicated on the Comfort Heating and
Cooling Certificate.

e The unit must have a floor area of 400 square feet or more.
13.11 LOAN CLOSING FOR MANUFACTURED HOUSING

In general, loan closing procedures are the same whether the guarantee is made for
the purchase of a manufactured home or another type of single family home. However,
the lender should be aware of the following requirements.

A. Warranty Requirement

A dealer must provide the borrower with a copy of all manufacturers’ warranties.
The warranty must identify the unit by serial number. The dealer must certify that the
unit sustained no hidden damage during transportation.

The borrower will contract with a licensed homebuilder to complete the access, set up
of the unit, utilities, appendages, etc. The general contractor will be responsible for
providing the borrower with a warranty that meets the requirements of new construction
outlined in Chapter 12 of this Handbook and HUD for new manufactured homes on
permanent foundations. If the home was manufactured in separate sections, the
contractor will certify that the sections were properly joined and sealed according to the
manufacturer's specifications. Additionally, the contractor will certify the home
sustained no hidden damage during transportation and erection.

A copy of all warranties and certifications will be retained in the lender’s permanent
file.

B. Certification Requirements

Lenders may utilize Attachment 13-A to document manufacturer dealer certifications
required of this Chapter and Attachment 13-B to document contractor certifications
required of this Chapter.

C. Lien Release Requirements

The dealer must furnish a manufacturer's certificate of origin indicating that the unit
is free and clear of all legal encumbrances. A copy of the manufacturer’s statement or
certificate of origin should be retained in the lender’s mortgage file.
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D. Real Estate Tax Requirement

Whether manufactured homes are considered personal or real property may vary
state-to-state. When the loan closes, the unit and site must be taxed as real estate by the
jurisdiction in which it is located, if such taxation is permitted under applicable law. If
applicable state law so permits, any certificate of title to the manufactured home must be
surrendered to the appropriate state government authority. If the certificate of title cannot
be surrendered, the lender must indicate its lien on the certificate.

E. Title and Lien Requirements

Both the unit and the land must be evidenced by a recorded mortgage or deed of trust.
A combination of a chattel and real estate mortgage is not acceptable. The manufactured
home must be legally classified as real property under applicable state law and if state
law permits, any certificate of title to the manufactured home must be surrendered to the
government authority. If state law does not permit, the certificate of title must reference
the lender’s lien. A standard real property insurance and any other manufactured home
endorsement requirement in the applicable jurisdiction is required. The borrower must
execute a written statement acknowledging that the unit is a fixture and part of the real
estate securing the mortgage. Documentation will be retained in the lender’s permanent
file.

F. Eligibility of Manufactured Homes in SFHAS

The finished grade level beneath the manufactured home shall be at or above the 100-
year base flood elevation and is subject to the requirements of Section 12.10 of Chapter
12 of this Handbook.

SECTION 3: MODULAR HOMES

Modular homes are sectional prefabricated houses that consist of multiple modules or
sections which are typically manufactured in a remote facility and delivered to their site
of intended use. They differ from manufactured homes largely in their absence of axles
or frame. Modular dwellings are commonly transported to their site by means of flat-bed
trucks and set in place with the assistance of a crane. Permanent on-frame homes do not
meet the definition of modular homes.
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13.12 LOAN PROCESSING PROCEDURES FOR NEW PROPERTIES INVOLVING
MODULAR HOMES

New modular/panelized homes are to be treated as stick built housing. Follow the
requirements outlined in Paragraph 12.9 B of Chapter 12 of this Handbook.

13.13 LOAN PROCESSING PROCEDURES FOR EXISTING PROPERTIES
INVOLVING MODULAR HOMES

Existing modular homes will be required to meet the inspection requirements outlined
in Paragraph 12.9 A of Chapter 12.
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Attachment 13-A
Page 1 of 1

ATTACHMENT 13-A

Dealer Certification — New Manufactured Home

Name(s) of Purchaser/Owner

Property Address

Manufactured Home Dealer Name,
Address and Telephone

Manufacturer, model, data plates of unit purchased

The undersigned hereby certifies that any cash payment or rebate as a result of the
purchase of the manufacture unit identified has been deducted from the price of the unit
and was not paid to the identified purchaser/applicant.

The proposed cost of the identified unit represents the full price of the unit, excluding
any purchase with personal funds by the purchaser for furniture.

If furniture was purchased in conjunction with this transaction, we certify a lien will

not be filed against the security property.

Thermal requirements in effect at the time of purchase have been met.

Signature

Title

Date
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Attachment 13-B

Page 1 of 1
ATTACHMENT 13-B
Certification of Builder/Contractor
Name(s) of Purchaser/Owner Builder/Contractor’s Name, Address and

Telephone

Property Address

Manufacturer, model, data plates of unit purchased

The undersigned hereby warrants:

e  The manufactured unit identified has been erected on the subject identified
property.

e  The property development complies with construction plans.

e The unit, if manufactured in separate sections were properly joined and sealed
according to the manufacturer’s specifications.

e  The manufactured home sustained no hidden damage during transportation
and erection.

Signature:

Title: Date:
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CHAPTER 14: FUNDING
[Official Agency Use Only]

INTRODUCTION

Congress appropriates funds to the Agency for loan guarantees for each fiscal year
basis (October 1 through September 30) and not as funds are needed. If Congress has not
approved appropriated funds at the beginning of a fiscal year, the program may continue
to be authorized and delivered under a Continuing Resolution until appropriated funds for
the fiscal year are approved by Congress. Fund distribution under a Continuing
Resolution may be based upon the previous year actual obligations during the Continuing
Resolution, compared to each state’s obligations during the same time frame of the
previous funding year.

This chapter describes the funding priority process and Agency actions when funds
are limited. It also outlines the Agency procedure to request funds from the National
Office reserve.

PROGRAM FUNDING PROCESS

Funds are allocated and distributed to the Agency at the beginning of each fiscal year
through the Program Funds Control System (PFCS). Upon receipt of the annual
allocation, the National Office distributes funds to each state based on a predetermined
formula. A pooling date is established when funds are allocated and distributed to the
Agency at the beginning of each fiscal year. The pooling date, if utilized, typically
occurs at FY end. Pooling of funds is a technique used to ensure that available funds are
used in an effective, timely and efficient manner. At the time of pooling those funds
within a State’s allocation for the fiscal year that has not been obligated by the State are
placed in the National Office reserve. Pooling funds permits funding requests to be
processed on a first-come first-serve basis. This process allows all states to have access
to available funds as long as funds remain available.

After the pooling date, if unallocated funds remain, the National Office will provide
specific direction to states as to usage of the remaining funds. When adequate funds
remain to allow distribution to all states, the National Office will do so. The National
Office will keep lenders and Agency staff apprised of the potential for a shortage of
available funds with advance notice.
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143 PRIORITIZATION OF FUNDING

When funding is not sufficient to fund all applications, a priority system is used to
ensure that applicants who meet the priorities established for the program are selected for
processing first. The priority system is used to determine the order in which applications
will be processed. If funds are limited the Agency will prioritize requests to first-time
homebuyers or veterans. In the case of applications with equivalent priority status that
are received on the same day, preference in funding will be given to those qualifying for
veteran’s preference. The following outlines the criteria to meet the prioritization:

1. Households that Qualify for First-Time Homebuyers Preferences

A household qualifies for a first-time homebuyer preference if any applicant meets
any one of the following criteria:

e Anindividual who has had no ownership interest in a principal residence during
the three-year period ending on the date of loan closing.

e Anindividual, who is a displaced homemaker and who, except for owning a home
with a spouse, has had no ownership interest in a principal residence during the
three-year period ending on the date of loan closing. A displaced homemaker is
unemployed or underemployed, and experiencing difficulty in obtaining or
upgrading employment. In recent years they have worked primarily without
remuneration to care for the home and family and have not worked full-time, full-
year in the labor force.

e Anindividual, who is a single parent and who, except for owning a home with a
spouse, has had no ownership interest in a principal residence during the three-
year period ending on the date of loan closing. Single parents include any
individual who is unmarried or legally separated from a spouse; and has custody
or joint custody of one or more children, or is pregnant.

2. Households that Qualify for Veterans Preferences

A household qualifies for a veteran's preference if any applicant has served on active
duty and has been discharged or released from the active forces on conditions other than
dishonorable from the United States Army, Navy, Air Force, Marine Corps, or Coast
Guard. The preference applies to the serviceperson, or the family of a deceased
serviceperson, who died in service before termination of such war or such period or era.
The applicable time frames are:

e During the period of April 6, 1917, through March 31, 1921,
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e During the period of December 7, 1941, through December 31, 1946;
e During the period of June 27, 1950, through January 31, 1955;

e For a period of more than 180 days, any part of which occurred after January 31,
1955, but on or before May 7, 1975;

e During the period beginning August 2, 1990 through January 2, 1992; or

e Any other prescribed by Presidential Proclamation or law.

AGENCY ACTIONS - SHORTAGE OF FUNDS
The following actions will be taken by the Agency when program funding is limited:
A. Agency Actions When Funds Are Not Available - Pooling

The National Office will keep lenders and Agency staff apprised of the potential for a
shortage of available funds. Once funds are pooled, the Agency will redistribute
remaining funds in accordance with the date of loan guarantee request as follows:

1. Before the pooling date.

If the request is made before the pooling date, the Agency office will place the
request on a waiting list and notify the lender that a delay is expected. Applicants, who
qualify for a preference as a first-time homebuyer or as a veteran, will be placed on the
waiting list above those without such a preference, in the order received. All other
applicants will be placed on the waiting list in date-order below those who qualify for
preferences.

Loan guarantee requests will remain on the waiting list until funds become available
or the lender withdraws the request, whichever is first.

2. After the pooling date.

If the request is received after the pooling date, the Agency will notify the lender that
loan guarantee requests may be deferred until the following fiscal year. Approval
officials will keep lenders aware of actions to be taken between the pooling date and the
annual allocation dates. If there is a possibility that funds will soon be available, the
request for guarantee may be reviewed. The lender should be notified, by phone or fax, if
the Agency cannot honor a one-day process.
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Complete applications received after pooling will be reviewed and funded (as
appropriate) on a “first-come first-served” basis. Incomplete applications will be
returned and may be resubmitted. Lenders should be advised why that the application is
being returned and of what is required to complete the application. The approving office
is responsible for keeping the lender abreast of the status of applications submitted and
any availability of funds received once pooling has occurred.

B. Agency Actions When Funds Are Not Available — Conditional Commitments
Subject to Availability of Funds

When funds are not available, the National Office may authorize issuing Conditional
Commitments “Subject to receipt of congressionally appropriated funds.” In such cases,
when in the best interest of the Government, the Agency will continue to issue
Conditional Commitments.

When issuing Conditional Commitments “subject to the availability of
Congressionally appropriated funds,” Agency personnel will include a condition
regarding the non-availability of funds and the subsequent actions of lenders during the
interim period. The statement utilized will be issued by the National Office when
authorizing the issuance of commitments subject to funding.

Lenders may close these loans provided they fulfill all the conditions stated on the
Conditional Commitment. The Agency will not be able to issue a Loan Note Guarantee
until funding becomes available. When funding becomes available, the lender must make
a certification there has been no adverse change in the borrower’s financial condition
since issuance of the Conditional Commitment. A lender must certify to the Agency,
using the process provided for on Form RD 3555-18, “Conditional Commitment for
Single Family Housing Loan Guarantee,” that there have been no adverse changes in the
borrower’s financial condition since the Conditional Commitment was issued by the
Agency. The lender will assume all risk of loss until the Agency issues the Loan Note
Guarantee.

LENDER WITHDRAWAL OF APPLICATION

If at any time the lender determines that an existing request is not needed, the lender
should notify the Agency immediately. The Agency will remove the loan guarantee
request from the system, releasing the funds back to the allotment for the state. Releasing
funds allows the Agency to fund as many guarantee requests as possible. If a lender fails
to notify the Agency that funds are not needed, pending applicants on the waiting list
may be deprived of an opportunity to obtain a loan guarantee.
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Some common reasons for withdrawing a loan guarantee request are:

e Lender rejection of the borrower’s application;

e Change in property; or

e Choice of a loan program other than the SFHGLP Loan Program.
AGENCY ACTION - REQUESTING FUNDS FROM THE NATIONAL OFFICE
RESERVE

Funds may be retained by the National Office during a FY to meet program needs or
Agency objective. To request funds from the national office reserve, Agency employees
will:

e E-mail the SFHGLP funding mail box at sfhgld@wdc.usda.gov.

e Request actual funding needs, by type of assistance code.

If the type of assistance is refinance, each funding request must summarize the individual
request of the cumulative total request for the State.

AGENCY ACTION - REQUEST FOR RESTORATION OF FUNDS

The Program Funds Control Branch (PFCB) of the National Finance and Accounting
Office Center (NFAOC) in St. Louis, Missouri will review and approve/deny all
restoration of funds requests. The following actions are required to submit a request for
restoration of funds:

1. A fully completed “Request for Restoration of Funds form a Prior Fiscal Year”
form.

e Agency personnel will complete the form electronically via Adobe.
e The form will be electronically signed with your LINC Pass (P1V) card.
e The form should be saved (not printed and scanned).

e Find the fillable form on the Agency’s SharePoint website under the folder
“Funding”.
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2. A copy of all Conditional Commitments issued for the loan.

3. If the Agency extended the Conditional Commitment, documentation pertaining to
the lender’s request and the Agency’s approval must be included with the restoration
request. Dates are required.

4. A detailed explanation must be entered on the form to indicate whether the Agency or
lender is at fault.

5. If the restoration request is for a higher obligation amount than the original
obligation, then additional document is required. The Agency must demonstrate that the
loan request was reviewed for repayment at the higher amount and the loan amount does
not exceed the maximum amount based on the property’s appraised value.

6. If the rquest is for a restoration of funds where the lender did not comply with
regulatory requirements, an exception to the regulatory requirement will be required.
Submit a request in accordance with Chapter 1, Section 1-9 of this Handbook. A copy of
the approved exception must be submitted with the request for a restoration of funds.

7. Completed “Request for Restoration of Funds from a Prior Fiscal Year” forms and all
documentation must be submitted electronically to the technician in St. Louis who is
assigned your State at the Housing Services Branch (HSB/NFAQOC).
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CHAPTER 15: SUBMITTING THE

APPLICATION PACKAGE
[7 CFR 3555.107]

INTRODUCTION

The lender is responsible for working with the applicant to ensure all necessary documentation is
obtained to satisfy the requirements for loan eligibility. Lenders may utilize industry standard forms
when assembling the application package. The completed application package must not be submitted to
the Agency until the loan is underwritten and approved by the approved lender. Underwriting may be
performed manually or by utilizing the Guaranteed Underwriting System (GUS), which is the Agency’s
automated underwriting system.

LENDER RESPOSIBILITY

The originating lender remains responsible for the quality and accuracy of all information used in
obtaining a Rural Development guarantee in accordance with all parts of 7 CFR 3555 and this
Handbook. The loan application package must contain all information that supports the eligibility of the
household for the SFHGLP and the lender’s decision to approve the loan request. An underwriter’s
certification of their underwriting analysis (applicable to traditional manually underwritten application
packages) and/or the final submission of the electronic application through the Agency’s automated
underwriting system represents the underwriter of the approved lender has personally reviewed the
appraisal report and credit application and the proposed mortgage complies with Rural Development
eligibility and underwriting requirements.

Documenting Eligibility of the Household: Income from all household members, not just parties
to the note, must be considered when computing income to determine eligibility for the SFHGLP. It
remains the lender’s responsibility to document the applicants qualifying income and support their
calculation. Chapter 9 of this Handbook provides guidance.

Documenting Eligibility of the Applicants and Parties Eligible to Participate in Rural
Development Loan Guarantee: As part of the eligibility determination for the SFHGLP, lenders must
document their permanent file confirming the applicant(s) are not on the:

e U.S. General Services Administration (GSA) System for Award Management (SAM) and
e HUD’s Credit Alert Verification Reporting System (CAIVRS).

To determine whether an applicant is eligible to participate in an SFHGLP mortgage loan
transaction, the lender must examine the GSA List and CAIVRS and document their permanent case file
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with results. An applicant is ineligible if he/she is presently delinquent on any Federal debt or is
suspended or debarred, or otherwise excluded from participating in Rural Development programs. The
GSA list may be found at: https://www.sam.gov/portal/public/SAM/. Lenders who utilize an
automated method that creates a report, similar to a watch list, which performs a check of the SAM
website, will meet the criteria of this check. Lenders will certify on Form RD 3555-21 the applicant(s)
and all parties to the mortgage transactions are not on the GSA list. This check is applicable to each
financial transaction submitted to the Agency. All other parties to the mortgage transaction can be:

e Applicant(s)

o Seller

e Listing or selling real estate agent
e Loan officer

e Loan processor

e Underwriter

e Appraiser, or

e Builder

Documentation: Lenders will retain evidence they followed the appropriate procedures and
confirmed eligibility for all participants involved in the transaction. The lender will check the “Yes”
box on Form RD 3555-21 at “GSA/SAM Exclusion” and “System for Award Management (SAM)
indicates a party to the transaction is debarred from business with the Federal government” on GUS
transactions. Include the date SAM was checked.

See Appendix 7 of this Handbook for access to CAIVRS. Refer to Chapter 10 of this Handbook for
additional guidance on CAIVRS.

Eligibility of Applicants for Traditional Credit: Applicants must demonstrate they are unable to
secure conventional credit without a SFHGLP guarantee. Lenders must document their permanent file
with their consideration of the criteria, as outlined in Chapters 5 and 8 of this Handbook. Lenders may
confirm their consideration of the criteria by recording their review on their underwriting analysis.

Additional Program Requirements: The lender’s file must thoroughly document all relevant
information used to make the determination of stable and dependable income, in accordance with
Chapter 9 of this Handbook, utilized to qualify the applicants for the mortgage loan. The lender must
ensure all other eligibility requirements are met and documented.
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Social Security Number Evidence: For all applicants, the lender must document a valid Social
Security Number (SSN) on the mortgage. Each applicant must provide the lender with evidence of his
or her own valid SSN as issued by the Social Security Administration (SSA). This applies to purchase
and all refinance transactions. The actual social security card is not required; the lender is required to
validate the SSN. Lenders may use various means for validating the SSN including examining the
applicant’s pay stubs, passport, valid tax returns, and may use service providers including those with
direct access to the SSA. The lender must resolve any inconsistencies or multiple SSNs for individual
applicants that become known during the loan processing and underwriting. Lenders must ensure the
Uniform Residential Loan Application is reflective of true and accurate information.

CONTENTS OF LOAN APPLICATION PACKAGE
Manually underwritten loans

Manually underwritten loans are those applications reviewed and approved by the underwriter or
applications underwritten with the assistance of GUS that receive an underwriting recommendation of
“Refer” or “Refer with Caution.” For manually underwritten loans, the lender must submit a fully
documented loan application package to Rural Development. Although, manually underwritten
application packages may be submitted by email, the preferred method of the Agency is electronic.
Lenders are expected to utilize the automated method of submitting origination requests to the Agency.
Use of the electronic method through the Agency’s automated underwriting system, GUS, streamlines
the delivery, review and issuance of a Conditional Commitment. A Technical Bulletin regarding
“Streamline Issuance of Conditional Commitment — Lenders” is posted to the following resource site:
https://usdalinc.sc.egov.usda.gov/USDALincTrainingResourceLib.do. Scroll to Loan Origination.
Loans that are not delivered via the automated method must protect personally identifiable information
when communicating electronically. Form RD 3555-21 summarizes the details of the loan to be
guaranteed and requires the lender to certify that all eligibility requirements have been met. See
Attachment 15-A for a checklist of items to be provided in the loan package submitted to the Agency.
The following information must be provided for the application to be considered complete.

e All pages of the current version of Form RD 3555-21 signed and dated by the applicant(s) and
the approved lender submitting the request, or their designated representative. The form must be
completed prior to signature by the applicant(s). The lender is responsible for reviewing the
contents of the form, acknowledgements and certifications with the applicant(s).

e A signed copy of the Uniform Residential Loan Application (URLA). The loan amount must
coincide with the loan request on Form RD 3555-21. If the applicant(s) is not a United States
citizen, evidence the applicant(s) meets the qualified alien criteria set forth in Chapter 8 of this
Handbook

e The CAIVRS number indicated on Form RD 3555-21.
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The lender’s confirmation they have checked GAO’s System for Award Management
(SAM.gov) and have confirmed the applicant(s) and all parties participating in the Rural
Development guarantee are not debarred from doing business with the Federal government.
Refer to Section 15.2 of this Chapter to identify all parties participating in the loan guarantee
request. Certification of this action is recorded on Form RD 3555-21.

Summary of the calculation of annual income, adjusted income (to qualify for the SFHGLP) and
repayment income calculations. Include documentation for all adult members of the household.
Documentation to include IRS 4506-T tax transcripts, verifications of employment and other
income verification documentation such as asset documentation. See chapter 9 of this Handbook
for additional guidance.

Credit report(s). Include the credit report of a non-purchasing spouse if property is located in a
community property state. Include any non-traditional report and all credit supplements.

Verification of Rental. Include documentation to support rental history in the previous 12
months prior to application, as applicable, for all manually underwritten loans. See Chapter 10
of this Handbook, Section 10.13 for additional guidance on obtaining rent verification.

Uniform Residential Appraisal Report (URAR) of real estate property which includes Form
1004MC, Market Condition Addendum.

Purchase/sales agreement/contract.

Underwriting analysis. This may include evidence the approved lender’s underwriter reviewed
and approved the loan, documentation of a credit waiver granted by the underwriter (if
applicable), or a request for repayment ratio waiver with documented compensating factors listed
(if applicable). Refer to Chapter 10 and 11of this Handbook for additional guidance.

FEMA Form 086-0-32.

If a buydown is involved, documentation in accordance with Chapter 11, Paragraph 11.5 of this
Handbook.

Automated Underwriting System - GUS “Accept”

Loans underwritten with the assistance of GUS receiving an underwriting recommendation of

“Accept” may allow the lender to submit abbreviated documentation when compared to manually
underwritten loans when requesting a Conditional Commitment for Single Family Housing Loan
Guarantee. The lender certifies upon “final” submission the loan has been reviewed, underwritten and
the data entered into GUS is true, complete and accurate. Lenders must review and satisfy pre-
Conditional Commitment conditions identified on the final GUS Underwriting and Findings Analysis
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Report prior to submitting the loan to the Agency. Lenders who utilize GUS will be validating the
findings provided with the underwriting recommendation in their permanent case file. Unless a quality
control message requires the lender to submit a full documentation file, the lender may submit the
following completed documents to obtain a Conditional Commitment for Loan Guarantee:

All pages of the current version of Form RD 3555-21 signed, and dated by the applicant(s) and
lender, or lender’s representative.

Summary of the calculation of annual income, adjusted income (to qualify for the SFHGLP) and
repayment income calculations.

Include the credit report, of a non-purchasing spouse, if property is located in a community
property state.

Appraisal of real estate property which includes Form 1004MC.
The final GUS Underwriting and Findings Analysis.
FEMA Form 086-0-32.

If the applicant(s) is not a United States citizen, evidence the applicant(s) meets the qualified
non-resident alien criteria set forth in Chapter 8 of this Handbook.

If a buydown is involved, documentation in accordance with Chapter 11, Paragraph 11.5 of this
Handbook.
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If a quality control message for a GUS “Accept” underwriting recommendation requires the lender
to submit a full documentation file to Rural Development, the extent of the review by the Agency is to
determine the data entered into GUS is true, complete and accurately represented. Ratio waiver requests
will not be required.

ELECTRONIC SIGNATURES

Rural Development will accept electronic signatures in conjunction with the Single Family Housing
Program (SFHGLP), unless otherwise prohibited by law or regulation, as described below. This
guidance is limited to lenders. Agency staff will continue to follow internal policy.

The 7 CFR 3555 rule does not expressly prohibit or consent to electronic signatures. The
regulations require that lenders submit signed documents to the Agency, such as the mortgage or deed of
trust, the promissory note, etc. The regulations also require that lenders perfect and maintain a first lien
position and an enforceable promissory note. Lenders may use electronic signatures as long as the
lender perfects and maintains a first lien position, an enforceable promissory note, and meet all other
agency requirements.

Lenders may accept all documents associated with originating or servicing a loan which are signed
electronically. The Agency recognizes that electronic signatures include digital signatures as a subset.
The electronic signature and date must be clearly observed when the document is viewed either
electronically or if printed. The acceptance of electronic signatures by lenders is voluntary. Those
lenders who choose to accept electronic signatures must meet the standards and requirements set forth in
the ESIGN Act as well as all other applicable federal and state regulations and guidelines. Lenders must
still adhere to all program regulations, guidance and agreements as usual. Lenders are charged with the
same responsibility of due diligence with electronically signed documents as they are with paper
documents.

Two methods are available to transmit credit documents to Rural Development:

An automated lender loan closing system is available to electronically submit guarantee fees, upload
loan closing documents and electronically submit loan closings. The Agency expects all lenders will
submit loan closing transactions electronically. This method of delivery is expanded upon in Chapter
16.

Those lenders who have not yet set up the automated process and deliver credit documents via e-
mail must be able to either submit PDF or TIF versions of the electronically signed documents to the
agency, and must follow file retention requirements and make the electronically signed documents
available for agency review as necessary. This method must be encrypted or protected to ensure
personally identifiable information is secure. Information regarding electronic delivery by state can be
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found at the USDA LINC Training and Resource Library (located in the Loan Origination section) at the
URL noted above.

If any electronically signed document eventually is deemed unenforceable (e.g. the promissory note,
mortgage or deed of trust) and is connected to any fraud, misrepresentation or negligent servicing, the
lender bears the risk that any loss claim submitted in relation with the unenforceable document will be
denied or reduced in accordance with applicable regulations. The lender’s failure to collect on the
promissory note or enforce the security instrument because of its electronic signature will be treated as
negligent servicing under SFHGLP regulations.

Failure to comply with any Federal statute or regulation could result in the denial of a loan guarantee
or claim, withdrawal of lending authority and/or debarment from Federal programs.

155 AGENCY REVIEW OF APPLICATION PACKAGE

When underwritten application packages are received, Agency staff will track the date and time the
Agency receives the application. Agency staff will review the application and notify the lender of its
status within two business days of receipt of the application. As outlined below, there are circumstances
in which the Agency must review the application more thoroughly. In these situations, the Agency may
take up to four business days to review the application.

A. Content of Standard Review

In general, the Agency will review applications to determine that all program requirements have
been met. The lender has sole responsibility for properly underwriting the loan and ensuring that all
program requirements have been met. Agency review of the application does not relieve the lender of
these responsibilities. Agency staff have the responsibility of determining if the applicant is income
eligible, meets the established qualifying ratios, the property is located in an eligible rural area, that the
loan is for eligible purposes, and the appraised market value supports the requested loan amount.

Although the lender must underwrite the applicant and property information to ensure that the loan
meets all program criteria, the Agency must review the lender’s documentation to ensure that loans, to
be guaranteed, meet program requirements. The following summarizes the criteria Agency staff use to
ensure that each program requirement has been met. Agency staff will utilize Attachment 15-B in their
review of loan note guarantee requests. It was designed to be utilized as a tool to assist in developing,
processing and closing a SFHGLP. This document shall be retained as an essential document imaged in
the Rural Development Imaging Repository in accordance with Chapter 2 of this Handbook.
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1. Household income at or below 115 percent of median for the area

The Agency must review the lender’s program eligible income. This calculation is arrived at from
eligible adjustments made to the annual income. The adjusted annual income is considered qualifying
income. This calculation is utilized one time to determine program eligible income. Qualifying income
often differs from repayment income which represents the stable and dependable portion of income.
Lenders who utilize GUS to assist with their underwriting will find the information automatically
calculated under the “Eligibility” page of GUS.

2. PITI ratio of 29.0 percent or less; Total Debt ratio of 41.0 percent or less

The Agency must review the lender’s ratio calculation and any ratio applicable waiver requests for
manually underwritten loans. Written concurrence of the ratio waiver request by the Agency is
represented when the lender is issued a Conditional Commitment for Loan Note Guarantee. If the loan
was underwritten with the assistance of GUS and received an “Accept” underwriting recommendation, a
ratio waiver request is not required. Lenders and Agency will refer to Chapter 11 of this Handbook for
further guidance in approving ratio waivers for manually underwritten loans.

3. Appraisal

All appraisals must comply with the current edition of the Uniform Standards of Professional
Appraisal Practice (USPAP) available at www.appraisalfoundation.org. Approved lenders are
responsible for selecting qualified appraisers that are licensed in the state in which the subject property
is located. The appraisal report (for existing and proposed construction) must not be more than120 days
old at loan closing, meet the standardized definitions and responses for a key subset of appraisal data
entry fields developed by Fannie Mae and Freddie Mac, known as the Uniform Appraisal Dataset, and
must be completed using the appropriate form as follows:

e Fannie Mae Form 1004 / Freddie Mac Form 70, “Uniform Residential Appraisal Report,” for all
one-unit, single family dwellings;

e Fannie Mae Form 1004C / Freddie Mac Form 70B, “Manufactured Home Appraisal Report,” for
all manufactured homes;

e Fannie Mae Form 1073/ Freddie Mac Form 465, “Individual Condominium Unit Appraisal
Report” for all individual condominium units.

e Fannie Mae Form 1004 MC / Freddie Mac Form 71, “Market Conditions Addendum,” for all
property types.

The Agency will review the appraisal by completing Form RD 1922-15, *“*Administrative Appraisal
Review.” If the Agency reviewer detects concerns, the appraisal will be referred to an Agency licensed
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appraiser for a technical desk or technical field review. Should the Agency licensed appraiser determine
the appraisal is not adequate, the lender will be informed of corrections needed prior to issuance of the
conditional commitment for loan guarantee.

Lenders will follow Section 12.5 B of Handbook Chapter 12 regarding appraisal updates.

Fannie Mae Form 1004D/Freddie Mac Form 442, “Appraisal Update and/or Completion Report”
may be utilized by the lender to report the completion of a repair and/or satisfaction of requirements and
conditions noted in the original appraisal report.

Refer to Chapter 12 of this Handbook for further guidance on the appraisal reporting process.
4, Requirement: Rural Area Designation

The Agency must review the maps of ineligible areas to determine if the property is located in an
eligible rural area. Lenders may access the online property eligibility web site to determine a property’s
eligibility at http://eligibility.sc.egov.usda.gov/eligibility/. Approved lenders who utilize GUS will
automatically interface with the public website when completing property information on the
“Eligibility” application page of GUS. In some cases, the property eligibility web site may not provide
a final determination of property eligibility. Properties such as new construction may result in an
inconclusive message. When this occurs, the Agency will make the final property eligibility
determination.

5. Environmental Review

The lender must complete, or arrange for a contractor to complete, FEMA Form 086-0-32,
“Standard Flood Hazard Determination Form™ to determine whether the dwelling is located in a
Special Flood Hazard Area (SFHA) in accordance with Section 4, Paragraph 12.10 of Chapter 12 of this
Handbook. Existing dwellings for the SFHGLP are eligible if flood insurance through FEMA'’s
National Flood Insurance Program (NFIP) is available and flood insurance, whether NFIP, “write your
own”, or private flood insurance, as approved by the lender, is purchased by the applicant. New
construction in a SFHA may be eligible with additional documentation. The Agency will be unable to
guarantee loans for new or proposed construction in a SFHA unless the lender obtains a Letter of Map
Amendment (LOMA) that removes the property from the SFHA or Letter of Map Revision (LOMR)
that removes the property from the SFHA or obtains a FEMA elevation certificate that shows that the
lowest floor (including basement) of the dwelling and all related building improvements are built at or
above the 100 year flood plain elevation in compliance with NFIP. The cost of flood insurance will be
included in the applicant’s PITI. Flood insurance must cover the lesser of the outstanding principal
balance of the loan or the maximum amount of coverage allowed under FEMA’s NFIP. Unless a higher
maximum amount is required by state law, the maximum deductible clause for a flood insurance policy
should not exceed the greater of $1,000 or 1 percent of the face amount of the policy. The Agency will
perform an environmental review in accordance with RD Instruction 1940-G. Existing dwellings for the
SFHGLP are eligible if flood insurance is available. Existing properties are not subject to the Agency’s
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requirements within RD Instruction 1940-G Exhibit C. Additional requirements, in accordance with
Chapter 12 of this Handbook may be required when a property is not served by a public sewer system.
See Section 12.10B of Chapter 12 for additional information.

B. Agency Review of Lender’s Underwriting Decisions

The Agency generally does not review the content of a lender’s underwriting analysis as it remains
the approved lenders responsibility to underwrite loans to the SFHGLP. However, under limited
circumstances, the Agency will review the lender’s underwriting decisions. When the Agency
determines that a lender’s application must be reviewed more thoroughly, the Agency will notify the
lender in writing. The goal of the additional review is to help the lender submit application packages
that are acceptable on the first review. The maximum turn-around time, by the Agency, for review in
these cases is not to exceed four business days. Lenders will receive official notification by the Agency
when any delay beyond 4 business days for turn-around in response to a commitment request results.
The Agency will review the lender’s underwriting decisions under the following circumstances.

1. Lenders who are new to the program

When a new lender is approved for participation in the program, the first few applications submitted
will receive a thorough Agency review, including a review of the lender’s underwriting decisions. This
extra care in review will ensure that the lender has a complete and accurate understanding of the
Agency’s requirements, and that the decisions made by the lender’s underwriters accurately reflect the
Agency’s expectations. The Agency will continue to review new lender underwriting decisions until the
Agency is confident that the lender is performing satisfactorily. Generally, normal loan review will
begin after submission of five acceptable loan packages. Additional training is provided when
incomplete or deficient packages were submitted in the initial five loans.

2. Lenders working with funded buydown accounts

When a borrower receives a funded buydown and the ratios calculated at the note rate exceed the
Agency’s requirements, the Agency will review the lender’s underwriting to ensure that justification for
the buydown is adequate. Refer to Chapter 11, paragraph 11.5 of this Handbook for more details on a
funded buydown.

3. Lenders that submit incomplete or inaccurate applications

If a lender submits incomplete applications or applications with conflicting information, the Agency
may choose to review the lender’s underwriting to ensure that the lender understands the Agency’s
requirements. Thorough reviews will continue until the lender demonstrates its ability to submit
complete and accurate application packages on a regular basis. Generally, this would be after
submission of five acceptable loan packages. Additional training is provided if the five packages
continue to be incomplete with inconsistencies in data and documentation.
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4. Lenders with significant monitoring findings

If, through monitoring or analysis of a lender’s default, foreclosure, and loss claims activity, the
Agency finds the lender’s underwriting decisions have not been consistently sound and in line with the
Agency’s expectations, the Agency may choose to review the lender’s underwriting until such analyses
demonstrate the lender’s ability to adhere to the Agency’s policies.

C. Conditions for the Loan Guarantee

The lender does not need to submit their entire loan application file to the Agency for review. The
lender should only submit those items listed in Paragraph 15.3 of this Chapter. Attachment 15-A
provides lenders with an origination stack list to assemble the documents and submit their request to the
Agency. Agency staff will determine if any conditions must be met for the loan to qualify for a
guarantee. Provided the applicant(s) and all other proposed terms and conditions of the mortgage meet
the eligibility requirements for a loan guarantee, the Agency shall approve the application for loan note
guarantee by issuing a firm commitment setting forth the terms and conditions of the guarantee. Terms
and conditions will be listed and issued to the lender on Form RD 3555-18 or Form RD 3555-18E (when
submitted electronically).

15.6 LENDER NOTIFICATION ON REQUEST FOR LOAN GUARANTEE

The Agency should notify the lender of the results of a standard application review within two
business days of receipt of the complete application package. In situations where the Agency is
performing a more thorough lender review, the Agency must complete the review within four business
days as outlined in Section 15.5 B. There are four possible results of the review, and the notification
requirements vary depending on the results.

A. The Request for a Loan Guarantee is Approved

If the Agency review indicates the loan meets all program requirements, the Agency will agree to
guarantee the loan, subject to the conditions provided on Form RD 3555-18 or RD 3555-18E(when
submitted electronically). The Agency will inform the lender of the approval by mail or e-mail with
Form RD 3555-18/18E after entering the application information into the Guaranteed Loan System. The
commitment will expire in 90 days from issuance unless new construction is involved, which then the
expiration date of Form RD 3555-18/18E will correspond with the projected completion of the
construction. The expiration date of Form RD 3555-18/18E for new construction should not exceed one
year from the issuance of the Conditional Commitment unless the State Director publishes a statement
supplement to this Chapter to allow a longer term based upon special circumstances. One 90 day
extension can be granted in accordance with Chapter 16 of this Handbook, provided circumstances
beyond control are present.
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B. The Agency Requires Additional Time to Complete the Review

15.7

In some instances, the Agency may require additional time to review specific issues. For example, if
there is an indication that there may be environmental problems with the site, or if there appear to be
abnormalities in the appraisal, Agency staff may need to consult with technical experts. In such cases
the Agency will, within the stated review time frame, notify the lender in writing of the delay and
provide a non-binding estimate of when a final decision is expected.

Return of Incomplete Applications

Lenders must ensure that the application requests are submitted in accordance with the instructions
specified in the Attachment 15-A. A complete application request must contain all documents listed in
Attachment 15-A. Lenders must ensure the documents are submitted in the stacking order noted with
the first document in the bundle being the actual completed Attachment 15-A. An exception to the
stacking order is the Appraisal Report, which for those lenders utilizing GUS will uploaded separately
from all other documents. Lenders should submit only the identified document in the Attachment. If
the application request is missing information that is required by the Attachment 15-A, the application
request will be deemed incomplete and the Agency will return the application package to the lender.
Complete applications are processed in date order by the Agency. Only complete application requests
will be considered for processing by the Agency.

The Request for a Loan Guarantee is Denied

The loan guarantee request will be denied if the proposed loan fails to meet any program
requirement or Agency staff cannot concur with a requested ratio waiver. The loan must be for an
eligible purpose, an eligible rural property, to an eligible applicant, and underwritten by an Agency
approved lender. If the application review indicates that any of these criteria have not been met, the
Agency will notify the lender in writing of the reason for the denial, and will provide review and appeal
rights as described in Appendix 3 of this Handbook. The Agency must capture data regarding the
individual loan guarantee denial in the Agency’s GLS database.

AGENCY PROCESSING OF AN APPROVED REQUEST

Assuming that all conditions are met, Agency staff must complete Form RD 3555-18/18E. This
form is used by the Agency to establish conditions for issuing the loan note guarantee. When sufficient
room is not adequate on the form to note all conditions to the approved request, the Agency will utilize
the online form in GLS known as Form RD 3555-18A Attachment to Form RD 3555-18/18E,
“Conditional Commitment for Single Family Housing Loan Guarantee.” Form RD 3555-18/18E is
completed by the Agency and the executed form is delivered to the lender electronically, typically via e-
mail. At loan closing, the lender certifies to the items noted on the Form RD 3555-18/18E, including
any attachments to the form, and submits it to the Agency with the loan closing documents. All
conditions specified on this form and any attachment to the form must be met before the loan note
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guarantee will be issued. Chapter 16 of this Handbook provides additional guidance in obtaining the
Loan Note Guarantee.

Agency staff will input all required application information into the Guaranteed Loan System
(GLS) prior to issuing a Conditional Commitment. Withdrawn and rejected decisions will also be
recorded in GLS. Decisions involving a rejection of the lender’s request will trigger review and/or
appeal rights as further outlined in Appendix 3 of this Handbook. The online GLS Help Guide
located on the Agency’s GLS website can assist Agency users in creating a borrower, application
and obligation page.

To the extent possible the Agency should segregate key responsibilities of the loan review, decision
and data entry process when handling the lender’s request. If the state is unable to separate key
responsibilities, the state should implement other methods to ensure misrepresentation, processing
errors, or fraud do not occur by implementing compensating controls such as pre-loan closing second
level reviews, etc. The states are charged with determining the best method to ensure control measures
are in place and a method of recording those measures are maintained.

15.8 LENDER RESPONSE TO CONDITIONAL COMMITMENT

Once Form RD 3555-18/18E has been issued, the lender has three choices. The lender may accept
the terms and conditions, decline the terms and conditions for loan guarantee, or request that the terms
and conditions be altered. Any modifications to the terms and conditions should be agreed upon prior to
proceeding to loan closing.

A. Accepting the Conditions

If the lender understands and agrees to accept the conditions listed on Form RD 3555-18/18E, no
communication with the Agency is required until the lender is ready to request the loan guarantee. With
this option, the lender is agreeing to close the loan for an amount equal to or less than the amount stated
on Form RD 3555-18/18E, at the rate of interest specified (or less) and within the conditions recorded.
The lender must meet the conditions, draw the loan documents, close the loan, and return the executed
Form RD 3555-18/18E with the loan-closing package.

B. Declining the Conditions for Loan Guarantee

If the lender determines that the terms and conditions stated on Form RD 3555-18/18E cannot be
met, that the loan guarantee is not needed, or that the loan will not go to closing for some reason, the
lender must inform the Agency by phone or in writing as soon as possible. Until the Agency is notified
that the loan guarantee will not be needed, the funds for that loan request are set aside for the transaction
pending and cannot be made available to assist other eligible applicants.
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Upon being informed that the lender intends to decline the conditions for loan guarantee, Agency
staff will cancel the loan guarantee obligation by updating the information in the Guaranteed Loan
System. This will release the committed funds for reallocation to a new commitment.

C. Requesting Changes in Conditions

If the lender wishes to change the loan amount or interest rate on the loan, or if the lender believes
that there are reasons that the conditions and requirements the Agency specified on Form RD 3555-
18/18E should be altered, the lender can contact the Agency and propose an alternative. The request
must be made in writing and must not affect the eligibility of the loan for the program. If the change
will increase the interest rate or loan amount, the request must include documentation that the ratios and
interest rates are still within program requirements. Modifications to the loan amount once the
Conditional Commitment has been issued require updated credit documentation as follows: a signed
copy of the mortgage loan application bearing the correct loan amount; a newly executed Form RD
3555-21 with modifications; and an updated underwriting analysis. If the loan was underwritten with
the assistance of GUS, for changes that adversely affect the application, the loan will be de-obligated in
GLS by the Agency, the application will be deleted from GLS, the GUS application reinstated and then
released to the lender for correction. The Agency may refer to the Employee GUS User Guide on the
Agency’s SharePoint website for further assistance.

The Agency will return a decision in accordance with Section 15.4 of this Chapter. If the Agency
accepts the change, the lender must attach the Agency’s written modification to the existing RD 3555-
18/18E to be retained in the lender’s loan origination file. If the Agency approves an increased loan
amount or interest rate, the Agency must update the obligation of funds screen in GLS and issue a new
Form RD 3555-18/18E.

15-14
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ATTACHMENT 15-A

USDA mamle
Guaranteed Rural Housing= -

Origination Stacking Order Checklist

Lender Instructions: Submit the identified documents in the order noted with the first document in the bundle being this
Attachment. Submit only the identified documents. Include complete documentation for the specific file type identified to ensure
an effective file flow. Documents must not exceed the maximum allowable age set forth in 7 CFR 3555 Handbook. Rural
Development will consider all documents submitted as the certified and true copies of the original documents retained in the
lender’s permanent file. Electronic delivery to Rural Development is the preferred method. See electronic delivery information by
state https://usdalinc.sc.eqov.usda.gov/RHShome.do. In the subject line identify the case by: Loan Origination: Borrower Last
Name, First Name

General Information

Applicant(s): Lender: Date:

File Stacking Order Checklist
Guaranteed Underwriting System (GUS) - Underwriting Recommendation: ACCEPT

Please stack the credit package in the following document order:

O

Form RD 3555-21, “Request for Single Family Housing Loan Guarantee
Note: Must be fully completed and executed by all applicants and lender.
Must include income worksheet pages.

Final GUS Underwriting Findings and Analysis Report
Note: Last final submission to be printed, retained in lender’s permanent loan file.

FEMA Form 086-0-32, “Standard Flood Determination Form”
Note: New construction properties located in 100-year flood plains will require additional documentation.
Confirmation the base flood elevation (BFE) is below lowest floor of subject.

Evidence of qualified alien (if the applicant is not a US citizen)

Credit Report, Non-Purchasing Spouse (If the applicant or property is in a community property state — AZ, CA, ID, LA, NV,
NM, TX, WA, WI)

O OO O

Uniform Residential Appraisal Report (URAR)
(FNMA 1004/FHLMC 70 or applicable Report)
Note: 1004 MC (Market Conditions Addendum) must be part of report.
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File Stacking Order Checklist
Manual Underwriting, GUS Refer/Refer with Caution Underwriting Recommendation,
GUS Accept if Quality Control Lender Message on GUS Underwriting Findings and Analysis Report

Please stack the credit package in the following document order:

O

Form RD 3555-21, “Request for Single Family Housing Loan Guarantee
Note: Must be fully completed and executed by all applicants and lender.
Must include income worksheet pages.

O

Final GUS Underwriting Findings and Analysis Report, if applicable
Note: Last final submission.

O

Underwriting Analysis, confirmed and executed by Underwriter
(FNMA 1008/FHLMC 1077 or similar)
Note: Include credit waiver and/or repayment ratio waiver request in comment section.
A GUS ACCEPT with quality control message does not require credit or repayment ratio documentation/justification.
Include supporting documentation when credit package includes a buy down.

Uniform Residential Loan Application
(URLA — FNMA 1003/FHLMC 65)
Note: URLA must be executed by the interviewing lender and applicant(s).

O

Income Verification Documentation: For all household members
Verification of Employment (VOE) + (1) earning statement
OR verbal VOE + (2) earning statements (30 days) + W-2's (2 years)
OR computer generated verification + W-2's (2 years) + verbal VOE
Self-Employment: income tax returns/ all schedules (2 years) + profit / loss, balance and income/expense statements
Child support, pensions, disability, Social Security, retirement annuity award(s)

Tax return information as a result of IRS 4506-T: Request for Transcript of Tax Return
Note: Required for all adult members of the household

Asset Verification Documentation: For all household members
Verification of Deposit, bank statements, gift letter etc.

Credit Report, Non-Traditional Report and all credit supplements, as applicable
Note: Include adverse credit explanation and documentation used in credit waiver.

Credit Report, Non-Purchasing Spouse (If the applicant or property is in a community property state — AZ, CA, ID, LA, NV, NM, TX, WA, WI)

Verification of Rent, as applicable. See Section 10.13 of Chapter 10 for further guidance.

Note: Applicable to manually underwritten loans with credit scores less than 680.
A GUS *Accept” subject to a fully documented file does not require a Verification of Rent.

FEMA Form 086-0-32, “Standard Flood Determination Form”
Note: New construction properties located in 100-year flood plains will require additional documentation.
Confirmation the base flood elevation (BFE) is below lowest floor of subject.

Sales Contract, all pages and amendments

Evidence of qualified alien (if the applicant is not a US citizen)

Ooo o0 oO0g oo od

Uniform Residential Appraisal Report (URAR) — not applicable to Streamlined Refinance Product
(FNMA 1004/FHLMC 70 or applicable Report)
Note: 1004 MC (Market Conditions Addendum) must be part of report.
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Rural Development - Guaranteed Rural Housing

Agency Documentation and Processing Checklist (Internal Agency Use)

Applicant Information Co-Applicant
Name: Name:
Date Initials of Employee
Checked MortgageServ — Customer Cross Reference
Conditional Written documentation of the following must be submitted when requesting a Conditional Commitment for Loan Note
Commitment Guarantee. GUS Underwriting Recommendations of “Refer” and “Refer with Caution” or an ‘Accept’ that is subject to full
Request documentation will adhere to “Manual UW” requirements, except as otherwise noted.
File Type:

Accept FD Refer Manual

O

Underwriting for GUS Accept (subject to streamlined documentation as provided in Chapter 15),
GUS Accept if Lender Quality Control message(s) (fully documented loan file) required of GUS
Underwriting Findings and Analysis Report, GUS Refer/Refer with Caution Underwriting
Recommendation or Manually Underwritten loans

Lender Request

Ll . . .
Form RD 3555-21, Request for Single Family Housing Loan Guarantee
[0 Completed and executed by all borrowers and lender
[ Interest rate is locked. Lock date: Expiration Date:
[ For locked rates, rate confirmed to meet §.3555.104
https://www.fanniemae.com/singlefamily/historical-daily-required-net-yields
Date Agency confirmed: Interest Rate: % Max Rate:
[ Interest rate is floating. Condition for lock date.
[ Form includes Lender’s income worksheet [] Yes [] No [] N/A
Lender Underwriting
m Underwriting Analysis
(FNMA 1008/FHLMC 1077 or similar)
[ Confirmed/executed by Underwriter
[ Adverse credit waiver and supporting documentation that meets Chapter 10 7 CFR 3555 Handbook? [] Yes [ No
[ N/A
[Note: A GUS ‘Accept” subject to a fully documented file does not require the submittal of a credit waiver or supporting
documents to the Agency]
[ Verification of Rent? [] Yes [] No [J N/A [applicable to manually underwritten loans with credit scores less than
680.]
[Note: A GUS ‘Accept” subject to a fully documented file does not require a Verification of Rent.
[0 Ratio waiver request documented by Lender? [] Yes [ No [ N/A
[Note: A GUS ‘Accept’ subject to a fully documented file does not require a ratio waiver request or the supporting
documents to the Agency]
[ Evidence of compensating factors submitted by Lender? [ Yes [] No [] N/A
[ Ratio waiver reviewed and granted? [ Yes [ No [ N/A
PITI Ratio TD Ratio Funded Buydown? [] Yes [] No
Mortgage Credit Certificate? [] Yes [] No
O Final GUS Underwriting Findings Report, as applicable
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Lender Credit Documentation
0 Uniform Residential Loan Application (URLA — FNMA 1003/FHLMC 65)
[ Executed by the applicant(s)? [J Yes [ No
[0 Executed by interviewing lender? [] Yes [ No
] Credit Report
[ Tri-Merged [ RMCR [ Non-traditional and all credit supplements [] GUS
Non-Purchasing Spouse Credit Report: [] Yes [] No [ N/A
(If applicant or property in a community property state — AZ, CA, ID, LA, NV, NM, TX, WA, WI)
(AK and PR under limited conditions)
[ within 120 days of loan closing
0 Verification of Rent, as applicable
Note: Applicable to manually underwritten loans with credit scores less than 680.
A GUS “Accept” subject to a fully documented file does not require a Verification of Rent.
Lender Credit Documentation, continued
] Income Verification
[ within 120 days of loan closing(purchase existing)
Income from employment: [] Yes [] No [] N/A
[ Full Documentation: Written VOE; most recent paystub with YTD earnings
[ Alt. Documentation: Verbal VOE; 30 days earning statements with YTD earnings (original or electronic copies); 2 years
W-2's or income tax returns
Income from other sources (examples not all inclusive): [] Yes [] No [] N/A
[ Social Security | [] Retirement | [] Child Support | [] Alimony
[ Commissions | [] Interest | [0 Government Assistance | [] Other:
Income from self-employment: [] Yes [] No [] N/A
[ 2 years taxreturns | [] Profit/Loss Stmt |
Income from assets: [] Yes [] No [J N/A
[ Verification of Deposit | [] Bank Statements | [] Other:
Income from other adult members of the household:
Documentation of household income from other adult members: [] Yes [] No [ N/A
Documentation of tax return information as a result of IRS 4506-T, Request for Transcript of Tax Return
[ Yes | [ No
Note: Required for all adult members of the household.
] Agency’s Summary of Income Calculation

# Household Members | # Dependents

Maximum Adjusted Household Income for County:  $
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] Agency’s Summary of Income Calculation, continued

Lender Calculations Agency Calculations

Annual Household Income $ Annual Household Income $

Adjusted Annual Household Income $ Adjusted Annual Household Income $

Repayment Income (Monthly) $ Repayment Income (Monthly) $

Monthly Mortgage Credit Certificate $ Monthly Mortgage Credit Certificate $

PITI: $ Annual Fee: $ Other Debt: $ Closing Costs: $ PITI for GLS: $

For Manual GLS entry only

Income Category: [] Very-Low | [J Low | [] Moderate

Agency’s Validation of Eligible Household Income Calculation, as applicable

. This document will become part of the permanent Rural Development file as a retained essential document.
m Agency’s Validation of Repayment Income Calculation, as applicable

This document will become part of the permanent Rural Development file as a retained essential document.
|| Evidence of qualified alien (If the applicant is not a US citizen) : [] Yes [] No [] N/A

[ Confirmed applicant(s) is a qualified alien (if applicable) [] SAVE. [] CIS [] Other:

Property Information:

0 Uniform Residential Appraisal Report (URAR)
FNMA 1004/FHLMC 70 [Not applicable to streamlined refinance]

[J URAR contains 1004 MC (Market Conditions Addendum)

[J within 120 days of loan closing.

Construction Type: [] On-Site | [] Modular/Panelized | [] Manufactured

Estate Type: [ Fee Simple (non-reservation) | [] Allotted Land | [] Tribal Trust Land
[ Individual Trust Land | [] Leased land (non-tribal) | [] Fee Simple (on a reservation)
Project Type: [] Condo | [J PUD | [ COOP| [] N/A

Structure Type: [] Attached | [] Detached

Property Information, continued

Appraisal Company/Appraiser Name:

Property Address:

Date of Appraisal/Date Received:

Appraised Value: $ [0 As-is [ Asimproved Max Loan Amount: $
Land Value $ Dwelling Age
Living Area Sq Ft Lot Size Sq. Ft or

Lot Size Acres
Community [] 10,000 orless [] Over 10,000

[ Existing Property:
[J Meets HUD handbooks OR [] Full Home Inspection

[0 New Construction:

The lender’s permanent file must contain evidence that plans and specs comply with development standards.
The lender’s permanent file must contain evidence that inspections and an acceptable warranty have been obtained.

Note: The Agency has the option to request this information from the lender in appropriate situations (i.e. review of new
lender, compliance review, loss claim, etc.)
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O

[ Other Inspections Required:

[ septic | [ Well | [ Termite [check if applicable]
Note: Other inspections, as applicable, to be retained in lender’'s permanent case file if the appraiser, inspector or state law
requires a third party inspection.
[ Other Property Features:
Energy-efficient [ Yes [] No|

FEMA Form 086-0-32, Standard Flood Determination Form

Dwelling located in 100-year flood plain ~ [] Yes [] No

Note: Elevation Certificate or comparable required to determine BFE if new construction and located in flood plain.

The elevation of lowest floor must be at or above 100-year flood plain for new construction and subject to further review.
Sales Contract

Signed Purchase Agreement or Earnest Money Agreement

The Rural Development review will consist of the following actions when a lender requests a Conditional Commitment for Loan Note Guarantee.

O

O

Form RD 1922-15, Administrative Appraisal Review for Single Family Housing
[J N/A [not applicable to streamlined refinance — no appraisal required]

Completed by Loan Approval Official.

Form RD 1940-22, Environmental Checklist for Categorical Exclusions
] N/A [Typically N/A for refinance transactions |
Completed by Loan Approval official prior to Conditional Commitment when eligible for categorical exclusion.

Form RD 1940-21, Environmental Assessment for Class | Action, as applicable.
[J N/A [Typically N/A for refinance transactions ]

Completed by Loan Approval official when ineligible for categorical exclusion.

Examples (not inclusive) of protected resources requiring preparation of Form RD 1940-21:

[ floodplains | [] coastal barriers | [] historic properties | [] wilderness | [] wetlands | [] Coastal Zone Management
Rural Development Decision — Approved, Denied, Withdrawn

[ Approved - Prepare Form RD 3555-18/18E

Date of Form RD 3555-18/18E, Conditional Commitment for Loan Note Guarantee:

[ Notified Lender by: [] E-Mail or [] Electronic Workflow, as applicable
[0 Approved application uploaded from GUS or GLS populated manually

[J Denied - Prepare denial letter with applicable appeal rights.

Date of letter with applicable appeal rights:
[J Approved application uploaded from GUS or GLS populated manually

[ withdrawn — Lender requested Conditional Commitment for Loan Guarantee is withdrawn.
Date withdrawal occurred:
[J Approved application uploaded from GUS or GLS populated manually

RHS Approval /Denial Official:

GUS/GLS Processing
Steps by Rural
Development

The following steps must occur to update the data warehouse. The steps apply to approved, denied or withdrawn
applications.

O

Complete the Borrower Maintenance page in GLS
Note: If the loan was a final submission underwritten with the assistance of GUS, the Borrower Maintenance Screen will be
automatically completed unless the borrower is already established in GLS.

Establish the borrower(s) in GLS. Complete for each borrower.
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O

Complete the Add Application page in GLS.

[0 GUS Loans:

Complete the USDA Administration page. Save the page. Submit the application to GLS.
[ Non-GUS Loans:

Complete the Add Application page in GLS.

Note: The CAIVRS service will automatically populate each borrower’'s CAIVRS confirmation #.

Complete the Obligation Request page in GLS

Date of Obligation in GLS: (GLS 1A obligation transaction processed)

The following documentatio

n must be received and steps completed to issue a Loan Note Guarantee.

O

Form RD 1980-19, Guaranteed Loan Closing Report
Note: This form is not required for lenders utilizing the Automated Lender Loan Closing system

Date Loan Note Guarantee request received:

Date of Loan Closing:

[J Completed and executed by lender
Loan closed for amount of commitment: [] Yes [] No

Loan closed for interest rate on commitment: [] Yes [] No

If No, determine if rate was floating at issuance of commitment. Obtain documentation of lock date and confirm rate meets
8§3555.104. Loans closing at a higher rate than the rate provided on Form RD 3555-18/18E will require additional
information.

Lender Certification — Continuing pages of Form RD 3555-18/18E

Note: This form is not required for lenders utilizing the Automated Loan Closing system

[J Completed and executed by lender after closing.
Documentation of Conditions

[J Documentation of date interest rate locked (if floating), as applicable

[ Confirmation of escrow development completion, as applicable
Note: Loan Note Guarantee may be issued if escrow established in accordance with §3555.202.

Documentation other conditions are met [] Yes [] No

Promissory Note, copy or uploaded as an individual document for Automated Lender Loan Closing system:

[ Yes [] No

HUD-1 Settlement Statement, copy of final or uploaded as an individual document for Automated Lender Loan Closing
system:

[ Yes [ No

Confirm all credit documentation is within acceptable time frames. [] Yes [] No

Issue Form RD 3555-17/17E, Loan Note Guarantee

Date Loan Note Guarantee Issued:
Note: Upload document through GLS Data-Filled forms page for lenders utilizing Automated Lender Loan Closing system.

Approval Official Issuing LNG:

[ Notified Lender by: [] E-Mail [] Work-flow notification of Lender Loan Closing (LLC)
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Wholesale Lockbox
Procedures (WLB) by
Rural Development

The following collection steps are required to process guarantee fees when paper checks in lieu of a PAD is received.
Collections must be secured in a fire-proof locked safe. Collections greater than $100 must be processed daily.

Form RD 451-2, Schedule of Remittances

. Note: This form is not required for lenders utilizing the Automated Lender Loan Closing system.
Online fill-able form available.
Guarantee Fee Collected: $
Guarantee Fee on commitment: $
Fee must be within $10.00 to process Loan Note Guarantee request for those LNG requests submitted without assistance of
Automated Loan Closing system.
To process a fee that differs by $10.00 or less, over type the defaulted fee on GLS Add Loan Closing page.
m Form RD 1951-49, Register of Collections
Note: This form is not required for lenders utilizing the Automated Lender Loan Closing system.
Online fill-able form available.
0 Form RD 1951-60, Field Office Remittance Reconciliation Report
Note: This form is not required for lenders utilizing the Automated Lender Loan Closing system.
Online fill-able form available.
0 Submit collection(s) to the WLB

Note: This form is not required for lenders utilizing the Automated Lender Loan Closing system.
Checks must be made payable to USDA or Rural Development.

Mail WLB collections to:

USDA — Rural Development
Wholesale Lockbox

P.O. Box 790391

St. Louis, Missouri 63179-0391

GLS Loan Closing

The following steps are required to process and close the loan in the data warehouse once the Loan Note Guarantee is

Transaction issued.
Complete the Add Loan Closing page in GLS.
[ Note: Lenders utilizing the Automated Lender Loan Closing system will partially complete the page. The Agency

will confirm information and documentation prior to final submittal to GLS.

1) If the interest rate changes from commitment, the interest rate established in GLS may be changed by over-typing the field
for manually underwritten files. Lender must establish continued eligibility. Files who utilize GUS must be resubmitted to
GUS if adversely affected.

2) Ensure the interest rate on the Add Loan Closing screen is updated and is accurately represented. The interest rate must
mirror that of the note to obtain a correct annual fee schedule.

3) Process changes to the loan amount PRIOR to submitting the Add Loan Closing page. Lenders who utilize the
Automated Lender Loan Closing (LLC) can complete a partial de-obligation of loan funds prior to submitting the request for
LNG.

4) For PAD transactions (lenders who submit fees via pay.gov) — do not alter or attempt to modify the guarantee fee in GLS.
5) For non-PAD transactions (check received) — the guarantee fee can be modified to accommodate the amount of fee
actually paid. This amount must be within $10.00 of the default fee in GLS.

Rural Development
Imaging Repository

This document will become part of the permanent Rural Development file as a retained essential document in accordance
with Chapter 2 of the HB-3555.

File Running Record
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Common Conditions to Conditional Commitment Checklist:
|:| Floating Interest Rate ’:I HUD Guidelines I:' Flood Insurance 100yr Zone
I:I Final Signed Loan Application |:| Escrow |:| New Manufactured Home|
|:| New Construction |:| Repairs |:| Shared Driveway/Private Street
I:l Septic I:I Streamline Refinance I:' Mortgage Credit Certificate (MCC)
I:l Well I:l New or Existing Condo

Full Documentation File or Other Comments
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CHAPTER 16: CLOSING THE LOAN AND
REQUESTING THE GUARANTEE

[7 CFR 3555.107]

INTRODUCTION

The lender is required to comply with all conditions stated on Form RD 3555-18/18E
and any attachments, as applicable. The loan must close under the same terms as
underwritten and approved for in the conditional commitment.

CLOSING THE LOAN

The lender has 90 days from the issuance of Form RD 3555-18/18E to close the loan.
Prior to expiration of the conditional commitment the lender may request the Agency to
extend the conditional commitment for one additional 90-day period if the lender has
been unable to close the loan due to circumstances beyond their control. For new
construction, other than the “combination construction permanent loan” option outlined
in Section 7 of Chapter 12, the expiration date of Form RD 3555-18/18E will correspond
with the projected completion of construction. New construction is limited to an
expiration date, including any extension granted, to no greater than 12 months from the
issuance of the commitment. The Agency must grant any approved extension in writing.
The GLS application page will be updated with the commitment extension.

Closing in Compliance with Conditional Commitment Approval. The loan must
close under the same terms it was underwritten and approved for the conditional
commitment unless the change does not adversely affect loan approval (i.e. lower loan
amount, lower interest rate). In the event there are any changes in the loan terms,
characteristics of the applicant, or characteristics of the property, between the issuance of
Form RD 3555-18/18E and loan closing, or if any conditions or requirements imposed by
the Agency will not be met, the lender must notify the Agency in writing. The Agency
must verify in writing prior to loan closing that the changes are acceptable. Examples of
changes that the Agency would need to review include increases in the interest rate, loan
amount or changes in borrower status, such as an increase or reduction in household
income. Failure by the lender to obtain approval from the Agency may result in the denial
of the issuance of the Loan Note Guarantee.

Signatures. All individuals applying for the loan and assuming responsibility for the
mortgage debt must sign the Uniform Residential Loan Application and any addenda.
Any individual whose signature is required by state laws (for example - a non-purchasing
spouse) must sign the security instruments and/or note in order to create a valid first lien,
to pass clear title, or to waive inchoate rights. All owners to be vested in title must sign
the security instruments except as noted in this section. Additional signatures on the
security instruments for individuals who have not been reviewed during the mortgage
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credit analysis may jeopardize issuance of the loan note guarantee. Borrowers should not
sign blank or incomplete documents.

A Power of Attorney (POA) may be used when the Mortgagee verifies and
documents that the following applicable requirements have been satisfied:

e Any specific or general power of attorney must comply with state law, and
allow for legal enforcement of the mortgage note in jurisdiction.
e For military personnel, a POA may only be used for one of the applications
(initial or final), but not both:
0 when the service member is on overseas duty or on an unaccompanied
tour;
0 when the Mortgagee is unable to obtain the absent Borrower’s
signature on the application by mail or via fax; and
0 where the attorney-in-fact has specific authority to encumber the
Property and to obligate the Borrower. Acceptable evidence includes a
durable POA specifically designed to survive incapacity and avoid the
need for court proceedings.
e For incapacitated Borrowers, a POA may only be used where:
O a Borrower is incapacitated and unable to sign the mortgage
application;
o the incapacitated individual will occupy t