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CHAPTER 1. INTRODUCTION (12/20/2024)"

The MPF® Traditional Selling Guide (“Selling Guide”), the MPF Program Guide, the
MPF Traditional Servicing Guide, product specific manuals, forms, exhibits, (together
referred to herein as the “Guides”), and the Applicable Agreements apply to all
Participating Financial Institutions (PFls) originating or delivering MPF Traditional
Mortgage Loans into the MPF Program. This Selling Guide outlines the requirements
and/or processes for PFls to originate and deliver MPF Traditional Mortgage Loans
under the MPF Program. All MPF Traditional Mortgage Loans delivered under the
MPF Program must meet these guidelines. PFls must abide by the procedures, terms,
and conditions set forth in this Selling Guide, as it may be amended from time to time.
Failure of a PFI to perform its obligations under either the Applicable Agreements or
the Guides constitutes an Event of Default entitling the MPF Bank to exercise all
available remedies as provided in the Guides and Applicable Agreements.

Unless otherwise provided for in an MPF Guide, whenever PFls/Servicers have any
questions or concerns, or are directed in an MPF Guide to contact the MPF Provider,
to notify MPF Provider, to submit something to MPF Provider, this should be done by
contacting the MPF Service Center_through the MPF Customer Service Portal or
contacting MPF Service Center (MPF-Help@fhlbc.com or 877.345.2673). Contact
information for the MPF Banks, MPF Provider, Master Servicer, MPF Program
Custodian, and MPF Government MBS Custodian, can be found in the MPF Directory
(Exhibit T).

" MPF Announcement 2024-78 (12/20/24)
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CHAPTER 2. MORTGAGE LOAN ELIGIBILITY

2.1 Loan Limits (12/09/24)?

There is no minimum loan amount for Mortgage Loans delivered under the MPF
Traditional Product. The following maximum original loan amounts apply to Conventional
Mortgage Loans with a Funding Date on or after January 1, 2025.

Number of Units  Maximum Original Loan Amount Maximum Original Loan
for Conventional Mortgages Amount for Conventional
(Properties in Contiguous Mortgage Loans
States, District of Columbia & (Properties in Alaska,
Puerto Rico) Guam, Hawaii & Virgin
Islands)
1 $806,500 $1,209,750
2 $ 1,032,650 $ 1,548,975
3 $ 1,248,150 $ 1,872,225
4 $ 1,551,250 $2,326,875

2.1.1 Conventional High-Balance Mortgage Loans

To determine the maximum original loan amount for Conventional High-Balance Mortgage
Loans, see the applicable Conventional High-Cost Area Loan Limits Exhibit (Exhibit N).
Properties located in counties that are not listed on Exhibit N are subject to the
Conventional Mortgage Loan limits above.

2.2 Mortgage Loan Attributes

An investment quality mortgage loan is a loan that is made to a Borrower, from whom
repayment of the debt can be expected, is secured by one-to-four unit residential real
property and is originated in accordance with the requirements of the MPF Guides,
Government Agency and Applicable Laws. The PFIl warrants that all Mortgage Loans
delivered to the MPF Bank have the characteristics of an investment quality Mortgage
Loan.

2 MPF Announcement 2024-76 (12/09/24)
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2.2.1 Escrow Accounts

Mortgage loans generally must provide for the deposit of escrow funds to pay as they
come due, including taxes, ground rents, premiums for property insurance, and premiums
for flood insurance. For the calculation of the monthly real estate tax payments, PFls must
comply with all federal, state, and local laws and regulations when calculating the amount
to be collected for any established escrow account.

If a special assessment levied against the property was not paid at the loan closing, the
Borrower’s payment must include appropriate accruals to ensure that any estimated
annual payment toward the assessment will be accumulated by the time it comes due.

2.2.1.2 Escrow Waivers

Subject to the Applicable Standards, the Servicer may waive the requirement for an
Escrow Account only if a Borrower has a savings history, credit history, and/or income to
pay for the escrow items when due. Servicers are required to follow the applicable
Government Agency guidelines and Ml company regarding waiving and reinstating
Escrow. The Servicer may not waive the requirement to escrow M| premiums.

When the requirement for an escrow account is waived, the PFI must retain the MPF
Program’s right to enforce the requirement in appropriate circumstances.

The MPF Program advocates the establishment of an escrow account for the payment of
taxes and insurance, particularly for the following:

e Borrowers with blemished credit histories,

o Mortgages to Borrowers that are First-Time Homebuyer,

e Mortgages secured by 2- to 4-unit properties,

¢ Mortgages secured by Manufactured Homes,

e Second home Mortgages,

e Mortgages where the Borrower has less than six months of reserves, or

¢ Refinance Mortgages where taxes were past due on the Mortgage being

refinanced.
2.2.2 Principal Curtailments

A principal curtailment is the application of funds that are used to reduce the unpaid
principal balance of the mortgage loan. The MPF Program permits certain curtailments
prior to mortgage loan delivery for the following reasons:

e The PFI may apply a curtailment to refund the overpayment of fees or charges paid
by the Borrower, in any amount, in accordance with applicable regulatory
requirements;
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e If the Borrower receives more cash back than is permitted for limited cash-out
refinances, the PFI can apply a curtailment to reduce the amount of cash back to
the Borrower to bring the mortgage loan into compliance with the maximum cash-
back requirement. The maximum amount of the curtailment cannot exceed the
lesser of $2,500 or 2% of the original loan amount for the subject loan. For
example, if the Borrower received $3,500 cash back at closing on a loan amount of
$200,000, the PFI could apply a $1,500 curtailment prior to delivery. This would
result in “net cash back” to the Borrower of $2,000, thus meeting limited cash-out
refinance requirement.

o Additional principal payments remitted by a Borrower to prepay the mortgage loan
as permitted by the loan documents. This includes curtailments applied to the
principal balance to reduce the monthly mortgage payment.

If the curtailment is applied after closing, but before delivery, the Mortgage Loan File must
be documented with the amount of the curtailment and the reason or source of the
curtailment (for example, refund of overpayment of fees or borrower-initiated), and include
any modification agreement used to reduce the monthly payment following the application
of the curtailment.

2221 Re-Amortized Mortgage Loans

Mortgage Loans that are re-amortized following the application of a principal curtailment
received from the Borrower are eligible for delivery. The principal curtailment reduces the
principal balance and the monthly mortgage payment over the remaining term of the
Mortgage Loan. In order to be eligible for delivery the following requirements must be met:

e The only changes to the original Note terms are a corresponding reduction in the
principal balance and a re-amortized reduction to the monthly mortgage payment
(does not extend the term or change the Note Rate of the Mortgage Loan);

e The re-amortization and Note modification are in compliance with the applicable
mortgage insurance company or Government Agency requirements;

e The original Note amount must comply with maximum loan limits in effect at the
time of delivery

e When the Mortgage Loan was underwritten, the Borrower was fully qualified based
on the original Note amount; and

o An Agreement for Modification, Re-Amortization, or Extension of Mortgage (Fannie
Mae Form 181) or its equivalent must be executed by all parties on the original
Note. PFls must retain a copy in the Mortgage Loan file and must deliver the
completed documents to the MPF Program Custodian in accordance with the
Guide. The delivery data must comply with the delivery instructions in Section 14.3.
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2.3 Mortgage Loan Terms (1/31/25)3

The Note must provide for a fixed interest rate and full amortization by maturity through
regular fixed monthly payments up to a maximum term of thirty (30) years. Amortization
must begin within sixty-two (62) days of the final disbursement of the Mortgage Loan
proceeds.

Exception: The only exception to these requirements is for single-closing construction-to-
permanent loans, which must have a loan term not exceeding 30 years that meet specific
MPF Program requirements. See Section 2.6.3.2 Single Close Transactions.

2.3.1 Maturity

For the fifteen-year product type, the original maturity of the Mortgage Loan must be more
than five (5) years and must not extend beyond fifteen (15) years from the Note date.

For the twenty-year product type, the original maturity of the Mortgage Loan must be more
than fifteen (15) years and must not extend beyond twenty (20) years from the Note date.

For the thirty-year product type, the original maturity of the Mortgage Loan must be more
than twenty (20) years and must not extend beyond thirty (30) years from the Note date.

2.3.2 Principal Amount

The entire principal amount of the Mortgage Loan must be fully disbursed to the Borrower
or disbursed or advanced in accordance with the direction of the Borrower prior to the
purchase of the Mortgage Loan by the MPF Bank or any other investor under the MPF
Program. For example, a refinance Mortgage Loan cannot be purchased by the MPF Bank
or any other investor under the MPF Program during any applicable rescission period for
the refinance Mortgage Loan. The principal amount of the Mortgage Loan must be as
represented to the MPF Bank by the Originator and must be fully secured by the Security
Instrument, which must not allow the Borrower to borrow additional funds.

2.3.3 Monthly Payments
Monthly Payments must:

e Consist of Principal and Interest Payments that do not change for the life of the
loan;

e Fully amortize the Mortgage Loan over the term of the loan; and

e Have no potential negative amortization, rate concessions or graduated-payment
mortgage (GPM) features.

3 MPF Announcement 2025-11 (1/31/25)
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2.4 Maximum LTV and TLTV Ratios

This section describes acceptable LTV and TLTV.

2.4.1 Calculating LTV and TLTV Ratios

The LTV is determined by dividing the original mortgage amount (generally the purchase
price less the down payment) by the value. For purchase Mortgage Loans (except
manufactured homes),"value" is the lower of the appraised value of the Mortgaged
Property at the time of Closing, or the purchase price. For refinance Mortgage Loans
(except manufactured homes), "value" is the appraised value of the Mortgaged Property at
the time the refinance Mortgage Loan is closed.

The Total Loan-to-Value Ratio (TLTV) is determined by dividing the sum of the original
Mortgage Loan, and secondary financing amounts, including any eligible PACE obligation,
by the value, as defined above.

The data delivery format for the LTV should be delivered in the following format: xxx.xxx (3
decimal places). (For example, 80.021 percent.)

2.4.2 LTV Ratios and Occupancy Eligibility for Conventional Conforming
Mortgage Loans (8/27/24) *

The following eligibility grids are for manually underwritten loans only. Loans underwritten
with Desktop Underwriter® or Loan Product Advisor® must follow the eligibility
requirements issued by the applicable agency (Fannie Mae or Freddie Mac). The eligibility
grids for Fannie Mae can be found by clicking the following link: Fannie Mae Eligibility
Matrix.

The Freddie Mac eligibility grids can be found in the Freddie Mac Single-Family
Seller/Servicer Guide.

Note: Loans underwritten manually or with an AUS are subject to a maximum LTV of 95%.
See Chapter 4 for additional requirements for loans underwritten with an AUS.

4 MPF Selling Summary Announcements 2024-S10 (8/27/24)
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TERMS OF 30 YEARS OR LESS
MANUAL UNDERWRITING

PURCHASE AND LIMITED CASH-OUT REFINANCE TRANSACTIONS

Property Type Maximum | Maximum TLTV* Maximum TLTV
LTV where secondary
financing is a
HELOC**
1 Unit Primary Residence 95% 95% 95%
1 Unit Second Home 90% 90% 90%
2 Unit Dwelling 85% 85% 85%
3-4 Unit Dwelling 75% 75% 75%
Manufactured Housing with a 95% Sec. fin. not Sec. fin. not
term = <20 years (Primary permitted permitted
Residence only)
Manufactured Housing with a 90% Sec. fin. not Sec. fin. not
term >20 years (Primary permitted permitted
Residence only)

TERMS OF 30 YEARS OR LESS
MANUAL UNDERWRITING

CASH-OUT REFINANCE TRANSACTIONS

Property Type Maximum Maximum Maximum TLTV
LTV TLTV* where sec. fin. is
a HELOC**
1 Unit Primary Residence 90% 90% 90%
1 Unit Second Home 85% 85% 85%
2-4 Unit Dwelling 75% 75% 75%
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TERMS OF 30 YEARS OR LESS
MANUAL UNDERWRITING

CASH-OUT REFINANCE TRANSACTIONS

Manufactured Housing with a term
=<20 65%
Years (Primary Residence only)

Sec. fin. not Sec. fin. not
permitted permitted

* Manufactured Housing with a term >20 years is not eligible for a cash-out refinance.

** If the secondary financing is a Home Equity Line of Credit (HELOC), use the first lien
plus the full HELOC limit, even if undrawn, to determine the TLTV.

2.4.3 LTV Ratios and Occupancy Requirements for Conventional High-Balance
Mortgage Loans

The following eligibility grids are for manually underwritten loans only. Loans underwritten
with Desktop Underwriter® or Loan Product Advisor® must follow the eligibility
requirements issued by the applicable agency (Fannie Mae or Freddie Mac). The eligibility
grids for Fannie Mae can be found by clicking the following link: Fannie Mae Eligibility
Matrix.

The Freddie Mac eligibility grids can be found in the Freddie Mac Single-Family
Seller/Servicer Guide.

TERMS OF 30 YEARS OR LESS
MANUAL UNDERWRITING

PURCHASE AND LIMITED CASH-OUT REFINANCE

Purpose Maximum Maximum Minimum Primary
LTV TLTV Credit Score
1 Unit Primary Residence 700 > 75%
(ALL purchase LTV or TLTV

transactions OR limited

o,
cash-out transactions) 90% 90% 660 < 75%

LTV and TLTV

1 Unit Second Home
65% 65% 740

2-4 Unit Primary . .
Residence 75% 75% 740
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TERMS OF 30 YEARS OR LESS
MANUAL UNDERWRITING

PURCHASE AND LIMITED CASH-OUT REFINANCE

Purpose Maximum Maximum Minimum Primary
LTV TLTV Credit Score
Manufactured Housing _ 700 > 75% LTV or
Primary Residence onl Sec. fin. not
( y 2 90% permitted TLTV
660 < 75% LTV and
TLTV

TERMS OF 30 YEARS OR LESS
MANUAL UNDERWRITING

CASH-OUT REFINANCE TRANSACTIONS

Purpose Maximum LTV Maximum TLTV Minimum Primary
with Secondary Credit Score
Financing
1 Unit Primary 60% 60% 740
Residence only
Manufactured 60% Sec. fin. not 740
Housing with a term permitted

< 20 years (Primary
Residence only)

2.5 Additional High-Balance Mortgage Loan Requirements

High-Balance Mortgage Loans are subject to the following criteria in addition to all other
underwriting requirements:

o Expedited refinance transactions are not permitted;
o Cash-out refinance transactions are allowable only for primary residences;

o Cash-out refinance transactions are allowable only if the property was purchased
more than six (6) months prior to the transaction;

o If mortgage insurance is financed, the maximum LTV, including the financed
mortgage insurance premium, cannot exceed ninety percent (90%);

o Every Borrower must have a valid FICO® score based on an established credit
history;
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The Appraisal for a condominium unit must contain at least two (2) comparable sales from
outside the condominium project, in addition to a comparable sale from within the
condominium project.

2.6 Eligible Transactions

This section addresses the transaction types that are eligible under the MPF Program.

2.6.1 Purchase Transactions (6/4/25)°
A purchase transaction allows the Borrower to use the proceeds to:
¢ finance the acquisition of the Mortgaged Property.
e pay off the outstanding balance owed on a land contract, or
e convert an interim construction loan into permanent financing.
The Borrower should not receive any cash at settlement other than the following:

o except reimbursement of overpaid fees and charges, or refunds required by
regulation,

o reimbursement for costs paid in advance for such items as the Appraisal, earnest
money, credit report, or

e a pro-rated real estate tax credit in areas where real estate taxes are paid in
arrears.

Note: If the Borrower receives cash back for a permissible purpose as listed above, the
PFIl must confirm the minimum borrower contribution requirements associated with the
selected mortgage product, if any, have been met.

Reimbursements or refunds permitted above may also be applied as a principal
curtailment in accordance with Section 2.2.2 Principal Curtailments.

A prorated real estate tax credit is not an interested party contribution, and it cannot be
considered when determining if the borrower has sufficient assets for the transaction.
Except when the Closing Disclosure indicates an escrow account has been established
and includes the portion of real estate taxes owed by the property seller for the period they
owned the property, then a prorated real estate tax credit from the property seller may
offset all or a portion of the funds needed for the escrow account.

The Borrower should not be on title to the Mortgaged Property prior to the Closing.

2.6.2 Refinance Transactions

5 MPF Announcement 2025-46 (6/4/2025)
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A refinance Mortgage Loan is a transaction for which the proceeds are used to pay off an
existing mortgage(s), and the current Borrower executes a new Note using the same
property as security. The property may not be currently listed for sale.

2.6.2.1 Limited Cash-Out Refinance (2/14/25)°¢

A limited cash-out refinance allows a Borrower to pay off an existing mortgage by
changing the rate and term and may also permit Borrower(s) to retain minimal cash from
the proceeds of a new loan secured by the same property. The new loan may lower the
interest rate, shorten the term, or convert from an adjustable-rate mortgage to a fixed-rate
mortgage.

The proceeds from a limited cash-out refinance may be used for the following:

o Pay off the existing first mortgage, regardless of its age;

e Buy out equity of a co-owner who is a divorced spouse, a former domestic partner,
or a family member in an inherited property situation;

e Payoff a non-purchase money subordinate loan that was used for repair of disaster-
related property damage or to obtain reimbursement for out-of-pocket expenses
used to complete repairs;

o Pay off any junior liens secured by the Mortgaged Property which were used in
their entirety to acquire such property;

o Satisfy related closing costs, financing costs and prepaid items; real estate taxes
that are less than 60 days delinquent can be included in the new loan amount
provided:

o the real estate taxes must be paid in full through the transaction, and
o payment for the taxes must be disbursed to the taxing authority through the

closing transaction, with no funds used for the taxes disbursed to the
Borrower;

¢ Pay off an installment land contract, that was executed more than 12 months before
the date of the application,

o Pay off a lease with option to buy, or a construction loan; and

e Disburse cash not to exceed the lesser of $2,000 or 2% of the Principal Balance of
the new Mortgage Loan.

Limited cash-out refinance transactions must meet the following criteria:

o Payoff of the current mortgage (which may include additional amounts required
to pay off the loan, such as prepayment penalties, a deferred balance resulting
from completion of a prior loss mitigation solution, and late fees).

8 MPF Announcement 2025-16 (2/14/2025)
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o If the first mortgage is a Home Equity Line of Credit, a copy of the Settlement
Statement from the Borrower’s purchase of the Mortgaged Property must be
provided and retained in the Mortgage Loan File to evidence that the proceeds
were fully disbursed on the date of the purchase-money loan and used entirely
to acquire the Mortgaged Property.

o A copy of the Settlement Statement from the Borrower’s purchase of the
Mortgaged Property must be provided and retained in the Mortgage Loan File
evidencing that any subordinate financing being paid off with the new Mortgage
Loan was used in its entirety to acquire the Mortgaged Property.

o At least one Borrower on the new loan must be an owner (on title) of the subject
property at the time of the initial application. Exceptions are allowed if the PFI
documents that:

o the Borrower acquired the property through an inheritance or was legally
awarded the property (such as through a divorce, separation, or dissolution of
a domestic partnership);

o the property was previously owned by an inter vivos revocable trust and the
Borrower is the primary beneficiary of the trust.

o the Borrower is currently financially obligated on the mortgage loan being paid
off but not on the title. (For example: loans where the property is currently
owned by a limited liability corporation (LLC) that is majority owned or
controlled by the borrower(s) and ownership is transferred into the name of
the individual borrower(s)); or

o the Borrower is paying off an installment land contract that was executed more
than 12 months before the date of the loan application.

e The only fees included in the new Mortgage Loan are standard loan fees (e.g.,
closing costs on the new mortgage; prepaid items such as interest, taxes,
insurance, etc.; and points).

The Borrower may be refunded overpaid fees and charges due to federal or state laws or
regulations. Refunds such as these are not included in the maximum cash back limitation,
provided the Settlement Statement clearly identifies the refund with a notation of the
reason and the Mortgage Loan File includes documentation to support the amount and the
reason for the refund.

When a new limited cash-out refinance transaction will not satisfy existing subordinate
liens or will result in new subordinate financing, the refinance mortgage must meet the
eligibility criteria for mortgages that are subject to subordinate financing in Section 2.6.6.

The eligibility requirements for delivery of a limited cash-out refinance used to buy out the
equity of a co-owner are as follows:
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e The co-owner (other than a family member who inherited an interest in the
Mortgaged Property) receiving the buy-out proceeds must have jointly owned the
Mortgaged Property with the Borrower for a minimum of twelve (12) months prior to
the initial Loan Application;

o All parties (other than parties who inherited an interest in the Mortgaged Property)
must provide evidence that they occupied the Mortgaged Property as their Primary
Residence from an acceptable source of verification, such as a driver's license, or a
bank statement, credit card bill, utility bill, etc. that was mailed to the individual at
the address of the Mortgaged Property ;

e The co-owner receiving the buy-out proceeds must provide a written agreement,
signed by all parties (including the Borrower), stating the terms of the property
transfer and the disposition of the proceeds from the refinance transaction;

e The Borrower who retains ownership of the Mortgaged Property may not receive
any buyout proceeds from the refinance transaction; and

e The Borrower who retains ownership of the Mortgaged Property must be able to
qualify for the Mortgage Loan under the applicable underwriting guidelines.
When the following conditions exist, the transaction is ineligible as a limited cash-out
refinance and must be treated as a cash-out refinance:

e no outstanding first lien on the subject property (except for single-closing
construction-to-permanent transactions, which are eligible as a limited cash-out out
refinance even though there is not an outstanding lien on the subject property);

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

o the Borrower finances the payment of real estate taxes that are more than 60 days
delinquent for the subject property in the loan amount; and

¢ a short-term refinance mortgage loan that combines a first mortgage and a non-
purchase-money subordinate mortgage into a new first mortgage or any refinance
of that loan within six months.

2.6.2.1.1 Limited Cash-Out Refinance for Major Disaster Impacted
Properties

Borrowers impacted by a Major Disaster are afforded certain flexibilities as to the

requirements for limited cash-out refinance transactions. To be eligible, the following
criteria must be met:

e The Mortgaged Property must be located in any county, municipality or parish that
was designated by the Federal Emergency Management Agency (FEMA) as a
Declared Disaster area no more than two (2) years prior to the date the Mortgage
Loan is delivered into the MPF Program,;

o The Mortgaged Property must be a Primary Residence;

e The Mortgage Property must be appraised “as is” with no conditions that affect the
livability, soundness, or structural integrity of the property or appraised subject to
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completion of the specific repairs, and a completion report must be provided prior
to delivery of the new Mortgage Loan;

e There must be no escrow for any incomplete repairs that affect the habitability or
structural integrity of the Mortgaged Property prior to delivery into the MPF
Program;

e The cash-out amount must be:

o for reimbursement of documented out-of-pocket expenses for the completed
repair of disaster-related property damage in an amount not to exceed the
lesser of $15,000 or ten (10%) percent of the Principal Balance of the new
Mortgage Loan; or

o for documented consolidation any subordinate financing, including draws on
HELOCs that post-date the disaster, used to repair disaster-related property
damage.

Documentation for the disaster-related repairs must be obtained as evidence that a portion
of the subordinate financing and/or the entire requested cash-out amount were used for
disaster-related property repairs. Some examples of acceptable documentation are copies
of cancelled checks, receipts, work orders, etc., related to the cost of materials and labor.
The Borrower may not receive reimbursement for their "sweat equity" in connection with
the repairs.

2.6.2.2 Cash-Out Refinance
A cash-out refinance transaction allows a Borrower to pay off an existing mortgage by
obtaining new financing secured by the same property, or allows the Borrower to obtain a
mortgage on a property that is currently owned free and clear. In order to be eligible for a
cash-out refinance, an existing first mortgage loan must meet the following seasoning
requirements*, as measured by the note date of the existing loan to the note date of the
new loan:

¢ new loan note dated prior to May 1, 2023: at least six (6) months

e new loan note dated on or after May 1, 2023: at least twelve (12) months.
*The seasoning requirements do not apply to any existing subordinate liens being paid off
through the transaction or when buying out a co-owner pursuant to a legal agreement.

The property must have been purchased or acquired by at least one Borrower no less than
six (6) months prior to consummation of the new mortgage transaction, unless one the
following exceptions is met:

e The delayed financing requirements are met; or

o The Borrower acquired the property through an inheritance or was legally awarded
the property (i.e. divorce, separation, or dissolution of a domestic partnership).

o Ifan LLC that is majority-owned or controlled by the Borrower(s) owns the property
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prior to Closing, the time it was held by the LLC may be used to satisfy the
Borrower’s six month ownership requirement. The ownership of the property must
be transferred from the LLC’s name to the individual Borrower’s name in order to
close the Mortgage Loan.

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

The Mortgage Loan proceeds from a cash-out refinance may be used for the following:

o Pay off the UPB of the existing first mortgage, so long as the existing first mortgage
meets the above seasoning requirements;

o Pay off any junior liens secured by the Mortgaged Property for which proceeds
were not used solely to acquire such property;

o Satisfy related closing costs, financing costs and prepaid items; and / or

e Pay "cash out" to the Borrower (or any other payee) in an amount that exceeds the
lesser of $2,000 or two percent (2%) of the Principal Balance of the new Mortgage
Loan.

The Mortgage Loan may not be subject to any temporary buydown plan.

2.6.2.21 Delayed Financing Exception

Borrowers who have purchased the subject property within six (6) months of the
disbursement date of the new mortgage loan are eligible for a cash-out refinance if in
addition to meeting the eligibility requirements in the Guides, the Borrower also meets all
of the following requirements:

e The original purchase transaction was an arms-length transaction;

¢ The purchase transaction must be documented as confirming no mortgage
financing was used to obtain the property, either with a settlement statement or a
recorded trustee’s deed (or similar alternative) confirming the amount paid by the
grantee to trustee;

o The preliminary title search or report must confirm that there are no existing liens
on the subject property;

e The sources of funds for the purchase transaction are documented (such as bank
statements, personal loan documents, or a HELOC on another property); and

o If the source of funds was an unsecured loan or a loan secured by an asset

other than the subject property (such as a HELOC secured by another

property), the settlement statement for the new loan mortgage loan must
reflect that all cash-out proceeds will be used to pay off or pay down, as
applicable, the loan used to purchase the property. Any payments on the
balance remaining from the original loan must be included in the debt-to-

income ratio calculation for the new mortgage loan. Funds that are received
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as gifts and used to purchase the property may not be reimbursed with
proceeds of the new mortgage loan.

e The new loan amount can be no more than the actual documented amount of the
Borrower's initial investment in purchasing the property plus the financing of closing
costs, prepaid fees, and points on the new mortgage loan (subject to the maximum
LTV, CLTV, and HCLTYV ratios for the cash-out transaction based on the current
appraised value).

2.6.2.3 Unacceptable Refinance Practices

The PFI may not intentionally target Mortgage Loans delivered under the MPF Program for
refinance. A PFl may not separate mortgages loans in its own portfolio or sold to other
investors from those sold to an MPF Bank for differential treatment in terms of refinance
advertising, offers, or practices.

The PFI must incorporate adequate controls in its origination and refinancing procedures
to prevent unacceptable refinance practices by the Originator or any of its mortgage
brokers and correspondents. If a PFl has knowledge or reason to believe a mortgage
broker, a correspondent, Originator, or the PFI has received an application to refinance or
has agreed to refinance a mortgage (either orally or in writing) that would violate the
unacceptable refinance practices policy or Applicable Law, it may not deliver such
mortgage under the MPF Program. The following are considered unacceptable refinance
practices:

o The delivery of any Mortgage Loan that is in the process of being refinanced (even
if no agreement for future refinancing was entered into at the time of origination);

¢ Refinancing activity that is prohibited by an applicable federal, state or local law or
regulation; and

e Refinancing activity that causes the refinance loans or the refinance lender to be
included within a category defined by applicable federal, state or local law, which is
subject to additional restrictions, limitations or requirements as a result of being
included in such category. Such categories include but are not limited to high cost
loans, high risk loans, and high rate loans;

The PFI must monitor the prepayment levels of its Mortgage Loans, particularly refinance
Mortgage Loans. If the PFI becomes aware of circumstances likely to result in unusually
high prepayment rates on Mortgage Loans sold to the MPF Bank, it must notify its MPF
Bank Representative immediately. If requested to do so by the MPF Bank, the PFl is
obligated to cooperate fully and promptly with the MPF Bank personnel and to provide
adequate information to determine the reason and solution for any high prepayment rates.
The MPF Bank reserves the right to initiate an investigation of high prepayment rates of a
particular PFI.

A PFI (i) engaging in unacceptable refinance practices, (ii) knowingly selling or delivering
Mortgage Loans to the MPF Bank from mortgage brokers or correspondents it knew, or
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should have known, were engaging in unacceptable refinance practices, or (iii) failing to
maintain proper controls for such Mortgage Loans being sold or delivered to the MPF
Bank, will be subject to any and all the remedies available to the MPF Bank at law or in
equity or pursuant to the Guides and the PFI Agreement, including, but not limited to,
disqualification, suspension and / or requiring the PFI to make the MPF Bank whole for
losses, including losses associated with repurchases at par for Mortgage Loans delivered
at premium prices.

2.6.3 Construction-to-Permanent Transactions

The conversion of construction-to-permanent financing involves the granting of a long-term
mortgage to a Borrower for the purpose of replacing construction (or interim) financing that
the Borrower has obtained to fund construction of a new property. Construction-to-
permanent loans are eligible under the MPF Program, so long as the construction phase is
completed and permanent financing is in place prior to delivery to the MPF Bank.

The payoff of a construction loan or conversion to permanent financing may be
accomplished in two ways:

o A single Closing; or

e Dual Closings.

2.6.3.1 General Requirements (6/03/24)

In addition to all other underwriting requirements in this Guide, the following additional
requirements also apply to construction-to-permanent transactions:

¢ The underwriting analysis must be based upon the terms of the permanent
Mortgage Loan and must comply with the MPF Program requirements in effect at
the time of conversion to permanent financing, including the age of documentation
and age of Appraisal requirements in MPF Traditional Selling Guide sections 5.1.3
and 7.3.1.

o An appraisal is required, an alternative property valuation is accepted for this type
of loan;

o The property type must not be a condo;
¢ The Mortgage Loan must not be an expedited refinance;

o The certificate of occupancy must have been issued; the Borrower must have
accepted the Mortgaged Property as complete, and the loan must be amortizing
with regularly scheduled Principal and Interest Payments. In a jurisdiction that does
not issue certificates of occupancy or equivalent permission to occupy homes, the
certification customary in that jurisdiction may be submitted;

o The Borrower must hold title to the lot, which was acquired previously or acquired

7 MPF Announcement 2024-41 (6/03/24)
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as part of the transaction;

e The minimum Borrower contribution must be met unless the Borrower acquired the
lot a year or more prior to the Mortgage Loan Application and uses the lot or land
as their minimum funds requirement; and

e An Appraisal Update and / or Completion Report (ENMA Form 1004D / FHLMC
Form 442) or permissible completion alternative pursuant to 7.2.5 is required for all
Appraisals made subject to completion in accordance with plans and specifications.
PFls must retain in its individual loan file a Form 1004D or a completion alternative
of the completed property.

2.6.3.2 Single Close Transactions (1/31/25)3

A construction-to-permanent single close loan is a residential Mortgage Loan that allows
disbursements for construction of the improvements on the property through the initial
phase of the loan. Upon completion of the property improvements, the loan converts to a
fixed-rate, fully amortizing loan over the remaining term with an executed rider or
modification.

Construction-to-permanent loans with a single Closing are eligible for delivery under the
following MPF Traditional Products:

e MPF Original;

¢ MPF 125; and

e MPF 35
Terms of Construction Loan Period

The construction loan period for single-closing construction-to-permanent transactions
must not exceed 18 months. After conversion to permanent financing, the mortgage loan
must have a loan term not exceeding 30 years, disregarding up to 18 months of the
construction period.

Single Close Eligible Loan Purposes

Where the Borrower is not the owner of record prior to the construction (or interim)
financing:
e The transaction must be delivered as a purchase transaction;

e The permanent Mortgage Loan File must contain evidence of the purchase price,
which includes cost of the improvements and the lot (if acquired separately); and

e The LTV /TLTV must be based upon the lower of the appraised value or the
purchase price.

8 MPF Announcement 2025-11 (1/31/25)
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Where the Borrower is the owner of record prior to the construction (or interim) financing,

e The transaction must be delivered as a limited cash-out refinance transaction;

¢ The permanent Mortgage Loan File must contain evidence of the date title to the lot
was acquired; and

The LTV / TLTV must be based upon the “as completed” appraised value of the lot and
improvements.

Conversion to Permanent Financing

The construction financing must be converted to a permanent loan using one of the
following methods:
e A construction rider is used subject to the following requirements:

o The construction rider documents the terms of the construction financing
and converts the Note to permanent financing upon completion of
construction.

o The rider must be referenced in and attached to the Uniform Instrument
used for the permanent Mortgage Loan.

o The construction provisions of the rider must become null and void at the
completion of the construction phase and prior to the permanent Mortgage
Loan’s delivery under the MPF Program.

o A Loan Modification Agreement (FNMA Form 3179) is used subject to the following
requirements:

o The modification occurs prior to or at the time of conversion to permanent
financing;

o Only the interest rate, loan amount, loan term, and amortization type (from
adjustable-rate to fixed-rate) may be modified;

o If any other terms of the loan change, then the loan must be closed as a
dual close transaction.

o The loan amount may only be increased to cover documented increases in
construction costs; and

o The Loan Modification Agreement must be recorded in addition to the
recording of the original security instrument.
2.6.3.3 Dual Close Transactions (5/09/24) °

A construction-to-permanent dual close transaction includes a loan for the interim
construction financing of a residential property and a separate loan for the permanent

9 MPF Announcement 2024-38 (5/09/24)
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financing. Upon completion of the property improvements, the outstanding balance of the
interim loan becomes due, and a new Note must be executed for the permanent financing.
The interim loan cannot be modified into long-term financing.

A dual close transaction requires two separate loan Closings and two sets of Closing
documents. The Mortgage Loan File must contain both sets of Closing documents.

Construction-to-permanent loans with a dual Closing are eligible for delivery under the
following MPF Traditional Products:

e MPF Original;
¢ MPF 125; and
e MPF 35

A dual close may be closed as a limited cash-out or cash-out transaction. The LTV/TLTV
must be based upon the “as completed” appraised value of the property.

2.6.4 New York Consolidation, Extension and Modification Agreements
(CEMA)
For Mortgaged Properties located in the state of New York that are being refinanced, the
new Mortgage Loan may be documented with a Consolidation, Extension and Modification
Agreement (CEMA) (FNMA / FHLMC Form 3172), which consolidates into one document
the terms of prior notes and mortgages related to the Mortgaged Property, and if new
funds are advanced, the terms of the new Note and Security Instrument.

For CEMA, specific instructions for delivering documents to the Custodian can be found in
MPF Traditional Selling Guide 15.1.1.

2.6.5 Payoff of a Land Contract

A Mortgage Loan in which the proceeds are used to pay off the unpaid balance under a
land contract (also known as a contract or bond for deed) may be considered a purchase
transaction or a limited cash-out refinance transaction. A Mortgage Loan which is used to
pay off a land contract may not be underwritten as a cash-out refinance.

For the transaction to be considered a purchase, the land contract must have been
executed less than twelve (12) months prior to the Loan Application Date, and all loan
proceeds must be used to pay off the outstanding balance under the land contract, and no
loan proceeds may be disbursed to the Borrower.

The LTV ratio for the purchase mortgage loan must be computed based by dividing the
new loan amount by the lesser of the following:

e The appraised value at the time the new Mortgage Loan is closed; or

o The total acquisition cost (calculated by adding the purchase price indicated in the
original land contract, or contract for deed, to the costs the Borrower has incurred
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for rehabilitation, renovation, refurbishment or energy conservation improvements).
The Mortgage Loan File must contain documentation to support the calculated total
acquisition cost.

For the transaction to be considered a limited cash-out refinance, the land contract must
have been executed more than twelve (12) months prior to the Loan Application Date and,
the LTV ratio for the mortgage loan must be computed based by dividing the new loan
amount by the appraised value at the time the new Mortgage Loan is closed.

2.6.6 Subordinate Finance Transactions

Second trust deeds, junior liens and subordinate liens (subordinate financing) are defined
as mortgages that have rights that are secondary (inferior) to that of another mortgage on
the same property. Subordinate financing, new or existing, is acceptable, provided that, in
addition to all other underwriting guidelines provided in this Guide, the following
requirements are met:

e The monthly payments on the subordinate loan must be included in calculating the
Borrower's monthly housing expense ratio;

e The following types of subordinate financing are acceptable:
o If a closed-end loan, must be a “safe harbor” QM loan;

o Open-end periodic payment mortgages, in which the payment amount does
not change during the loan term, with a minimum payment that covers the
interest due for the corresponding period;

o Open-end periodic payment mortgages, in which the payment amount may
vary from period to period, with the following restrictions:

» The minimum payment covers the interest due for the corresponding
period; and

» The periodic payment must remain constant for each 12-month period
over the term of the secondary mortgage, with the exception of home
equity lines of credit (*“HELOCs”) which may have monthly payments that
do not remain constant for 12-month periods;

e The maximum TLTV ratio for the first and second mortgage must comply with the
limits outlined in this Selling Guide;

e The subordination agreement must be recorded concurrently and clearly in second
position with the first mortgage/deed of trust, as applicable;

e “Piggy Back” or simultaneous second mortgages that are recorded in a clear
second position, evidenced by the closing instructions and the final title policy when
issued;

e Seller financed mortgages at a market interest rate and with a minimum payment
that covers the interest due for the corresponding period;
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¢ Note: If subordinate financing provided by the property seller is more than 2%
below the typical interest rate for subordinate financing acquired through a state or
federally regulated financial institution, the subordinate financing must be
considered a sales concession and must be deducted from the sales price.

o Employer-funded subordinate financing structured in one of the following ways (the
financing terms may provide for the employer to require full repayment of the debt if
the Borrower’s employment is terminated before the maturity date of the
subordinate financing):

o Fully amortizing, level monthly principal and interest payments;

o Payments deferred for a certain period before changing to fully amortizing,
level principal and interest payments;

o Payments are deferred over the entire term; or
o The debt is forgiven over time.
The following types of subordinate financing are unacceptable:
o Mortgages with negative amortization;
o Mortgages that restricts prepayments, such as with prepayment penalties;

e Mortgages that do not fully amortize under a level monthly payment plan where the
maturity or balloon payment date is less than five years after the note date of the
new first mortgage;

¢ Mortgages with “wraparound” terms that combine the indebtedness of the first
mortgage with that of the secondary mortgage; and

e Mortgages where the terms of the note provide for future advances (excluding
HELOCSs);

2.6.6.1 New or Existing Subordinate Finance
New subordinate financing may not be provided by an interested party.
The Originator will need the following documentation at time of underwriting:

o Existing: A copy of the executed note, trust deed recordation of a agreement.

e New: A copy of the note that will be executed at closing on the new subordinate
financing, if available.

2.6.6.2 Home Equity Lines of Credit (HELOCSs)

Mortgaged Property secured by subordinate financing in the form of a HELOC is
permitted.

The total of the first Mortgage Loan balance plus the HELOC limit may not exceed ninety-
five percent (95%) of the Mortgaged Property value.

For the purposes of loan eligibility and Loan Presentment, the TLTV must be calculated
using the full HELOC limit, even if undrawn.
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The following table provides an example of how to calculate the TLTV for loan eligibility
and Loan Presentment:

1) First 3) Outstanding 4) Mortgaged
2) Full HELOC
Mortgage . HELOC Property
Amount Limit Amount Value TLTV (1+2) /4
$50,000.00 $40,000.00 $10,000.00 $100,000.00 90%

2.6.7 Property Assessed Clean Energy (PACE) Loans

Mortgage Loans secured by a Mortgaged Property with an outstanding PACE or similar
program loan, are eligible for delivery under the MPF Program if the PACE or similar
program loan’s lien is not superior to that of the Mortgage Loan.

An exception to these requirements is permitted if:
e The PACE or similar program’s loan was originated before July 6, 2010; and

¢ The Mortgage Loan is a refinance of a Mortgage Loan acquired by an MPF Bank
prior to July 6, 2010 (MPF-to-MPF refinance) that meets the following
requirements:

o The PACE loan must be paid in full if the Borrower has sufficient equity to pay
off the PACE loan as part of a limited cash-out refinance or a cash-out
refinance; or

o If the Borrower does not have sufficient equity to pay off the PACE loan, the
Mortgage Loan must be underwritten as a limited cash-out refinance with the
PACE loan remaining in place. Under this circumstance, the PACE loan is not
required to be included in the TLTV calculation; however, the PACE loan
payment must be included in the monthly housing expense and DTI
calculation.

2.6.8 Non-Arm’s Length Transactions

A non-arm’s-length transaction is a transaction where there exists a personal or business
relationship between the Borrower and any party involved in the transaction.

A non-arm’s-length transaction on a newly constructed second home is not permitted.

2.6.9 Temporary Buydowns (5/09/24)'°

9 MPF Announcement 2024-38 (5/09/24)
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A temporary buydown occurs when funds are provided to the Originator by the Borrower or
a third party for the purpose of reducing the Borrower's monthly Principal and Interest
Payment for short periods, such as one to three years. Any buydown that remains in effect
for less than the full term of a loan is considered a temporary buydown. The Mortgage
Loan must be qualified at the Note Rate.

Fixed-rate / fixed payment Mortgage Loans with temporary buydowns are eligible for
delivery under the MPF Program under the following conditions:

Maximum LTV Maximum annual buydown schedule
95% 2%-1%-0% ("2-1 Buydown")
90% 3%-2%-1% ("3-2-1 Buydown")
Qualification ratios 28%/36%
Qualification rate Note Rate

A temporary buydown is not permitted on a cash-out refinance or an expedited
(streamlined) refinance.

Temporary buydown example:

Fixed Rate, 30-year loan,

Primary Residence;

95% LTV;

2%-1%-0% buydown;

Note Rate: 9% (Qualification Rate)

Year 1: 9% (Note Rate)

-2% (temporary buydown)

7% payment rate / 1st year (start rate)

Year 2: 9% (Note Rate)

-1% (temporary buydown)

8% payment rate / 2nd year
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Year 3: 9% (Note Rate)

-0% (temporary buydown)

9% payment rate / 3rd year through term

2.6.10 Texas 50(a)(6) Mortgages (6/03/24)"

A Texas Section 50(a)(6) loan originated in compliance with the provisions of Article XVI,
Section 50(a)(6), of the Texas Constitution is eligible for delivery under the MPF Program.
Some MPF Banks may impose additional restrictions on delivery of such loans; therefore,
PFls should contact their local MPF Bank before delivery of any Texas 50(a)(6) loans, to
ensure compliance with MPF Bank specific requirements.

Because the MPF Program’s classification of mortgage transactions as “cash-out
refinance” or “limited cash-out refinance” may differ from the way mortgage loans are
classified under Texas law, PFls should not rely on the MPF Program’s classification of
mortgage transactions for purposes of determining whether compliance with the provisions
of Article XVI, Section 50(a)(6), of the Texas Constitution is required.

All Texas 50(a)(6) loans must be delivered with Special Feature Code 304 and must have
appraisals. An appraisal is required, an alternative property valuation is not acceptable for
this type of loan.

2.7 Ineligible Transactions, Products or Attributes (04/03/25) 2

Only MPF Traditional product offerings are eligible for delivery under the MPF Traditional
product. No other investor products, including those from Fannie Mae and Freddie Mac,
are eligible for delivery under the MPF Traditional products.

In addition, the following products or attributes are ineligible under the MPF Traditional
product, regardless of underwriting method used (automated underwriting system or
manual underwriting):

o Co-ops

e Investment properties

e Constructions loans unless the terms of Construction to Permanent Financing in
Chapter 2.6.3 are followed.

e ARMs

" MPF Announcement 2024-41 (6/03/24)
2 MPF Announcement 2025-29 (4/03/25)
MPF Announcement 2024-41 (6/03/24)
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e Balloon mortgages

e Interest only

¢ Home improvement/rehabilitation loans
e Condotels

e Time shares

e Unimproved land

e Agricultural properties, such as farms or ranches (other than when secondary use
of the property is for insignificant farming activity such as hobby farms, as validated
by income and appraisal)

o Properties that are not suitable for year-round occupancy, regardless of location

o Properties on the island of Hawaii located within lava zone 1 or 2, as defined by the
U.S. Geological Survey Hawaiian Volcano Observatory

e Fannie Mae’s Refi Plus and Freddie Mac’s Open Access
e Fannie Mae’s HomeReady
e Freddie Mac Home Possible

o Mortgage Loans without an Appraisal, or without an acceptable DU or LPA eligible
alternative property valuation all DU or LPA, MPF Program, and any specific MPF
Bank requirements.

e Freddie Mac’s Relief Refinance MortgagesSM
o Mortgage Loans with Reduced Mortgage Insurance
e Single-Width Manufactured Homes

e Shared Equity Transactions

2.8 Government Mortgage Loan Eligibility and Underwriting Requirements

To be eligible under the MPF Program, Government Mortgage Loans must meet the MPF
Program’s eligibility requirements in addition to the following:

o Comply with the applicable Government Agency’s standards;

e Comply with all Applicable Laws; and

¢ Maintain the associated Government Agency guaranty and/or insurance at all
times until payoff or liquidation of the loan.

Government Mortgage Loans eligible for delivery under the MPF Program are one-
to-four family fully amortizing fixed rate mortgages that are:

e FHA insured mortgages;
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e HUD guaranteed Section 184 loans with an Indian Loan Guarantee Certificate;
e VA guaranteed mortgages; or
e RHS Section 502 guaranteed mortgages.

The Originator should comply with all of the specific underwriting requirements of the
applicable insuring or guaranty Government Agency as identified below:

e For FHA/HUD, visit [http://portal.hud.gov/hudportal/HUD]
e For VA, visit [http://www.benefits.va.gov/homeloans/lenders.asp]

For Rural Housing Service, visit [https://www.rd.usda.gov/programs-services/single-family-
housing-programs/single-family-housing-guaranteed-loan-program]

2.8.1 Maximum Loan Limits for Government Mortgage Loans (5/09/24)"

The maximum FHA, VA, HUD 184, and RHS 502 loan amounts are those established by
the FHA/HUD, VA and RHS. The maximum LTV and TLTV limits for Government Mortgage
Loans are those established by the applicable Government Agency.

Note: When locking a Deliver Commitment for an MPF Traditional Government loan in
excess of the conventional conforming limits, the PFI must lock the Delivery Commitment
under either the 15YR or 30YR Gov HB sub-product and contact the Service Center to
assist in presenting the loan.

2.8.2 Eligible Borrowers for Government Mortgage Loans

Eligible Borrowers are those established by the applicable Government Agency.

2.8.3 Eligible Property Types for Government Mortgage Loans

Eligible property types are those established by the applicable Government Agency, other
than commercial property. Mortgage Loans sold as Servicing Released must comply with
any additional requirements or restrictions the Servicer has for manufactured homes, as is
provided for in the applicable Servicer’'s Manual.

2.8.4 Government Mortgage Loan Streamline Refinances

FHA streamlined refinance loans, VA Interest Rate Reduction Refinance Loans (IRRRLs)
and RHS streamlined refinance loans are eligible under the MPF Program.

For all Government Mortgage Loan streamline refinances, Borrower and co-Borrower
income must be collected and delivered for the purpose of Loan Presentment, regardless
of the requirements of the Government Agency that insures or guarantees the loan. The

3 MPF Announcement 2024-36 (5/09/24)
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MPF Program does not require the income be used to qualify the Borrower(s) if the
Government Agency does not require its use for qualification purposes.
2.8.5 Properties Impacted by a Major Disaster

Originators are required to follow the applicable Government Agency requirements for providing
Major Disaster assistance.
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CHAPTER 3. BORROWER ELIGIBILITY

3.1 Borrower Overview

This section describes the types of Borrowers who are eligible under the MPF Program.

3.1.1 OFAC

All Borrowers’ names must be checked against Office of Foreign Asset Control (OFAC)
lists of known or suspected terrorists or terrorist organizations including the Specifically
Designated Nationals and Blocked Persons (SDN) list. The Mortgage Loan is ineligible for
delivery under the MPF Program if a match is found.

3.1.2 Eligible Borrowers

The Borrower should be of legal age per local and state jurisdiction and able to enter into
a binding contract. All eligible Borrowers must be Natural Persons and have valid and
verifiable Social Security numbers (SSN) or Individual Taxpayer ldentification Numbers
(ITINs). Other forms of taxpayer identification are not allowed. If any discrepancies are
found involving Borrowers’ SSN or ITIN, these must be resolved before Closing.

The only exceptions to the requirement that Borrowers be natural persons are:

¢ Inter Vivos Revocable Trust that meets Guide eligibility requirements (see Chapter
3.1.5 for eligibility requirements); or

¢ lllinois Land Trust that meets Guide eligibility requirements (see Chapter 3.1.6 for
eligibility requirements).

The title commitment and title insurance policy must reflect that the Borrower (or one of
the above exceptions) is the owner of the Mortgaged Property.

3.1.3 Co-Borrower

The co-Borrower, or joint applicant, is any Borrower other than the primary Borrower who
has applied with the Borrower for joint credit. The co-Borrower may, but is not required to,
take title to the Mortgaged Property and will sign the Note and/or Security Instrument as
their status requires.

3.1.4 Non-Occupant Co-Borrower

The non-occupant co-Borrower applies with the Borrower for joint credit and may take title
to the Mortgaged Property but will not occupy the property. The non-occupant co-
Borrower will be required to sign the Note and/or Security Instrument. The non-occupant
co-Borrower may not be an interested party (e.g., a real estate agent, builder, or seller).

The occupant Borrower must be able to qualify for the loan using solely his/her own
income with a total debt ratio at or below 43%. Once that requirement is met, the non-
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occupant co-Borrower’s income may be used for qualifying purposes, subject to the
following LTV and occupancy requirements:

LTV Co-Borrower Occupancy Status |
>95% (for loans with AHP funds only) Co-Borrower must occupy the property
90.01%-95% The co-Borrower must occupy the

property, unless the Mortgage Loan was
underwritten and approved using DU or
Loan Product Advisor

90% or below The co-Borrower is not required to occupy
the property

3.1.5 Inter Vivos Revocable Trust

An inter vivos revocable trust is a trust that:

e One or more individuals create during his or her lifetime,

o Becomes effective during the creator’s lifetime,

¢ Can be changed or canceled by its creator at any time for any reason, during that
individual’s lifetime,

o Names the creator as its beneficiary,

e Has at least one of the creators as a trustee or an institutional trustee that

customarily performs trust functions and is authorized to act as trustee under the
laws of the applicable state.

Loans where title to the Mortgaged Property is held by an inter vivos revocable trust are
eligible if a Borrower is the primary beneficiary of the trust and is the individual
establishing the trust.

The Mortgage Loan must be underwritten with one of the individuals establishing the trust
as the Borrower or co-Borrower, and the beneficiary must become personally liable on the
Note, acknowledge the Security Instrument and occupy the Mortgaged Property.

As evidence that the trust meets state and MPF Program standards, the Mortgage Loan
File must contain a copy of the trust agreement or trust certificate and at least one of the
following:

o An attorney’s opinion stating the trust meets all applicable state requirements; or

o Certification from a title company evidencing compliance with any applicable state
requirements.
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The trust agreement must state that the trustee is authorized to borrow money for the
purpose of purchase or refinance (as applicable for the transaction being requested), and
if consent of the beneficiary is required, such written consent must be obtained and
retained in the Mortgage Loan File.

Title to the property must be vested solely in the trustee(s) of the inter vivos revocable
trust, jointly in the trustee(s) of the inter vivos revocable trust and in the name of the
individual Borrower or in the trustee(s) of more than one inter vivos revocable trust.

In addition, the following requirements must be met:

e The title insurance policy (or attorney’s opinion of title) shall not list any exceptions
with respect to the trustee holding title to the property or to the trust.

o Title held in the trust must not reduce the MPF Bank’s rights, including the right to
have full title to the property should foreclosure proceedings be initiated.

e The title insurance policy ensures full title protection to the MPF Bank.

e Title to the security property is vested solely in the trustee(s) of the inter vivos
revocable trust, jointly in the trustee(s) of the inter vivos revocable trust and in the
name(s) of the individual Borrower(s), or in the trustee(s) of more than one inter
vivos revocable trust.

The Originator must ensure that all loan documents are properly executed according to
Applicable Law to ensure the granting of a first lien is properly conveyed.

3.1.6 Illinois Land Trust

Loans where title to the Mortgaged Property is held by an lllinois Land Trust are eligible,
provided the trust meets the following criteria:

o The land trustee must be a financial institution customarily engaged in the business
of acting as trustee under lllinois land trusts (individuals are not acceptable as
trustees);

o All primary beneficiaries of the land trust must be a qualifying Borrower and must
execute the Note and Security Instrument as individuals, without any reference to
the Borrower’s status as beneficiary(ies), co-signer(s), guarantor(s), etc., of the
trust;

e The land trustee must execute the Note, the Security Instrument, and if applicable,
any riders:
o The land trustee must execute the Security Instrument as trustee under the
particular trust agreement dated a specified date and known as a specified
trust number;

o The notary’s certificate of acknowledgement should reflect that the
execution is by the officer(s) of the institution acting as trustee, and
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specify the officer’s(s’) title(s); and

o The land trustee's execution of the Note and Security Instrument may either
include a rider or stamp (whichever is customary) indicating that the trustee
is not personally liable on the Note or on the Mortgage covenants and that
the Mortgagee can only look to trust assets to satisfy those obligations of the
trustee. However, the rider or stamp must not be more broadly stated than
only relieving the trustee from personal liability.

e The Uniform Instrument, lllinois Mortgage Form 3014, must be amended as follows:
o In the “Definitions” on page 1, describe “Borrower” as both (i) an institution
which is a trustee under the particular trust agreement dated a specified
date and known as a specified trust number and (ii) the credit-seeking
beneficiary(ies) of the trust.

o PFI must add the following language to the second paragraph of
“Transfer of Rights in the Property:”

“The term “Property” wherever used in this Security Instrument expressly
includes all rights of the trust and of any beneficiary of the trust to receive
the net proceeds from the rental, sale, hypothecation, or other disposition of
the Property, whether or not such rights are classified as real or personal
property or such proceeds are otherwise distributable to the beneficiaries of
the trust pursuant to a trust agreement. The Borrower warrants that it
possesses full power and authority to execute this Security Instrument.”

o The trustee and the beneficiary(ies) must sign an agreement substantially in
the form of the “Agreement by Beneficiary and Trustee to Notify Lender of a
Sale or Transfer of Interest” (the “Agreement”), Exhibit P, which Agreement
amends the trust agreement between the beneficiary(ies) and the trustee in
order to protect the Mortgagee from transfers of beneficial interests in the
trust without the Mortgagee’s knowledge; or

o If the PFI cannot obtain an Agreement, an assignment of beneficial
interest in lieu of the Agreement is acceptable.

3.1.7 Non-U.S. Citizen

A non-U.S. citizen Borrower, who is lawfully residing in the U.S. as a permanent or non-
permanent resident alien, is eligible for a Mortgage Loan on the same terms as a U.S.
citizen.

Borrowers must have current acceptable documentation from the Bureau of Citizenship
and Immigration Services (BCIS), within the Department of Homeland Security, evidencing
the person’s legal residency status in the U.S.
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3.1.8 Social Security Number and Individual Taxpayer Identification Number
Verification

All Borrowers must have a valid Social Security Number (SSN) or, in the case of
permanent or non- permanent resident alien who do not have a SSN, a valid Individual
Taxpayer Identification Number (ITIN). The Borrower’'s SSN or ITIN must be consistent
throughout the Mortgage Loan File. Minor name variations, such as a Borrower who uses
a shortened or abbreviated name are acceptable when the Mortgage Loan File contains
documentation that the Borrower is the same person as the name variation(s). When there
are inconsistencies or multiple SSNs and/or ITINs for any Borrower(s), acceptable
documentation resolving the discrepancies must be included in the Mortgage Loan File by
either:

o Verification of the Borrower’s SSN and/or ITIN directly through the Social Security
Administration (SSA), such as through the submission of Form SSA-89 (or any
other form or method accepted by the SSA) to the SSA for validation; or a

o Verification of the Borrower’s SSN and/or ITIN through a vendor that validates
directly through the SSA.

If the SSN or ITIN cannot be validated with the SSA, the Mortgage Loan is not eligible for
delivery under the MPF Program.
3.1.9 Maximum Loans Per Borrower

There are no restrictions regarding the maximum number of loans permitted for a single
Borrower.

3.2 Ineligible Borrowers

The following types of Borrowers are ineligible:

e Persons without SSNs or ITINs
e Land trusts that are not lllinois Land Trusts

e Any corporate entities such as corporations, general and limited partnerships,
“Doing Business As” (d/b/a) entities

e Religious or nonprofit organizations
e Persons with a life estate in the mortgaged property

o Persons who are acting on behalf of another person involved in the transaction as a
court appointed guardian.
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CHAPTER 4. UNDERWRITING STANDARDS
4.1 Permitted Underwriting Methods

Conventional Mortgage Loans and Government Mortgage Loans must be manually
underwritten in accordance with the underwriting and eligibility guidelines of the Guides or
applicable Government Agency. If a Mortgage Loan is underwritten using an automated
underwriting system, the underwriting and eligibility guidelines of the applicable agency
must be followed subject to the restrictions specified in this Selling Guide.

4.2 Conventional Mortgage Loans

This section contains guidance for underwriting methods to be used for Conventional
Mortgage Loans.

4.21 Automated Underwriting Systems (AUS) (4/03/25) 4
Mortgage Loans may be underwritten using Fannie Mae’s Desktop Underwriter® (DU®) or
Freddie Mac’s Loan Product Advisor® automated underwriting system. Mortgage Loans
underwritten with either AUS must follow the overall program requirements, underwriting
requirements, meet all the QM safe harbor requirements including the applicable APR to
average prime offer rate (APOR) spread and eligibility requirements of the applicable GSE
for that Mortgage Loan and not the manual underwriting guidelines of this Selling Guide.
The only MPF Program Requirements that supersede Fannie Mae/DU and Freddie
Mac/Loan Product Advisor requirements are the following:

e MaxLTV:95%
¢ Minimum Representative FICO: 620

e Full Interior/Exterior Appraisal or, a valuation that is a DU or LPA eligible
alternative property valuation that meets, the MPF Program and any specific MPF
Bank requirements.

¢ Occupancy Requirements (See Section 6.2 Occupancy Status)

o Property Type Eligibility Criteria (for example: Co-ops are not eligible under the
MPF Program). See section 6.1.1 Eligible Property Types and 2.7 Ineligible
Transactions, Products, or Attributes

e Products or loan attributes on the ineligible list (see Section 2.7 Ineligible
Transactions, Products or Attributes, 3.2 Ineligible Borrowers, 6.8.2 Ineligible
Manufactured Homes, 8.4 Ineligible Projects.)

If a loan that is underwritten with an AUS and receives an ineligible recommendation due
to guidelines that do not make the loan ineligible under the MPF Program, the PFI should
contact its MPF Bank to confirm the Mortgage Loan is acceptable for delivery. If the

4 MPF Announcement 2025-29 (4/03/25)
MPF Announcement 2024-41 (6/03/24)
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Mortgage Loan is acceptable to the MPF Bank, the PFI must document the name of the
individual from their MPF Bank that provided the approval and the date of approval on the
FNMA 1008/FHLMC 1077.

Mortgage loans underwritten using Fannie Mae’s DU or Freddie Mac’s Loan Product
Advisor, must include the system generated representative credit score on the loan
submission form (FNMA 1008/FHLMC 1077). Additionally, the original credit report must
be included in the Mortgage Loan File showing the score and the credit score determined
for each Borrower must be input in the Loan Presentment Form (OG3). The total debt ratio
reported for Loan Presentment and any applicable AUS must reflect all the Borrower’s
obligations.

Automated validation services approved by Fannie Mae or Freddie Mac that are utilized in
conjunction with Fannie Mae’s DU or Freddie Mac’s LPA to validate Borrower income,
employment, and asset data are acceptable under the MPF Traditional product. However,
unlike Fannie Mae and Freddie Mac, the MPF Program does not provide any
representation and warranty relief.

PFls are not required to obtain tax transcripts for a Borrower when all of that Borrower’s
income was validated by Fannie Mae’s DU or Freddie Mac’s LPA validation service.
Borrowers that have not had their income validated through the Fannie Mae’s DU or
Freddie Mac’s LPA validation service are still required to obtain the tax transcripts.

In order to be eligible, Mortgage Loans must have received an acceptable DU or LPA
recommendation as provided for in this Guide or must be manually underwritten pursuant
to MPF Program underwriting guidelines.

4.21.1 Fannie Mae Desktop Underwriter (DU)

Fannie Mae’s DU guidelines provided in this Guide do not apply to the use of Fannie
Mae’s Desktop Originator® (DO®), which is an ineligible AUS System under the MPF
Program.

4.2.1.1.1 Loans with an “Approve/Eligible” Recommendation

Mortgage Loans must receive an “Approve/Eligible” recommendation from DU, and any
verification messages or approval conditions specified on the Desktop Underwriter
Findings Report must be satisfactorily resolved before Closing. Terms and conditions of
the closed Mortgage Loan and underwriting information in the Mortgage Loan File must
match the data on which the DU recommendation/verification messages are based.

4.21.1.2 Loans with Alternative Property Valuations (6/03/24)'5

MPF Traditional Mortgage Loans with alternative property valuations (in lieu of obtaining
an appraisal) are eligible for delivery under the MPF Program if the PFI delivering such a

5 MPF Announcement 2024-41 (6/03/24)

Mortgage .
mpf Partr?er%hip 45 Revised 6/4/25
Finance-



MPF® Traditional Selling Guide

Mortgage Loan ensures it meets the DU eligibility criteria, all MPF Guide eligibility
requirements, and the PFI:

o Must receive a valid alternative property valuation offer on its final submission to
DU;

¢ Must ensure an Appraisal is not required by Applicable Law (including but not
limited to laws relating to the placement of mortgage insurance);

o Must ensure an Appraisal is not required by the mortgage insurance (MI) provider
(if applicable);

o Must ensure there are no other factors that would warrant an Appraisal, such as,
for example, the occurrence of a natural disaster or event potentially causing
damage to the property;

e Must ensure the transaction is eligible to receive such offer under DU and is not
one that DU was unable to identify as having ineligible criteria;

e Must ensure an Appraisal was not obtained;

o Must ensure the property is not subject to Article XVI, Section 50(a)(6) of the Texas
Constitution;

o Must ensure the loan meets the property eligibility type for sale into the MPF
Program;

o Must ensure the condition of the Mortgaged Property meets the requirements of the
Guides as of the date of loan delivery into the MPF Program;

o Must comply with all responsible lending practices as set forth in the Fannie Mae
guides, such as ensuring all property data collection conforms to the applicable
Property Data Collector Independence requirements;

o Represents and warrants that no PFI employee or representatives have made any
statements to any third party (including a Borrower) that the PFI or another person
on behalf of the PFI performed or will perform a property valuation review or
obtained an Appraisal of the Mortgage Property;

e Represents and warrants that all data pertaining to the Mortgaged Property
submitted through DU is accurate and complete;

o Represents and warrants the property value estimate entered into DU; and

o Represents and warrants that the Mortgage Loan meets all other requirements of
the MPF Traditional product as set forth in the Guides.
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4.21.1.21 Appraisal Waivers (6/03/24)
MPF Traditional Mortgage Loans with an eligible Appraisal Waiver offer (also known as
Value Acceptance) issued through DU and accepted by the Originator, are eligible for
delivery under the MPF Program. In addition to confirming the Mortgage Loan meets all
all MPF Guide eligibility requirements, PFls are required to ensure the transaction is
eligible for an Appraisal Waiver in accordance to the Fannie Mae guides and meets all
applicable DU guidelines. When delivering a Mortgage Loan with an Appraisal Waiver
offer, the PFI:

e Must ensure the date of the DU Appraisal Waiver does not precede the date of the
Note and Security Instrument by more than four months;

e Must ensure that, if the Mortgaged Property is located in a Major Disaster area, the
Appraisal Waiver offer is obtained at least 120 days after the disaster ended;

e Must select “DU — Approve/Eligible” as the “Automated Underwriting System”,
identify the appropriate appraisal type (i.e. Appraisal Waiver) in the eMPF website
and leave “Appraiser’s State License Number” blank;

¢ Must submit the Mortgage Loan using Special Feature Code (SFC) 801;

4.21.1.2.2 Desktop Appraisals (6/03/24) '
MPF Traditional Mortgage Loans with a desktop appraisal offer eligible through DU and
accepted by the Originator, are eligible for delivery under the MPF Program. The desktop
appraisal must be reported on the Uniform Residential Appraisal Report (Desktop) (FNMA
Form 1004 Desktop).

In addition to confirming the Mortgage Loan meets all MPF Guide eligibility requirements,
PFls are required to ensure the transaction is eligible for a desktop appraisal in
accordance to the Fannie Mae guides and meets all applicable DU guidelines.

The desktop appraisal must be upgraded to an appraisal in accordance to Fannie Mae
requirements, including when one or more of the following conditions exist:

e The appraiser cannot obtain sufficient information about both the interior and
exterior physical characteristics of the subject property from third-party data
sources in order to develop an accurate and adequately supported appraisal;

¢ The appraiser cannot reconcile significant discrepancies (e.g., room count, gross
living area, size, condition, etc.) among available data sources to develop a
credible and adequately supported appraisal;

e The subject property is undergoing renovation or rehabilitation;

6 MPF Announcement 2024-41 (6/03/24)
7 MPF Announcement 2024-41 (6/03/24)
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e The data sources used to develop the appraisal, including the sales contract,
reflect the presence of physical deficiencies or an adverse condition(s).

4.21.1.2.3 Value Acceptance + Property Data (6/03/24) '®

MPF Traditional Mortgage Loans with a Value Acceptance + Property Data offer that was
eligible through DU and accepted by the Originator, are eligible for delivery under the MPF
Program. The value acceptance + property data is an option that requires an interior and
exterior property data collection to verify property eligibility prior to the Note date.

In addition to confirming the Mortgage Loan meets all MPF Guide eligibility requirements,
PFls are required to ensure the transaction is eligible for Value Acceptance + Property
Data in accordance to the Fannie Mae guides and meets all applicable DU guidelines.

The property data collection consists of a visual observation of the interior and exterior
areas of the subject property. It must be performed by a trained and vetted property data
collector and must adhere to Fannie Mae's Property Data Standard and must be
successfully submitted to Fannie Mae's Property Data API.

PFlIs must only exercise a value acceptance + property data in accordance with the Fannie
Mae eligibility guidelines and must ensure the value acceptance + property data remains
eligible though closing.

PFls that elect to exercise value acceptance + property data must include Special Feature
Code 774 at loan delivery.

The property data collection is only valid for 12 months from date of collection.

4.21.1.2.4 Hybrid Appraisals (6/03/24) 1°

MPF Traditional Mortgage Loans with a hybrid appraisal offer that was eligible through DU
and accepted by the Originator, are eligible for delivery under the MPF Program. A hybrid
appraisal must be reported on the Uniform Residential Appraisal Report (Hybrid) (Form
1004 Hybrid) and is permitted for certain transactions.

PFlIs must only exercise a hybrid appraisal in accordance to the Fannie Mae eligibility
guidelines and must ensure that all of the necessary preconditions are met.

In addition to confirming the Mortgage Loan meets all MPF Guide eligibility requirements,
PFls are required to ensure the transaction is eligible for Hybrid Appraisal in accordance
to the Fannie Mae guides and meets all applicable DU guidelines.

4.21.1.3 Delivery Requirements

Any mortgage loan to be delivered for purchase as a DU underwritten Mortgage Loan must
include all applicable DU reports as listed below:

8 MPF Announcement 2024-41 (6/03/24)
9 MPF Announcement 2024-41 (6/03/24)
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¢ Underwriting Findings (includes Risk/Eligibility, Findings, Verification
Messages/Approval Conditions, and Observations);

o Credit Report Summary; and
e Underwriting Analysis Report.
4.21.2 Freddie Mac Loan Product Advisor®

4.21.21 Loans with an “Accept” Risk Class (6/03/24)%°

Mortgage Loans must receive an “Accept” risk class from Loan Product Advisor, and any
verification messages or approval conditions specified on the last Loan Product Advisor
Feedback Certificate must be satisfactorily resolved before Closing. Terms and conditions
of the closed Mortgage Loan and underwriting information in the Mortgage Loan File must
match the data on which the Loan Product Advisor “Accept” risk class is based.

4.21.2.2 Loans with Alternative Property Valuations (6/03/24)?
MPF Traditional Mortgage Loans with alternative property valuations (in lieu of obtaining
an appraisal) are eligible for delivery under the MPF Program if the PFI delivering such a

Mortgage ensures it meets the LPA eligibility criteria, all MPF Guide eligibility
requirements, and the PFI:

o Must receive a valid alternative property valuation offer on its final submission to
LPA;

o Must ensure an Appraisal is not required by Applicable Law (including but not
limited to laws relating to the placement of mortgage insurance);

e Must ensure an Appraisal is not required by the mortgage insurance (MI) provider
(if applicable);

e Must ensure there are no other factors that would warrant an Appraisal, such as,
for example, the occurrence of a natural disaster or event potentially causing
damage to the property;

¢ Must ensure the transaction is eligible to receive such offer under LPA and is not
one that LPA was unable to identify as having ineligible criteria;

e Must ensure an Appraisal was not obtained;

o Must ensure the property is not subject to Article XVI, Section 50(a)(6) of the Texas
Constitution;

e Must ensure the loan meets the property eligibility type for sale into the MPF
Program;

20 MPF Announcement 2024-41 (6/03/24)
21 MPF Announcement 2024-41 (6/03/24)
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¢ Must ensure the condition of the Mortgaged Property meets the requirements of the
Guides as of the date of loan delivery into the MPF Program;

o Must comply with all responsible lending practices as set forth in the Freddie Mac
guides, such as ensuring all property data collection conforms to the applicable
Property Data Collector Independence requirements;

o Represents and warrants that no PFI employee or representatives have made any
statements to any third party (including a Borrower) that the PF| or another person
on behalf of the PFI performed or will perform a property valuation review or
obtained an Appraisal of the Mortgage Property;

o Represents and warrants that all data pertaining to the Mortgaged Property
submitted through LPA is accurate and complete;

o Represents and warrants the property value estimate entered into LPA; and

¢ Represents and warrants that the Mortgage Loan meets all other requirements of
the MPF Traditional product as set forth in the Guides.

4.21.2.3 Appraisal Waivers (6/03/24)%2
MPF Traditional Mortgage Loans with an eligible ACE Appraisal Waiver offer issued
through LPA that is accepted by the Originator, are eligible for delivery under the MPF
Program. In addition to confirming the Mortgage Loan meets, all MPF Guide eligibility
requirements, PFls are required to ensure the transaction is eligible for an ACE Appraisal
Waiver in accordance to the Freddie Mac Guides and meets all applicable LPA guidelines.
When delivering a Mortgage Loan with an Appraisal Waiver offer, the PFI:

o Must ensure the date of the ACE LPA Appraisal Waiver does not precede the date
of the Note and Security Instrument by more than four months;

e Must ensure that, if the Mortgaged Property is located in a Major Disaster area, the
Appraisal Waiver offer is obtained at least 120 days after the disaster ended;

o Must select “LP — Accept” as the “Automated Underwriting System”, and identify the
appropriate appraisal type (i.e. Appraisal Waiver) in the eMPF website and leave
“Appraiser’s State License Number” blank;

4.21.2.4 Desktop Appraisals (6/03/24)2
MPF Traditional Mortgage Loans with a desktop appraisal offer that was eligible through
LPA and accepted by the Originator, are eligible for delivery under the MPF Program. The
desktop appraisal must be reported on the Uniform Residential Appraisal Report
(Desktop) (FHLMC 70D).

22 MPF Announcement 2024-41 (6/03/24)
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In addition to confirming the Mortgage Loan meets all MPF Guide eligibility requirements,
PFls are required to ensure the transaction is eligible for a desktop appraisal in
accordance to the Freddie Mac Guides and meets all applicable LPA guidelines.

The desktop appraisal must be upgraded to an appraisal in accordance to Freddie Mac’s
requirements, including when one or more of the following conditions exist:

e The appraiser cannot obtain sufficient information about both the interior and
exterior physical characteristics of the subject property from third-party data
sources in order to develop an accurate and adequately supported appraisal;

o The appraiser cannot reconcile significant discrepancies (e.g., room count, gross
living area, size, condition, etc.) among available data sources to develop a
credible and adequately supported appraisal,;

e The subject property is undergoing renovation or rehabilitation;

e The data sources used to develop the appraisal, including the sales contract,
reflect the presence of physical deficiencies or an adverse condition(s).
4.21.2.5 ACE+PDR (6/03/24)*

MPF Traditional Mortgage Loans with an ACE+PDR option that was eligible through LPA
and accepted by the Originator, are eligible for delivery under the MPF Program. The
ACE+PDR is an option that requires an interior and exterior property data collection to
verify property eligibility prior to the Note date.

In addition to confirming the Mortgage Loan meets all MPF Guide eligibility requirements,
PFls are required to ensure the transaction is eligible for ACE+PDR in accordance to the
Freddie Mac guides and meets all applicable LPA guidelines.

The property data collection consists of a visual observation of the interior and exterior
areas of the subject property. It must be performed by a trained and vetted property data
collector and must adhere to Freddie Mac’s Property Data Standard.

PFls must only exercise an ACE+PDR in accordance to the Freddie Mac eligibility
guidelines and must ensure the ACE+PDR remains eligible though closing.

The ACE+ PDR offer provided through the Loan Product Advisor Feedback
Certificate message is valid for 120 days. If the offer is more than 120 days old on the
Note Date, a resubmission to Loan Product Advisor is required to determine ongoing
ACE+ PDR eligibility.

To deliver the ACE+PDR, PFIs must:

¢ Include Special Feature Code 774 at loan delivery,

2 MPF Announcement 2024-41 (6/03/24)
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e For each Mortgage delivered with an ACE+ PDR, the PFI must deliver the
following ULDD Data Points:

o Property Structure Built Year (Sort ID 67) and leave blank or enter a valid
value of “9999”

o Property Valuation Method Type (Sort ID 89) and enter a valid value of
“None”

o Property Valuation Amount (Sort ID 83) and enter the “Borrower Estimated
Value” that was provided in Loan Product Advisor for refinance Mortgages

o Investor Collateral Program Identifier (Sort ID 376) and enter a valid value of
“Property Inspection Alternative”
4.21.2.6 Hybrid Appraisals (6/03/24)%

MPF Traditional Mortgage Loans with a hybrid appraisal offer that was eligible through
LPA and accepted by the loan originator, are eligible for delivery under the MPF Program.
A hybrid appraisal must be reported on the Uniform Residential Appraisal Report (Hybrid)
(Form 70H) and is permitted for certain transactions.
PFIs must only exercise a hybrid appraisal in accordance to the Freddie Mac eligibility
guidelines and must ensure that all of the necessary preconditions are met.
In addition to confirming the Mortgage Loan meets all MPF Guide eligibility requirements,
PFls are required to ensure the transaction is eligible for Hybrid Appraisal in accordance
to the Freddie Mac guides and meets all applicable LPA guidelines.

When there are characteristics or conditions that require an ACE+PDR to be upgraded to
a hybrid appraisal or an appraisal, PFls may obtain an interior and exterior inspection
appraisal reported on Form 70H with the PDR performed a trained data collector through
an on-site property data collection. The PDR must be retained in the Mortgage file and
may either be included as an addendum to Form 70H be submitted to Freddie Mac
through the Beyond ACE application programming interface (bACE API).

4.21.2.7 Loan Product Advisor Delivery Requirements

Any Mortgage Loan File delivered as a Loan Product Advisor underwritten Mortgage Loan
must include:

e Loan Product Advisor Feedback Certificate; and

e Credit documentation as required by Loan Product Advisor, including all credit
reports and all credit scores generated.

Additional submission requirements may apply.

25 MPF Announcement 2024-41 (6/03/24)
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4.2.2 Manual Underwriting (3/21/24)%
PFls who choose to manually underwrite Conventional Mortgage Loans must:

verify the Borrower’s current or reasonably expected income, assets other than the
value of the dwelling (including any real property attached to the dwelling) that secures
the loan, and the Borrower’s current debt obligations, alimony, and child support, using
verification standards pursuant to Regulation Z. The relevant verification provisions
from Fannie Mae’s Single Family Selling Guide Sections B3-3 through B3-6 as
provided for in Regulation Z and have been incorporated in Chapter 5 — Underwriting
the Borrower of this Guide.

To the extent the guidance for verification requirements in this MPF Traditional Selling
Guide contradict what is provided in the aforementioned sections of the Fannie Mae’s
Single Family Selling Guide, the more restrictive verification policy will supersede.

The Fannie Mae Selling Guides sections referenced should only be used for
verification purposes. Nothing in the Fannie Mae guides supersede a PFI’s obligation
to considering Borrower’s current or reasonably expected income, or assets other than
the value of the dwelling (including any real property attached to the dwelling) that
secures the loan, debt obligations, alimony, child support, and DTI ratio or residual
income, as provided for in TILA/Regulation Z (including 12 CFR 1026.43), and the
underwriting and eligibility guidelines of the MPF Guides (including the DTI ratios
provided for in 5.17.3 “Debt-to-Income Ratios”) .

4.3 Government Mortgage Loans

This section contains guidance for underwriting methods to be used for Government
Mortgage Loans.
4.3.1 FHA Mortgage Loans

FHA Mortgage Loans may be underwritten manually in compliance with the requirements
of this Selling Guide as well as FHA requirements or underwritten using DU or Loan
Product Advisor as described below.

4311 DU Underwritten FHA Mortgage Loans

Any FHA Mortgage Loan underwritten using DU must comply with the following
requirements:

e DU for FHA Mortgage Loans must include the Underwriting Findings report(s) in the
file;

¢ All conditions and requirements identified through DU must be included in the file;
and

e Files must be packaged in accordance with FHA published requirements.

26 MPF Announcement 2024-17 (3/21/24)
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Any FHA Mortgage Loan underwritten using DU must comply with the terms of the FHA
Lenders Handbook and Fannie Mae’s Desktop User Guide. Any FHA Mortgage Loans
underwritten using DU, except a Streamline Refinance and assumption, must be scored
through TOTAL Mortgage Scorecard. TOTAL Mortgage Scorecard is not an AUS, but a
scorecard that interfaces with an AUS such as DU and provides a Feedback
Certificate/Finding Report. The TOTAL Mortgage Scorecard Feedback Certificate/Finding
Report used in the underwriting decision must be included in the FHA case binder. All data
entered into the AUS must be verified as accurate and complete, and the entire mortgage
application must comply with all FHA requirements.

4.3.1.2 Loan Product Advisor Underwritten FHA Mortgage Loans
Any FHA Mortgage Loan underwritten using Loan Product Advisor must comply with the
following requirements:
e Loan Product Advisor Mortgage Files must include:
o Loan Product Advisor Feedback Certificate;

o All documents as indicated by the Loan Product Advisor Feedback Certificate,
including all conditions.

Any FHA Mortgage Loan, except a Streamline Refinance and assumption, must be scored
through TOTAL Mortgage Scorecard. TOTAL Mortgage Scorecard is not an AUS, but a
scorecard that interfaces with an AUS such as Loan Product Advisor and provides a
Feedback Certificate/Finding Report. The TOTAL Mortgage Scorecard Feedback
Certificate/Finding Report used in the underwriting decision must be included in the FHA
case binder. All data entered into the AUS must be verified as accurate and complete, and
the entire mortgage application must comply with all FHA requirements.

4.3.2 VA Mortgage Loans
VA Mortgage Loans may be underwritten manually in compliance with the requirements of
this Selling Guide as well as VA requirements or underwritten using DU or Loan Product
Advisor as described below.
4.3.2.1 DU Underwritten VA Mortgage Loans
Any VA Mortgage Loan underwritten using DU must comply with the terms of the VA
Lenders Handbook and Fannie Mae’s DU requirements.

Any VA Mortgage Loan underwritten using DU must include the Underwriting Reporting
the Mortgage Loan File as well as meet all conditions and requirements identified by DU.
4.3.2.2 Loan Product Advisor Underwritten VA Mortgage Loans

Any VA Mortgage Loan underwritten using Loan Product Advisor must comply with the
terms of the VA Lenders Handbook and the Freddie Mac Loan Product Advisor
requirements.

Loan Product Advisor Mortgage Files must include:
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e Loan Product Advisor Feedback Certificate; and

o All documents as indicated by the Loan Product Advisor Feedback Certificate,
including all conditions.

4.4 Affordable Housing Program (AHP) Funds

This section describes the requirements for affordable housing financing that is provided
by a Federal Home Loan Bank (FHLB) or provided by another third party.

Mortgage Loans with AHP funds must be a purchase or a limited cash-out refinance
transaction.

The maximum LTV for Mortgage Loans with AHP funds is one hundred percent (100%),
with the exception of Conventional High-Balance Mortgage Loans, which are subject to a
maximum LTV of ninety percent (90%). The maximum TLTV (first Mortgage Loan plus the
grant and any subordinate financing, if applicable) for loans with AHP funds is one-
hundred and five percent (105%).

The income limits established by the AHP funds provider must be followed.

4.41 FHLB Funds

The FHLB Affordable Housing Program provides subsidies (grants) to member institutions
to assist in the creation and preservation of housing for lower income individuals and
families.

Mortgage Loans with FHLB AHP funds may be delivered to a participating MPF Bank.
Down Payment Plus/Plus Advantage Grants or equivalent funds from an FHLB are eligible.

Prior to the delivery of Mortgage Loans with FHLB funds, the participating MPF Bank's
AHP must be approved for use under the MPF Program. The PFI should contact its MPF
Bank for more information.

4.4.2 Non-FHLB Funds (5/27/25)%
Non-FHLB AHP funds may be provided by:

o A federal agency, municipality, state, or county;
e State or local housing finance agency; or
e A nonprofit organization.
Non-FHLB AHP funds must meet the following requirements:

o AHP funds may not be provided by the property seller or another interested party to
the transaction;

e AHP funds are only permitted for Primary Residences;

27 MPF Announcement 2025-45 (5/27/25)

Mortgage .
mpf Partr?er%hip 55 Revised 6/4/25
Finance-



MPF® Traditional Selling Guide

e AHP funds cannot be used for manufactured homes; and
o AHP funds may be used toward the Borrower’s down payment, closing costs,
property renovations, or a permanent interest rate buydown.

The Originator must ensure all AHP second lien programs comply with the requirements in
this Guide.

The Non-FHLB AHP Program Guide Checklist (Exhibit U) may be used to assess whether
a non-FHLB AHP program is acceptable.
443 Repayment Terms
The following repayment terms are acceptable for AHP funds:
e Fully amortizing, level monthly payments;

o Payments deferred for a period of time that are subsequently changed to fully
amortizing, level monthly payments;

o Payments deferred for the entire loan term that only become due and payable if the
Borrower pays off the mortgage or sells the Mortgaged Property prior to the
maturity date of the AHP second; and

e Aloan that is forgiven over time.

If the loan terms provide for payments that are deferred for five years or more, then the
monthly payment of the AHP second is not required to be included in the debt-to-income
ratio. If the payments are deferred for less than five (5) years, then the monthly payment
of the AHP second must be included in the debt-to-income ratio.
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CHAPTER 5. UNDERWRITING THE BORROWER (3/21/24)28

5.1 Documentation Requirements

The following requirements apply when documenting Mortgage Loans underwritten
manually:

e The Mortgage Loan File must contain acceptable documentation to support the
underwriting decision;

o When standard documentation does not provide sufficient information to support
the decision, additional explanatory statements or documentation must be provided;

e Documentation requirements must comply with MPF Program Requirements;
o All required documentation must be verified and retained in the Mortgage Loan File;

o Certified true copies may be individually stamped certified true and exact (the
signature must contain at least the first initial of the signer and the full surname), or
a “blanket” true and exact certification identifying the loan and the name of the
person certifying the documents may be included;

o Erasures and white-outs are not permitted on any document.

e Letters of explanation regarding financial circumstances must specifically address
the financial or credit concern presented and must contain a complete explanation
in the Borrower’s own words, and be signed and dated by the Borrower; and

¢ Any documentation discrepancies must be adequately explained and documented
in the Mortgage Loan File.

51.1 Complete Applications Required

All Loan Applications (Fannie Mae Form 1003/Freddie Mac Form 65) submitted to
underwriting must be accurate and complete with the following information for each
Borrower:

e Borrower name;

e A full two-year history of employment and residency;

e Social Security Number or Individual Taxpayer Identification Number;
o Address of the Mortgaged Property;

o Estimate of the property value; and

e Mortgage Loan amount sought.

In addition, a complete Loan Application requires the following:

28 MPF Announcement 2024-17 (3/21/24)
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o All declaration questions must be marked and indicate how the Loan Application
was taken.

o If the interview is conducted face to face, the government monitoring
information must be completed. If the Borrower chooses not to participate, the
interviewer must complete the government monitoring section based on
observation.

e The interviewer’'s name and employer must be completed, including NMLS numbers
for each.

¢ Supplement Consumer Information Form (SCIF) (Fannie Mae/Freddie Mac Form
1103) (NOTE: PFls must retain a copy of the completed form in the Mortgage File
in accordance with Section 10.1.1)

e The final Loan Application must include the Borrower’s complete and accurate
financial information as relied upon by the underwriter and must be signed and
dated by all parties.

All Loan Applications must be reviewed for reasonability as part of the underwriting
process. The feasibility of occupancy claims and the overall financial picture of the
Borrowers must be reasonable. Where conflicting information exists between or within
documents, an adequate explanation must be obtained and documented in the Mortgage
Loan File.

5.1.2 Zero Tolerance

The MPF Program has a zero-tolerance policy on matters relating to fraud or
misrepresentation. Originators must have appropriate processes in place to escalate and
report suspicious activities.

5.1.3 Age of Documents

Information used to make the credit decision must be current. The maximum age of
documents at closing is as follows:

Table 5 -1
Existing New Construction Properties Impacted
Property Age as Age as of Note by a Major Disaster
of Note Date Date Age as of Note Date
Initial Application
(1003) 120 days 120 days 180 days
Credit Report 120 days 120 days 180 days
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Table 5 -1
Existing New Construction Properties Impacted
Property Age as Age as of Note by a Major Disaster
of Note Date Date Age as of Note Date
Income
Documentation 120 days 120 days 180 days
Asset Documentation 120 days 120 days 180 days

Some documents, such as tax returns or divorce decrees, are not subject to these
timeframes, as their validity does not change over time.

5.1.4 Allowable Age of Federal Income Tax Returns

For some types of sources of income, the MPF Program requires PFls to obtain copies of
federal income tax returns (personal returns and, if applicable, business returns). The

“‘most recent year’s” tax return is defined as the last return scheduled to have been filed
with the IRS. For example,

If Today’s Date is.... Then the Most Recent Year’s Tax Return would be...
February 15, 2023 2021
April 16, 2023 2022
December 15, 2023 2022

The following table describes the requirements for documenting the most recent year's tax
return based on the application date and disbursement date of the loan. The mortgage
loan file must always include the last tax return filed by the Borrower and the minimum
number of years of tax returns required by as noted in various sections of this Selling
Guide for manually underwritten loans.

Appslcatlon Disbursement Documentation Required

ate Date

October 157, October 15'[current | The most recent year’s tax return is required.
[current year year minus 1] to The use of a Tax Extension (IRS Form 4868) is
minus 1] to April | April 142, current not permitted.

142, current year | year
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April 157, current
year to June 30,
current year

The most recent year’s tax return is
recommended; however, the previous year(s) is
also acceptable.

In the event the most recent year's tax return is
not obtained, the loan file must include a
completed and signed IRS Form 4506-C for
transcripts of tax returns provided by the
Borrower to the PFI.

July 1, current year
to October 142,
current year

April 157,
current year to
October 142,
current year

April 157, current
year to December
31, current year

The most recent year’s tax return is
recommended; however, the previous year(s) is
also acceptable.

In the event the most recent year's tax return is

not obtained, the PFI must perform all of the

following:

e Obtain one of the following documents from
the Borrower:

o copy of IRS Form 4868 (Application for
Automatic Extension of Time to File
U.S. Individual Income Tax Return)
filed with the IRS.

o proof of the e-filing of Form 4868, or

o confirmation of electronic payment(s),
including confirmation number, of all or
part of the estimated income taxes.

e Review the total tax liability reported on
IRS Form 4868 or paid by the borrower and
compare it with the Borrower’s tax liability
from the most recent year obtained as a
measure of income source stability and
continuance. An estimated tax liability that
is inconsistent with previous years may
make it necessary for the PFI to require the
current returns in order to proceed.

e Obtain IRS response from the filing of IRS
Form 4506—-C confirming that no transcripts
are available for the applicable tax year.
(Alternatives, PFls may, at their own
discretion, rely on Borrower provided
evidence that no transcripts are available
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for applicable tax years when that evidence
is obtained directly from the IRS website).
Note: Any documents provided by the
Borrower must clearly identify the source of
information including identifying information
in the internet banner on the document.
January 1, [current | The most recent year’s tax return is required.
year plus 1] to April | The use of a Tax Extension (IRS Form 4868) is
142, [current year not permitted.

plus 1]

1. Or the April/October filing dates for the year in question as published or extended by the IRS.

2. Or the day prior to the April/October filing dates for the year in question as published or
extended by the IRS.

Exception for business tax returns, if the Borrower’s business uses a fiscal year (a year
ending on the last day of any month except December), the PFI may adjust the dates in
the above chart to determine what year(s) of business tax returns are required in relation
to the application date/disbursement date of the new mortgage loan.

5.1.5 Direct Written Verifications

Written verifications for employment, deposit accounts and/or mortgage/rental history
(VOE/VOD/VOM/VOR) must pass directly between the Originator and employer, financial
institution, mortgagor/landlord, as applicable, without being handled by any third party
(including the Borrower). Documentation must not contain any alterations, erasures,
correction fluid, or correction tape.

5.1.6  Verification of Borrower ldentity
The Borrower’s identity must be confirmed and established with acceptable documentation
such as:
o State issued identification (ID), such as a driver’s license or state ID with photo; or

o Federally issued identification, such as a passport (may be a foreign passport for
legal resident aliens).

Any other documents deemed necessary to comply with federal obligations (birth
certificate, social security card, military ID, US alien registration, etc.) must be verified by
the Originator.

Copies of government issued identification should not be maintained in the Mortgage Loan
File when prohibited by law. The following steps are required to document verification of
Borrower’s identity:
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e Verify the accuracy of the data contained on the ID against the information provided
by the Borrower;

¢ Record the following information on a document to be retained in the Mortgage
Loan File:

a. The type of ID provided (state issued I.D., passport, etc.);
b. The expiration date of the ID document provided by the Borrower;

c. Any unique number assigned to the ID by the issuer of the ID (driver’s license
number, passport number, etc.);

d. Personal data listed on the identification that specifically identifies the
Borrower (photograph, home address, social security number, birth date, etc.);
and

e. Any additional information regarding other steps or procedures the Originator
performed in order to validate the Borrower’s identity.

The verification of the documentation should be signed and dated by the individual
completing the validation of the Borrower’s identity and clearly identify the type of ID used.

5.1.7 Blanket Authorization

A Borrower’s consent to verification and subsequent reverification must be evidenced by a
signed form. If a blanket authorization form is obtained from the Borrower, the PFls must
attach a copy of the executed blanket authorization form to each Verification of Deposit or
Verification of Employment forms sent to the verifying institution. The information must be
requested directly from the institution. The completed form(s) must be signed and dated,
and must be sent directly from the verifying institution to the Originator/requesting
institution, not the Borrower.

5.2 Automated Validation Services

Automated validation services approved by Fannie Mae or Freddie Mac that are utilized in
conjunction with Fannie Mae’s DU or Freddie Mac’s LPA to validate Borrower income,
employment, and asset data are acceptable under the MPF Traditional product. However,
unlike Fannie Mae and Freddie Mac, the MPF Program does not provide any
representation and warranty relief.

53 Income Assessment

To ensure QM Status, PFls are required to verify the Borrower’s current or reasonably
expected income, pursuant to TILA/Regulation Z (including 12 CFR 1026.43). The
verification requirements outlined in this section and this Guide are intended to meet
TILA/Regulation Z and its official commentary which permits Originators to rely on GSE
validation standards to provide reasonably reliable evidence (specifically Fannie Mae
Single Family Selling Guide Sections B3-3). Any deviations in this Guide from the GSE’s
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verification standards were only intended to impose more restrictive requirements, and not
intend to be more permissive. In some circumstances more restrictive, which are provided
within this section. To the extent the guidance for verification requirements in this MPF
Traditional Selling Guide contradict what is provided in aforementioned sections of Fannie
Mae’s Single Family Selling Guide, the more restrictive policy will supersede. The Fannie
Mae Selling Guides should only be used for verification purposes. Nothing in the Fannie
Mae guides supersede a PFI’s obligation to considering Borrower’s current or reasonably
expected income as provided for in TILA/Regulation Z (including 12 CFR 1026.43), and
this is the stated intent for verification standards only, as a result, the underwriting and
eligibility guidelines of the MPF Guides apply to MPF Traditional mortgage loans. While
this is the stated intent for verification standards, only the underwriting and eligibility
guidelines in the MPF Guides apply to MPF Traditional mortgage loans.

5.3.1 General Income Information
5.3.1.1 Stable and Predictable Income

The MPF Program underwriting guidelines emphasize the continuity of a Borrower’s stable
income. The stable and reliable flow of income is a key consideration in mortgage loan
underwriting. Individuals who change jobs frequently, but who are nevertheless able to
earn consistent and predictable income, are also considered to have a reliable flow of
income for qualifying purposes.

To demonstrate the likelihood that a consistent level of income will continue to be received
for Borrowers with less predictable sources of income, the PFI must obtain information
about prior earnings. Examples of less predictable income sources include commissions,
bonuses, substantial amounts of overtime pay, or employment that is subject to time limits,
such as contract employees or tradesmen. Considerations in determining stable monthly
income are the type of income received, the length of time received and whether the
income is likely to continue. In addition, for salaried Borrowers, considerations in
determining stable monthly income are the length of time employed in the current position
and in a current profession. Borrowers who change jobs frequently within the same line of
work but who advance in income and benefits are considered to have stable income.

5.3.1.2 Variable Income

All income that is calculated by an averaging method must be reviewed to assess the
Borrower’s history of receipt, the frequency of payment, and the trending of the amount of
income being received. Examples of income of this type include income from hourly
workers with fluctuating hours, or income that includes commissions, bonuses, or
overtime.

History of Receipt: Two or more years of receipt of a particular type of variable income is
recommended; however, variable income that has been received for 12 to 24 months may
be considered as acceptable income, as long as the Borrower’s loan application
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demonstrates that there are positive factors that reasonably offset the shorter income
history.

Frequency of Payment: The PFI must determine the frequency of the payment (weekly,
biweekly, monthly, quarterly, or annually) to arrive at an accurate calculation of the
monthly income to be used in the trending analysis (see below). Examples:

If a Borrower is paid an annual bonus on March 31st of each year, the amount of the
March bonus should be divided by 12 to obtain an accurate calculation of the current
monthly bonus amount. Note that dividing the bonus received on March 31st by three
months produces a much higher, inaccurate monthly average. If a Borrower is paid
overtime on a biweekly basis, the most recent paystub must be analyzed to determine that
both the current overtime earnings for the period and the year-to-date overtime earnings
are consistent and, if not, why. There are legitimate reasons why these amounts may be
inconsistent yet still eligible for use as qualifying income. For example, Borrowers may
have overtime income that is cyclical (transportation employees who operate snow plows
in winter, package delivery service workers who work longer hours through the holidays).
PFIs must investigate the difference between current period overtime and year-to-date
earnings and document the analysis before using the income amount in the trending
analysis.

Income Trending: After the monthly year-to-date income amount is calculated, it must be
compared to prior years’ earnings using the Borrower’s W-2’s or signed federal income tax
returns (or a standard Verification of Employment completed by the employer or third-party
employment verification vendor).

e If the trend in the amount of income is stable or increasing, the income amount
should be averaged.

e If the trend was declining but has since stabilized and there is no reason to believe
that the Borrower will not continue to be employed at the current level, the current,
lower amount of variable income must be used.

e If the trend is declining, the income may not be stable. Additional analysis must be
conducted to determine if any variable income should be used, but in no instance
may it be averaged over the period when the declination occurred.

5.3.1.3 Continuity of Income (7/02/24)%
Unless the PFI has knowledge to the contrary, if the income does not have a defined
expiration date and the applicable history of receipt of the income is documented (per the
specific income type), the PFI may conclude that the income is stable, predictable, and
likely to continue. The PFI is not expected to request additional documentation from the
Borrower.

29 MPF Announcement 2024-45 (7/02/24)
MPF Announcement 2024-35 (5/09/24)
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If the income source does have a defined expiration date or is dependent on the depletion
of an asset account or other limited benefit, the PFI must document the likelihood of
continued receipt of the income for at least three years.

If the PFI is notified that the Borrower is transitioning to a lower pay structure, for example
due to pending retirement or a new job, the PFI must use the lower amount to qualify the
Borrower.

The following table contains examples of income types with and without defined expiration
dates. This information is provided to assist PFls in determining whether additional income
documentation may be necessary to support a three-year continuance. Note that PFls
remain responsible for making the final determination of whether the Borrower’s specific
income source has a defined expiration date.

Expiration Date Not Defined Defined Expiration Date*
PFI does not need to document 3—year PFI must document 3—year continuance
continuance e alimony, child support, or separate
e automobile allowance maintenance
e base salary o distributions from a retirement
e bonus, overtime, commission, or tip account — for example, 401(k),
income IRA, SEP, Keogh
e capital gains income e mortgage differential payments
e corporate retirement or pension e notes receivable
e disability income — long-term e public assistance (not including
o foster-care income Section 8 Housing Choice Voucher
e interest and dividend income (unless Homeownership payments)
other evidence that asset will be e royalty payment income
depleted) e Social Security (not including
e military income retirement or long-term disability)
e mortgage credit certificates o Time-based restricted stock units
e part-time job, second job, or or restricted stock income when
seasonal income receipt was a one-time event
e rental income e VA benefits (not including
o self-employment income retirement or long-term disability)
e Social Security, VA, or other
government retirement or annuity Note: Because these income sources
e Time-based restricted stock units or | have a defined expiration date or allow
restricted stock income when the depletion of an asset, care must be
awarded in multiple consecutive taken when this is the sole source or the
years majority of qualifying income. PFls must
consider the borrower’s continued
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capacity to repay the mortgage loan when
the income source expires, or the
distributions will deplete the asset prior to
maturation of the loan.

Trust Income: Note that continuity of income for trust income must be based on the type of
income received through the trust. For example, if the income from the trust is derived
from rental income, then three-year continuance is not required. However, if the income is
a fixed payment derived from a depleting asset, then three-year continuance must be
determined.

5.3.14 Determining the Need for Federal Income Tax Returns

The PFI must obtain copies of the Borrower’s signed federal income tax returns filed with
the IRS for the past one or two years (depending on the income type) for the following
sources of income or employment.

Tax returns are required if the Borrower:
e is employed by family members (two years’ returns);

e is employed by interested parties to the property sale or purchase (two years’
returns);

e receives rental income from an investment property;

e receives income from temporary or periodic employment (or unemployment) or
employment that is subject to time limits, such as a contract employee or a
tradesman;

e receives income from capital gains, royalties, or other miscellaneous non-
employment earnings reported on IRS Form 1099;

e receives income that cannot otherwise be verified by an independent and
knowledgeable source (two years’ returns);

o uses foreign income to qualify;
e uses interest and dividend income to qualify;

e uses tip income reported on IRS Form 4137 that was not reported by the employer
on the W-2 to qualify; or

e receives income from sole proprietorships, limited liability companies, partnerships,
or corporations, or any other type of business structure in which the Borrower has a
25% or greater ownership interest. Borrowers with a 25% or greater ownership
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interest are considered self-employed. The PFI must document and underwrite the
loan application using the requirements for self-employed Borrowers, as described
in this Guide.

5.3.1.5 Verification of Income for Non-U.S. Citizen Borrowers

The following table describes income verification requirements for Borrowers who are non-
U.S. citizens:

Employment Type Employment and Income Verification
Requirements
Salaried or commissioned Same as for a U.S. citizen, as provided for in this
Borrower employed by a U.S. Guide.
company or individual
Self-employed Same as for a U.S. citizen, as provided for in this
Guide.
Employed by a foreign corporation | The PFI must obtain:
or a foreign government and paid e copies of the Borrower's signed federal
in foreign currency (“foreign income tax returns filed with the IRS for the
income”) most recent two-year period, and

e documentation to satisfy the standard
documentation requirements in this
Chapter.

Note: All income must be translated to U.S.
dollars.

5.3.1.6 Using Nontaxable Income to Adjust the Borrower’s Gross Income
(7/102/24)3°

The PFI should give special consideration to regular sources of income that may be
nontaxable, such as child support payments, Social Security benefits, workers’
compensation benefits, certain types of public assistance payments, and food stamps.

The PFI must verify that the particular source of income is nontaxable unless the source of
income meets one of the exceptions below. Documentation that can be used for this
verification includes award letters, policy agreements, account statements, or any other
documents that address the nontaxable status of the income.

30 MPF Announcement 2024-45 (7/02/24)
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If the income is verified to be nontaxable, and the income and its tax-exempt status are
likely to continue, the PFI should develop an “adjusted gross income” for the Borrower by
adding an amount equivalent to 25% of the nontaxable income to the Borrower’s income.

If the actual amount of federal and state taxes that would generally be paid by a wage
earner in a similar tax bracket is more than 25% of the Borrower’s nontaxable income, the
PFI may use that amount to develop the adjusted gross income, which should be used in
calculating the Borrower’s qualifying ratio.

PFls are not required to provide documentation to support that the income is nontaxable
for the following:

e Child support income: PFls may treat the full amount of qualifying child support
income as nontaxable and gross-up the income as described above.

e Social Security income: PFI may treat 15% of the income as nontaxable and gross-
up the income as described above.

e Section 8 Housing Choice Voucher Homeownership Program payments: The full
amount of income from these payments is nontaxable.

Example:

Benefit amount: $1,500

Nontaxable amount: $1,500 x 15% = $225

Gross-up amount: $225 x 25% = $56 (rounded to the nearest dollar)
Qualifying income: $1,556 (does not require additional documentation)

Note: If PFls opt to gross-up more than 15% of Social Security income, documentation
to support that the additional income is nontaxable must be included in the loan file.

5.3.1.7 Unacceptable Types of Income (2/14/25)3"

In addition to any income that may be deemed ineligible pursuant to other sections of this
Guide, the following are unacceptable sources of income and may not be used to qualify
for the loan:

e |Income based on trailing spouse income;
e Draw income;

e VA education benefits;

e Income derived from illegal activity;

e Taxable income not listed on tax returns;

31 MPF Announcement 2025-15 (2/14/25)
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¢ Any income that cannot be documented and/or verified;
¢ Income that is not stable; and
e Income paid or earned in the form of Virtual Currency and/or Cryptocurrency.

5.3.2 Standards for Employment Documentation

PFls must verify employment income for all Borrowers whose income is used to qualify for
the mortgage loan. This verification can be provided by the Borrower, by the Borrower’s
employer, or by a third-party employment verification vendor.

5.3.2.1 Employment Documentation Provided by the Borrower

The following table provides requirements for documentation provided by the Borrower.

v | Requirements — Paystubs and W-2s

The paystub must be dated no earlier than 30 days prior to the initial loan
application date and it must include all year-to-date earnings. Additionally, the
paystub must include sufficient information to appropriately calculate income;
otherwise, additional documentation must be obtained.

Paystubs must comply with the allowable age of documentation requirements of this
Guide. See 5.1.3 Age of Documents.

IRS W-2 forms must cover the most recent one- or two-year period, based on the
documentation requirements for the particular income type. The W-2 forms must
clearly identify the Borrower as the employee.

"Most recent” W-2 is defined as the W-2 for the calendar year prior to the current
calendar year. Alternative documentation, such as an IRS Wage and Income (W-2)
Transcript, a written Request for Verification of Employment (PFls may use Fannie
Mae’s Form 1005 or Form 1005(S)) (see below) or the final year-to-date paystub,
may be used as long as adequate information is provided.

Documents must be computer-generated or typed by the Borrower’s employer(s),
although paystubs that the Borrower downloads from the Internet are also
acceptable. Documents must clearly identify the employer’s name and source of
information.

The documents must clearly identify the Borrower as the employee.

The information must be complete and legible.

The original source of the information must be a third party, such as the Borrower's
human resources department, personnel office, payroll department, company's
payroll vendor, or supervisor.

v | Requirements — Tax Returns
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When required, personal federal income tax returns must be copies of the original
returns that were filed with the IRS. All supporting schedules must be included.
Alternatively, the PFI may obtain applicable transcripts of federal income tax returns.
“Most recent” tax return is defined as the last return scheduled to have been filed
with the IRS.

The information must be complete and legible.
Each tax return must be signed by the Borrower unless the PFI has obtained one of
the following signature alternatives:
e documentation confirming that the tax returns were filed electronically,
e acompleted IRS Form 4506—C (signed by the Borrower) for the year in
question, or
e IRS transcripts that validate the tax return.

5.3.2.2 Employment Documentation provided by the Borrower’s Employer

PFls may use Fannie Mae’s Request for Verification of Employment (Form 1005 or Form
1005(S)) or its equivalent that at minimum contains the same information as the Form
1005 or 1005 (S) to document income for a salaried or commissioned Borrower. The date
of the completed form must comply with Section 5.1.3 Age of Documents and 5.1.4
Allowable Age of Federal Income Tax Returns requirements of this Guide.

The information on the Form 1005 or Form 1005(S) or equivalent must be legible.

The following fields on the form are optional:

Field # Title of Optional Field

11 Probability of continued employment

14 If overtime or bonus is applicable, is its continuance likely?

16 Date of applicant’s next pay increase

17 Projected amount of next pay increase

18 Date of applicant’s last pay increase

19 Amount of last pay increase

24 Reason for leaving (Part Il — Verification of Previous Employment)

The remaining fields on the form must be completed as applicable to the Borrower. For
example, overtime may not be completed if the Borrower is in a position that does not pay
overtime.

When the Borrower authorizes the PFI to obtain verifications of employment and income
directly from the employer, the PFI must have the Borrower sign Form 1005 or Form
1005(S) or its equivalent.

Mortgage .
mpf Partr?er%hip 70 Revised 6/4/25
Finance-


https://singlefamily.fanniemae.com/media/13861/display
https://singlefamily.fanniemae.com/media/13931/display
https://singlefamily.fanniemae.com/media/13931/display
https://singlefamily.fanniemae.com/media/13861/display
https://singlefamily.fanniemae.com/media/13861/display
https://singlefamily.fanniemae.com/media/13931/display
https://singlefamily.fanniemae.com/media/13861/display
https://singlefamily.fanniemae.com/media/13931/display
https://singlefamily.fanniemae.com/media/13861/display
https://singlefamily.fanniemae.com/media/13931/display
https://singlefamily.fanniemae.com/media/13931/display

MPF® Traditional Selling Guide

5.3.2.3 Employment Documentation Provided by a Third-Party
Employment Verification Vendor

The PFI may receive employment and income verification directly from a third-party
employment verification vendor. These verifications are acceptable as long as:

o the Borrower provided proper authorization for the PFI to use this verification
method,

¢ the date of the completed verification is in compliance with Age of Document
requirements of this Guide,

o the PFI has determined that the vendor has made provisions to comply with
reasonable quality control requests from both the PFI and any subsequent
mortgagee, and

e the PFl understands it will be held accountable for the integrity of the information
obtained from this source.

If necessary, the PFI must supplement these verifications by obtaining any missing
information from the Borrower or his or her employer.

5.3.3 Base Pay (Salary or Hourly), Bonus and Overtime Income

The following table provides verification requirements for base pay, bonus, and overtime
income:

Vv | Verification of Base Pay, Bonus, and Overtime Income

A minimum history of two years of employment income is recommended. However,
income that has been received for a shorter period of time may be considered as
acceptable income, as long as the Borrower’s employment profile demonstrates that
there are positive factors to reasonably offset the shorter income history.
Borrowers relying on overtime or bonus income for qualifying purposes must have a
history of no less than 12 months to be considered stable.
Base Pay (Salary and Hourly):
Obtain the following documents:
¢ a completed Request for written Verification of Employment or
o the Borrower’s recent paystub and IRS W-2 forms covering the most recent
two-year period.
Bonus or Overtime:
Obtain the following documents:
e a completed written Verification of Employment , or
e the Borrower’s recent paystub and IRS W-2 forms covering the most recent
two-year period.
See 5.3.1.2 Variable Income, for additional information on calculating variable
income (applies to hourly paid employees with fluctuating hours and bonus and
overtime).
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If the Borrower has recently changed positions with his or her employer, determine
the effect of the change on the Borrower’s eligibility and opportunity to receive
bonus or overtime pay in the future.

If a Borrower who has historically been employed on a part-time basis indicates that
he or she will now be working full-time, obtain written confirmation from the
Borrower’s employer.

A verbal VOE is required from each employer. See 5.3.7 Verbal Verification of
Employment, for specific requirements.

See 5.3.2 Standards for Employment Documentation, for additional information
about verifying employment income.

5.3.3.1 Base Income Calculation Guidelines

After the applicable income documentation has been obtained, the PFI must calculate the
Borrower’s eligible qualifying base income. The following table provides guidance for
standard employment documentation:

How Often Paid | How to Determine Monthly Income
Annually Annual gross pay / 12 months
Monthly Use monthly gross payment amount
Twice Monthly Twice monthly gross pay x 2 pay periods
Biweekly (Biweekly gross pay x 26 pay periods) / 12 months
Weekly (Weekly gross pay x 52 pay periods) / 12 months
Hourly (Hourly gross pay x average # of hours worked per week x 52
weeks) / 12 months
All of the above calculations must be compared with the documented year-to-date base
earnings (and past year earnings, if applicable) to determine if the income amount
appears to be consistent.

5.3.3.2 Military Income

Military personnel may be entitled to different types of pay in addition to their base pay.
Flight or hazard pay, rations, clothing allowance, quarters’ allowance, and proficiency pay
are acceptable sources of stable income, as long as the PFI can establish that the
particular source of income will continue to be received in the future. To verify military
base pay and entitlements, the PFI must obtain the Borrower's most recent Leave and
Earnings Statement (LES).

Income paid to military reservists while they are satisfying their reserve obligations also is
acceptable if it satisfies the same stability and continuity tests applied to secondary
employment.

5.3.4 Commission income
The following requirements apply for verifying commission income:
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e A minimum history of 2 years of commission income is recommended; however,
commission income that has been received for 12 to 24 months may be considered
as acceptable income, as long as there are positive factors to reasonably offset the
shorter income history.

e One of the following must be obtained to document commission income:

o a completed Request for Verification of Employment (Form 1005 or
Form 1005(S)) or its equivalent, or

o the Borrower’s recent paystub and IRS W-2 forms covering the most
recent two-year period.

e A verbal VOE is required from each employer. See 5.3.7 Verbal Verification of
Employment, for specific requirements.

See 5.3.1 General Income Information, for additional information about calculating variable
income.

See 5.3.2 Standards for Employment Documentation, for additional information about
verifying employment income.

5.3.5 Secondary Employment Income (Second Job and Multiple Jobs) and
Seasonal Income

5.3.5.1 Documentation Requirements

The income sources discussed in this topic must be documented by obtaining the
following:

e a completed Request for Verification of Employment (Form 1005 or Form 1005(S))
or its equivalent; or

o the Borrower’s recent paystub and IRS W-2 forms covering the most recent two-
year period. (Signed federal income tax returns may also be required to verify
unemployment income related to seasonal employment.)

A verbal VOE is also required from each employer. See 5.3.7 Verbal Verification of
Employment, for specific requirements.

As these income types may be hourly or seasonal, refer to 5.3.1 General Income
Information, for additional information on calculating variable income. Also refer to 5.3.2
Standards for Employment Documentation, for additional information about verifying
employment income.

5.3.5.2 Verification of Secondary Employment Income

Secondary employment income is income that is derived from a second job or multiple
jobs the Borrower may have. The PFI must verify the following.
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v | Verification of Secondary Employment Income

Verification of a minimum history of two years secondary employment income is
recommended. However, income that has been received for a shorter period of
time (but, no less than 12 months) may be considered as acceptable income, as
long as there are positive factors to reasonably offset the shorter income history.
A Borrower may have a history that includes different employers, which is
acceptable as long as income has been consistently received. In no instance
may the Borrower have any gap in employment greater than one month in the
most recent 12-month period unless the secondary employment is considered
seasonal income (subject to the requirements below).

5.3.5.3 Verification of Seasonal Income

The PFI must verify the following for seasonal income:

o Verify the Borrower has at least a two-year history of seasonal employment and
income.

o For seasonal unemployment compensation, verify that it is appropriately
documented, clearly associated with seasonal layoffs, expected to recur, and
reported on the Borrower’s signed federal income tax returns. See 5.3.9 Other
Sources of Income, for more information on unemployment benefits.

5.3.6 4506-C and Tax Transcripts (8/27/24)%

If tax transcripts are not obtained during the origination process, the PFI is required to
obtain the tax transcripts from the IRS (or designee) using the Form 4506-C or an
acceptable alternative IRS form signed at Closing for all Mortgage Loans the MPF
Program selects for a post-Closing QC review (including targeted reviews as applicable),
regardless of the type of income documentation provided in the Mortgage Loan File. In lieu
of the 4506-C, an alternative form (for example, IRS Form 8821) or process is also
acceptable if it authorizes the release of comparable tax information from the IRS.

If tax returns were used in the underwriting of the Mortgage Loan, the PFI must obtain
transcripts for the same tax years as documented by the tax returns. For self-employed
Borrowers whose income documentation includes both individual and business tax returns,
the PFI must obtain transcripts for both the individual and the business returns. The PFI
must reconcile the transcript information received from the IRS with the income documents
in the Mortgage Loan File. PFls are required to provide express consent from the
taxpayers as permitted by applicable law, this includes the Taxpayer First Act.

Failure to obtain the tax transcripts will be cited as a QC exception, the severity of which
will be determined by the MPF Bank and/or Investor.

32 MPF Announcement 2024-56 (8/27/24)
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When the Originator requests tax transcripts prior to Closing, the transcripts must be
returned/mailed directly to the Originator’s underwriting or processing staff.

Transcripts must match the tax returns exactly.

The following table shows the minimum transcript information to request from the IRS
under four typical income documentation scenarios:

The 4506-C Request must be for the most

recent filing(s) of:

If the level of income documentation
used for underwriting the loan and
reported on the Loan Presentment is:

1120 or
1065

YTD Paystub & Two W-2s 2 years

YTD Income Information &

Two 1099s/1040s 2 years 2 years

Two Years Personal Returns 2 years

Two Years Personal Returns & Two Years [ 2 vears 2 Years
Business Returns

If a second home Borrower owns five (5) to ten (10) financed properties, and the rental
income is reflected on the Borrower’s tax returns, tax transcripts must be obtained to
validate the accuracy of the tax returns prior to closing. If the five (5) to ten (10) financed
properties were acquired since the Borrower’s last tax return was filed (and therefore not
reported as rental income), tax transcripts are not required.

When tax transcripts are obtained prior to Closing, the level of income documentation
selected for Loan Presentment should be: Documentation Type 20 = “24 months or more
income/employment verification & tax transcripts acquired using IRS Form 4506-C” (See
OG3 Instructions for additional information to complete a Loan Presentment). In order to
use this Documentation Type Code, the transcripts must validate the income
documentation used to calculate the Borrower’s income.

The IRS tax return transcripts are not to be used to calculate the Borrower’s income. They
are only to be used to validate the income documentation provided by the Borrower that
was used as income verification during the underwriting process.
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5.3.7 Verbal Verification of Employment (05/27/25)33

PFls must obtain a verbal verification of employment (verbal VOE) for each Borrower
using employment or self-employment income to qualify. The verbal VOE must be
obtained within 10 business days prior to the Note date for employment income, and within
120 calendar days prior to the Note date for self-employment income. The verbal VOE
requirement is intended to help PFls mitigate risk by confirming, as late in the process as
possible, that the Borrower remains employed as originally disclosed on the loan
application. A change in the Borrower’s employment status could have a significant impact
on that Borrower’s capacity to repay the mortgage loan and must be fully reevaluated.

Alternatively, PFls may obtain the verbal VOE after closing, confirming that the Borrower
remains employed as originally disclosed on the loan application, up to the time of loan
delivery. If the verbal VOE (or allowable alternative) cannot be obtained prior to delivery,
the loan is ineligible for delivery.

Note: If the employer confirms the Borrower is currently on temporary leave, the PFI must
consider the Borrower “employed.” See 5.3.9 Other Sources of Income, for details on
temporary leave.

The following table describes the requirements for a verbal VOE and allowable
alternatives:

Type of Income Verbal VOE Requirements

Hourly, Salary, and PFls must use the Exhibit R: Verbal Verification of Employment
Commission Income or an equivalent to document the verbal verification provided it
(Non-Military) includes all of the following requirements:

o The PFI must independently obtain a phone number and,
if possible, an address for the Borrower's employer. This
can be accomplished by using a telephone book, the
Internet, directory assistance, or by contacting the
applicable licensing bureau.

o The PFI must contact the employer verbally and confirm
the Borrower's current employment status within 10
business days prior to the Note date.

Note: If the employer confirms the Borrower is currently on
temporary leave, the PFI must consider the Borrower
“‘employed.” See 5.3.9 Other Sources of Income, for details on
temporary leave.

33 MPF Announcement 2025-45 (5/27/25)
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e The conversation must be documented. It should include
the following:
o name and title of the person who confirmed the
employment for the PFl,
o name and title of the person who completed the
verification for the employer,
o applicant’s dates of employment,
applicant’s current employment status,
how applicant is related to the owner of business,
if applicable
o applicant’s percentage of ownership in business,
if applicable
date of the call, and
o the source of the phone number.
Alternative Methods to Verify Employment:
e The PFI can obtain
o a written verification confirming the Borrower’s
current employment status within 10 business
days prior to the Note date. The written
documentation must include the name and title of
the person who completed the verification for the
employer.
e PFls can obtain an email exchange with the Borrower's
employer from the employer's work email address within
10 business days prior to the Note date.

o The PFI must conduct additional due diligence to
confirm that the email address for the employer is
accurate. Examples of due diligence include, but
are not limited to, searches of domain name on
employer website (review for match to employer
email address), employer directory on the
internet, or other professional networking or
business profile websites.

o The email exchange must include Borrower's
name and employer's name; name, title, and work
email address of the individual contacted at the
employer; date of contact; and Borrower's current
employment status.
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e« Within 15 business days prior to the Note date, the
borrower can provide either

o the most recent available paystub as of
that date that, meets the requirements in
5.3.2 Standards for Employment
Documentation; reflects information for the
most recent expected pay period based on
the date it is provided and the borrower's
pay cadence; and does not include any
information indicating the borrower may
not be actively employed.

o Bank statements dated no earlier than 15
business days prior to the note date that

= meet the requirements in 5.8.1
Verification of Deposits and Assets,

= reflects information for the most
recent expected pay period based
on the date of the statement and
the borrower's pay cadence, and

» does not include any information
indicating the borrower may not be
actively employed.

e If the Borrower is a union member who works in an
occupation that results in a series of short-term job
assignments (such as a skilled construction worker,
longshoreman, or stagehand), and the union facilitates
the Borrower’s placement in each assignment, the PFlI
may obtain the verbal VOE from the union.

o If the employer uses a third-party employment
verification vendor, the PFI must obtain written
verification from the vendor of the Borrower’s current
employment status within the same time frame as the
verbal VOE requirements.

Note: Because third-party vendor databases are typically
updated monthly, the verification must evidence that the
information in the vendor's database was no more than 35 days
old as of the Note date.
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Military Personnel If the Borrower is in the military, in lieu of a verbal or written
VOE, the PFI must obtain either
e a military Leave and Earnings Statement dated within
120 calendar days prior to the note date, or
e a verification of employment through the Defense
Manpower Data Center.
Self-Employed Requirements:
Income e The PFI must verify the existence of the Borrower's
business within 120 calendar days prior to the note date
o from a third party, such as a CPA, regulatory
agency, or the applicable licensing bureau, if
possible; or
o by verifying a phone listing and address for the
Borrower's business using a telephone book, the
internet, or directory assistance.
e The PFI must document the source of the information
obtained and the name and title of the PFls employee
who obtained the information.

5.3.8 Rental Income
In conjunction with the policies in this topic, PFls must also comply with, as applicable, but
not limited to, the policies in the following:
e 5.3.1.3 Continuity of Income;
e 5.7.1 Minimum Reserve Requirements;
e 5.14.5 Qualifying Impact of Other Real Estate Owned.

5.3.8.1 Eligible Properties

Rental income is an acceptable source of stable income if it can be established that the
income is likely to continue. If the rental income is derived from the subject property, the
property must be a two- to four-unit principal residence property in which the Borrower
occupies one of the units.

If the income is derived from a property that is not the subject property, there are no
restrictions on the property type. For example, rental income from a commercial property
owned by the Borrower is acceptable if the income otherwise meets all other
requirements.

5.3.8.2 Ineligible Properties

Generally, rental income from the Borrower’s principal residence (a one-unit principal
residence or the unit the Borrower occupies in a two- to four-unit property) or a second
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home cannot be used to qualify the Borrower. However, there are certain exceptions to
this policy for boarder income.

5.3.8.3 General Requirements for Documenting Rental Income (3/21/24)34

If a Borrower has a history of renting the subject or another property, generally the rental
income will be reported on IRS Form 1040, Schedule E of the Borrower’s personal tax
returns or on Rental Real Estate Income and Expenses of a Partnership or an S
Corporation form (IRS Form 8825) of a business tax return. If the Borrower does not have
a history of renting the subject property or if, in certain cases, the tax returns do not
accurately reflect the ongoing income and expenses of the property, the PFI may be
justified in using a fully executed current lease agreement. Examples of scenarios that
justify the use of a lease agreement are

e purchase transactions;

e refinance transactions in which the Borrower purchased the rental property during
or subsequent to the last tax return filing;

e refinance transactions of a property that experienced significant rental interruptions
such that income is not reported on the recent tax return (for example, major
renovation to a property occurred in the prior year that affected rental income); and

e transactions where rental income is being used to qualify for any property placed in
service in the current calendar year, for example, when converting a principal
residence to an investment property.

When the subject property is a two- to four-unit property that will generate rental income
used for qualifying purposes, PFls must use Small Residential Income Property Appraisal
Report (Form 1025/Freddie Mac Form 72) or an equivalent form containing at minimum
the same information required in the GSE form.

Note: The rental payment on the lease must be reflected in U.S. dollars (cannot be in
virtual currency).

5.3.8.4 Documenting Rental Income from a 2—4-unit Primary Residence
Subject Property

PFI must obtain documentation that is used to calculate the monthly rental income
generated from a subject property that is a 2—4-unit primary residence, used for qualifying
purposes. The documentation may vary depending on whether the Borrower has a history
of renting the property, and whether the prior year tax return includes the income.
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Does the Borrower Have a Transaction Documentation Requirements
History of Receiving Type

Rental Income from the
Subject Property?
Yes Refinance Fannie Mae Form 1025/Freddie Mac
Form 72, as applicable, and either
o the Borrower’s most recent
year of signed federal income
tax returns, including Schedule
1 and Schedule E, or
e copies of the current lease
agreement(s) if the Borrower
can document a qualifying
exception (see Reconciling
Partial or No Rental History on
Tax Returns below).

Fannie Mae Form 1025/Freddie Mac
Form 72, as applicable, and

No Purchase

copies of the current lease
agreement(s) if transferred to the
Borrower.

If the property is not currently rented
or If the existing lease agreement is
not being transferred to the borrower
then, lease agreements are not
required and Fannie Mae Form
1025/Freddie Mac Form 72 may be
used.

If there is a lease on the property that
is being transferred to the Borrower,
see Section 9.6 Acceptable Title
Exceptions for additional information.

No Refinance Fannie Mae Form 1025/Freddie Mac
Form 72, as applicable, and
e copies of the current lease
agreement(s).

If the Borrower is not using any rental income from the subject property to qualify, the gross
monthly rent must still be documented for PFI reporting purposes.
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5.3.8.5 Documenting Rental Income from Property Other than the Subject
Property (3/21/24)3%

When the Borrower owns property — other than the subject property — that is rented, the
PFI must document the monthly gross (and net) rental income with the Borrower’s most
recent signed federal income tax return that includes Schedule 1 and Schedule E. Copies
of the current lease agreement(s) may be substituted if the Borrower can document a
qualifying exception. See 5.3.8.6 Reconciling Partial or No Rental History on Tax Returns
below and Calculating Monthly Qualifying Rental Income (or Loss).

5.3.8.6 Reconciling Partial or No Rental History on Tax Returns

In order for the PFI to determine qualifying rental income, the PFI must determine whether
or not the rental property was in service for the entire tax year or only a portion of the
year. In some situations, the PFls analysis may determine that using alternative rental
income calculations or using lease agreements to calculate income are more appropriate
methods for calculating the qualifying income from rental properties. This policy may be
applied to refinances of a subject rental property or to other rental properties owned by the
Borrower.

If the Borrower is able to document (per the table below) that the rental property was not
in service the previous tax year, or was in service for only a portion of the previous tax
year, the PFI may determine qualifying rental income by using;

e Schedule E income and expenses, and annualizing the income (or loss) calculation;
or

o fully executed lease agreement(s) to determine the gross rental income to be used

in the net rental income (or loss) calculation.

If ... Then ...

the property was acquired or
placed into service during the
most recent tax filing year,

¢ the PFI must confirm the purchase date using
the settlement statement or other
documentation, and

e Fair Rental Days on Schedule E of the most
recently filed tax return must confirm partial
year rental income.

the property was acquired during
or placed into service subsequent
to the most recent tax filing year,

¢ the PFI must confirm the purchase date using
the settlement statement or other
documentation, if applicable and
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e Schedule E (Fair Rental Days) or the most
recently filed tax return must confirm no
reflect rental income or expenses for this
property.

the rental property was out of

. , e Repair expenses on Schedule E of the most
service for an extended period,

recently filed tax return must reflect the costs
for renovation or rehabilitation. Additional
documentation may be required to ensure
that the expenses support a significant
renovation that supports the amount of time
that the rental property was out of service.

e Schedule E (Fair Rental Days) of the most
recently filed tax return must confirm the
number of days that the rental unit was in
service, which must support the unit being
out of service for all or a portion of the year.

the PFI determines that some
other situation warrants an
exception to use a lease
agreement,

e the PFI must provide an explanation and
justification in the loan file.

If the Borrower is converting a principal residence to an investment property, see 5.14.5
Qualifying Impact of Other Real Estate Owned, for guidance in using that rental income to
qualify the Borrower.

5.3.8.7  Calculating Monthly Qualifying Rental Income or Loss (3/21/24)3

To determine the amount of rental income from the subject property that can be used for
qualifying purposes when the Borrower is purchasing or refinancing a two- to four-unit
principal residence, the PFI must consider the following:

The PFI must establish a history of property management experience by obtaining one of
the following:

If the Borrower... And rental income Then for qualifying

is from the... purposes...
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e currently owns a principal subject property or e there are no restrictions

residence (or has a non-subject property on the amount of rental
current housing income that can be
expense), and used.

e has at least a one-year
history of receiving rental
income or at least one
year of documented
property management
experience

o does not currently have a | non-subject property
housing expense, and (in service for at

e has at least one-year of least a year)

receiving rental income
from the property

e currently owns a principal | subject property o for a principal
residence (or has a residence, rental
current housing income in an amount
expense), and not exceeding PITIA of

the subject property
can be added to the
borrower’s gross

e has less than one-year
history of receiving rental
income from the related

property or documented income.

prope.rty management non-subject property e for a principal

experience .
(new or newly residence, rental
placed in service income added to the
less than a year) borrower's gross

monthly income is
restricted to an amount
not exceeding PITIA of
the related property.

e for an investment
property, rental income
can only be used to
offset the PITIA of the
related property (in
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other words, is limited
to zero positive cash

flow).
e does not own a principal | subject property rental income from the subject
residence, and property cannot be used.

e does not have a current

_ non-subject property | rental income from the
housing expense

(new or newly property cannot be used.
placed in service
less than a year)

o The Borrower’s most recent signed federal income tax return, including Schedules
1 and E. Schedule E should reflect rental income received for any property and Fair
Rental Days of 365;

e If the property has been owned for at least one year, but there are less than 365
Fair Rental Days on Schedule E, a current signed lease agreement may be used to
supplement the federal income tax return; or

o A current signed lease may be used to supplement a federal income tax return if
the property was out of service for any time period in the prior year. Schedule E
must support this by reflecting a reduced number of days in use and related repair
costs.

Method for Calculating the Income

The method for calculating rental income (or loss) for qualifying purposes is dependent
upon the documentation that is being used.

Federal Income Tax Returns, Schedule E. When Schedule E is used to calculate
qualifying rental income, the PFI must add back any listed depreciation, interest,
homeowners’ association dues, taxes, or insurance expenses to the Borrower’s cash flow.
Non-recurring property expenses may be added back, if documented accordingly.

If the property was in service
o for the entire tax year, the rental income must be averaged over 12 months; or

o for less than the full year, the rental income must be averaged over the number of
months that the Borrower used the property as a rental unit.

See Treatment of the Income (or Loss) below for further instructions.

Lease Agreements, Form 1007 or Form 1025: When current lease agreements or market
rents reported n form 1007 or Form 1025 are used, the PFI must calculate the rental
income by multiplying the gross monthly rent(s) by 75%. The remaining 25% of the gross
rent will be absorbed by vacancy losses and ongoing maintenance expenses.
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When using a lease agreement, the lease agreement amount must be supported by:
e Fannie Mae Form 1007 or Fannie Mae Form 1025, as applicable, or
o evidence the terms of the lease have gone into effect. Evidence may include:

o two months consecutive bank statements or electronic transfers of rental
payments for existing lease agreements, or

o copies of the security deposit and first month's rent check with proof of
deposit for newly executed agreements.

See Treatment of the Income (or Loss) below for further instructions.

5.3.8.8 Treatment of the Income (or Loss) (3/21/24)%

The treatment and amount of monthly qualifying rental income (described in 5.3.8.7
Calculating Monthly Rental Income (or Loss)) in the calculation of the Borrower's total
debt-to-income ratio — varies depending on whether the Borrower occupies the rental
property as their principal residence.

If the rental income relates to the Borrower’s principal residence:

e The monthly qualifying rental income (as defined above) must be added to the
Borrower’s total monthly income. (The income is not netted against the PITIA of the
property.)

e The full amount of the mortgage payment (PITIA) must be included in the
Borrower’s total monthly obligations when calculating the debt-to-income ratio.

If the rental income (or loss) relates to a property other than the Borrower's principal
residence:

o If the monthly qualifying rental income (as defined above) minus the full PITIA is
positive, it must be added to the Borrower’s total monthly income. (subject to the
limits in 5.3.8.7 Calculating Monthly Rental Income (or Loss))

o |If the monthly qualifying rental income minus PITIA is negative, the monthly net
rental loss must be added to the Borrower’s total monthly obligations.

e The full PITIA for the rental property is factored into the amount of the net rental
income (or loss); therefore, it should not be counted as a monthly obligation.

e The full monthly payment for the Borrower's principal residence (full PITIA or
monthly rent) must be counted as a monthly obligation.

Note: When a borrower owns multiple rental properties, the rental income for all non-
subject properties is first calculated for each property, then aggregated. The aggregate
total of the income (or loss) is then added to the borrower's total monthly income or
included in their monthly obligations, as applicable.
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5.3.8.9 Offsetting Monthly Obligations for Rental Property Reported
through a Partnership or an S Corporation
If the Borrower is personally obligated on the mortgage debt (as evidenced by inclusion of
the related mortgage(s) on the credit report) and gross rents and related expenses are
reported through a partnership or S corporation, the business tax returns may be used to
offset the property’s PITIA. The steps described below should be followed:

1. Obtain the Borrower’s business tax returns, including IRS Form 8825 for the most
recent year.

2. Evaluate each property listed on Form 8825, as shown below:

e From total gross rents, subtract total expenses. Then add back insurance,
mortgage interest, taxes, homeowners’ association dues (if applicable),
depreciation, and non-recurring property expenses (if documented accordingly).

e Divide by the number of months the property was in service.

o Subtract the entire PITIA (proposed for subject property or actual for real estate
owned) to determine the monthly property cash flow.

3. If the resulting net cash flow is positive, the PFI may exclude the property PITIA from
the Borrower’s monthly obligations when calculating the debt-to-income ratio.

4. If the resulting net cash flow is negative (that is, the rental income derived from the
investment property is not sufficient to fully offset the property PITIA), the calculated
negative amount must be included in the Borrower’s monthly obligations when
calculating the debt-to-income ratio.

In order to include a positive net rental income received through a partnership or an S
corporation in the Borrower’s monthly qualifying income, the PFI must evaluate it
according to the requirements for income received from a partnership or an S corporation.
See 5.6.1 Analyzing Partnership Returns for a Partnership or LLC and 5.6.2 Analyzing
Returns for an S Corporation.

5.3.8.10 Rental Income Calculation Worksheets

PFIs may use Fannie Mae’s worksheets to calculate rental income. Use of these
worksheets is optional. The worksheets are:

¢ Rental Income Worksheet — Principal Residence, 2— to 4—unit Property (Form
1037),

o Rental Income Worksheet — Individual Rental Income from Investment Property(s)
(up to 4 properties) (Form 1038),

¢ Rental Income Worksheet — Individual Rental Income from Investment Property(s)
(up to 10 properties) (Form 1038A), and
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¢ Rental Income Worksheet — Business Rental Income from Investment Property(s)
(Form 1039).

5.3.8.11 Reporting of Gross Monthly Rent (3/21/24)3%

Eligible rents on the subject property (gross monthly rent) must be reported in the loan
delivery data for all two- to four-unit principal residence properties, regardless of whether
the Borrower is using rental income to qualify for the mortgage loan. If the Borrower is
using rental income from the subject property to qualify for the mortgage loan, all of the
applicable requirements above must be followed to document and calculate the income.

If the Borrower is not using any rental income from the subject property to qualify, gross
monthly rent must be documented only for PFI reporting purposes. The Borrower can
provide one of the sources listed above, or may provide one of the following sources
(listed in order of preference):

o the appraisal report for a one-unit investment property or two- to four-unit property,
or Single-Family Comparable Rent Schedule (Form 1007), provided neither the
applicable appraisal nor Form 1007 is dated 12 months or more prior to the date of
the Note;

o if the property is not currently rented, the PFI may use the opinion of market rents
provided by the appraiser; or

e if an appraisal or Form 1007 is not required for the transaction, the PFI may rely
upon either a signed lease from the Borrower or may obtain a statement from the
Borrower of the gross monthly rent being charged (or to be charged) for the
property. The monthly rental amounts must be stated separately for each unit in a
two- to four-unit property. The disclosure from the Borrower must be in the form of
one of the following:

o a written statement from the Borrower, or

o an addition to the Mortgage Loan Application (Form 1003).

The PFI must retain the documentation in the loan file that was relied upon to determine
the amount of eligible rent reported.
5.3.9  Other Sources of Income
5.3.9.1 Documentation Requirements for Current Receipt of Income

The documentation required for each income source is described below. The
documentation must support the history of receipt, if applicable, and the amount,
frequency, and duration of the income. In addition, evidence of current receipt of the
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income must be obtained in compliance with the Age of Documents policy, unless
specifically excluded below.

Current receipt may be documented by various means, depending on the income type.
Examples include but are not limited to;

e current paystubs,

e bank statements confirming direct deposit,

e canceled checks from the payer’s account to the Borrower,
e court records, or

e copies of the Borrower’s bank statements showing the regular deposit of these
funds.

Note: Any income received by the Borrower in the form of virtual currency, such as
cryptocurrencies, is not eligible to be used to qualify for the mortgage loan. For income
types that require sufficient remaining assets to establish continuance, those assets
cannot be in the form of virtual currency.

5.3.9.2 Alimony, Child Support, or Separate Maintenance

The following table provides verification requirements for alimony, child support, or
separate maintenance.

v Verification of Income From Alimony, Child Support, or Separate
Maintenance

Document that alimony, child support, or separate maintenance will continue to be
paid for at least three years after the date of the mortgage application, as verified
by one of the following:

e A copy of a divorce decree or separation agreement (if the divorce is not
final) that indicates the monthly payment and states the amount of the
award and the period of time over which it will be received. Note: If a
Borrower who is separated does not have a separation agreement that
specifies alimony or child support payments, the PFI should not consider
any proposed or voluntary payments as income.

e Any other type of written legal agreement or court decree describing the
payment terms.

o Documentation that verifies any applicable state law that mandates
alimony, child support, or separate maintenance payments, which must
specify the conditions under which the payments must be made.

Check for limitations on the continuance of the payments, such as the age of the
children for whom the support is being paid or the duration over which alimony is
required to be paid.
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Document no less than six months of the Borrower’s most recent regular receipt
of the full payment.

Review the payment history to determine its suitability as stable qualifying
income. To be considered stable income, full, regular, and timely payments must
have been received for six months or longer. Income received for less than six
months is considered unstable and may not be used to qualify the Borrower for
the mortgage. In addition, if full or partial payments are made on an inconsistent
or sporadic basis, the income is not acceptable for the purpose of qualifying the
Borrower.

Note: The PFI may include alimony, child support, or separate maintenance as income
only if the Borrower discloses it on the loan application (Fannie Mae Form 1003/ Freddie
Mac Form 65) and requests that it be considered in qualifying for the loan.

5.3.9.3 Automobile Allowance

For an automobile allowance to be considered as acceptable stable income, the Borrower
must have received payments for at least two years. The PFl must add the full amount of
the allowance to the Borrower’s monthly income, and the full amount of the lease or
financing expenditure to the Borrower’s monthly debt obligations.

5.3.94 Boarder Income

A boarder is a non-Borrower who currently lives in the Borrower's Primary Residence —
not in a rental unit — in exchange for regular, timely rent payments. The MPF Program
accepts Boarder income, PFls may use Boarder income to qualify provided the income is
expected to continue.

The following table provides verification requirements for income from boarders.

v Verification of Income from Boarders

Obtain documentation of the boarder’s history of shared residency (such as a copy
of a driver’s license, bills, bank statements, or W-2 forms) that shows the boarder’s
address as being the same as the Borrower’s address.

Obtain documentation of the boarder’s rental payments for the most recent 12
months.

5.3.9.5 Capital Gains Income

Income received from capital gains is generally a one-time transaction; therefore, it should
not be considered as part of the Borrower’s stable monthly income. However, if the
Borrower needs to rely on income from capital gains to qualify, the income must be
verified in accordance with the following requirements.

‘ v ‘ Verification of Capital Gains Income
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Document a two-year history of capital gains income by obtaining copies of the
Borrower’s signed federal income tax returns for the most recent two years,
including IRS Form 1040, Schedule D.

Develop an average income from the last two years and use the averaged amount
as part of the Borrower’s qualifying income as long as the Borrower provides
current evidence that he or she owns additional property or assets that can be sold
if extra income is needed to make future mortgage loan payments.

Note: Capital losses identified on IRS Form 1040, Schedule D, do not have to be
considered when calculating income or liabilities, even if the losses are recurring.
Due to the nature of this income, current receipt of the income is not required to
comply with the Age of Documents policy. However, documentation of the asset
ownership must be in compliance with the 5.1.3 Age of Documents.

5.3.9.6 Disability Income — Long-Term

The following table provides verification requirements for long-term disability income. It
does not apply to disability income that is received from the Social Security Administration.
See 5.3.9.22 Social Security Income for more information.

v | Verification of Long-Term Disability Income

Obtain a copy of the Borrower’s disability policy or benefits statement from the
benefits payer (insurance company, employer, or other qualified disinterested
party) to determine

o the Borrower’s current eligibility for the disability benefits,

o the amount and frequency of the disability payments, and

o if there is a contractually established termination or modification date.
Generally, long-term disability will not have a defined expiration date and must be
expected to continue. The requirement for re-evaluation of benefits is not
considered a defined expiration date.
If a Borrower is currently receiving short-term disability payments that will
decrease to a lesser amount within the next three years because they are being
converted to long-term benefits, the amount of the long-term benefits must be used
as income to qualify the Borrower. For additional information on short-term
disability, see 5.3.9.23 Temporary Leave Income.

5.3.9.7 Employment Offers or Contracts (1/18/2024)%

A Mortgage Loan may close prior to the Borrower beginning new employment and
receiving income if the Borrower provided it meets the requirements in this section.
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If the Borrower is scheduled to begin employment under the terms of an employment offer
or contract, the PFI may deliver the loan in accordance with one of the options outlined
below.

v | Option 1 -- Paystub Obtained Before Loan Delivery

The PFI must obtain an executed copy of the Borrower's offer or contract for
future employment and anticipated income.

Note: The Borrower cannot be employed by a family member or by an interested
party to the transaction.

Prior to delivering the mortgage loan, the PFI must obtain a paystub from the
Borrower that includes sufficient information to support the income used to qualify
the Borrower based on the offer or contract. The paystub must be retained in the
mortgage loan file.

v | Option 2 -- Paystub Not Obtained Before Loan Delivery

This option is limited to loans that meet the following criteria:
e purchase transaction,
e principal residence,
e one-unit property,
o the Borrower is not employed by a family member or by an interested party
to the transaction, and
o the Borrower is qualified using only fixed base income.
The PFI must obtain and review the Borrower’s offer or contract for future
employment. The employment offer or contract must
o clearly identify the employer and the Borrower, be signed by the employer,
and be accepted and signed by the Borrower;
e clearly identify the terms of employment, including position, type and rate
of pay, and start date; and
e be non-contingent. Note: If conditions of employment exist, the PFl must
confirm prior to closing that all conditions of employment are satisfied
either by verbal verification or written documentation. This confirmation
must be noted in the mortgage loan file.
Also note that for a union member who works in an occupation that results in a
series of short-term job assignments (such as a skilled construction worker,
longshoreman, or stagehand), the union may provide the executed employment
offer or contract for future employment.
The Borrower’s start date must be no earlier than 30 days prior to the Note date
or no later than 90 days after the Note date.
Prior to delivery, the PFI must obtain the following documentation depending on
the Borrower’s employment start date:
If the Borrower’s start date is... Documentation Required
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The note date or no more than 30 days e Employment offer or contract;

prior to the note date and

o Verbal verification of employment
that confirms active employment
status

No more than 90 days after the Note date | Employment offer or contract
The PFI must document, in addition to the amount of reserves required for the
transaction, one of the following:
e Financial reserves sufficient to cover principal, interest, taxes, insurance,
and association dues (PITIA) for the subject property for six months; or
e Financial resources sufficient to cover the monthly liabilities included in the
debt-to-income ratio, including the PITIA for the subject property, for the
number of months between the note date and the employment start date,
plus one. For calculation purposes, consider any portion of a month as a
full month.
Financial resources may include:
e financial reserves, and
e current income.
Current income refers to net income that is currently being received by the
Borrower (or co-Borrower), may or may not be used for qualifying, and may or
may not continue after the Borrower starts employment under the offer or
contract. For this purpose, the PFI may use the amount of income the Borrower is
expected to receive between the note date and the employment start date. If the
current income is not being used or is not eligible to be used for qualifying
purposes, it can be documented by the PFI using income documentation, such as
a paystub, but a verification of employment is not required.

5.3.9.8 Employment-Related Assets as Qualifying Income

The following table provides the requirements for employment-related assets that may be
used as qualifying income.

v Asset Requirements

Assets used for the calculation of the monthly income stream must be owned
individually by the Borrower, or the co-owner of the assets must be a co-Borrower
of the mortgage loan.

The documentation must be in compliance with the Age of Documents policy.
Assets must be liquid and available to the Borrower and must be sourced as one
of the following:
e A non-self-employed severance package or non-self-employed lump sum
retirement package (a lump sum distribution) — these funds must be
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documented with a distribution letter from the employer (Form 1099-R) and
deposited to a verified asset account.

e For 401(k) or IRA, SEP, Keogh retirement accounts — the Borrower must
have unrestricted access to the funds in the accounts and can only use the
accounts if distribution is not already set up or the distribution amount is
not enough to qualify. The account and its asset composition must be
documented with the most recent monthly, quarterly, or annual statement.

If a penalty would apply to a distribution of funds from the account made at the
time of calculation, then the amount of such penalty applicable to a complete
distribution from the account (after costs for the transaction) must be subtracted
to determine the income stream from these assets.

A Borrower must only be considered to have unrestricted access to a 401(k) or
IRA, SEP, Keogh retirement account if the Borrower has, as of the time of
calculation, the unqualified and unlimited right to request a distribution of all funds
in the account (regardless of any possible tax withholding or applicable penalty
applied to such distribution).

“Net documented assets” are equal to the sum of eligible assets minus:

(a) the amount of the penalty that would apply if the account was completely
distributed at the time of calculation; and

(b) the amount of funds used for down payment, closing costs, and required
reserves.

Ineligible assets are non-employment-related assets (for example, stock options,
non-vested restricted stock, lawsuits, lottery winnings, sale of real estate,
inheritance, and divorce proceeds). Checking and savings accounts are generally
not eligible as employment-related assets, unless the source of the balance in a
checking or savings account was from an eligible employment-related asset (for
example, a severance package or lump sum retirement distribution). Virtual
currency is not an eligible asset.

If eligible employment-related assets have been liquidated and placed into a trust
within 12 months of the mortgage loan's application date, income must be
calculated in accordance with the requirements in this table.

Example: Calculation of Net Documented Assets

IRA (made up of stocks and mutual funds) $500,000

Minus 10% of $500,000 ($500,000 x .10) (-) $50,000
(Assumes a 10% penalty applies for early distribution, which
must be levied against any cash being withdrawn for closing
the transaction as well as the remaining funds used to
calculate the income stream.)

Total eligible documented assets (=) $450,000
Minus funds required for closing (-) $100,000
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(down payment, closing costs, reserves)

Net Documented Assets (=) $350,000
Monthly income calculation $972.22/
($350,000/360 (or applicable term of loan in months)) month

See Income Calculation/Payout Stream in table below.

All of the following loan parameters must be met in order for employment-related assets to
be used as qualifying income:

Loan Parameter Requirement

Maximum LTV, CLTV, and 70%

HCLTV Ratio 80% if the owner of the asset(s) being used to qualify is
at least 62 years old at the time of closing. If the asset(s)
is jointly owned, all owners must be a Borrower on the
loan and the Borrower using the income to qualify must
be at least 62 years old at the time of closing.

Loan Purpose Purchase and limited cash-out refinance only
Occupancy Principal residence and second home only

Number of Units As permitted by occupancy type

Income Calculation/Payout Divide “Net Documented Assets” by the amortization
Stream term of the mortgage loan (in months).

Note: If the mortgage loan does not meet the above parameters, employment-related
assets may still be eligible under other standard income guidelines, such as “Interest and
Dividends Income,” or “Retirement, Government Annuity, and Pension Income.”

5.3.9.9 Foreign Income

Foreign income is income that is earned by a Borrower who is employed by a foreign
corporation or a foreign government and is paid in foreign currency. Borrowers may use
foreign income to qualify if the following requirements are met.

v Verification of Foreign Income

Copies of signed federal income tax returns for the most recent two years that
include foreign income.

The PFI must satisfy the standard documentation requirements based on the
source and type of income as outlined in Income Assessment.

All documents of a foreign origin must be completed in English, or the Originator
must provide a translation, attached to each document, and ensure the translation
is complete and accurate.

Note: All income must be translated to U.S. dollars.

5.3.9.10 Foster-Care Income
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Income received from a state- or county-sponsored organization for providing temporary

care for one or more children may be considered acceptable stable income if the following
requirements are met.

v Verification of Foster-Care Income

Verify the foster-care income with letters of verification from the organizations
providing the income.
Document that the Borrower has a two-year history of providing foster-care
services. If the Borrower has not been receiving this type of income for two full
years, the income may still be counted as stable income if
o the Borrower has at least a 12-month history of providing foster-care
services, and
e the income does not represent more than 30% of the total gross income
that is used to qualify for the mortgage loan.

5.3.9.11 Housing or Parsonage Allowance

A housing or parsonage allowance may be considered qualifying income if there is
documentation that it has been received for the most recent 12 months and the allowance
is likely to continue for the next three years. The housing allowance may be added to
income but may not be used to offset the monthly housing payment.

Note: This requirement does not apply to military quarters’ allowance. For information on
military housing, refer to 5.3.3 Base Pay (Salary or Hourly), Bonus, and Overtime Income.

5.3.9.12 Interest and Dividends

The following table provides verification requirements for interest and dividends income.

v Verification of Income From Interest and Dividends

Verify the Borrower’s ownership of the assets on which the interest or dividend
income was earned. Documentation of asset ownership must be in compliance with
the Age of Documents policy.
Document a two-year history of the income, as verified by

e copies of the Borrower's signed federal income tax returns, or

e copies of account statements.
Develop an average of the income received for the most recent two years. Refer to
the 5.3.1.2 Variable Income, for additional information.
Subtract any assets used for down payment or closing costs from the Borrower’s
total assets before calculating expected future interest or dividend income.

5.3.9.13 Mortgage Credit Certificates

States and municipalities can issue mortgage credit certificates (MCCs) in place of, or as
part of, their authority to issue mortgage revenue bonds. MCCs enable an eligible first-
time homebuyer to obtain a mortgage secured by his or her principal residence and to
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claim a federal tax credit for a specified percentage (usually 20% to 25%) of the mortgage
interest payments.

When calculating the Borrower’s DTI ratio, treat the maximum possible MCC income as an
addition to the Borrower’s income, rather than as a reduction to the amount of the
Borrower’s mortgage payment. Use the following calculation when determining the
available income:

[(Mortgage Amount) x (Note Rate) x (MCC %)] + 12 = Amount added to Borrower’s
monthly income. For example, if a Borrower obtains a $100,000 mortgage that has a note
rate of 7.5% and he or she is eligible for a 20% credit under the MCC program, the amount
that should be added to his or her monthly income would be $125 ($100,000 x 7.5% x 20%
=$1500 + 12 = $125).

The PFI must obtain a copy of the MCC and the PFI documented calculation of the
adjustment to the Borrower’s income and include them in the mortgage loan file.

For refinance transactions, the PFI may allow the MCC to remain in place as long as it
obtains confirmation prior to loan closing from the MCC provider that the MCC remains in
effect for the new mortgage loan. Copies of the MCC documents, including the reissue
certification, must be maintained in the new mortgage loan file.

Note: Because the MCC is transaction specific, it does not have to comply with the Age of
Documents policy.

5.3.9.14 Mortgage Differential Payments Income

An employer may subsidize an employee’s mortgage payments by paying all or part of the
interest differential between the employee’s present and proposed mortgage payments.

When calculating the qualifying ratio, the differential payments should be added to the
Borrower’s gross income.

The payments may not be used to directly offset the mortgage payment, even if the
employer pays them to the mortgage PFI rather than to the Borrower.

The following table provides verification requirements for mortgage differential payment
income.

v Verification of Income from Mortgage Differential Payments

Obtain written verification from the Borrower’s employer confirming the subsidy
and stating the amount and duration of the payments.

Verify that the income can be expected to continue for a minimum of three years
from the date of the mortgage application.

If this income is used on a purchase transaction, current receipt is not required to
be documented except as verified in the employer letter. For refinance transactions
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where the income is continuing with the new loan, the recent receipt must be in
compliance with the Age of Documents.

5.3.9.15 Non-Occupant Borrower Income

Income from a non-occupant Borrower may be considered as acceptable qualifying
income. This income can offset certain weaknesses that may be in the occupant
Borrower’s loan application, such as limited income, financial reserves, or limited credit
history. However, it may not be used to offset significant or recent instances of major
derogatory credit in the occupant Borrower’s credit history. The occupant Borrower must
still reasonably demonstrate a willingness to make the mortgage payments and maintain
homeownership. If the income from a non-occupant Borrower is used for qualifying,
subject to the LTV requirements in 3.1.4 Non-Occupant Co-Borrower.

5.3.9.16 Notes Receivable Income

The following table provides verification requirements for Notes receivable income.

v Verification of Income from Notes Receivable

Verify that the income can be expected to continue for a minimum of three years
from the date of the mortgage application.

Obtain a copy of the note to establish the amount and length of payment.
Document regular receipt of income for the most recent 12 months.

Payments on a note executed within the past 12 months, regardless of the
duration, may not be used as stable income.

5.3.9.17 Public Assistance Income (7/02/24) 4°
The following table provides verification requirements for public assistance income.

v Verification of Public Assistance Income

Document the Borrower’s receipt of public assistance income with letters or
exhibits from the paying agency that state the amount, frequency, and duration of
the benefit payments.

Verify that the income can be expected to continue for a minimum of three years
from the date of the mortgage application.

The Housing Choice Voucher Program (more commonly known as Section 8) is also an
acceptable source of qualifying income. There is no requirement for the Section 8 voucher
payments to have been received for any period of time prior to the date of the mortgage
application or for the payments to continue for any period of time from the date of the
mortgage application.

v | Verification of Section 8 Payment Vouchers
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Determine the monthly payment amount from the public agency that issues the
voucher. Because this income is nontaxable, the PFI can develop an adjusted
gross income for the B