cEDERAL GOVERNMENT
UNDERWRITING PROGRAMS
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American Recovery and Reinvest- Premium (UFMIP)
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Certificate of Reasonable Value (CRV)  Prepaid items
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Department of Housing and Urban  Section 203(b) home mortgage

Development (HUD) insurance
Department of Veterans Affairs (VA)  Section 245 Graduated Payment
Economic Stimulus Act of 2008 Mortgage

(ESA) Simple assumption
Eligibility Title 1 Home Improvement
Entitlement
LEARNING OBJECTIVES

At the conclusion of this chapter, students will be able to:

+ Understand the difference between a Veterans Administration
mortgage loan and the primary FHA mortgage loan programs

* Describe the components of an FHA loan, including its unique
requirement of mortgage insurance as a part of the closing costs and
contl.nuing mortgagor obligations

* Outline basic mortgage assumption rights of borrowers who have
FHA or VA mortgage loans

* Understand the purposes and features of —as well as the mortgagor
a.nd Property qualification approval process for—the popular FHA
S"\g|e—1’ami|y mortgage products
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INTRODUCTION
sgencies with programs that provide g
ng homes, renting apartmeng, . Ill ey

rehabilitatl .
following a natural disaster. Allj ’lng

people buying homes, ! housing

loans, or needing CL- Alliny,
for farm :;nhel o the form ofa loal.l, a ;l;rant,sor an underwnting glllve
governm P ders against loss. Several of the g OVernmar'

. : len
antee that insures prl.vat‘t3 Joans to borrowers were discussed ip, Ch ent
agencies that make direc Dtery

_ . rimary-market lenders. This chapte . .
as part of the d.ISrCl;SgSel;)?i:sf £ ith home loan upfierwriting prolt;trjrrllzl&n‘
ited to two majo cople to buy and/or rehabilitate their homeg Neithat
paye helped.man);I;making direct loans, although they do offe fingy .
is in the business osing of repossessed properties. One is the ds:;l

. hen disp b g 8
?{smstftncigm inistration (FHA), which is under the Departmen of Hous.
ousing lopment (HUD), and the other is the Departmey ’

ing and Urban Deve «TA”
- Caﬂed the VA )
Veterans Affairs bably the best-known of all government housiy

dest and pro
The oldes t popular mortgage insurance programy

ncies is the FHA, and its mos
;%lel be outline is chapter. The VA was granted authority b

d in th
fer housing assistance to qualified veterans in the forn

World War Il to o

of a partial guaranty of a home loan.
s have one feature in common: the fact that their unge

Both agencie
writing activities are not expected to be funded by tax revenues, but rathe
by fees charged to those who use the programs. The FHA has alway
charged an insurance premium for its underwriting commitment, T
VA loan program was initially a veteran’s benefit at no charge, but todyj:
funding fee is required. The increased closing costs of both agencies prv
grams, plus the higher loan-to-value programs offered by conventiond
lenders, has made them less competitive with conventional loans, &
ing the FHA’ market share to slow erode to 15% between 1985 and 1%
Between 1998 and 2005, the FHA’ market share declined even fu
with the ascendance of alternative mortgage types such as Alternate A
and subprime. Conventional mortgage lending declined to less than ¢
percent nationwide and to nearly zero in some states, such a Californ®
With the subprime market collapse in 2008, however, the FHA Pw[
gram has seen 3 huge increase in orioinat: It expected }
the FHA e in origination volume. 1t 15 .
| S market share topped out at 40% of all mortgage insuranct!
fuums written in 2010, Th; L e 1) the i
offered the only roma .'Thls was caused by three factors: 1/
maining alternative for moderate-incom®




Federal Housing Administration

rs with less than perfect credit or little credit history; (2)

pomeé buy® ded the maximum loan limits to reach deeper into the hous-
o n states with higher average housing costs; and (3) Congress

ing M ke;ll{ousing and Economic Recovery Act of 2008, which revised

sed

. nal Housing Act to do the following:
1)

he Nat! ¢ the mortgagor shall have paid, in cash or its equivalent, an

1. Reqmr: thlua] to not less than 3.5% of the appraised value of the property
ammfﬂ the variable loan-to-value limits that were based on the
jminae on of the property value and the average closing costs of

comlzift‘:t;here the property is located (also known as “down pay-
the st2

. lification”) |
men.t SlmIt)otal FHA-insured first mortgage to 100% of the appraised
3, Limit t:::d require the inclusion of the upfront mortgage insurance
vallle,

i (UFMIP) within that limit
P

the FHA tightened credit standards, incc?rporat?ng mini-
In 2001 1 into the underwriting process and increasing mort-
qum credit scores nln ums. The effect is that borrowers with credit scores
gage insurance P ligible. Moreover, the level of required upfront mort-
below 500 are not €15 are now as high as 1.75%—up from 1%—and

BeEe insuranfe Preltm‘;n;;% from only .55% in 2009. Thus, the market
onl 17 lls1 uI:iezlir;ed in total mortgages made from a high of 32% of
dareof P asde in 2009 to 22.3% at the end of 2013 |
aﬂmyrtgages 1232013 all new FHA-insured mortgages that require MIP
312:; I;l: Ieon,ger al]’ow the cancellation of MIP paymeflts whex.l th‘e loan
drops below 78% of the property value or i-nitlal LT.V, whichever 1:h hltghnf:.
Congress occasionally approves housing sub-31dy programs a}( ry
be handled through HUD/FHA, but these fall into a separate category

from the underwriting programs discussed in this chapter.

2

FEDERAL HOUSING ADMINISTRATION

The Federal Housing Administration (FHA) was one of the many.agen-
cies created by the federal government during the Great Depression to

——

:‘EH':?"SIG Family Market Share 4th Quarter 2014.” Office of Risk Management and Regula-
ry

airs, Office of Evaluation, Reporting & Analysis Division, Department of Housing and Ur-

,;:dd T’ Sept. 30, 2014. Accessed Jan. 3, 2015 at http://portal.hud.80v/hudP0rtal/documents
0c.1d=FHA_SF_MarketShare_2014Q2-PdF
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the economic problems that plagued ¢,
€ natj,
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nEarly
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decades of operation.

The reasons for which the FHA was formed ;
today, although 1:13 area of operations has expandec;n 193 ate
assistance program for ho SUbgtgn: -l y

me buyerg ANty ¢ g
. I Om .
It

origin as an initi
| The p'urposes of thé FHA are to: (1) encour
ship, (2) improve housing standards, and (3) Crage Wider hon
eate a bette Inee O,

financing mortg.age loans. All these aims have b
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ers, a government-insured o eSPfead rejection by ny —

number of investors. Even iﬁlr::?ilt}r:lent 15 H0W readi;; a;:i’ iy leng:

been funding available for a goverﬁr;ztt[r;) hey zlnarkets, thiliehto i
-insured loan, A5 alyy

g
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Early History

When the FHA st .
financed for 50% te(I)) I;f)(j/mtfo th? housing picture in 193
five years, with a small 6 of their sales price on a first 4, houses hadbe
higher interest rates ﬂsleCOHd and even a third monmongage of threety
note with interest 01.11 ; average loan was a three- tg a8 at Increaigy
option of the bank e y due every six months, and i 0 five-year balon
the cash to meet de - if payments were cur’rent ;lt was callable at e
By offering to iIlSurpOSIj[ withdrawals. The FHA ints Zuld the bank need
high ratio in those za single large loan up to 80% orfov liced a better vy
ment be made in ca ?S)’ the FHA was able to insist t;‘ieﬂ(landextremelf
moderate interest $h, permit no secondary fi ) at the down !
first— rate. The loans y financing, and command?
and fully amortized were for long terms—up t0 20 yearsd
ments covered princi ed over the life of the | chly
for hazard ; principal and int oan. Equal mon y /
ard insurance and erest. Escrow accounts were &% h
property taxes, requiring payment of one-tW

of the year]
y cost each mon
th. Each - Judeda®
monthly Payment a'lso inclu eMos! i




Federal Housing Administration

o the FHA gained streflgth in it.s housing assistance, more titles
ons Were added to its operations. While the FHA has over 50

and $ ¢ pro ams in its portfolio of assistance to borrowers for hom
giffere? rovement loans, nursing home loans, mobile home park loanse
Joan® iy project Joans, and land development loans, our concern ir;
! chapter 18 primarily with the 11 loan programs for single-family resi-
is . Under the assistance programs for home loans, the FHA provides
-al.helP for members of th.e a'lrmed services, civilian employees of the
and disaster victims, as well as programs in experimental

J services s
ban renewal; and condominium housing.

; ;‘293, HUD Secretary Henry Cisneros undertook a major overhaul
n JJtifamily housing programs, which had suffered accumulated
ess of $6 billion. By then, single-family programs had recov-
eriod of substantial foreclosures, and the Mutual Mortgage
" Fund that sustains the programs was again operating in the
[nsur ew people really understand that the FHA mortgage program is
blackf e most successful, self-sustaining government programs in US.
;ii:r)f"u alike so many others that have drained taxpayer resources.

Josses in eX¢

HUDIFHA Terminology and Basic Procedures

o1l underwriting programs are implemented by the issuance of a Certifi-
ate of [nsurance that protects the Jender against default. The differences
hetween the programs are based on the kind of property involved and the
qualifications of the individual who needs the help. There may be lower
cash requirements for some and, in certain programs, an actual subsidy of
nterest costs. Also, the property must meet certain standards to qualify as
collateral for an insured commitment.

To handle qualification of borrowers and the property offered as col-
lteral, HUD/FHA follows certain procedures as detailed in its Under-
witer's Guide. There are some words and phrases with special meaning
in the world of HUD/FHA loan qualification. For example, a conven-
tonallender measures the loan amount against the property value almost
tegardless of its sales contract value or certain types of deferred mainte-
ia;nze'olfng:)eopast, with an FHA loan, a distinction was made between
Vit the Pass’a 00 ?r less and t.hose. exceeding $125,000. That changed

sy | ge of the Economic Stimulus Act of 2008 (ESA), which we
S later. The conventional lender focuses its cash requirement

M2 down
Payment; the FHA requires 3.5% in cash at closing, which
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the down payment plus closing costs, g,
may come ﬁ'or?c qualification procedures are th same %
basi

. . . \w Oft
details, the ntional—and their purpose is to dlStmguish ether he
e '
VA, or conv

. a Cl‘ed-
d evaluate the property to make syre 1t Seryeg ag lt‘vonhY
borrower an 5

8ard1e

al for a loan. Nevertl:neless,. to unc'lerstand F meedu q“atg
collater y to understand their basic requiremen;g. Thege are detres, it
cessar ] Algq .
tI.lhee fOHOWing sections. &q in

Acquisition Cost

ount of mortgage insurance availabje under any HUD/F
The am limited to a percentage of the acquisition Cost. Acquisitio -
tim;;slsser of the purchase price or the appraised valye. oy
e

Calculation of Down Payment

For the purposes of this calculation, there are only twg Categorie °f10an&
(1) those in the amount of $50,000 of less, and_ (2) thoge for moy o
$50,000. For loans of $50,000 and less,. the FHA INSureg 98.75%. For oy
over $50,000, the FHA insured commitment is 97 75%.

96.5%. If the credit score is between 500 and 579, the loan is lhnlt;:atnoi:
maximum LTV of 90%, and if the credit score is less than 500;:1 eExce}*
not eligible for standard Section 203(b) FHA-insured ﬁnfmC b
tions to this peyy tightening of underwriting standards are:

* Section 223(e)
* Section 238
* Section 247




Federal Housing Administration

section 255, Home Equity Conversion Mortgages (HECM)

Title I
HOPE for Homeowners
still provisions for borrowers wi
; . ith _tradits
edit histories to be eligible for ma’;‘i);:idg;ong or
.. 5 a
t the underwriting guidelines in HUD Hancrill:longl;
o

There are

: S,ufﬁcit'fnt €L

ing Costs
Pemu'SSIble closing costs are defined by regional FHA insuring offices in
sccordance with local practices, and therefore are not always uniform. These
- e the HUD/ FHA application fee, a lender’s origination fee, costs
Jrch, legal fees to prepare necessary closing inStrument’s and
ts such as notary fees, recording costs, and a credit r;port
released in November 2010 that gave more flexibil-
ity in determining acceptable closing COSts. Lenders may charge and collect
from borTOWers those customary and reasonable costs necessary to close the
mortgage Joan. For example, borrowers may not be forced to pay a tax ser-
vice fee that lenders collect when they use a third-party vendor to determine
current real estate fax payment status and annual costs rather than calling
erls office themselves. FHA no longer limits

or checking with the county cl
the origination fee to On€ percent of the mortgage amount for its standard

mortgage insurance programs. However, both Home Equity Conversion
Mortgage (HECM) and Section 203(k) Rehabilitation Mortgage Insurance
programs retain their statutory origination fee caps of 2% for HECM mort-
gage loans, and as of May 2009, when the Section 203(k) mortgage involves
nsurance of advances and partial disbursements of the Rehabilitation
Escrow Account, the lender may collect from the borrower a supplemen-
@l origination fee that compensates the lender for the additional cost of
g;stl;ursements and inspections of the work, Jimited to 1.5% of the portion
e mortgage allocated to rehabilitation or $350, whichever is greater.

of the title 5€
miscellaneous cos

Pref’a,id Items

HUD/FHA dictino:

ing COSt?iedéStmgUIShes between closing costs and prepaid items. Clos-

e property teSCrlb.ed more fully in the above paragraph. Prepaid items
axes’ fsurance premiums (including the FHA mortgage

P

713“’ AT SN
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), and possibly subdivision maintenanc

jum
insurance prem! : _
which must b€ placed in an escrow account ‘.’Vlth the lengg,. -
; The lender must use a minimum LT ., o
of 1 5 da 80 o,
i

timating prepaid items. To reduce th S of
cheduled to close at the end oeflt)}lllrden 011%&1- d s
€ mopgy , "oy

cumstances, lenders and boryg,,. b
Wers may Ut dI q

e
t

Ol'tgage pa_y

interest when €s
ers whosé Joans were $

not due to unforeseen Cir
or diem interest to the borrower
i and have the m

credit the
ments begin on the first day of the succeeding month

Property Taxes
The borrower must pay whatever pro rata share of
Property {
aXeS nlay

fall due for the first year plus one month in escrow gt

requires one month of all annual prepays to be heldclosing. Hupy

allows two months to be held at lender’s option as 3 ¢ k;ly the lenge, EA
us 10n‘ ) llt

Subdivision Maintenance Fees

In some areas, maintenance fees are considered to pe ;
cate i ©n
gory as taxes. That is, nonpayment can result in f about the e
property. To protect the lender, such charges mayhe Oreclosure ¢ the
Tequired ¢y},
® paid

into esCrow.

Hazard Insurance Premium

A full year’s premi -
closingy lusI:) emium for property insurance must be paiq
ment s S AT month of premium placed in esc C—

ent applies to flood insurance, if applicable rot. The sameregn

Flood Insurance and FHA Requirements

Effective March 1, 2011 -

zone determination on alf ;ﬁ r: qtt.hr?d that all mortgagees obtainafot
ing such action. Such a det peries lpstead of simply strongly encours
eral Emergency Mana Seination fspbtained fromareemfit
FHA is now c0nsistenf erI}ent Agency (FEMA) flood maps. In addii*
prohibiting FHA mort Wlﬂ.l the Coastal Barrier Resources Act (CBRA)
nated coastal barrie gage insurance for properties located withi? desy
flood zone determ; ts. Mortgagees will be required to obtain lfe-of ¥
eral for FHA-ing llzlatlon services for all properties that will ¥ alt
Authorized FHA 111re mortgages, as determined by FEMA flood 7 ap;
any property locat eill de.rs and servicers must comply with P rOViSionstem
(CBRs) unit i y Wltm lgate Coastal Barrier Resour® P

i \-insu ?ﬂm,p

T )
= g l::,J[f. R g

s
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FHA Mortgage Insurance Premiums

Avoiding Foreclosure

her yOu r¢ in foreclosure now or worried about it in the future
UD.EOV has information that can help. The HUD.gov website pro:
Hdes ks that allow home owners to do the following:
vi

(EHLP)
, Learn about
Talk to 2 foreclosure avoidance counselor

Talk to their lenders
Find state and local foreclosure resources

Contact HOPE NOW
the Homeownership Preservation Foundation

sk of foreclosure

the U.S. Treasury’s Hardest-Hit Fund Initiative

Contact
Learn whether they are at ri

Obtain a Save Your Home brochure
, Discover tips for avoiding foreclosure

Learn about foreclosure scams

FHA MORTGAGE INSURANCE PREMIUMS

There have traditionally been two types of FHA mortgage insurance
premiums: (1) an Upfront Mortgage Insurance Premium (UFMIP), and
(2) a continuing annual premium paid monthly and typically called the
Mortgage Insurance Premium (MIP). These two premiums have changed
considerably over the years, including three times in 2010, so it is impor-
tant that the reader always check the current UFMIP and MIP for each of
the 11 individual FHA residential mortgage loan programs.

On August 12, 2010, Public Law 111-229 was passed, providing the
Ezzﬁhaf)’ of HOt?sing and Urban Development (HUD) with additional
Hous n‘tY ;gga.fqlng t'he amount of the premiums charged for Fe.aderal
i Pfigra ::lnlsstra’flon (FHA) single-family housing mortgage Insut-
s Ofthesa.l pecifically, the.new law permits HUD to increase the
ed tg chrge ;;ua:]l mortgage insurance premium that HUD is author-
o oans i .diff:ai (iwed HUD/FHA to change the UFMIP and MIP

©amount of the lznt Oa_n'tO"Value ratios, based on the loan terms and
S ed. For most FHA loans, the UFMIP
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Avoiding Foreclosure
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jes links at allow home owners (o do the following: pro- .
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On August 12, 2010, Public Law 111-229 was passed, providing the

Secretary of Housing and Urban Development (HUD) with additional
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exibilty regarding the amount of the premiums charged for Federal
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amount ff t}rlr;s, Specifically, the new law permits HUD to increase the
led to char o al mortgage insurance premium that HUD is author-
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nt of the original Principg] 1,
a]

nsured amou ]
HUD to adjust the Amoypy f&nce of
° e

f the i :
il act authorizes

is 1.75
jums through Federal Regist er N
Otic

mortgage:
mortgage insurance prem
etter position to address the

lnCreased

Letter.
gageIfTow FHA isinab

turn the Mutual Mortgage Tnsy em

rance (MM;MW

)ﬁlnd

ketplace and re
market. Based on the new authority, effective for FHA 10an0 the oy
case number i assigned on or after April 1,2013 or Jyp, X $ for whigy
Mortgagee Letter 2013-04 issued on January 31, 2013 Wht 2013 basedthe
ew enhancements to raise funding for tllli,hM U, ui(;n
M,

all the following 1t
o the period for assessing the annual Myp.

. revisiont
. removal of the exemption from the annual MIP fo;
of 15 years or less and LT Vs of less than or equg toal;SWi ey
078
Perce
i

origination;
increase in the annual MIP for mortgages with ¢
€rms Ies
§ than

equal to 15 years and LTV ratios less than or equal to 73
0
Percemat

origination.
rescinds the automatic cancellation
of the annual M
IP collec;
Ction .

nounced in MLs 2000-38 and 2000-46;
rescinds ML 2011-35, under which mo

’ rtgages wi
or I.ess and LT Vs of less than or equal t0g78g pe::l;httern?s of 15 yey
nation were exempt from the annual MIP; and el time ol

rescinds and updates Sections 7.3
J3.a,73.¢,734,7
of HUD Handbook 4155.2 as appropriate. w6735l

Programs Not Affected by the Premium Changes

The followin
g upfront and annual premium i
by Mortgagee Letter 2013-04 they alze: S .
e St i |
en?jf:i?e reﬁr;:nce transactions of existing FHA loans "
sed on or before M !
Title I ay 31, 2009 (see ML 2012 04)
Ho -
Secl:e Equity Conversion Mortgages (HECM)
S .Ion 247 (Hawaiian Homelands
ection (Indian Reservations)
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ypfront Premiums & Annual Premiums
P

that are assigned a case numb
FHA loans 2 umber on or after June 3, 201
Fo; :gm o both FHA tradmonafl purc.hase products and refinance productz,
in i front premium (shown i basis points below) will be charged for a]l
the UP fion terms. The following s'chedule shows the most common UFMIP
an‘:joMIP p ercentage rates, according to HUD Mortgagee Letter 2013-04:
o :

Loan Term > 15 Years ~ Loan Term <15 Years

95.0 0% LTV £95.00% LTV >90.00% LTV 78.01%-90.00% LTV <78.00% LTV

IP ANNUAL UFMIP ANNUAL UFMIP  ANNUAL UFMIP ANNUAL UFMIP ANNUAL
1.75% 1.30% 1.75% 0.70% 1.75% 0.45% 175% 0.45%

UFM
1.35%

FHA Mortgagee Letter 2015-01, effective for case numbers assigned

Jfier January 26, 2015, reduces annual MIP rates for FHA Title I
on OF § mortgages and provides FHA lenders the opportunity for cancel-
lfor-Wal; f existing case numbers in order to utilize the MIP rates contained
ation

in ML 2015-01. See reduced rates below:

Loan Term > 15 Year e Loan Term <15 Years

<95.00% LTV

- »90.00% LTV~ 78.01%-90.00% LTV  <78.00% LTV

~ UFMIP ANNUAL UFMIP ANNUAL ~ UFMIP ANNUAL
95%  070%  70%  0.45% 45%  0.45%

,95.00% LTV

UFMIP ANNUAL UFMIP ANNUAL
100% .80%

—

105% .85%

Practice Exercise: UFMIP and Annual MIP Calculation

Calculate the minimum FHA down payment amount by multiplying the
costof the house by 3.5%. (The minimum down payment for an FHA loan
is 3.5%.) For example, if the home costs $300,000, the minimum down

payment is $10,500.

+ - Calculate the initial loan amount by subtracting your planned down
payment from the price of the home. Using the minimum down pay-
ment in the example, the loan amount is $289,500.

* Multiply the loan amount by 1.05% to calculate the upfront MIP. In
the example loan, $289,500 multiplied by 1.05% yields an upfront
MIP of $3049),
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Next, calculate the annual MIP using the following f, Steps

1. Calculate the amortization schedule of the loan. If

d, it should be added to the loan anioupfmnt "
Unt, p

will be finance .
online loan amortization calculator. s
2. Calculate the average outstandi.ng balance foy the U
mortgage. The average balance is calculateq by a ddip gSt Vear oty
to ¢

original loan amount plus the loan balance after g geth&rth
ments and dividing the total by 12. In the example | firgt 1 pae
loan amount is $294,566; at a 4.5% rate, the average o Oan, th, ini[ik
ance is $292,392.10.* lltstanding b a}l
Multiply the average outstanding balance by the anp, j
.85%. In the example, $292,392.10 times 85% is §) 4;;1 ey
Reduce the annual MIP amount by dividing by 1’ 1 33,
MIP factor, if the upfront MIP was added tq the lol;llls the Wiy
upfront MIP is 1.05%, so the annual MIP regy]s from ah, Ount, 7y,
by 1 plus 0.0085, or 1.0085. The result is $2.517.64. Thi:Ve 18 divigg
MIP amount for the first year of the example FHA lOanls
5. Divide the annual MIP amount by 12 for the amount' that v
added to the monthly mortgage payment. In the P at will p,
added to each monthly loan payment. P, $20989

First-Time Home Buyer with HUD-Approved

Pre-Purchase Counseling

The National Housing Act, as amended by the Housing and Econonic

Recovery Act of 2008, authorizes upfront premiums of up to 3% excep
these premiums cannot exceed 2.75% for first-time home buyers who

complete HUD-approved pre-purchase counseling. Since the upfron
premium rate of 1%, effective October 4, 2010, remains below the s
utory cap, no variable rate is provided for first-time home buyers Wt

receive HUD-approved counseling.

I

Home Equity Conversion Mortgage (HECM) Loans
ssigned

Effective for all HECM loans for which the case number is a'um fhat §
or after October 4, 2010, FHA will increase the annual pre™

2 .
Go to www.Bankrate.com and click on the calculator at the top of the page




Assumption of an FHA Loan

ha monthly basis. This policy change will not affect the upfront

I octe ocollect ed. The annual premium, shown in basis points below,

e i S;n ted on monthly basis, and will be charged according to the
re

}Zﬁiﬁng schedule

Type Basis Points or % of Mortgage Balance
lunZUF MIP) 50 to 250 BPS or 5 to 2,5%
pfront 125 BPS or 1.25%

aal (MIP)

.« subject t0 partial refund when a loan is paid off prematurely.

The UEMIP1 ;ssioner determines how much of the upfront premium is

the F C(’mnl1 ans are terminated. Refunds are based on the number of

ded when ? - 2sured. For any FHA-insured loans with a closing date

s the loan 18 ‘3(5) 1. and endorsed before December 8, 2004, no refund

l(;jmer’aftel‘ the end of the seventh year of insurance. For

is due the homed loans closed on or after January 1, 2001, and endorsed

Ansurec > 2004, no refund is due the home owner after the fifth

I;or FH,A-insured Joans endorsed on or after December

oar of inSUrance: = due the home owner unless he or she refinanced to

8, 2004, n0 r-emndésloan and no refund is due to home owners in this

a new FHA-IHSU;; - the ,third year of insurance. Mortgagee Letter 2095-

second Categon. : ynal information on the recent policy changes regarding

03 pr(()i\;idfs a?ri;tltomortgage ‘nsurance premiums. It behooves an owner or
refunds of up

¢ to contact the local HUD/FHA office for current information
sales agen

ion i ith an existing
i fund when a transaction involves property wi ‘
;II;ZPIO:‘:b}: ::les :g?nt should also be aware that no refund will be made
0 .

' . .0 FHA loan is made to refinance an
loan assumption, and if an . .
‘e):i:trilnfg;}leH;loan any refundable portion of the previously paid UFMIP
can be applied to the UFMIP due on the refinanced loan.

ASSUMPTION OF AN FHA LOAN

From its beginning in 1934 and through to 1986, an FHA loan was classed
2 “freely assumable” This meant that a borrower holding an FHA mort-
gage loan had the right to sell the property, deliver title, and assign repay-
ment of the loan to a new buyer without either FHA’s or the mortgagees
proval. While this right did exist, what was overlooked was the fact that
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by the mortgagor resulted in no releag

. t :

an assignmen Therefore, the seller remained fully]
Jseller.

mortgagor’s

in li : &
s ures that occurred generally resulted in TePOSSessj g eh
fomdosvalue than the mortgage obligation. Nof, hoy fey,
grea}t{erwever’ this situation began to change in the mig Seqp
os:essions increased as house values declined in some "19803

. . ’ W
(t:‘Pthe country. (We would see a similar pattern in the coe%ressed a:l:ll
%

residential market during the financial crisis.) What the g ltiog oy
tered when defaults occurred was .hf)uses occupied by Persc en°0u1:
to them. The effort to notify an original obligor wh relnainns u o
difficult since he or she most likely had moved gy, Fy ®d liaby iy
resulted when original obligors contended that they haq ot ll')ther trogy,
of any default. They felt no further responsibility since the houeen Nofifey
conveyed along with the mortgage in accordance With what ¢ hSe A beg
to be an acceptable procedure. Y beljey, i
To correct the situation, HUD/FHA changed the assumptj,,
fact, the rules were changed twice between 1986 apg 1989 andn Tules, 1,
now three separate sets of requirements. The differing requirmtlhere e
distinguished by date of loan origination (which is the date of then;s i
insured commitment) and are not retroactive. To better up derst:ndHA'
i i the
changes, we will first examine the two methods that have always app
to FHA loan assumptions. One is called a simple assumptio 44 the
other a formal assumption.

e of I;
ial(;fel labnity f
fe of the loan. Solong as house py;. e escf;olr repaor b
ated

Simple Assumption

With a simple assumption, property may be sold and the loan assum
without notification to the FHA or its agent (the mortgage lender). Hov
ever, with this method, the seller remains fully liable to the FHA and t

lender for repayment of the loan, regardless of the buyer’s assumed obl
gation,

Formal Assumption

; new =
With a formal assumption, the property is not conveyed 0 Z a0t
until that person’s creditworthiness has been approved b); or 103 o
agent. With a creditworthy buyer assuming the loan, thes

iy e




Assumption of an FHA Loan 241

of liability from the FHA. This is the method that the FHA
ease ommended, but the agency did not require it until 1989.
arate categories of FHA loans for assumption purposes,

as al s€ .
‘ The thre€ 4 ate of origination, are as follows:

disth originated prior to December 1, 1986. The original rules
, For loans The borrower has an option to sell the mortgaged property
stillapP ly. formal assumption rules. It should be noted that in this
by simple or. g formal assumption, a release of liability from the
category :iS];be;e but is not automatic. The release should be obtained
FHA i a}’ the documents delivered when the transaction is closed
a5 ONe€ ?11 4 lso be filed of record.
and sho Liginated between December 1, 1986, and December
. oans 12 rglo ans in this category, there is a restriction on early
15, 1982. 0 Jfter which time the loan can be freely assumed by
assumptions tion. Specifically, an owner/occupant cannot sell the
simple assﬁzn assumption during the first 12 months after execu-
prop ert);lmmoﬁgage except to an approved buyer—meaning by for-
tion of the tion. If the seller is an investor (in rental property), a
mal assumI;n tion sale cannot be made during the first 24 months
simple assUmP f the mortgage. Failure to comply with this restric-

er execution O !
fm can result in acceleration of the loan balance.
1

After the one- or two-year period, this category of loans may be
sssumed without prior approval of the buyer. However, should a sim-
e assumption be undertaken, both the seller and buyer remain fully
liable for five years after the new mortgage is executed. If the loan is
not in default after five years, the seller is automatically released from
further liability.

3, Forloans originated on or after December 15, 1989. Creditworthi-
ness approval of the new buyer must be obtained prior to convey-
ance of title for all assumptions. Failure to comply can result in accel-
eration of the note. If an acceptable borrower assumes the mortgage

loan, the lender cannot refuse to release the original borrower from
further liability.

Inaddition to regular mort

to sy

gage loans, the rules on assumptions apply
bsequent sale transaction

— s consummated with a contract for deed, a
POperties ars:tagreemem, Or a wraparound note. An exception applies if
fansferred by operation of law, such as devise or descent.
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meet qualification standarg, .
Or

’y . ry to

The additional time necessaty uyer and seller, but it is a gaf, a

new buyer can be irritating to bot ) that the FHA policy is €T Coyy
to follow. This is particularly & ’ inal obligors if they re ' pury
collection of defaulted loans © delv(;;;rgZOOS FHA d eve10pedzl:1;l liab,

_ ? te

Between November 200 At : Stem t,
Al . Jata to be input into an assumption case tracklng -
ow assumption data Jine to see the status of the can k
> as

ked on
tem, allowing the case t0 P€ trac

oo dicates that the
is indica case ass ‘
jowed. This 11 anpt
1. Success updatesofi ssed—that is, the case has been SuCCessfuﬂn
) r and/or neéw sponsor/agent. ¥

request was P lende
re-assigned to the new o
cates that the system is down.

: is indi
2. Unavailable. This1 i
E This indicates that an error has occurred during the ¢y,
3. Error. he case has not been assumed succeg

: and that t
assumption process . :
fully. ’Il])ae data were either missing or 111 error.

In todays market, sOme s::rvicing orgaqi%ations ’?re éu'thrize {0
service FHA loans but are not superVIS.ed orlgmatf)rs. Thls —
they do not have the rights to underwrlte. the CI-‘edlt-(:luathIng assump.

quthorized seller/servicer with Direct Endorsement

tions as would an
underwriters 0n staff approved by the FHA.

ESTOR MORTGAGORS ELIMINATED

Since its origin, a primary purpose of HUD/FHA has been to provide

suitable housing to qualified people. To promote this goal, rental housing
has been encouraged as a means of increasing available dwelling unitsin

this country. Unfortunately, in the late 1980s, investor loans experienced
a much higher rate of default than owner-occupied housing loans, and it
became necessary to limit the FHA’s risk exposure. As a result, insured
loans for investors were eliminated as of December 15, 1989.
While new loans to investors were eliminated, loans made prior ©
December 15, 1989, may still be assumed by investors, although som¢
restrictions apply. Essentially, additional cash could be required $0 -
the balance due on a loan assumed by an investor does not exceed 70!
the value of the property.
tion‘t II]”; (1)1(\::::1;: Itihat is.con'sidered an attempt to circume-‘flt j}e;ﬁg
sure, n this proce nancing is sometimes referred to as a frien®) a0’
$s, an investor “lends” a portion of an FHA morté

INV



Loan Default and Foreclosure

the owner and places a second lien on the

et : X property. Thij
eq‘-l:stZlf does not violate HUD requirements. The next steF;), rtzwzgfrs::p
ini od d efault by the owner on the second mortgage and a for;clo%

Preplannsferri ng title to the investor, and this step does violate the

suff Jrring investors from acquiring HUD-financed properties pT;?'—
Vislond ovision provides for acceleration of the note if all or part nf tlis
secon PiS rransferred (other than by devise or descent) to a purchasee
Joes 0ot occupy the property. f

Pti ons to Restrictions on Investor Financing
fxce

are WO important exceptions that allow investors to acquire prop-
-+ an FHA-insured commitment, as follows:
erty W!

HUD foreclosures. Investors may still purchase HUD-foreclosed
1. operties with a 25% down payment and the balance financed with
o FHA-insured commitment, or within the guidelines of any spe-

Clal progranl

Gection 203(k) Rehabs. Section 203(k) Rehabilitation Home Mort-
2

! 4ge Insurance s available to investors. This program combines a
urchase mON€Y mortgage with a constl.ruction loan. It targets the
restoration Of rundown houses as a Rractlcal means of adding to the
country’s housing stock. More. details on the 203(k) program are
provided in a later section of this chapter.

LOAN DEFAULT AND FORECLOSURE

The insured commitment on 2 HUD/FHA loan covers 100% of the loan
Jmount since lenders normally loan exactly the insured amount. In the
event of a default and foreclosure action, previous practice has been for
ihe FHA to pay off the loan balance, with interest, in exchange for an
assignment of the mortgagee’s claim to the foreclosed property. The prop-
erty becomes federally owned and subject to rehabilitation and resale as
permitted under FHA rules.

With the substantial escalation of foreclosures beginning in the mid-
19805, HUD/FHA undertook a new policy in an effort to stem depletion

ofts Mutual Mortgage Insurance Fund (the back-up fund for single-

ianﬂy insurance programs). The new policy calls for a case-by-case
ew of each foreclosure prior to taking action. When a foreclosure
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praises the Property to dete, .

es to be less than the amoun:nme itg
etw - dy

rence between the fair Markey ve o

244

becomes necessary, HUD/FHA 2P
fair market value. If this value proV
the loan, the FHA will pay the diffe
of the property and the balance due on thfe loan to the lenge. The] ol
is then asked to make its claim for that dlffere.:nce without a cony, ey
of the property. The practiCe is known within the industry - :
without cornveyance. , C
Its purpose, of course; is 0 limit both the cash payout on claim
the number of properties returned fo'r the FH.A to manage, rehabﬂsi
and resell. So long as the determination of fair market valye by Htate’
FHA is accurate, losses t0 the lender could be minimized. Nevert, UDy
lenders have been skeptical of the practice, as it allows the FHA 0 elesg,
own value on the amount of an insured commitment. Furthermoy, Slet its
ers feel much better served if they never have to undertake repog .
laim without conveyance is one of the C;e::on
ges

of a foreclosed property. C
that has increased the risk of an FHA loan for a mortgage lender

Ce

lﬂlm

Reporting Defaults and Foreclosures
Another change in practices since late 1986 is that the FHA, having ,
faced with massive foreclosure problems, requires mortgagees tog:l e
credit bureaus of defaults and foreclosures. This report must includomy
names of original obligors who allowed loans to be assumed Wit;the
out

obtaining a release of liability.
In 1987, HUD introduced the Credit Alert Interactive Voice Response

System (CAIVRS) to collect and furnish credit data from its own files for
lenders’ and borrowers’ use. These data are primarily detailed reports on
borrowers who might owe amounts to the government or its agencies or
guarantee programs. By maintaining a file of information on those who
defa'ul? on its loans, HUD is able to minimize the problem of borrowers
g:lt]alzinlgg a; ;e:'l(]md or third HUD loan after defaulting on an earlier oblig
guar.anteed It;an e Sys;em was expanded to include default information on
Farmers Home Xén e by tbe Rural Development Services (formerly,.the
Department of Vet:;lmsiatl(.m program), Small Business Administration,
HUD reported o I?Itllsl 2 ffairs, @d the Pepartment of Education. ;
participatin _ ir website that, “The use of CAIVRS has allow
red g agencies to better monitor their credit program and 1
uce the credit extended to indivi ) . —
o individuals with outstanding delind*



FHA Loan Limits

debts. CAIVRS has allowed participati .
on Fec [osses in excess of $12 billion in 2012:5 Ing agencies to avoid

nt! aranteed loan :

pote federally 84 » as evidence that screeni

ed, the ender must enter a CAIVRS response code on the llgfnw::alperf
form f (Jaim Was caused by unavoidable circumstances, or if a sati }’Sls
ent plan has been arranged, the applicant may still be apProst(c:l-

s on Loan Amounts

Housing Administration (FHA) single-family loan limits have
fed . frequently OVer the past 20 years. The most dramatic is the result
chang American Recovery and Reinvestment Act (ARRA), signed into
of the cebruary 17, 2009. The dual concept of maximum loan amount
l?w-ortli o pased on high- and low-cost geographic areas is still a factor,
N o that we will more fully discuss later in this chapter, as these limi-
cted by the various new federal laws passed in 2008

12009 that have now been merged into one common listing shown in
an

yesd HUDIFHA Floor and Celing Limits'
a : e

. Low Cost Area ~ High Cost Area
Pﬂ’P“ty Size ‘ Tr “F'OOI‘” S ”-,; . “Ceili ng”
One Unit - osemoso $625,500
fwolnits e ggAToD T B 3800775
Three Units gat9425 $967950
Four Units By v v e AR $1,202,925

(Based on HUD/FHA Mortgagee Letterzofzt-;z‘g.‘ - o

Source © 2016 OnCourse Learning

The announced methodology used and allowed by HUD was devel-

oped using the following criteria:

' The minimum FHA national loan limit “floor” is at 65% of the na-
tional conforming loan limit ($417,000 for a one-unit property for

_

The F
e FHA Solvency Act of 2013. Hearing before the Committee o

n Banking, Housing and Urban

Affairs,U it
nited States Senate, July 24, 2013. Retrieved from GPO’s Federal Digital System: http:/ /

www' "
0gofdsys/pkg/ CHRG-1135hrg82782/pdfICHRG-1135hrg82782.pdf

245



246

. ing Programs
CHAPTER 8 Federal Government Underwriting rog
through December 31,2015). Tp, "
e 115% of the median home pric, ;. ]0r”
nforming loan limit. esg
al loan limit “ceiling” is at 1500, -
an limit. ID areas where 115% of the . A
ost county) exceeds 150% of the ¢,
Jimits remain at 150% of the cont, nﬁ

the period January 1, 2015,
applies to those areas wher

than 65% of the national €0
The maximum FHA nation

national conforming lo
home price (of the highest €
forming loan limit, F HA loan
ing loan limit. 5 sets the FHA loan limits for 2015 that
o Mortgage Lette HA forward insurance programs €Xcept fO:
effectlvf_f fO; fflin ance loans and loans made in Special Exceptigp, for
iﬁiﬁlgl:waii, Guam, and Virgin Islands.
mits and a county-by-county listing of loay, lim.
HUD/FHA link: https://entp.hud,;‘;oV

r 2014-2

Exceptions to loan li :
its can be found at the following

/idapp/html/hicostlook.cfm

Value of Property, Down Payment, and Closing Costs

The FHA values the property itself as the lesser of the appraised valye

the purchase price. The 2007 change requires the borrower to pay 354
of the acquisition cost in cash to close. The cash requirement can be met

with the down payment plus closing costs. The older rules allowed clos-

ing costs to be added to the property value, thus increasing the amount
that could be borrowed. New rules do not allow this. Closing costs are
those listed in the Loan Estimate (the same Loan Estimate required by

RESPA to be furnished to a loan applicant) but cannot exceed certain
FHA limitations, as determined in the local area. Acceptable closing

costs include attorney’s fees, credit report, appraisal costs, origination

fee, and title insurance.

For houses priced higher than $150,000:

Acquisition cost $ 200,000
Loan amoynt (96.5%) — $193,000

DOWH PaYmﬁnt& closjng costs $ 7,000




Secondary Financing with HUD/FHA-Insured Commitm
itments

$7,000 cash required to close (i.e., 3.5% o iti
To meetr:;: ding example), the borrower may add thi :rigl:ni:;tgil; cf,m
jn the pcosts o the down payment. >
Josing gition t0 meet the 3.5% requirement, the borrower may al
030%™ o oney if supported by a gift letter. A A
! et glft : °T. seller may payup
use PI€ st but anythlng over that amount is considered a reduc-
067" o g price- The 3.5% cash requirement cannot consist of dis-
don i tsor prepaid expenses, or any portion of such charges. Bor-
count (il finance the Upfront Mortgage Insurance Premium.
ply the amount that can be borrowed

le above, multi
) by the current 1.75% UFMIP, or $3,378. Therefore, if they
the borrower could finance up to $196,378, or over

d mortgage amount calculation applies to the fol-
- orograms: 203(b) Home Mortgages and condominium mort-
Jowing 1(’) 3(0) Outlying Areas; 203(n) Cooperative Units; 203(k) Reha-
. Home Mortgage Insurance; and 223(e) Home Mortgages in
ing urban areas. The new calculation does not apply to
ims or 221(d)(2) Low Cost and Mod-

declining ,
ter Vict

der, .
ol using for Disas

203(h) HO

sgCONDARY FI

COMMITME NTS
en to be placed on the

uses any funds that require a li

dered secondar
ning the maximum ins
be forgiven at
mployment. HUD/F

If the mortgagor
property; it is consi
sccount when determi
whether or not the note may
ing on the borrower’s continued e
mortgages on property with secon
conditions:

1, The sum of the first and second mortgages cannot exceed the appli-
imit for that area.

ge and the second

cable loan-to-value ratio or maximum mortgage |
2,
The payments under the insured first mortga

3 Xll‘l’r tgagé.: do not exceed the mortgagor’s reasonable ability to pay.
y periodic payments on the second mortgage are collected

mont :
hly and are substantially in the same amount.

NANCING WITH HUD/FHA-INSURED

y financing and must be taken into
urable amount. This is true
some future date depend-
HA will insure first

dary financing under the following
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rms of the second mortgage, (a) do
t before 10 years or such other ey Ot pr,
g S I]Qt QQQ f()].

gag(]r

4. The repaymentfe
a balloon PaYr;:EA and (b) permit Prepaymen; b
able to HUD/ ’ y

without penalty.

Vide

HUD/FHA PROGRAM DETAILS

w over 50 different programs offered |, i
ifg;;:*r nen?l?ifamily housing, manufactured home al)”,ks, EE/FHA'
and planned unit developments (PI.JDs)., .as v.ve]l s the better
gle-family housing programs. Tl.lelr 'utlhzatlon Varies g
the country according to local situations. Some

inactive due to loan limitations or qualification s

the

Slng h()]‘nes :

81y,
at
programs haVe acmsS

This section examines the qualificationg Needed apg ¢

. € restri:
placed on several of the more popular programs, mduding: Hetiy,

1. Section 203(b)—Home Mortgage Insurance (inclug;

tandards g, no Tcmne :‘
fit the changing housing market. Onge,

assistance offered veterans) and con Ominjumg :

2. Section 203(k)—Rehabilitation Home Mortgage Insurance
3. Section 245— Graduated Payment Mortgage
4. Title I—Home Improvement Loan Insurance

Section 203(b)—Home Mortgage Insurance

The basic 203(b) program authorized in the initial act of 1934 is still the
most widely used home mortgage insurance Program. Experience gainef
from this program has been used extensively in the development of many

succeeding plans. It is used as standard with some of the other housing |
assistance programs, which refer to qualification requirements simplya |

“same as 203(b)”

Aswith all HUD/FHA Programs, the property to be acquiredandused |

as collateral for the Joap must meet applicable standards. While therheea;
110 special requirements for the individual borrower under 203(b<)j’eﬁn

she must have ap acceptable FHA new minimum credit scores azt as e
Next, and demonstrate ap ability to make the required investme

as to handle the monthly mortgage payments. aymeﬂ‘

: wn p :
Section 203(b) offers the simplified calculation of the do pad |

i ith 3.
(FHA loan commitment of 96.5% of acquisition value Wi

A e e sy
e e e e s




HUD/FHA Program Details

dose. A borrower’s credit score can now affect the maximum
sired tOV As previously discussed, those with credit scores between
0 LT9 ;;re reqllired to make a 10% investment.
57
and

¢ the Housing and Economic Recovery Act of 2008 (HERA),
Aspart 0Housing Administration (FHA) implemented an approval
e dominium projects and insurance requirements for mort-
proc for 20‘2 Jual units under Section 203(b) of the National Housing

on ind!

g% p/FHA insures morigages tfoﬁﬁaevf;ﬁct};laeszf:; n: :::11?12:1 Sictii(g
At P rifamily housing projects i

weinm
un]ts mn

.- cures loans for the construction or rehabilitation of hous-
also 1S
(c). It

..o ded for sale as individual condominium units under
. gprojects mte;_lh e approved units under the old 234(d) have all been
;I:_Ction 234((1)(-1 now condominiums are covered by Section 203(b).

t, an
hased 01>

.+ is defined as joint ownership of common areas and
A coﬂdomm’”e arate owners of single-family dwelling un}ts in the

fcilities by the s gtable for FHA insurance, the project must include at

. be acce

ect. To

[ling units. At least one other unit in each project must be
in ' :

Jeast four d‘:i'zr ) govemment—underwntten program.

gired un

n be insured for a single condo.minium, the entir.e
gefore a loan C}?IUD /FHA minimum standards, just as a new ?b;h-
project must meetcompliance standards. The agreement uflder WdlC ha
sfon st € © tion may function comes under scrutiny, as do the
homeowners assolaa“3r The question of when the develope-r vacates the
rights o the deve oporc; important with a condominium, as it affects con-
pemisesbecom® mareas. Under FHA requirements, the developer may
trol ?f the C‘?g];:g? first refusal to offer condominiums for resale.
notclaimar

Soction 203(b)(Veteran)

ial concession for qualified veterans,
b), HUD/FHA has a speci
:lllci::néozr(l i)nsured commitment of 100% of the first $25,000. Regular
t.
203(b) limits apply to all loans over that amoun |
th)e 1FHA vilt)eZans’ program has additional value, as it offers broader

basic
digbility measures than those available under the VA program. The
difterences are as follows:

. The FHA qualification requires 90 days of active duty and a dlscha.lrgf1
other than dishonorable. The VA has longer time spans of require
service at different periods of time; for example, hot war/cold war
distinctiong, (See VA requirements later in this chapter.)
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take into consideratig
_ The FHA does not . N any .

2 e veteran's enntleme.nt, while the VA mustydzslor c°“11m
usage of the entitlement if the loan has not been b ‘et any t "
by another qualified veteran. Ad o o a::‘ri%

i |
Veterans using FHA for their home loang can in Meg
receive 100% financing and do not pay monthly mory 6 ity

' 83ge ingy,, @

mijums. .

Section 203(k)—Rehabilitation Home M, rtgage |
ns
To help restore and preserve the nation’s eXistin ura'\ce

203(k) program has been revised and expandeq I Using
of loan was made eligible for “direct endorsemel;t ? qu.le 1993 thik’ te
can underwrite them without prior HUD field O’fﬁWhlch . $king

c

stimulus for the program was given by allowin g the | TOva], p
secondary-market investors when the loan is oy in Oans tg 1, Slg,
bilitation is completed. sinated ang befy Ly
Unlike any other. HUD-insured program, 29 3(k) com
money mortgage with a construction loap. The ne n'lbl_nt’-sapurchas
insured commi.tment (with the same limits as 203[b) ;“;ﬁ'evlsion Offerg a; z
chase of an existing house over one year old, plus Suf;t fillows the py;
money t? rehabll.ltate the property. The program is | Clent aditigpy
four-family dwellings and can be utilized as follows: fhited to gpe,

1. Purchase and rehabilitate an existing one- to-foyr.
pleted for more than one year) that wi]] be used for residential
2, 'Reﬁnance and rehabilitate an existing one- to-four-famill) urgm
ing and. refinance the outstanding indebtednesg (not l'y o |
Streamline [K]), Ayt |

3. ili i '
z)eha(li)ﬂl.tate a dweﬂ}ng after it has been moved from onesitetoaner |
undation (excluding manufactured homes).

impfz‘cfgl(l)ltnfgigf) t should _nf)t be used unless the rehabilitation o |
line 203[K] Whichsh otala m.m.lmum of $5,000 (not applicable for Strean- |
A Singfe in asno mmeUm, but does have a $35,000 maximun) |
chase the . Surance commitment combines the funds needcled t.0 P‘:" |
to closin P gerty or refinance existing indebtedness, the costs ln.C'lde.TLﬂ'
If the 20 & an . the money needed to complete the proposed rehablhtatl'Ch |
3(k)-insured commitment involves insurance of advancés*

family dWe]]jng (com.
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when rehabilitation is required, then a Rehabilitation
be nort al st be executed by the lender and the borrower. As
uld greement mut there must be an inspection and release schedule
s ?this a t‘eﬁl""ell:n’t of escrowed money that can be released at each
o the amo
" jetas thE 2 '
that defcompletlon- e of funds can be made by the lender .holdm.g the
y . cpection must be made to determine satisfac-
accC thlenv\lf)ork to that stage. Inspection is made by HUD-
VZmple ion of tors from a list provided by the HUD field ?ﬂlilce. '{lhe
. . , .
- edfee P s required will vary mtl;l the complexity of the re
PP of insPEC ur plus the final one. | |
nﬂmb.e - at cannot excf::nfgrtgzge calculation for a 203(k) is based on:
aximu .
The ¥t rent ;s yalue or the purchase price of the Prolzertg ﬁﬁi
¢ estimate Ofas};;chever is less, plus the estimated cost of reha
‘ Titation, W
Zieon and all owab

2 11/6

losing costs; Or |
‘ Cdo arket value of the property upon completlclx)n
T rnble closing costs, if the subject prop.erty to be
a[l)lmtvht principal residence (owner-occupied).
is to be

ortgage amount is based on 96.5% of (1) or (2) above.
; mortga
aximum

on-occupant mort-
et b loan be for an inve§tm€nt Pr OIzeZt); (aI;nount will be based
- po habber), the mammun.l - t(l;) tween the maximum
gagor Of puilder/r 62) Jbove. The dollar difference be o erapant)
on 85% of (1) or ( 06.5% of the fair market value foroanf ot
rtgage amount (%6 ilable to an investor (85% 0 .a q
Iﬂ; ﬂgle mortgage amount ava " for until the property is assume d by.an
ﬁﬂremain e ‘:Zgllet?: tlile]: Commissioner of the Federal Housing

i same as in
omer/occqut *?;Zegualifying housing and debt ratios are the
Administration.

bl P:}?ir;?;;gram is fairly complex and requires additional supervi-
Because thi

i rs may add
on'by the mortgage lender, higher charges are 'permltted. Le;ii o m}; .
:1(1)2 :Yercentage point to the normal 1% origination fee bfl(;; atliaon e
nottgage, and 1.5% more than normal for the reha; :View et
minimum or $350 plus some other modest fees for plan r

Mortgage Limits and the Insured Commitment

. calcula-
Both the maximum amount of mortgage loan permlttec.l and thihe same
tion of the maximum insured commitment are determ me.d on .
#5525 that for the 203(b) program described earlier in this section.
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raduated Payment Mortgage (GPM)

of experimental testing provided the g OUndyy,
geveral years " insurance program for graduateq Paymey,
FHA to offer oved nationally in Novc?mber 1976, The i mortgag
which was app monthly payments in the early Years o ft;zose of t?
Mgy ¢

i reduce i
program is t0 ilies with lower incomes, but T€asonap),
term am “Pecty

so that { - itable housing ip - . ,
ualify for suitable ousing in 3 p; A
ﬁxﬂflf; :; C;e;rs:; ii:sqwell fr);:ceived th.rough the early 198}:)8’::?t rna:;(if
many young families to purchase their ﬁrét 'home. Initj ally, e1t e“abled
was targeted at first-home buyers, so the ergm.al Program Bidg iirografu
more lenient. The key benefit for the ap.phcant is that inc Ome gy, Sy
is based on the monthly payment required for' the first year, whig
mally much less than necessary to fully .amort'lze the loap, The tepa
plan worked well in times when housing priceg escalateq and VMey
was an accepted fact of life. However, the GPM and it borrowers
difficulties when the economy reversed into 4 downslide in the bt 9aced
To avoid further problems, qualification guidelines Were tighteneg b8-0s.
Section 245 is limited to owner/occupant applicants; ther, ; it
other special qualifications such as incom¢ limitations. As in Othererm
grams, the applicant must have an acceptable credit record, demonsga(;
ability to make the required down payment, and be ab]e ¢, handge g
monthly mortgage payments. In addition, the applicant must hyye -
sonable expectation of an increased annya] income in futyre years,
The lower monthly payments in the early years under mogt of th
HUD/FHA Section 245 plans are insufficient to Pay anything on princp
and do not cover all of the interest dye each month (see Table -1, Cur

each year the unpaid interest i added to the principal balue
due. Since the loan balance is increased, rather than reduced or “amqr-
tized,” the result is called negative amortization. To prevent an increasi
the loan balance from exceeding the value of the property, higher o

payments may be required.

CH

Section 245—C

/

sequently,

Mortgage Limits |
tion 24

: . : ec
The maximym amount of the insured commitment for Swﬂldescﬂe

derived ag the lesser of two calculations, a process that we g
e for the loan 10 e

more fully Jater, Section 245 plans make it possibl
(that j, e attat ‘Sithsta: Ai)ito, increes®

al ﬁ‘:a.‘ 9 E18 08
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2 HUD/FHA Section 245 GPM Factors

BLES. i
V/' Monthly Principal and Interest (P & )]

Factors (per $1,000 of original loan balance)

. cipal
Princip Factor  Year 1 Year2 Year3  Yeard  Year§ Year 6+

Balancé
INTEREST RATE: 8.00%
1000.0195 6.6651 68317 70025 71775 73570 7.5409
6.0579 6.3608 6.6789 7.0128 73634 7.7316

onll 10 g0 55101 59233 63676 68452 73585 79104

INTEREST RATE: 9.00%
73044 75075 7.6952 7.8876 8.0848 82869

1002.3085
10210154 66706 7.0042 73544 77221 81082 85136
' 60788 65347 7.0248 75517  8M81 87269

source: @ 9016 OnCourse Learning

on feature (adding unpaid interest to the principal bal-
ch year). Thus the loan balance can increase to an amount greater

ancﬁfli1 initial authorized loan amount. This possibility is recognized and

than the tute a violation of the N ational Housing Act so long as the

tations are made in accordance with Section 245

pegative amortizati

does not consti
down payment compu
instructions.

Section 245—Repayment Plans
HUD/FHA insures graduated-payment mortgages with five different
repayment plans. These are differentiated by the rate of payment increases
each year and the duration of the escalation period. Three plans offer
15%, 5% and 7.5% annual increases for the first five years; two plans
ofer 2% and 3% increases for the first ten years. Stated another way, the
inifial monthly payment amount is calculated so that it can be increased
tach year at a fixed, or predetermined, rate until it reaches a constant-
l:[:lega):ment amount by the sixth year for the five-year plans, and by the
for g’f;r for the ten-yc?ar plans. The amount of monthly payment, the
i iiterezlra?ce premium, and the down payment required depend
— r ftihe a;}c;;he term o.f the loan. To simplify the calculation of
beusg ﬂ,le c:J .has published a series of tables that give factors
culation of payment requirements.
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C

Calculating the 245 Insured Commitment
ale

ith the requirements, it is Necessary ¢
::lcfil)::ipolr):svﬁh establis}} the c:lrrect arrllaXimurn ins:::k ectw(’ s
Since the insured commitment most always becomeg the 5 Mg
loan, the difference between tl;le cor:lmliltm.ent and the “ONtragy flht
required down paymen. 16 WS <8 culation that detepy, o P,
commitment, called Crl.terlon I in the efXaInPle that follgyq Fheiﬂxu,

as that required for Section 203j (b) quallﬁc.atlon, The SeCon(i IS th Sm;d
Criterion II, is in accordance with t}?e Section 245 form ulag calculaﬁne
the two results is the amount of the insured COMmitmen, ¢ leSSQr:}

Under Criterion II for the nonveteran applican the pr,

take 97% of the property value (1ncluding closing COsts) gy ;eqllre s
result by the highest outstanding balance factor for the applicay Vide t
interest rate. Different procedures apply for veterans gpgq fz le planand

constructed without prior FHA approval that are less thay, Oner ;)I‘OPErﬁes
— S g)g.

To calculate the down payment and monthly Mortgag
for a HUD 245 loan, the applicant refers to a HUD/ppp G
Payment Factor Table. This is available at any HUD/FHa office gy
provides factors with differing interest rates and the Hyp Paymey
plan that applies. Table 8-2 illustrates these factors for three plans g
two different interest rates. For this example, assume 3 Property valy
of $190,000 and closing costs of $3,800, a tota] value for mortgage
insurance purposes of $193,800. Assume that the loan requested hasy
30-year term and an interest rate of 8% using Plan I11. (Plan 111 offes
payment amounts increasing at 7.5% each year for the first five yeur)
The calculation must be made by two separate criteria to determi

which offers the lesser loan amount,
Criterion I [same as 203 (b)]

€ Paymep,

Taduateg

Value of property (acquisition cost) $190,000
50
Insured commitment (96.5%) 183,3
Criterion II (245 Calculation)
187,986

Value of property  $193,800 x .97 = R
$187,986 + 1030.9550 = 1182 '3 16
- 18234162 1,000=
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ulations, Criterion II offers th
these calc ' e lesser loan

Pe; 234161 and, therefore, the applicable number is r0und::1n§um of
$1827300. The difference between the loan amount and the puc:g}? to
# % is the down P ayment; thus, $193,800 minus $182,300 eq::l:,

-

$11>500' t : .
e cost of the mor .gage insurance premium must be added asa
qime charge at closing. For this example, consider that 100% of :
one o UEMIP (always check for current status of percentage of loan |
h is 1.75% UFMIP, will be financed (that is, added to

), whic
unt)
amo ¢t at closing). Calculate as follows:
= $ 3,190

an amoun
= 182,300

Add5 property loan
= $185,490

Total insured commitment

compute the monthly payment amounts, again referring toﬁ?
Table 8-2. At an 89 interest rate for Plan III, the table

p&I factor of 55101 for the first year’s payments.
nt to $1,000 units and multiply as follows. N

) Next)
abbreviated
shows a monthly

Round the Joan amott

For the first year: | S
($185,490 + 1,000) x 5.5101 = $1,022.07 (first year’s P&l payments)

Andforthesecondyear:j_“v A AT R
($185,490 + 1,000) X 5.92‘33‘5.-;-‘-7$_1>,Q98.71 (second year’s P&I payments)

Complete the computation ffqu_fgach‘stmce_ssive year, always applying
the P& factor to the initial loan amount. The amount of the sixth-
year payment in this example remjain's constant for the remaining life
of the loan. S R S |

Title 1=Home Improvement Loan Insurance

Sﬁo(;i :htf) ngg:i SOﬁular programs offered by HUD/FHA is insurance
. em‘(,)me 1mprovem.ents. The money may 'be used for
9 nonresidentia lpstr uecrtnents, alterations, or repairs of individual homes
Mine ligbiliy for e lures, whether owned or ren.ted. Lenders deter-
"Maller loans i th e oans and handle the processing themselves. The

(o aeiS.CAtEGORATe S AllY handled as unsecured personal

ment is not required).
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Any creditworthy property owner is eligiple ¢, a Ty
may also be made to ten.ants for improvement of leaseq a - loay
rovided the lease term is at least six months longer thanpa [%
Joan. In addition, Title I covers the insurance of loang . the ter;n
(manufactured housing) that do not qualify ag re al eStaten mOhﬂe hof‘h
a mobile home qualifies as real estate depends ¢y, State L.
its title, and how it is taxed. States generally clajr, At *\1;\13, the ,

3
tax if the unit is permanently attached to the ground orem pr:;r:‘
' N

- When visiting the HUD/FHA Website (http:/ /portal hyg

~ /HUD?src=/topics), you have access to these topics: .go"/hudportal
e Avoiding Foreclosure
o Buyinga Home

e Economic Development
o Energy |
o Environment
o FairLending |
o Freedom of Inf\ormat‘ion‘ Act (FOIA)
o FY2012Budget
o Grants
¢ Home Improvements | |
. Homelessrieés
» Homes for Sale

* Housing Choice Voucher Program (Section 8)
* Housing Discrimination

~ * Housing Research and Data Sets

* HUD Homes

* Information for Disabled Persons

* Information for Senior Citizens

¢ Limited Denials of Participation

- * Rental Assistance



HUD/FHA Qualification Procedures

JoIFHA QUALIFICATION PROCEDURES
H

" beginning’ HUD/FHA has .train'ed its own valuation and mort-
Gince 2% 0 handle the qualification of loan applicants so as to
aage cre Jini1cB with the special requirements of the various programs.
assure comI;re furnished in 2 comprehensive Underwriter’s Guide, supple-
Guidelin® an almost continuous flow of updated information to keep
pented WIreaSt of changing needs and new laws.
! hile the process has been difficult to fit into a computerized analysis
nin 996, the FHA approved the use of Freddie Mac’s Loan Pros-
2 system t0 analyze loan applications. The purpose is to expedite
ector 3°°7% © 1 reduce costs, and possibly to qualify some applicants

cessing an . ;
| anPr? + otherwise be rejected. AS pointed out earlier, the computer
ho mi5 but rather, asks the lender’s underwriting

. . t
ot reject an applicant, o
does 0t Y7+ ot information to help process the loan application.

dep;ﬂﬁzt:;;g;tions are alike, and judgment calls sometimes become
neceS:afY to determine proper approval or reject.ion. The syste.n.l ha.s
always permitted sufficient flexibility to Jllow a review of the decision if
the applicant feels an error has been made.

In 1983, HUD established the Direct Endorsement Program in an
effort to both reduce costs and simplify the process for mortgagees (mort-
gage lenders) to secure insurance endorsements. Under this program, the
mortgagee underwrites and closes a mortgage loan without prior HUD
teview or approval. The authority to participate in this programis a privi-
lege granted to mortgagees on the basis of demonstrated qualifications,
experience, and expertise.

HUg :his Pﬂicedu're, .the mortgagf:e is given suﬂicifaflt certaint?r of
HUD ref]ﬁ;:e‘;a to JI.IStlfY Lfndfertakmg the responsiblhty. Essent,l,ally,
wderwriters gsmpllance with its rules and does not “second guess .the
ad if unjer ECISIonS. HUD does make a post-endorsement review,

writing deficiencies are discovered in the loan documents,

0 underyriti ;
iting report is sent to the mortgagee. However, the insurance

257
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:hcontestable except in cases of fraud oy, .
gee continues to submit marginal- isre

under Direct Endorsement may s. Y
rawn pl(l

contract is
the mortga

gram, its authority
ANALYZING THE LOAN APPLICATION

In the past decade, the various government agencies ;
writing home loans have made a concerted effort ¢ Molyeq Wi
including the use of standard forms by all agencies 0181mpljfy bt Und,,
each other’s appraisals and general procedures, Thep USs the accep:edu'@&
lenders to apply for government underwriting i , Present f :’keof
combines HUD Form 92900, VA Form 26-18024 an‘;nlfor VerSiosed[,y
ment Services (formerly FMHA) Home Loan GI;ar the Rygg "
form that a mortgage company submits to HUD /F};nAt}; form, :‘izlg)
0 ;

gage insurance. It is based on information obtajneq fromaf}fly for
. :

loan application and subsequent verificati
the lender for a loan is alsoqa standarclcfaot;(zrl :h:?ﬁ : ol: TOWer’s 4 Ph(:::rt?;v ik
for all residential loans, as will be explained more ﬁiu e-en made manda::)to
One of the standardization chores that the ind v t}.‘e next chaptery
to make the various computerized loan analysis g iy Working 011;3
they were originated, each system was designed tOYStemS Compatibje 4,
software, making it more difficult for lenders to wo T{Pefate iy
system. It is the intention of major lenders to offr R more g
used by others with similar software. e Systems tat ank
When computerized analysi s
1995 by several fnaj or lenders, )Il‘sflisAogig)th ZII’)PII:;?IOHS as inrodud
cedure at first was to approve an FHA l(-:nder’sp usei)?ny e
but'not the system itself. Then in 1996, FHA gave ap;?oig(gaﬁii;?tﬁ |
fr oject for i:cs lenders to use Freddie Mac’s Loan Prospector (LP) sJystenll)fW
s(;an?:gal}’sm The agency hoped to reduce processing time and to g
h OrToWers who would not have qualified through ordinary ke
:::t oj;‘;‘;”(timg- Now, .aPProved seller/servicers can use either Fann® rel\/;afe‘
oo ed underwriting system, Desktop Underwriter (DU} or FE%
acs LP and further speed the underwriting loan approval process y
Lenfin 2909, the FHA introduced its “Technology 0Pf’“ _TO A % gl
ers” (TOTAL) underwriting scorecard that was tied in®? s

LP ] ; rove
TOTAL, it was announced, was to be a tool to assist PP i
seller/servicers;i L e s o rkflow and I

r
P esentatio

INathesmanagementiortnelr Jen




Analyzing the Loan Application

irect Endorsement Underwriter

i rd a substitute for the lender’s :e(;;cfx:?l;';lj (.)TA.‘L should not

be c.0n . risk and creditworthiness. Direct Endorsl ities in the consid-

eraU‘X‘L remai solely responsible for the underwritiigzr:c-lénders using

TOT'n ce OTAL works through various automated und:-lon-' .

Sin” g, it primarily evaluates the overall cre ditw()rth;::mgfm_
jican o number of credit variables and determines :n of the
app” sk jevel of 2 Joan’s eligibility for insurance by FHA. Tt i ;:;_
ciat.e at N0 borrower is to be denied an FHA-insured m01:tga Se : S
policy 7" ek assessment generated by TOTAL. In certain inst aIgICesa::cil

solely O arts be used
O ances; TOTAL cannot be usec, so manual underwriting must be

circ
jone instead.

TOTAL does not:
reject applicationss
review the Joan for compliance;
review maximum mortgage amounts;
[
debt-to-income ratios;

, compute
review property eligibilitys

Jetermine LTV;or
functions typically performed by an AUS.

complete additional
ons be scored through TOTAL

The agency requires that all transacti
:ons involving bOrrowers without credit scores and stream-

except transact
line refinance transactions. Lenders should not use TOTAL on stream-
as the results are considered invalid. Direct

line refinance transactions,
Endorsement approved seller/servicers must keep up with all Mortgagee

Letters that change full eligibility considerations for those using TOTAL.

Anexample is Mortgagee Letter £013-05, effective April 1, 2013, advising

all approved seller/servicers that when underwriting Joans where the bor-

tower has a decision credit score below 620 and the debt-to-income ratio

T;C;fgi; ;\13.00%, these loans must be manually underwritten. HUD had

o “RL scorecard system modified to issue scoring recommenda-
efer for loans” when such criteria are entered.

Analoc
halysis of Property and the Borrower

%2 er Cl O ini
e GORC L ROLIQUED aTC processed separately in determining
followed for approval of the property ar€
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outlined in the sections that follow. Qualifyin

“Borrower Qualification,’ whiciti1 : b°rrowe .
OMpareg gy S O,

in Chapter 9

with both VA and conventional methods to b .

ties and differences: ctier lllustrate Mgy A
their sl;:ll}%

Qualifying the Property t

The FHA requires an appraisal to be made of

by one of its staff appraisers or by an FHA-a Prop SLEy Offer

ing are the distinctions made for four baSicpcI; It'OVed fee d
egories

ds
APpra; Se:OHater 4

1. Proposed . o
subll:aitstzd tf)o?Is(tjrlg/C;mn' To qualify, plans Epropey,. 0.
acceptable, the HA prior to the start ofand SPecificy,:

retu , the approved plans and speci COnstryct; ton
2. Low-ratio i € ceptip, M

by HUD orpélpef-t fes. For loans of 90% of th e

able warranty plI;nloir tc(; ;onstruction and not € value, ap

at the date of aPpliéa tn Or properties that are TOVered b . SI‘OVed

or a HUD-assigned flon, HUD requires an 4 es§ than ope y:cepb

3. Existing co tg  ecappraiser to determirf) pr}iusal by its owleir h
. nstruction. e the Staf

the date of applicatiorlll nijgf Er ty completed at Je astvjlue'
appraiser assigned by HUD/L s sed by a staff apr;iy.e 4 prig

4. Warranty pla
plan. If a property is covered by a warr
anty plan ap
proved

by HUD, a conditi
5 itional commi
(Certificat mmitment by H
e of Reasonable Value) may beyusegf())/ FIilt\ or a VA CRY
qualify the property

Property Value

HUD/FHA defines pro
as per value—that i
posibe e i s i vy
] €arnest mon e purchase price. Since 1t
apPralsal, the value in a ey .contract to be signed prior to making"
price. Should the a L eppr aisal can be different from the agreed?*
rules permit a by Epralse'd value be less than the agreed-upon pricé il
laterally rescind it}; I to withdraw from the earnest money contract (¥
buyer prefer, the uan}? recover the earnest money in full Or, should the
any amount Paidp rchase can be consummated at the cont pricé bu;
over the appraised value must be in cash. 1n¢ o
uc

the loan i
is calc ¢
ulated as a percentage of the appraised yaluein$ .
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frequenﬂy used option is to renegotiate the contract
ther
AnO

to reflect the
aPPralised R

mining Velue | |
Dete raisals are made in the same manner as other appraisals,
qup/ FHjA ap I; e slight difference: Because of the volume of Rl A activity,
it pOSslbIY (t)ains substantial records of previous transactions that can
the agency reaking good comparisons with other sales. HUD fielq offices
pe used :ﬁf I:;uote a current value per square foot of house in most of s
sually
neigﬁborhood;e FHA has the same problem as the VA and conventior}al
Howevel ! with the impact of seller loan buydovs.rns on t.he price
Joan underwriter 9; be used as a comparable. Ove.r a period of ;ume,1 it is
of 2 house that ma)lrlome builder to offer an attractive buy.d?lwtn do‘l: ; ac;;r;
uite POSSible foihe price of the house, and develop anl—iz ii:lresses i
gdd s <0 tod be used as a sales comparable. HUI?/ F1 ; aas e
value” that coul teps: (1) all appraisals must now include S
rolert tzvhz zslmlzn;nt of loan discount when the house was acq
.mformation

buydowns must be deducted from the value of any house
ive bu
and (2) excess

254 C omparable.

used

er with an eight-

made to the homeowner With :

that a $200,OO§ ll,oalcllc‘x:rsl tied in. Say that in the region %nv’? 1Y[;(i1; ""

u . , “excessive. i

siders an;,thing over five po e tg ;)(;eo z?the $200,000

the FHA con hat three points, amounting to $6, Jles price for that
would meantt -: considered a reduction in tites sa'ed P

loan amount, 1

0 minus $6,000
for use as a comparable would be $212,000 ($218,00 iy

equals $212,000).

Say
point discount an

Scope of Appraisal

ation. In addi-
o determines

able FHA

, inform
The HUD/FHA appraisal contains other important ::iser s
{ontoplacing a dollar value on the property, an app to accept
Wha repairs may be needed to restore the property
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; tions may be called for ¢
ards. Special inspections may b¢ called for tg ¢y
Is’:‘n“?bing’ electrical system, heating/air conditioning, s')'sltrclee the y,,
m ﬁ,,&

rought u

heater. are found, the property must be
Pto
the repairs o

If deficiencies
before the loan can be funded. The seller may make
cases, the buyer may do thé wo.rk as part of the buyeryg bing,
on—a “sweat equity” contribution. Cagh °°ntril?‘
0.

In 1995, HUD advised its underwriters to delete “condse
little or nothing to do with safety or soundness of the 1ztmns theg

repair requirements stipulated by an appraiser, hay

ro 5
Perty fr%

DEPARTMENT OF VETERANS AFFAIRS (v,

The Veterans Administration was elevated tq cabinet pq.y .

the Department of Veterans Affairs. Title ang Mortgage ;‘ In ]9g9 .
reflect conveyance to the “Secretary of Veterans Affaire> OCumey, oy
“Administrator of Veterans Affairs” While the VA adm; Tather th,, the
of programs for the benefit of eligible veterans, oyr interHISt.ers A Iy,
the home loan program that was created ip 1944 a5 p, r:St 'S confineq,
of Rights” Section 501 of this act provides for g ﬁrst.i10 Ofthe G Bil
loan that is partially guaranteed by the vA and ig sub_el'tgage real gty
covering all phases of the loan: the borrower, the lendei tC]: o stict
loan charges, the term and loan amount, collectiong ,a slgropeft}', the
The primary interest of the VA is to assist the veteran ; (rll .oredo_su’“'
that the rules are directed, > ARCILS to this eng

While HUD/FHA insures 100% of its approved loang the VA
t?es only a portion of the loan amount. Since the guara;ltee red guar:hn-
risk exposure for a lender, it has been considered an acceptable 1(1)1;81112
I‘l’: (ﬁ:;e,; l;c;t hae‘:ﬁ cash réquirement for a veteran to qualify—meaig
the loan am);?nt rI:}:eQUIred- EYerT the VA funding fee can be adcled o
describes whog 1 aa er than paid in cash. However, the “no cash ruli
apply to a lender Cl:eptable . t.he VA for its loan approval I d (')est?:n
fee paid by the vetw O may require a down payment and an ong“;a‘wi ;
DO cash required 1? iﬁn. s even though a VA l .l Pe founlrllent on
the part of g pe Ot the veteran, many lenders believe some inves -
_ rower makes a more acceptable loan, and this Pr®

Permitted by the A "

Not al] veterans are eligible for a home loan guaranteé. They !

coo (U
meet certain minlm ] o TV d - actlved




D
epartment of Veterans Affairs (VA)
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a Joan is different from “enti »
itlement, although the termi
i-

. ibility .
Elig”". - often confused. The differences between what is m
eant by these

pologY fully describ
s are mOTe y descri ed next.

-ility of a
x home loan guarantee, th
ellglble for a , the veteran must h
o minimum amount of time that varies during ‘?:I;eiZWEd OP

time during periods of “hot wars, and longer for other —
ervice requirements for VA loan eligibility alm tﬁes of
has had an h ble di ost always
an onorable discharge. When dealing with
A loan - : Wl.th other than honorable discharges will
o e further investigation by the VA. This is necessary to deter-
. if the service was performed under other than dishonorable condi-
ervice eligibility was broken down into “Wartime”

based on the criteria presented in Table 8-3.

sser

ds/le
O™ oot Military >

0
red"™" " Jigibility applicants

time” service

uty Service Personnel

ive duty defined as regular duty (not active
are eligible after having served 181 days

ining), applicants
r separated from a pre-

ing the Gulf War) unless discharged o
i0d of active duty service.

s or National Guard and

Selected Reserve
Military or Service Personnel

Other Qualifying
If an applicant not otherwise eligible has completed a total of six years
in the Selected Reserves Or National Guard (member of an active unit,
flttended required weekend drills and two-week active duty for train-
hlflsg) and received an honorable discharge and been placed on the retired
Ret;el;:nottrl?nsfe;red to the Standby Reserve or an element of the Ready
ol :rr V: an the Se'lected Reserve after service characterized as
ce, or continues to serve in the Selected Reserves, he or

i E‘lz)l’vll’g C:IIlsidered eligible for the program.
charged forua Sse:VI}O completed less than six ye

Under Certai\gcejconnected disability.
%tved in the arm dqr cumstances, current United States citi
ed forces of a government allied with the United States

ars may be eligible if dis-

zens who

o pimmsil



Peacetime

wwil
Post-WWII

Korean War

Post-Korean War
Vietnam War

Post-Vietnam War

24-month rule

Gulf War

Currently on

Active Duty

Currently on Any
Active Duty

National Guard ~ Gulf War
& Reserve

Member

Other Eligibility based on

Six years of service in the Selected Reserve or National Guide, AND

Minm\
Service R Active Dut).
t

9/16/1940—7/25/1947
7/26/1947—6/26/1950
6/27/1950—1/31/1955
2/1/1955—8/4/1964
8/5/1964—5/7/1975 *For

Veterans who served in the

Republic of Vietnam, the beginning

date is February 28th, 1961

5/8/1975-9/7/1980 *The ending
date for officers October 16th, 1981

9/8/1980-8/1/1980* The
beginning date for officers is

October 17th, 1981

8/2/1990-Present

Any

8/2/1990-Present

. Were discharged honorably, OR

+  Were placed on the retired list, OR

«  Were transferred to the Standby Reserve or an element of the Ready Reserve othertha
the S.elected Service after Service characterized as honorable, OR

«  Continue to serve in the Selected Reserve ’

Exc:eptic&ns Fo; Gulf War Service from 8/2/1990 forward to dates to be determined are:
ompleted at least 90 days of active duty and been discharged under the specific authority 0

equiremen "
90 total days

181 continuoys da
90 total days "
181 continuoyg days

90 total days

181 continuoys days

24 continuoy
g $ month
period (at least 131 da;,s)?tR ey
or Which

you were called or o, d
e

duty

redty ety

24 continuous
. mont
period (at least 9 O"d:s, ORThe ful

) for wh:
you were called Y) or yhigy
duty ed or ordereg to actjy
90 continuous days

90 days of active service

£10 USCIIR

(Hardshi
ardship), or 10 USC 1171 (Early Out), or have been determined to have a compensable service-connect

disability

«  Beendischarged wi
be cligbe tgh ed v\\:th lessI than 90 days <?F service for a service-connected disability;
condivons o in); ere re eased from active duty due to an involuntary reduction in f
, In some Instances, for the convenience of the government

individuals may allso
orce, certain medicd

_/ :

Source: © 2016 OnCourse Learning
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11 are also considered eligibl
__world war : . gible. So are some indiv:
i e 85 TR it Staren o including putye P
;e ice officers: cade.ts at.the United States Military, AirgF ublic Health
G ard Academys .mldshlpmen.l at the United States Na:tl‘-e;\or Coast
fhicers of the Nanqnal Oceanic and Atmospheric Administ cademy;
0 ant seamen with World War II service. ration; and

erch

qranty can be used by a veteran only to buy a house to live i
residence. The guaranty cannot be used to purchase ;:itl:l
 perty except for an approved one- to-four-family dwelling that is also

.od by the veteran/buyer. The definition of an owner/occupant has
anded to include a qualified veteran’s spouse during the time a

een €XP
‘l:eteraﬂ is on active duty out of the country.

of Spouses of Otherwise Qualifying Veterans

2 l'indp al

pouse of a veteran who died while in service or from
ny spouse of a serviceperson miss-
is eligible. A surviving spouse who

remarries 01 O Jfter attaining age 57, and on or after December 16, 2003,
may be eligible for the home loan benefit as well. However, a surviving
spouse who remarried before December 16, 2003, and on or after attain-
ing age 57, must have applied no later than December 15, 2004, to estab-
lish home loan eligibility. The VA must deny applications submitted after
the December 15, 2004 deadline from surviving Spouses who remarried

before December 6, 2003.
For any veteran considering t

emarried s
onnected disability, or a

5 service-C .
ing in Jction or a prisoner of war,

he purchase of a home and the use of a

VA loan, it is a good idea to ask the VA regional office to confirm eligibil-
iy, This is done by submitting VA Form 26-1880, “Request for Determi-
nation of Eligibility and Available Loan Guaranty Entitlement.” The VA
tesponse to this request answers two questions: Is the veteran eligible?

Andif so, how much is available in the entitlement?

The Loan Guaranty Entitlement

The amo
entitlem;mtt Ofl_noney that the VA will guarantee for a veteran is called an
nt. At its origin in 1944, the maximum entitlement amounted to

265
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prices increased over the years, Congre
nt limit, as shown in Tab]e 84 $$ hag Per,
- G,

C

000' As hOUSing

2, .
: yadjusted the entitleme

call

Sliding Scale Guaranty

or to 1988, the VA applied the same maximum Permissiy,

ortion of a loan regardless of the amgy . e -
d to increase, the single-figyre 8uarat?1e 0an.:j

Pri
the guaranty p .
the size of loans continue

disproportiona'?e for a smaller loan as coml?ared with larger loay ey,
introduced a sliding scale of loan guaranties on February : S. Wy
the limit was increased to $36,000. The new guaranty limits’ 198, e

dre 3

loan percentages and fixed amounts, as shown in Table g.5 i of

lllustrations of Guarantee Calculation

lllustration 1 |
If a veteran has not previously used an entitlement ang now wigh
ishes

 purchase a home that would qualify for a loan of §

. % 5 = 3 . 300)000 th
would fall in the guaranty category of 259 dae

- late: 2 ty 5 g e 25/9 (see Table 8-5), T calcu-

300,000 x 25% = $75,000 (guaranty applied to the loan)

~ llustration 2
| ?;gume a veteran with full entitlement is purchasing a home f
' 0,000 where the county loan limit is $625,500. The loan wouldfil
into the guaranty category of 25% (See Table 8-5).
$625,500 x 25% = §15 inin @
5, = $156,375 maxi itlemer
available for the loan A

$156,375 + $700,000 = 22.34% maximum guaranty

. ;1;)715)% ggle to sell the loan? lenders will require $700,00
P ile ugiuarant)f. The veteran will need a Down Payment ‘
an ’[hc'l reément of $175,000 minus $156,375, the maximun

A ty. Is ylelds a required down payment of $18,625.

0 x 25%°
Combin®
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4
S 1

ot veteran has used s
ond veteran has used $54, ' |
e 000 of entitlement on a prior

e
AU be restored
pich cannot ) and plans to purchase a home for

l;:;; 5)00 in a county with a loan limit of $625,500.

_ §156,375; maximum 4’
g0 x 25% = $1°5°72 guaranty $156,375 — |
$6$2 156; 375 entitlement available $54,000
;102 475 X 4 = $409,500 Il’laXiInum loan amount Wlth 25% guaranty 7
gince the pro osed loan amount will be less than $409,500, the lender 3
“:i]] receive 2 5% VA guaranty on the loan of $405,000, and a down
payment will not be require

Entitlement |ncrements

Table 8-4
Date of Increase Maximum Entitlement
$ 2,000

iginal Acts 1944

gecgember 28,1945 4,000
July 12, 1950 1;,28 8
May 7, 1968 ’
December 31,1974 17,500
October 1, 1978 25,000
October 7, 19802 7,500
February 1, 1988 36,000
December 18, 1989 46,000
October 13,1994 50,750
December 27, 2001 60,000
December 10, 2004 89,913*
January 1, 2006 104,250*

of 2004 began an expansion of VA maximum loan amounts to the
uarantee amount to 25% of that maximum. This was
and Benefits Act of 2006 eliminated the

rial determination of higher loan amounts

*The Veterans Benefits Improvement Act
le\fe’s‘ui’ those of Fannie Mae and Freddie Mac, and its g
;08%0 (;:(a)dexed t’hrough 2008, but the Veterans Housing Opportunity
4 hi.gh-gsntwaxnmum loan amount, in .addition to the need for Secreta
Hor Lo I;\f:::- Instead, the new limit on Native American Direct Loan (NADL) is the same as the Feder:':l
—- %agg (F:orporatlon (or Fn:eddie Mac) single-family conventional conforming loan [imit. That limit
How, and theU’S v o loans located in tI-Te 48 contiguous states and $625,000 for loans in Alaska, Guam,
aljstment in the‘F‘reL?m[\IZlands' |ncr§ases in these I.oan limits will be published annually, based upon the anl:\ual
0t g it e Mac conventional cor.1form|ng loan limit, which is $417,000 for 2015. In 2015, high-

ve increased for 46 counties due to a high-cost area adjustment or the county being newly

signed to hioh.
S igh-cost area, and are as high as $938,250 for a single-family residence.
102016 OnCourse Learning
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4

n
second veteran has used $54,000 of entitlement on a pri
rior !

s d) and pl
hich cannot be restore plans to purchas
" with a loan limit of $625,500. e a home for .

0 = $156,375; maximum guaranty $156,375 - $54,000
jtlement available . \)

,50
T 4102,375 €nt
4 = $409,500 maximum loan amount with 25% guaranty

d loan amount will be less than $409,500, the lender

., the propos¢
gince the loan of $405,000, and a down

25% VA guaranty on
will not be required.

ncrements

Table 8-4 Entitlement I
1 -
Maximum Entitlement

$ 2,000

Original Act, 1944
Decgember 28,1945 4;,(;88
Juy 12,1950 7500
May 7, 1968 )
December 31, 1974 17,500
October 1, 1978 25,000
October 7, 19802 7,500
February 1, 1988 36,000
December 18, 1989 46,000
October 13, 1994 50,750
December 27, 2001 60,000
December 10, 2004 89,913*
104,250*

January 1, 2006

“The Veterans Benefits Improvement Act of 2004 began an expansion of VA maximum loan amounts to the

|!Ve|s'of those of Fannie Mae and Freddie Mac, and its guarantee amount to 25% of that maximum. This was
;‘;ge(;l(l;i)exed ?hrough 2008, but the Veterans Housing Opportunity and Benefits Act of 2006 eliminated the
. hi’gh-m:mmum loan amount, in .ad'dition to the need for Secretarial determination of higher loan amounts
Home oo ;‘Y::ts. Instead, the new limit on Native American Direct Loan (NADL) is the same as the Fede@\
s curently $417 (B)aogce) (f:orporatlon (or Ffeddie Mac) single-family conventional conforming loan limit. That limit
b e y or loans located in tl-fe 48 contiguous states and $625,000 for loans in Alaska, Guam,
istment i thelF' dtrgm Islands. Incre‘ases in these loan limits will be published annually, based upon the annual
reddie Mac conventional conforming loan limit, which is $417,000 for 2015. In 2015, high-

Cost area I°an I. " .
Higned to 5 h;m:fz have increased for 46 counties due to a high-cost area adjustment or the county being newly
gh-cost area, and are as high as $938,250 for a single-family residence.

Source:
ree: ©2016 OnCourse Learning
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e Guaranty

5 Sliding Scal
TABLE 8

Loan Amount Guaranty Amou“th
- \

50% of loan

$45,000 and less
$45,001 to $56,250 $2%,500 |
$56,251 to $90,000 40% of loan not to exceed $36,000
$90,001 to $144,000 222,030
144,001 to $417,000 b of loan not to exceeq " |
$ guaranty of $1 04,25 o* e l'nax"nu',n |0an

*Always refer to the VA county-specific loan limit. Note that Effective January 1, 2015 VA's 201
bl 5 LO

the same as the Federal Housing Finance Agency’s limits. For purposes of determining the an Ly

are instructed to reference only the One-Unit Limit column in the FHFA Table entitleq Far g’;‘afanty, Iend:fe
Nie N

Mac Maximum Loan Limits for Mortgages Acquired in Czlendar Year 2015 wrid O % ang

before 7/1/2007.” The highest county single-family limit in 2015 is $938,250; that a;:i'::ted after 10/112::

would equal a maximum guaranty of $234,562.50, which is lower than it was in 2014 t, if Multiplieg bﬂS{
Source: © 2016 OnCourse Learning

Tier 1 or Partial Entitlements

Ifa veteran sells a house with assumption of 2 VA loan, the Depart,
Veterans Affairs remains liable to the holder of that note (the lende )ent o-f
it is paid off. This is true whether or not the selling veteran has oI;t umﬂ
a release of liability from the obligation to the VA. 5o when this o:;ze
the veteran’s entitlement for that existing loan remains committed ins:?j
far as the VA is concerned. This means that the amount of entitlement
previously committed cannot be used to acquire another property. o
ever, when the entitlement limit itself is increased, the additional amoun
becomes available for further use. Under such circumstances, a vetera
may be eligible for partial entitlement.

A veteran purchased a home in 1977 using a VA guaranty th:

- amounted to $17,500 at that time (refer to Table 8-4). The h"m“:

| :}‘l’ld 0 1992 with an assumption of the old loan by the new b‘t";: :
€ veteran seller did not obtain a restoration of ful entitleme? :

.t . " fer
time, there is still 4 ey entitlement that can amount to the liemit of
between the $17 500 th . . d the current
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Tier i/Partial Entitlements
L
Lim't ®

igible loans in excess of $144,000,
¢ in the case of etlelfﬂr)emains $36,000. For example,
F"Cefnt of the &Y a;r; 500 entitlement that has not been restored has
ously used a$36 (’)OO minus $17,500 equals $18,500) for use in con-
preVl a"aﬂable ( . ‘l;le purpose. However, in the event of new loan in
518’.5 o with any clig! remaining entitlement used to guarantee the loan
e of $144,000, the the difference between $46,000 and the previ-
exce® ¢ will be based on nt. Thus, the same veteran with a previously
amoun anty am?‘; 1% 500 would have a $28,500 entitlement. for
ouftllt]: new l,Oan is to acquire a home or condomncxlluaT
if the purpose of £ $144,000. A real estate agent or loan Of}?i:er ethe
o loan in €X°€% c')tl ment question should understax.ld whe e
th a-th a partial entitle ounty before attempting to ad\flse a}ll)or o
.cina high-cost ¢ d would benefit by contac.tlng t e OCb oy
ing entjﬂen}:.esn;;kn on the Veterans' Administration website:
thi

HOMELOANS/purchaseco_loan_limits.asp.

the maximum
a veteran who

guarantY am

her remail siting
ffice OF by ¥ a.g0v/
O //WWW-beneﬁts.v 8
betp*

itlement .
Practical Value of o7 Free ount of entitlement is a key deter::)lilva:cl;)tlgfirtll‘:z
Inthe marketplace tgeli.:l because almost all VA lf;;lzs ::Zuirement that
aximum size of a V Is. Tt is 2 Ginnie Mae, not a " i\/{ae-underwriﬂen
Ginnie Mae loan POlo : to be accepted into a' Gmnlealst e e loan
in order for any VA Oannty and/or cash covering at e o the market
pool, it must have guara can be approved with 1o cas g at et
amount, Since VA loans ount of a veterans entltlen};t; i oA IO
puts emtﬁhzllsis o;;:,lz;::nust bea VA gl’i‘?qrm:/t};:ﬁ I(l)l o T oomaraint is;
eloan '  The ‘
i:zig{ oxceed foutl}rl'tinclae:elttshilizfr?znnot exceed the appraised value 0
quite different; in thi ’

i ' Certificate of
The appraised value in VA terminology is the
the property. The app
Reasonable Value (CRY).

Restoration of Entitlement

ith a release of liability.
Restoration of entitlement is often confused tglt?ocaedures both are ti
they are quite different and require twt? SC.Par ab t& cen the two is to thi f
beaccomplished, One way of distingulshlng g v loan, Release 0
Trestoration of entitlement as help in obtaining

269
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e has to do with re
. S . .
e ill be explained later, has desix pODSIblllty fo
liability, as W1 is important for a veteran eslrmg to pul‘ch Tan oy
loan. Restoration lestion should be considered in 4, COntraase g,
house, and th: qlsle that has a VA loan. ct whena
ou . _
s segrseamo ways for a veteran to regain the righy fuy entjy)
There -
These are as follows: nt,

Pav off the loan through sale of the Property. Thjs Meap, -

1. .naYan existing VA loan to be assumed. Once th loan j paig :Hok
(‘) bfl;i gation of the VA terminates for that loap, and the Veteranisff’t :
tlement rights can be restored. One further requlrement ™ entj.
house must be vacated, as a Vjeteran can only owp One hoyg, at rhe
must be his or her own principal residence. > Whigy

2. Substitute another veteran’s enritlement. To qualify undey
procedure, the veteran may serl his or her home on an g, t' s
basis, but only to another qualified veteran, The Purchagip, . ltJ iog
must: (a) have at least as much entitlement a4 the selling Veet :ran
(b) meet the normal income and creditworthiness o,

. . e Uiremems
and (c) agree to permit the entitlement to pe substituted, ’

d that there b ac

a job transfer—¢
ssary.

For many years, the VA also require
sonal reason for the sale—for example,

Ompelling per-
erans entitlement. This is no longer nece

O Testore 5 vet-
Other Special Veterans Rights

The American Recovery and Reinvestment Act of 2009 (ARRA) included
a temporary expansion of the Homeowner’s Assistance Program benef
for private home sale losses of both military and civilian Defense Depart:

Y on a home purchased before July 1, 290&
rced relocation or certain other service-




D
epartment of Veterans Affairs va)

.ot ilitary person’s

ring title t0 & M FAEY B property or reimbursi

acqu;: for losses after a private sale. Y or reimbursing a military

Pel’SUII der the ARRA provisions, the federal government i

{ a veteran’s loss if the veteran w. ' is prepared to
ver par to as effectively forced t

c(;e Lt of any of the above. The g?vernment could buy the home o sell as

a o pa ent wOulq be determined by a formula. G enerally thé and the

pre”  ald cover the difference between 95% of the prior fair f’nark%(zvzn-
value

sent WO .
:n Jhe fair market value at the time of the event that resulted in a loss

Non-SpoUs€ Co-Ownership
\ nting to use their VA home loan benefit to purchase a

vetel'an wa

home along with é'l non-spouse/non-veteran often is not realistic if the

eteralt does not intend to use the home as their primary residence.
home loan, the occupying borrower has to be an eli-

When taklng 4 VA
e the VA does not specifically prohibit non-occupying

)¢ veteran: Whil
co_borrowefs’it does require that such a loan be sent to them for prior

authorization. Although both incomes can be used to qualify for the loan,
Jie borrowef’s (veteran’s) income must be sufficient to repay his/her por-

rion of the Joan. Also, the VA guaranty covers only the veteran’s portion of
the loan. The outcome will be that few or possibly no VA lenders will issue

2Joan without 2 full guaranty.

tion of a VA Loan

mption of a VA loan by any purchaser—vet-
[ by the VA. What became lost in
the long upswing in the housing market into the early 1980s, however,
was the fact that the seller remained primarily liable for repayment of
M%sumed loan; the loan could be transferred, but not the responsibil-
ity for its repayment. Unless the selling veteran took the available steps
;‘;ﬂf’ind’a credit?vorthy buyer and then obtain a release of liability, the
begf;ttlzz re;nan?ed. Whe.n the economy in certain areas of the country
o prevaelg Iiltle IJIn the mid-1980s, defaults and foreclosures became far
V8 forced f;) alny problems resulted when a private mortgage lender
koo o he r\z ose on properties that had been conveyed to buyers
Acim o or the lender.
eder] gOVemmreepaYme.!nt of a defaulted VA loan is a debt owed to the
thedebtor(s) h nt (as is an FHA claim) and subject to collection from
rough the U.S. government’s right of indemnification and/

Assump

prior rules allowed the assu
eran or nonveteran—without approva

2N
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brogation. To reduce any recurrlence of this kind of .
o - i s for all VA-guara
sumption rule guaranteed o :

de, March 1, 1988.

Assumption by Creditworthy Buyers Only
For loans underwritten afte.r .MarCh 1, 1988, assumptjop, are
ted without prior underwriting approval by the Jep der of tl:mt Pery;,
rule is not retroactive and does not apply to loans y, derwr-e Ty,
that date, meaning that older loans may still be freely assum Itte ey,
out a release of liability from the old loan, the se]ler rernainsed. B Wi,

Veterans holding VA loans underwritten aftey March lfllll
follow specific procedures if a loan assumption is anticipa ted’ 1988 my
a selling veteran must notify the mortgagee before th, - 'Spe_ciﬁCal]y,
ferred. The mortgagee must then determine if the Prospect ‘i)eeb is
credit standards. If the selling veteran fails to notify the . Uyer Megy;
transferring the property, or if the property is tran Sferred iabgee before
has failed the creditworthiness test, the lender hag the righ UYervh,
the note. There exists a right of appeal for th : 8t to ACCeleryt,
e exists a ight of appeal for the selling veterg

lender determine that the prospective buyer is not Creditworth th the
has 30 days to appeal the decision. The non-veterap that aSSum}Zs t ; Sellr
must meet the same underwriting requirements as jf a new VAo € loan |
being made. If the VA overrides the lender’s determination, th:i:;: ;

- must then approve the assumption.

To protect the veteran and to mak : ;
are full)I: disclosed, mortgage instrumefltzullifljzjilvr:iftzgnafrteqummems |
er March |,

1988, must show in capital letters on the first page the following sentence
“THIS LOAN IS NOT ASSUMABLE WITHOUT THE APPROVAL(F
THE DEPARTMENT OF VETERANS AFFAIRS OR ITS AGENT
A transfer fee of one-half of 1% of the balance due on the loanshalle
payable at the time of transfer to the loan holder, or its authorized agent#
trustee for the Secretary for Department of Veterans Affairs. In thee'
the fee is not paid, it shall be added to the debt secured by this instrument

Release of Liability

0
The above-stated rules underline the importance of selling y h;uts: be
Someone who is capable of making payments on the loan n s
assumed, While itawillitéaleess Janvivearsiforitheolder: e,eas:ﬂyatohaVe ‘
loans to wordheirs i i

<€ Manv vi
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obtain a release of liability in a sale with

:ght tO
e l'lgh . : . a lOa )
A lling yeteran 1s entitled to a release of liability if the fOlTo?As:umptmn'
Ing condi-
ions ar¢ et § condi
The loan must be current.
1

A . urc}mser/assumptor must qualify from th _
2 ;Elconlm)e and be an acceptable credit risk. ¢ standpoint of

5 The purchaser must agree to assume the veteran’s obligations on th
. e

Joan.
The veteran need not sell the house to another veteran in order to obtain

elease of liability for a loan assumption. The purchaser need only meet
a e above_ﬁsted requirements. Release of liability is a separate form and
pould be completed at the time the transaction is closed.
s

Loan Default and Foreclosure

Fen though the VA guaranty COVers only a portion of the loan amount,
pistoricallys iR the event of foreclosure, VA followed a policy of paying off
the principal balance with interest due and taking title to the property. This
practice enhanced the value of a VA guar.anty for the lender. However, as
foreclosures escalated in the late 1980s, increased losses were sustained
by the vVA. To better protect the programs and reduce potential cost to

Jvers, the VA changed its procedures when faced with a foreclosure.

Similar to the practice followed by HUD/FHA, the VA now requires
wotification of a pending foreclosure so that it can have the property
appraised. On a case-by-case basis, the VA then decides what action is
in the best interest for the agency; that is, the VA must decide whether or
watitis best for the VA to pay off the loan and take title to the property, or
simply pay only the guaranty amount to the lender. If the latter method is
followed, the VA pays the guaranty and declines to bid for the property at
foreclosure, or “no-bids” the property. This means the lender takes title in
foreclosure and must arrange for whatever disposition it can find.

10anT;e ‘ino—bid” procedure has substantially altered the risk level of a VA

rlenders and is one of the reasons why lenders encourage veteran

pli ' i .
PPlicants to consider competitive conventional loans.

Funding Fee

nia]
°ngoin); El:)e VA home loan program was handled as part of the country’s
Mimitment Of service to veterans. For many years, there was n0

by _ F .

WG AN O ires o
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lication or for issuip th

ing the loan app ) & the ar
charge for prchnsilregsing costs and growing losses Caused Congarnty ce“lﬁ\
cate. Howev;i;lg fee in 1982 for issuance. of a VA guaranty, Sin €SS tq g
2 0.50% fun d and lowered several times, the lategt increq,

e n 2012 basedon the changes o e Honering o Y
tive v 113 3
effec Caring for Camp Lejeune Families Act of 2017 ( Honorjy, . et

:nci’f;n?fhere are still three categories of eligible veteran, With gig Veter%

The fee is reduced as down pament is increasec.l, as showp in Tabl:lgg feeg
The fee is payable at closmg. and may be includeq in the .y

the loan. There are a few exce]?tlons. For e%ample, the fee i o Pu‘nt i

veterans receiving compensation f‘or :o)erv1ce.-connected disabilit?;d i

surviving spouses of veterans who dl'ed 1N SErvice or as 3 reg dltof, S

connected disabilities. The Honoring Veterans At grans e TVice

e
from paying the funding fee for: Mptig,

Veterans receiving VA compensation for service-connected disabyjy

Veterans who are entitled to receive cOmpensation fo, Semjc
connected disabilities if they do not receive retirement pay 6.
Veterans who are rated by the VA as eligible to Teceive compepg,
tion as a result of pre-discharge disability €Xamination apg Tating o
on the basis of a pre-discharge review of existing medica] evidence
(including service medical and treatment records) that resyls i is

suance of a memorandum rating
o Veterans entitled to receive compensation, but who are not presently
in receipt because they are on active duty
* Surviving spouses of veterans who died in service or from service:
connected disabilities (whether or not such surviving spouses are
veterans with their own entitlement and whether or not they are us
ing their own entitlement on the loan) _
Fees apply to all types of VA-guaranteed loans, but they vary for dlcf
ferent Categories. For instance, the fee for interest rate reduction/reﬁl::g‘ed |
ing loans was reduced to 0,50% as of October 28, 1992, and Was;xatzcepts
to December 31, 2017, under the Honoring Veterans Act. The le o
the Possibility that the addition of a funding fee may make
excess of the property value.

In a historicgj
market intére
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1 1982.) Before this change, the VA set a maxi -

-sszalmce of its guaranty and allowed no discounﬁim p.zrmlsmble
for ! Even though the VA interest rate pa -by ol
horrower: _ was changed periodically
eral Jbreast of market fluctuations, the cost of a loan to the borrower was
o stay b Jenders to meet current market yields through a change in the

2djuste o burden was placed on the seller, who was required to pa
scount d this cost was often shifted into the price of the pmpellj—t;f
)’ﬂle new law which became effective October 28, 1992, allows loans to
reed by the VA at an interest rate agreed upon between the veteran
be g‘-‘;’:ﬁ nder. In addition, discount points as agreed between veteran and
d paid by the veteran, but may not be added to the loan amount.

ender M3Y be

Mortgage (ARM)

off-again relationship with the Veterans

Just 10 years ago, 4 three-year test period to underwrite
on September 30, 1995. The reason given for the
am had cost the VA money.

hybrid ARMs (3/1, 5/1, 711,
(GPM), and growing equity

AdjustaHe Rate

 have had an on-again,

nistration.

mortgages expired
that time was that the progr

: nination at
éhui]:nﬂy, the VA allows traditional ARMs,
Juated payment mortgages

and 10/1), gra
mortgages (GEM) for veteran loans.

RRRLs)

Reduction Refinancing Loans (I

In times of low interest rates, such as what occurred during the 1990s,
both the FHA and the VA take steps to encourage refinancing existing
loans It is not their money that is at stake, but their underwriting guaran-

Interest Rate
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TABLE8-6 VA Funding Fees (Funding fee is based on the amount of down payment)
Dowm Multiple ~ Nat'l Natl  Stmline  Cashout Cashout  Cashout
Pyment  FirstTime User  Guard  Guard Refi Refi Refi Refi
Purchase Multiple Regular Res/Nat’l Multiple Use*
{ : :
) %) @ %) @ R (%) %) (%)
2.4% 3.3%

2.15%
2.15% 2.4% 3.3%

2.15% 2.4% 3.3%

N 0,
5_"(“;0 . 215%  330% 240%  330% .50%
b 150%  150%  175% 175% .50%

W :
—_More 1.25% 125%  1.50% 150% .50%

"Ml
ple Use Cash
S sh Out Refinance Funding Fee is the same for Regular Military and Reserve/National Guard.

Olreg, Veterans
B A
- eieﬁts Admf"s"rat“’”- Leﬂffer’s Handbook, VA Pamphlet 26-7 (Revised), Chapter 8, pp- 8-21.
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tees of loan repayment. The easier it is for their borrowers to repay loan,
the lower the risk for the underwriting agencies: Refinancing loang ¢
obtain lower interest rates results in lower MONtY Payments anq eﬁlSie(:

repayment, and reduces default risk- )
minating an appraisal, extengj,

Inducements to refinance include eli :
or insuring fees. For VA loang closeq

after January 21, 1988, the term may b€ eXtenc:,ed o ulp 10 10 years long,,
than the remaining term of the or jginal loan, :ilt not longer than o Mag;.

secure refinancing but must certify that the ;ous; W?s occupied by ¢,
veteran when the loan was secured. The funding fee for reﬁnancing has

been reduced to 0.50 points. . " a1
The rules applicable to refinancing a VA-guaranteed loan at 3 |y,
interest rate were modified in May 1999 Ina .ﬁnal rule on the issue, th
if a loan is delinquent. Furthermore, h,

VA will not permit refinancing
p on the refinanced loan and the veteran seeking

d
payment must be reduce _ ‘
refinancing must meet certain credit standards. The purpose of requiring
t unscrupulous lenders from IOWEIing

a payment reduction is to preven .
the interest rate while still packing the refinanced loan with excessive fees

so that the payment is actually increased.

loan terms, and reducing funding

Other VA Requirements and Procedures

To assure the veteran that the home loan will be properly handled and
that the government guaranty will not be abused, the VA has a number of
specific requirements relating to the loan and how it is handled. Essential

areas of VA concern are discussed next.

The Lender
To protect against any unscrupulous activity, the VA distinguishes
between supervised and nonsupervised lenders. A supervised lender is
one who is subject to periodic examination and regulation by a federal or
State agency. Savings associations, commercial banks, savings banks 1
ihsurance companies all qualify as supervised lenders. As such, they &
process loans on an automatic basis,
nder th.is procedure, the supervised lender takes all the necessa?s’
z:f’isuquuah.fy' 2 borrower, asks for a VA appraisal, and then ™ aﬁzzlto
the VA j €rwriting decision, If favorable, the information is Subrfll ancé
in.a Loan Report that the VA is obliged to honor with the**
ofa guaranty certif BOTIEEES
Ificate,
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nonsup grvised lender is §HYOne who does not quali
od Jer. Mortgage COMpATIES, fraternal associations, o
s ples ofnonsuperwsed lenders. To obtain a certificate of
a.re ex o VA the nonsupervised lender must first obtain a; 01- guaranty
ol A to make 2 Joan to the veteran applicant, and would hase('za: f§°‘?‘
the equifed information to the YA office for underwriting approvalu mit
alr pird category of.lender is a nonsupervised lender that qualiﬁes for
matic 1041 processing. Mortgage companies that are wholly-owned
auto" Jiaries of 2 supervised lender, subject to the same periodic examina-
S}IbSI  their parent firm, are listed in this category. If the VA qualifications
n;et’ e nonsupervised lenders may submit their own approved appli-
ions for guaranty in the form of a Loafn Report, and receive the same
ssuance of a VA guaranty certificate as a supervised lender.

fy as a super-
nd individuals

Term of the Loan
vA home loan can be obtained for up to 30 years. Shorter terms are
roved by the VA if required by the lender and accepted by the veteran.

f‘&i seteran has the right to repay all or any part of the principal balance

due on the loan at any time with no additional interest charges or penalties.

Loan Servicing

The administration of a VA loan is not prescribed by the VA. Approved

lenders are expected to follow the normal standards and practices of pru-

dent lenders. The VA expects a veteran/obligor to meet the obligations

fully and on time; however, it does encourage reasonable forbearance on
the part of the lender with enforcement of its collections. The lender is
required to notify the VA of a default within 60 days after nonpayment of
winstallment. Failure to file the default notice within the prescribed time
imits can result in a reduction of the guaranty allowed for the lender.

Default and Foreclosure

E;fte &‘:‘:f;aﬁon of a default has been filed with the VA, there is no time
Poperty, If ;gtate;s when a lender must take action to foreclose on t'he
{ ePfOpérty ar:fl osure d0e§ become necessary, the VA must first appraise

seta “specified value.” This value becomes the minimum

Mount for whi
il par TWthh the property can be sold and serves as a protection for
163 involye,

- practice of paying a lender in
gpossessed property. It was

2m
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not legally obligated to do this.s bl{t believed Assurance
recovery of its loan balance with interest provide
the VA guaranty. And certainly it did so.

More recently, as foreclosure problems escalateq
policies into what is commonly called a “no-pig» , . t
proceedings. This means that the VA now Ppraises gy ™ fore
value to the VA prior to a lender foreclosure action, £ € Prope,. °
less to pay off the guaranty to the lender (rather than t}VlVou s
the loan), it simply chooses not to bid at the foreclogy, eb
and forfeits any further claim to the property. Thi € ?“}Ction : eop

S POssibj]
the value of a VA guaranty for many lenders, 'ty hag

d greate,

he y
.~ VA

Manufactured Home Loans

The Veterans Housing Act of 1970 (updated in 1974) ayy
to guarantee loans made by private lenders to veterans fo; tl;) r
new and used mobile homes. (Mobile homes constructed e
15, 1976, are called manufactured homes, a5 defined b HO
VA rules apply to a manufactured home ag !
N s A e
. -wide, and the authorizyg;
guarantee also covers a lot suitable for 3 manufactured home o
Because the status of a manufactured home a5 real vers.us
property is not always clear, the VA now offers two categories undE: i:ﬁnil
lenders may request guarantees. The older procedure, identified a Sectil(in
1819 (of Title 38), offers a guaranty at the lesser of 50% of the loan amou
up to a maximum of $20,000. Effective on March 2, 1984, a new provision
was added to Section 1810 Increasing the maximum guaranty fora man
factured home permanently affixed to a lot, provided the manufactured
home is considered real property under laws of the state where thelot
located. A Section 1810 loan allows longer repayment terms and may ¥
guaranteed on the same sliding scale entitlement as for site-buil housﬁe
Section 1810 permits a veteran to purchase a manufactured mf
already permanently affixed to a lot, or a home and a lot to which i bya
will be permanently affixed, or to refinance an existing loan secur® ol
manufactured home permanently affixed to a lot. The Veterf;lellsoan‘ The
to pay a reasonable discount on the refinancing Port,in ?f nteres!
term Oft‘~ jF L % '_éy igg’de; aI'S an rabidavs.

izeq the y A
Purchgyg, of
N or after I

UD) 1
. -) The g
for a site-built house, j; rxz

Upe

rate
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. home loans are not an additional entitlement for th
| ll‘ed € vet-

Manufa vilege is reduced by the
the prl egel Y amount of entitlement al
eral® as - ilar to @ regular home loan. The same rules that appl;re:\:iecom-
gular

.tted, Sl : 2 i .
3:\ ol oans regarding a veterans entitlement, negotiated interest rate

d ﬁ(;bilit)’ for repaYment also apply to a manufactured home loan
aﬂ .

ool yring the Loan Application

n

ih the propel’tY to be pledged as collateral and the veteran applicant
Bo ! meet VA qualiﬁcation standards. Because both HUD/FHA and the
mush ave similar underwriting goals (that is, a sound building as collateral
w orthy borrower), their qualification standards are similar.

g a credit? e
4 each agency oW accepts the other’s qualifications of applicants with
at Property qualification is considered next. The process

xceptions: _
eran applicant is examined in the next chapter to allow

a v vet
alifying
of quat with other loan-qualifying procedures.

comparisons

Qualifying the Property
The VA uses both its own staff and approved independent fee appraisers to
nd evaluate property that may serve as loan collateral. While the

appraisal form has been standardized (see Appendix for an illustration),
the VA refers to its appraisal analysis as a Certificate of Reasonable Value

(CRV). A CRV represents the maximum amount a lender may loan and
¢ill obtain an underwriting guarantee from the VA. A veteran may pur-
chase a house at a price exceeding the CRV, but any amount in excess of
he CRV must be paid in cash. Or, if the CRV comes in at less than the
agreed price, the veteran has the right to withdraw from the contract and
recover the earnest money in full.
ess;;; ltr;citli:;rgear;tz r;zln;ionec.i a;lre for YA qualification and are n(.)t nec-
Sleal s s VA-pe:; ?:;;gbl’z T;qnl%ire.sljenci.ers are not required to
exceed those limits and still obtain a VJI'X aranty b P"lt’ . lender’ Cam‘mt
smoe it tha thot alloved guaranty. But if t.he lender’s pohf:y
om limitations and o1l allowe by the VA, the lender is free to apply its
My englre o still obtain a VA guaranty commitment. For instance,
iy s will not accept 100% loan-to-value 1 dl f
ssion. Nevertheless. g | oans regardless 9 VA
the. Qaranty cap be ; , 50 long as the loan does not exceed VA limits,
Vg programs_ ;S;{lj:d. The same concept applies to all other under-
» GNMA, and all conforming loans—and the

inspect
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an the designated limits apq .

lender is free to offer a loan at lower th .
derwriting program is sought
t government agency max:

still qualify the loan for whatever U2 S
ould not €XP ec .
d by all private lenders.

point is that loan applicants sh e
mum limitations to be uniformly accep

ure discussed earlier in this chapt,
]

Scope of the VA Appraisal

- d
Like the HUD/FHA appraisal Pr°°
there are other pieces I;;‘ information needeC? be).,ond e PTOPperty evaly,.
tion. The VA fifs tphle only agency that still requires information on the maip.

be acquired. Both of these
. the house t0 S Costs
tenance and utility cos™ o t’s incomeé qualification under the residy,

are copsidered in an 3Pgil:an y described in the next chapter. And i

glu:;e}lllze gzt:;‘;i’;: ;: are expected O make the necessary adjustmeng

- at; on that will more closely reﬂe'tct the Pr(.)pe.rtYs real value rathe;
. used by excessive financial inducements.

than an inflated value 2 ds to inspecting the property t,

e onsibility exten
The appraisers ret?VA minimum property standards. If not, repairs
grade the property before the loan can be funded.

may be required to Up

s the FHA achieved the goals for which it was established?

1. How ha
imits that apply to HUD/FHA-

2. Explain the two different dollar 1

insured commitments.
3. In HUD/FHA settlement requirements, what rules apply to the han-
dling of the closing costs?

dling of the down payment? To the han
4. Explain the difference between loan underwriting commitments

made by the VA and those made by HUD/FHA.
5 What charges must a borrower pay for a HUD/FHA-insured

commitment?
6. Howare interest rates determined on HUD/FHA loans? On VA loans?

7. What are the assumption requirements now in effect for HUD/FHA
loans? For VA loans?
8 D l'St".nglll'Sh between the release of liability for a veteran and the ¥
toration of entitlement.
9. A‘;{Vhat is the purpose of the HUD/FHA 203(k) Rehabilitation Homé
" ortgage Insurance program?
at charges, if any, must a veteran pay for a loan guar anty’



