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The following guidelines apply to all USA DIRECT FUNDING FHA loan programs.  All loans must 
adhere to the criteria of these guidelines or the individual loan programs. While USA DIRECT 
FUNDING makes every attempt to include all guidelines, the user is also encouraged to consult 
the HUD HANDBOOK 4155.1 which can be found at: 
 
http://www.hud.gov/offices/adm/hudclips/handbooks/hsgh/4155.1/41551HSGH.pdf  
 
Please note, however, that USA DIRECT FUNDING FHA Guides will supersede any conflict with 
the HUD HANDBOOK.  USA DIRECT FUNDING may, at its discretion allow exceptions to the 
guidelines.  Exceptions must be requested by a Loan Officer or Processor.   Any exception 
granted will have a price adjustment.  USA DIRECT FUNDING’s philosophy is to weigh all the risk 
factors inherent in the loan file.  Consideration is given to each individual transaction, applicant 
profile, documentation provided, and collateral.   Because each loan is unique, underwriters are 
expected and encouraged to use professional judgment in making a lending decision based on 
the entire profile presented and the relative risk for USA DIRECT FUNDING.  
 
Our commitment to fairness and equal opportunity is clear.  In keeping with that, all 
transactions/borrowers will be treated in a consistent and fair manner.  And all 
customers/clients should receive the HIGHEST level of customer service. 
 

 

 

 

 

 

 

 

 

 

http://www.hud.gov/offices/adm/hudclips/handbooks/hsgh/4155.1/41551HSGH.pdf
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Underwriting           26 

 

Appraisal 
General Guidelines 

 Must be completed by a FHA approved appraiser 

 Age of appraisal: 

 USA DIRECT FUNDING will not accept appraisals dated more than 6 months prior to the 
note date. 

 An Appraisal Update is required on all appraisals dated more than 120 days prior to the 
note date. 

 If the appraisal indicates that the subject property was previously sold within the last 12 
months, the underwriter is required to determine the change in value. If the value has 
increased 20% or more, the lender must document improvements that support the 
increase and/or the appraiser must document rapid increases in value within the market. 

 All appraisals must reflect the current transaction information.  

 

Borrower 
Eligibility 

 

Eligible: 

 US Citizens 

 Permanent Resident Aliens 

 Non- permanent Resident Aliens 

Citizenship and Immigration Status. Citizenship of the United States is not required for eligibility. 
When a mortgage loan applicant indicates on the loan application that he or she holds something 
other than U.S. citizenship, the lender must determine residency status from the documentation 
provided by the borrower. 

Lawful Permanent Resident Aliens: For those borrowers with lawful permanent resident alien status, 
FHA will insure the mortgage under the same terms and conditions as U.S. citizens. The lender must 
document the mortgage file with evidence of permanent residency and indicate on the Uniform 
Residential Loan Application (URLA) that the borrower is a lawful permanent resident alien. Evidence 
of lawful permanent residency is issued by the Bureau of Citizenship and Immigration Services (BCIS) 
(formerly the Immigration and Naturalization Service) within the Department of Homeland Security. 

Nonpermanent Resident Aliens: FHA will also insure a mortgage made to a nonpermanent resident 
alien provided that the property will be the borrower's principal residence, the borrower has a valid 
SSN, and the borrower is eligible to work in the U.S. as evidenced by an Employment Authorization 
Document (EAD) issued by BCIS. If the authorization for temporary residency status will expire within 
one year and a prior history of residency status renewals exists, the lender may assume continuation 
will be granted. If there are no prior renewals, the lender must determine the likelihood of renewal, 
based on information from the BCIS. 

Ineligible Borrowers: 

 Non-U.S. Citizens with no lawful residency in the U.S. are not eligible for FHA-insured 
mortgages. 

 Foreign nationals. 

 Borrowers with diplomatic immunity. 

 Borrowers without social security numbers.  All SS numbers require third party 
verification for validity. 
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 USA DIRECT FUNDING will make loans to individuals only. 
 

 

Cash 
Reserves 

 

 As determined by DU/LP.  2 months if the loan is underwritten manually. 

 3-4 units require 3 months reveres 

 See converting current home to rental for special consideration.  

 

Condos/PUD’s 
 Attached condominiums must be approved be FHA.  The approved list can be located at 
https://entp.hud.gov/idapp/html/condlook.cfm 

 Detached condominiums (site Condo’s) do not require project approval. 

 

Conversion of 
current 

residence to 
investment 

property 

Borrowers who currently own their home typically have three options when they decide to purchase 
a new principal residence.  

The underwriting analysis may not consider any rental income from the property being vacated 

except under circumstances described in this Mortgagee Letter.   The exclusion of rental income from 

property being vacated is being instituted on a temporary basis while FHA further analyzes this 

situation to determine whether permanent measures may need to be taken.  This will assure that a 

homeowner either has sufficient income to make both mortgage payments without any rental 

income or has an equity position not likely to result in defaulting on the mortgage on the property 

being vacated.  In either case, this guidance is directed to preventing the practice known as “buy and 

bail” where the homebuyer purchases, for example, a more affordable dwelling with the intention to 

cease making payments on the previous mortgage.  Although the property being vacated will not 

have a mortgage insured by FHA, surrounding properties may and, thus, FHA may be indirectly 

negatively affected should that property result in a foreclosure.   

Exceptions: 

Rental income on the property being vacated, reduced by the appropriate vacancy factor as 

determined by the jurisdictional FHA Homeownership Center (see 

http://www.hud.gov/offices/hsg/sfh/ref/sfh2-21u.cfm) may be considered in the 

underwriting analysis under the following circumstances: 

 Relocations: The homebuyer is relocating with a new employer, or being transferred by 
the current employer to an area not within reasonable and locally recognized 
commuting distance.  A properly executed lease agreement (i.e., a lease signed by the 
homebuyer and the lessee) of at least one year’s duration after the loan is closed is 
required.  FHA recommends that underwriters also obtain evidence of the security 
deposit and/or evidence the first month’s rent was paid to the homeowner.   

 Sufficient Equity in Vacated Property:  The homebuyer has a loan-to-value ratio of 75 
percent or less, as determined by either a current (no more than six months old) 
residential appraisal or by comparing the unpaid principal balance to the original sales 
price of the property.  The appraisal, in addition to using forms Fannie 
Mae1004/Freddie Mac 70, may be an exterior-only appraisal using form Fannie 
Mae/Freddie Mac 2055, and for condominium units, form Fannie Mae1075/Freddie 
Mac 466.  

 

https://entp.hud.gov/idapp/html/condlook.cfm
http://www.hud.gov/offices/hsg/sfh/ref/sfh2-21u.cfm
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Credit History 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Acceptable Individual Credit Reports:  

 Residential Mortgage Credit Report  

 Minimum 3 trade lines with at least a 12 month recent history.  

 Alternate credit is NOT acceptable.  

 All loans require submission to the AUS Total Scorecard with credit scores  

 Credit documents should be no older than 90 days  
 
Total Scorecard Accept:  
 
The TOTAL scorecard accept recommendation does not require an explanation of adverse credit, or 
other derogatory information, however, there must be evidence of payoff for any outstanding 
judgments shown on the credit report.  
 
Recent and/or Undisclosed Debts. The lender must determine the purpose of any recent debts as 
the indebtedness may have been incurred to obtain part of the required cash investment. See the 
following for documentation requirements:  

 Verify the actual monthly payment amount  

 Include the monthly payment amount and resubmit the loan if the liability is greater than 
$100 per month, and  

 Determine that any funds borrowed were not/will not be used for the homebuyers cash 
investment into the transaction.  

 
A borrower must provide a satisfactory explanation for any significant debt that is shown on the 
credit report but not listed on the loan application. Written explanation is required for all inquiries 
shown on the credit report in the last 90 days.  
 
Collections and Judgments. Collection accounts trigger neither an explanation requirement not a 
hypothetical monthly payment to be used in qualifying the borrowers. The presence of collection 
accounts in the borrower’s credit history already result in lowering the credit scores used in the 
TOTAL and, thus, no further information needed.  
 
Paying off collections and judgments:  
Collection accounts are not required to be paid off as a condition of the mortgage approval however, 
court-ordered judgments must be paid off.  
Exception: An exception on a court-ordered judgment may be made if the borrower  

 Has an agreement with the creditor to make regular and timely payments, and  

 Has provided 12 months documentation indicating that payments have been made 
according to the agreement. 

 
Previous Mortgage Foreclosure or Short Sale.  

 Not eligible for new FHA-insured mortgage if during the last 3 years (no exceptions)  
 
Bankruptcy.  
 
Chapter 7 Bankruptcy:  

 Not eligible for new FHA-insured mortgage if during last 4 years, and  

 Have re-established good credit, or  

 Chosen not to incur new credit obligations  
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Credit History 
(cont.) 

 

 
Chapter 13 bankruptcy:  

 Not eligible for new FHA-insured mortgage if during last 4 years from discharged date, and  

 Have re-established good credit, or  

 Chosen not to incur new credit obligations  
 
Consumer Credit Counseling Payment Plans. The borrower’s decision to participate in consumer 
credit counseling does not trigger a requirement for additional documentation since the credit scores 
already reflect the degradation in credit history. The borrower’s credit history, not voluntary 
participation in consumer credit counseling, is the important variable in scoring the mortgage and, 
thus, no explanation or other documentation is needed.  
 
Credit Score Determination 
 

 Use:  lower of two (2), middle of three (3). 

 Use the lowest score of all borrowers on the loan. 
 

Credit Score Requirements: 

 Unless otherwise stated, all borrowers must have a minimum 640 credit score. 
 

Non-purchasing Spouses. The community property states are: Arizona, California, Idaho, Louisiana, 
Nevada, New Mexico, Texas, Washington & Wisconsin.  

A. If the borrower resides in or the subject property is located in a community property state 
and only one spouse is the borrower, a credit report of the non-purchasing spouse must be 
pulled and all of the debts included in the qualifying ratios for the loan. The payment history 
is not factored into the loan decision and CAVIRS, LDP & GSA checks are not completed for 
the non-purchasing spouse.  

This applies for all Purchase or Refinance Transactions.  

 

Documentation 
AGE OF DOCUMENTATION  
Credit documentation may not be dated more than 90 days prior to the Note date. Credit 
documentation includes all:  

 Income documents  

 Asset Documents  

 Credit reports  

 Preliminary title reports  
 

 

Down Payment/ 
Funds to Close 

 
 
 
 
 

Inducements to Purchase. Certain expenses paid on behalf of the borrower, as well as other 
inducements to purchase, result in a dollar-for-dollar reduction to the sales price before 
applying the appropriate LTV ratio. These inducements include:  
 

 

Seller Contributions. The seller (or other interested third parties such as real estate agents, 
builders, developers, etc., or a combination of parties) may contribute up to 6% of the 
property's sales price toward the buyer's actual closing costs, prepaid expenses, discount 
points, and other financing concessions.  
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Earnest Money Deposit. If the amount of the earnest money deposit exceeds 2 percent of the 
sales price or appears excessive based on the borrower's history of accumulating savings, the 
lender must verify with documentation the deposit amount and the source of funds. 
Satisfactory documentation includes a copy of the borrower's canceled check. A certification 
from the deposit-holder acknowledging receipt of funds and separate evidence of the source of 
funds is also acceptable. Evidence of source of funds includes a verification of deposit or bank 
statement showing that at the time the deposit was made the average balance was sufficient to 
cover the amount of the earnest money deposit. 

 Savings and Checking Accounts. A verification of deposit (VOD), along with the most recent 
bank statement, may be used to verify savings and checking accounts. If there is a large increase 
in an account, or the account was opened recently, the lender must obtain a credible 
explanation of the source of those funds. 

 Gift Funds. An outright gift of the cash investment is acceptable if the donor is the borrower's 
relative, the borrower's employer or labor union, a charitable organization, a governmental 
agency or public entity that has a program to provide homeownership assistance to low- and 
moderate-income families or first-time homebuyers, or a close friend with a clearly defined and 
documented interest in the borrower. The gift donor may not be a person or entity with an 
interest in the sale of the property, such as the seller, real estate agent or broker, builder, or 
any entity associated with them. Gifts from these sources are considered inducements to 
purchase and must be subtracted from the sales price. No repayment of the gift may be 
expected or implied. (As a rule, we are not concerned with how the donor obtains the gift funds 
provided they are not derived in any manner from a party to the sales transaction. Donors may 
borrow gift funds from any other acceptable source provided the mortgage borrowers are not 
obligors to any note to secure money borrowed to give the gift.) This rule also applies to 
properties of which the seller is a government agency selling foreclosed properties, such as the 
Veterans AUS Administration or Rural Housing Services. Only family members may provide 
equity credit as a gift on a property being sold to other family members. These restrictions on 
gifts and equity credit may be waived by the jurisdictional HOC provided that the seller is 
contributing to or operating an acceptable affordable housing program. 

 Collateralized Loans. Funds can be borrowed for the total required investment as long as 
satisfactory evidence is provided that the funds are fully secured by investment accounts or real 
property. Such assets may include stocks, bonds, real estate (other than the property being 
purchased), etc. In addition, certain types of loans secured against deposited funds, such as 
signature loans, the cash value of life insurance policies, loans secured by 401(k)s, etc., in which 
repayment may be obtained through extinguishing the asset; do not require consideration of a 
repayment for qualifying purposes. However, in such circumstances, the asset securing the loan 
may not be included as assets to close or otherwise considered as available to the borrower. An 
independent third party must provide the borrowed funds. The seller, real estate agent or 
broker, lender, or other interested third party may not provide such funds. Unacceptable 
borrowed funds include signature loans, cash advances on credit cards, borrowing against 
household goods and furniture and other similar unsecured financing. 

 Sales Proceeds. The net proceeds from an arm's-length sale of a currently owned property may 
be used for the cash investment on a new house. A fully executed HUD-1 Settlement Statement 
must be provided as satisfactory evidence of the cash sales proceeds accruing to the borrower. 
If the property has not sold by the time of underwriting, loan approval must be conditioned 
upon verifying the actual proceeds received by the borrower. The lender must document both 
the actual sale and the sufficiency of the net proceeds required for settlement. 
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Down Payment/ 
Funds to Close 

(cont) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Trade Equity. The borrower may agree to trade his or her real property to the seller as part of 
the cash investment. The amount of the borrower's equity contribution is determined by 
subtracting all liens against the property being traded (along with any real estate commission) 
from the lesser of that properties appraised value or sales/trade price. Value must be 
determined by a residential appraisal no more than six months old. Evidence of ownership also 
is required. Additionally, if the property being traded has an FHA-insured mortgage, assumption 
processing requirements and restrictions apply. 

 Sale of Personal Property. If the borrower intends to sell personal property items (cars, 
recreational vehicles, stamps, coins, baseball card collections, etc.) to obtain funds required for 
closing, the borrower must provide a satisfactory estimate of their worth, in addition to 
conclusive evidence the items have been sold. The estimated worth of the items being sold may 
be in the form of published value estimates, such as those issued by automobile dealers, 
philatelic or numismatic associations, or a separate written appraisal by a qualified appraiser 
with no financial interest in the loan transaction. Only the lesser of this estimate of value or the 
actual sales price is considered as assets to close. 

 Employer's Guarantee Plans. If the borrower's employer guarantees to purchase the 
borrower's previous residence as the result of relocation, the borrower must submit evidence of 
the agreement and the net proceeds must be guaranteed. 

 Employer Assistance Plans. If the employer, to attract or retain valuable employees, pays the 
employee's closing costs, mortgage insurance premium, or any portion of the cash investment, 
this payment is considered employee compensation and no adjustment to the maximum 
mortgage amount is required. If the employer provides this benefit after loan settlement, the 
borrower must provide evidence of sufficient cash for closing. A salary advance, however, 
cannot be considered as assets to close since it represents an unsecured loan. 

 Savings Bonds, Etc. Government issued bonds are counted at original purchase price, unless 
eligibility for redemption and redemption value are confirmed. Actual receipt of funds at 
redemption must be verified. 

 IRAs, Thrift Savings Plans, 401(k)s & Keogh Accounts. Assets such as IRAs, thrift savings plans, 
and 401(k)s, etc., may be included in the underwriting analysis up to only 60 percent of value 
unless the borrower provides conclusive evidence that a higher percentage may be withdrawn 
after subtracting any federal income tax and any withdrawal penalties. Evidence of redemption 
is required. 

 Stocks and Bonds. The monthly or quarterly statement provided by the stockbroker or financial 
institution managing the portfolio may be used to verify the value of these securities. Actual 
receipt of funds must be verified and documented. 

 Cash Saved At Home. Borrowers who have saved cash at home and are able to demonstrate 
adequately the ability to do so are permitted to have this money included as an acceptable 
source of funds to close the mortgage. To include such funds in assessing the homebuyer's cash 
assets for closing, the money must be verified -- whether deposited in a financial institution or 
held by the escrow/title company -- and the borrower must provide satisfactory evidence of the 
ability to accumulate such savings. The asset verification process requires the borrower to 
explain in writing how such funds were accumulated and the amount of time taken to do so. 
The lender must determine the reasonableness of the accumulation of the funds based on the 
borrower's income stream, the time period during which the funds were saved, the borrower's 
spending habits, documented expenses and the borrower's history of using financial 
institutions. (All other factors being equal, individuals with checking and/or savings accounts are 
less likely to save money at home than an individual with no history of such accounts.) 

 Rent Credit. The cumulative amount of the rental payments that exceed the appraiser's 
estimate of fair market rent may be considered accumulation of the borrower's cash 
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Down Payment/ 
Funds to Close 

(cont) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

investment. Both the rent-with-option-to-purchase agreement and the appraiser's estimate of 
market rent must be included in the endorsement package. Conversely, if the sales agreement 
reveals that the renter has been living in the property (or one owned by the seller) rent-free, or 
that an agreement was made allowing the renter to occupy at a rental amount considerably 
below fair market value in anticipation of eventual purchase of the property, this situation must 
be treated as an inducement to purchase with an appropriate reduction to the mortgage. 
Exceptions may be granted in situations, such as when a builder fails to deliver a property at an 
agreed-to time and then permits the borrower to occupy that or another unit for less-than-
market rent temporarily until construction is complete. 

  
 Commission from Sale. If the borrower is a licensed real estate agent entitled to a real estate 

commission from the sale of the property being purchased, that amount may be used for the 
cash investment with no adjustment to the maximum mortgage required. A family member 
entitled to the commission also may provide gift funds to the homebuyer. 

 Disaster Relief Grants and Loans. Grants or loans from state and federal agencies [e.g., Federal 
Emergency Management Agency (FEMA)] that provide immediate housing assistance to 
individuals displaced due to natural disaster may be used for the borrower's cash investment. 
Secured or unsecured disaster relief loans administered by the Small Business Administration 
(SBA) also may be used. However, if the SBA loan will be secured against the property being 
purchased, it must be clearly subordinate to the FHA-insured mortgage. Any monthly payment 
arising from such a loan must be included in the qualifying ratios. 

 Cash Accumulated with Private Savings Clubs. Some borrowers may choose to use 
nontraditional methods of saving money by making deposits into private savings club. Often, 
these private savings clubs pool resources for use among the membership. 

 

If a homebuyer claims that the cash to close an FHA-insured mortgage is from savings held with 
a private savings club, the borrower must be able to adequately document the accumulation of 
those assets with the club. While such clubs are not supervised banking institutions, the clubs 
must -- at a minimum -- have account ledgers, receipts from the club, verification from the club 
treasurer, and identification of the club so that the lender can re-verify the information 
provided. The underwriter must be able to determine that it was reasonable for the borrower 
to have saved the money claimed and that there is no evidence these funds were borrowed 
with an expectation of repayment. 
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Escrow/ 
Escrow 

Holdbacks 

Escrows are required on all FHA loans. 
 
Escrow holdbacks are NOT allowed. 

Good Neighbor 
Next Door 

Features and 
requirements  

 

Must purchase a HUD owned home in a targeted area. Visit www.hudhomestore.com and click on 
Good neighbor Next door for borrower type to bring up eligible properties  
 
Eligible borrowers:  

• Law enforcement officer. 
• Firefighters. 
• Emergency medical Technicians (EMTS). 
• Private and public K-12 grade teachers (must buyer in same school district as working in). 
• Must be full time employees. 
 

Borrowers may not own or have owned property in the 12 months preceding the offer date.  
 

Borrower borrowers 50% of sales price and HUD carries a silent second for the remaining 50%. No 

interest or payments are required on this "silent second" mortgage if you live in 

the home for the entire 36 month occupancy period. You may be required to pay 

a pro - rata portion of the discount to HUD should you fail to fulfill the three year 

occupancy requirement.  

 
Down payment requirement is $100. 
  
Closing Costs and prepaids can be financed into the loan amount.  
 
Appraisal is provided by HUD. Repair escrows up to $5,000 will be considered on a case by case 
basis.  
 
All other standard credit income and documentation apply.  
 
 

 

Income 
documentation 

 
 
 
 
 
 
 
 
 
 
 
 

• Full Documentation type is permitted only. 
 
            4506T required to be executed by all borrowers on all loans. 
 

EFFECTIVE INCOME 

The anticipated amount of income, and the likelihood of its continuance, must be established to 
determine a borrower's capacity to repay mortgage debt. Income may not be used in calculating the 
borrower's income ratios if it comes from any source that cannot be verified, is not stable, or will not 
continue. This section describes acceptable types of income, procedures for calculating effective 
income, and requirements for establishing income stability. 

STABILITY OF INCOME 

We do not impose a minimum length of time a borrower must have held a position of employment 
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Income 
documentation 

(cont) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

to be eligible. However, the lender must verify the borrower's employment for the most recent two 
full years. If a borrower indicates he or she was in school or in the military during any of this time, the 
borrower must provide evidence supporting this claim, such as college transcripts or discharge 
papers. The borrower also must explain any gaps in employment spanning one month or more. 
Allowances for seasonal employment, such as is typical in the building trades, etc., may be made if 
documented by the lender. 

To analyze and document the probability of continued employment, lenders must examine the 
borrower's past employment record, qualifications for the position, previous training and education, 
and the employer's confirmation of continued employment. A borrower who changes jobs frequently 
within the same line of work, but continues to advance in income or benefits, should be considered 
favorably. In this analysis, income stability takes precedence over job stability. 

In some cases, a borrower may have recently returned to the work force after an extended absence. 
In these circumstances, the borrower's income may be considered effective and stable provided the 
following conditions apply: 

 The borrower has been employed in the current job for six months or more, and 
 The borrower can document a two-year work history prior to the absence from the work force. 

Acceptable documentation includes traditional employment verifications, copies of W-2s or 
paystubs. 

An example of an acceptable employment situation includes a person that took several years off 
of work to raise children and then returned to the workforce. Situations not meeting the criteria 
listed above may be considered as compensating factors only. 

SALARIES, WAGES, AND OTHER FORMS OF EFFECTIVE INCOME  

The income of each borrower to be obligated for the mortgage debt must be analyzed to determine 
whether it can reasonably be expected to continue through at least the first three years of the 
mortgage loan. If the borrower intends to retire during this period, the effective income must be the 
amount of documented retirement benefits, social security payments, or other payments expected 
to be received in retirement. No inquiry may be made regarding possible future maternity leave. 

In most cases, the borrower's income will be limited to salaries or wages. Income from other sources 
can be included as effective income with proper verification by the lender. Procedures for analyzing 
other acceptable income sources besides salaries and wages are described below: 

A. Overtime and Bonus Income. Both overtime and bonus income may be used to qualify if the 
borrower has been employed with the same employer for two years and received such income 
for the past two years and it is likely to continue. The lender must develop an average of bonus 
or overtime income for the past two years, and the employment verification must not state that 
such income is unlikely to continue. Periods of less than two years may be acceptable provided 
the lender justifies and documents in writing the reason for using the income for qualifying 
purposes.  An earnings trend also must be established and documented for overtime and bonus 
income. If either type shows a continual decline, the lender must provide a sound 
rationalization in writing for including the income for borrower qualifying. If bonus income 
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Income 
documentation 

(cont) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

varies significantly from year to year, a period of more than two years must be used in 
calculating the average income.  

B. Part-Time Income. Part-time/second job income, including employment in seasonal work, may 
be used in qualifying if the lender documents that the borrower has worked the part-time job 
uninterrupted for the past two years and will continue to do so. Seasonal employment (e.g., 
umpiring baseball games in summer, working at a department store during the holiday 
shopping season) is considered uninterrupted and may be used in qualifying if the lender 
documents that the borrower has worked the same type of job for the past two years and 
expects to be rehired during the next season. Income from a part-time position that has been 
received for less than two years may be included as effective income, provided the lender 
justifies and documents that the income's continuance is likely. Income from part-time positions 
not meeting these requirements may be considered as a compensating factor only. For 
qualification purposes, part-time income refers to jobs taken to supplement the borrower's 
income from regular employment (i.e., a second job -- not meaning primary jobs of less than 40 
hours per week.) If a borrower's regular employment involves less than a typical 40-hour 
workweek, the stability of that income should be evaluated as any other regular, ongoing 
primary employment. For example, a registered nurse may have worked 24 hours per week for 
the last year. Although this job requires less than 40 hours of work per week, it is the borrower's 
primary employment and is to be considered effective income. We recognize that many low- 
and moderate-income families rely on part-time and seasonal income for day-to-day needs. 
Lenders must not restrict the consideration of such income sources in qualifying these 
borrowers. 

C. Military Income. In addition to base pay, military personnel may be entitled to additional forms 
of pay. Income from variable housing allowances, clothing allowances, flight or hazard pay, 
rations, and proficiency pay is acceptable, provided its probability of continuance is verified in 
writing. An additional consideration may be the tax-exempt nature of some of these payments 
(see paragraph Q for additional information.) 

D. Commission Income. Commission income must be averaged over the previous two years. The 
borrower must provide copies of signed tax returns for the last two years, along with the most 
recent pay stub. (Unreimbursed business expenses must be subtracted from gross income.) 
Individuals whose commission income shows a decrease from one year to the next require 
significant compensating factors to allow for loan approval. Borrowers with commission income 
received for more than one but less than two years may be considered favorably provided the 
underwriter is able to make a sound rationalization for acceptance and can document the 
likelihood of continuance. Commissions earned for less than one year are not considered 
effective income. Exceptions may be made for situations in which the borrower's compensation 
was changed from a salary to commission within a similar position with the same employer. A 
borrower also may qualify when the portion of earnings not attributed to commissions would 
be sufficient to qualify the borrower for the mortgage.  (Borrower must be employed with the 
same employer for two years to use commission income)  

E. Retirement and Social Security Income. Retirement and social security income require 
verification from the source (former employer, Social Security AUS Administration) or federal 
tax returns. If any benefits expire within the first full three years, the income source may be 
considered only as a compensating factor. 

F. Alimony, Child Support, or Maintenance Income. Income in this category may be considered as 
effective if such payments are likely to be consistently received for the first three years of the 
mortgage. The borrower must provide a copy of the final divorce decree, legal separation 
agreement, or voluntary payment agreement, as well as evidence that payments have been 
received during the last twelve months. Acceptable evidence of payment regularity includes 
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canceled checks, deposit slips, tax returns, and court records. Periods less than twelve months 
may be acceptable, provided the payer's ability and willingness to make timely payments is 
adequately documented by the lender 

G. Notes Receivable. A copy of the note must be presented to establish the amount and length of 
payment. The borrower also must provide evidence that these payments have been received 
consistently for the last twelve months, which may include deposit slips, canceled checks, or tax 
returns. If the borrower is not the original payee on the note, the lender must also establish 
that the borrower is now a holder in due course and able to enforce the note. 

H. Interest and Dividends. Interest and dividend income may be used, provided that 
documentation (tax returns or account statements) supports a two-year history of receipt. This 
income must be averaged over the two years. Any funds derived from these sources and 
required for the cash investment must be subtracted before the projected interest or dividend 
income is calculated. 

I. Mortgage Credit Certificates. If a government entity subsidizes the mortgage payments, either 
through direct payments or through tax rebates, these payments can be considered as 
acceptable income if verified in writing. Either type of subsidy may be added to gross income or 
may be used to directly offset the mortgage payment before calculating the qualifying ratios. 

J. Employer Differential Payments. If the employer subsidizes the mortgage payments through 
direct payments, the amount of the payments is considered gross income; it may not be used to 
offset the mortgage payment directly, even if the employer pays the servicing lender directly. 

K. VA Benefits. Direct compensation, such as for a service-related disability, is acceptable, subject 
to documentation from the VA. Education benefits, used to offset education expenses, are not 
acceptable. 

L. Government Assistance Programs. Income received from government assistance programs is 
acceptable, subject to documentation from the paying agency, provided the income is expected 
to continue at least three years. If the income is not expected to be received for at least three 
years, such income may be considered as a compensating factor. (Unemployment income must 
be documented for two years. Reasonable assurance of its continuance is also required. This 
requirement may apply to individuals employed on a seasonal basis, such as farm workers, 
resort employees, etc.) 

M. Rental Income. Rent received for properties owned by the borrower is acceptable if the lender 
can document that the rental income is stable. Examples of stability may include a current 
lease, an agreement to lease, or a rental history over the previous 24 months that is free of 
unexplained gaps greater than three months. (Student, seasonal, or military renters, or property 
rehabilitation would provide such an explanation). A separate schedule of real estate is not 
required for rental properties, provided all properties are shown on the URLA.If the borrower 
resides in one or more units of a multiple-unit property and charges rent to tenants of other 
units, that rent may be used for qualifying purposes. However, projected rent of additional units 
only and not the owner-occupied unit(s) may be considered gross income only after deducting 
the HOC's vacancy and maintenance factor. They may not be used as a direct offset to the 
mortgage payments. 

Income from roommates in a single-family property to be occupied as the borrower's primary 
residence is not acceptable. Rental income from boarders is acceptable if the boarders are 
related by blood, marriage, or law. The rental income may be considered effective income if 
shown on the borrower's tax returns. Otherwise, the income only may be considered a 
compensating factor and must be documented adequately by the lender. 
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The following is required to verify all rental income: 

1. Schedule E of IRS Form 1040. Depreciation may be added back to the net income or loss 
shown on Schedule E. Positive rental income is considered gross income for qualifying 
purposes; negative rental income must be treated as a recurring liability. The lender must 
be certain that the borrower still owns each property listed, by comparing the Schedule E 
with the real estate owned section of the residential loan application. (If the borrower in 
the same general area owns six or more units, a map disclosing the locations must be 
submitted evidencing compliance with FHA's seven-unit limitation. See paragraph 4-8 for 
additional information.) 

2. Current Leases. If a property was acquired since the last income tax filing and is not shown 
on Schedule E, a current signed lease or other rental agreement must be provided. The 
gross rental amount must be reduced for vacancies and maintenance by 25 percent (or the 
percentage developed by the jurisdictional HOC), before subtracting PITI and any 
homeowners' association dues, etc., and applying the remainder to income (or recurring 
debts, if negative). 

 

 3. Calculate the total fixed payment-to-income ratio (bottom or back-end ratio) by dividing 
the borrower's total monthly obligations, including any net loss from the subject 
investment property, by the borrower's total monthly gross income. 

 

N. Automobile Allowances and Expense Account Payments. Only the amount by which the 
borrower's automobile allowance or expense account payments exceed actual expenditures 
may be considered income. The borrower must provide IRS Form 2106, Employee Business 
Expenses, for the previous two years to establish the amount of income that may be added to 
gross income. The borrower also must provide verification from the employer that these 
payments will continue. (If these calculations show a loss, that amount must be treated as a 
recurring debt. If the borrower uses the standard per-mile rate in calculating automobile 
expenses, as opposed to the actual cost method, the portion that the IRS considers depreciation 
may be added back to income.) Additionally, the borrower's monthly car payment must be 
treated as a recurring debt; it may not be offset by the car allowance. 

O. Trust Income. Income from trusts may be used if guaranteed, constant payments will continue 
for at least the first three years of the mortgage term. Documentation is required and includes a 
copy of the Trust Agreement, or other trustee's statement, confirming amount, frequency of 
distribution, and duration of payments. Funds from the trust account also may be used for the 
required cash investment with adequate documentation. 

P. Nontaxable Income. If a particular source of regular income is not subject to federal taxes (e.g., 
certain types of disability and public assistance payments, military allowances), the amount of 
continuing tax savings attributable to the nontaxable income source may be added to the 
borrower's gross income. The percentage of income that may be added may not exceed the 
appropriate tax rate for that income amount, and no additional allowances for dependents are 
acceptable. The lender must document and support the adjustments (the amount the income is 
"grossed up") made for any nontaxable income source. Child support income cannot be grossed 
up. The lender should use the tax rate used to calculate last year's income tax for the borrower. 
If the borrower is not required to file a federal income tax return, the tax rate to use is 25 
percent. 

Q. Projected Income. Projected or hypothetical income is not acceptable for qualifying purposes. 
However, exceptions are permitted to this rule for income from cost-of-living adjustments, 
performance raises, bonuses, etc., which are both verified by the employer in writing and 
scheduled to begin within 60 days of loan closing. If a borrower is about to start a new job and 
has a guaranteed, non-revocable contract for employment that will begin within 60 days of loan 
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closing, the income is acceptable for qualifying purposes. The lender also must verify that the 
borrower will have sufficient income or cash reserves to support the mortgage payments and 
any other obligations during the interim between loan closing and the start of employment. 
(This condition may be appropriate for situations such as teachers whose contracts will begin 
with the new school year, or physicians who will begin residency after the loan is scheduled to 
close.) However, if the loan will close more than 60 days before the borrower's employment 
begins, the loan is not eligible for endorsement until the lender provides a pay stub or other 
acceptable evidence that the borrower has begun the new job. 

EMPLOYMENT BY FAMILY OWNED BUSINESSES  

Borrowers employed at businesses owned by their family member(s) are required to provide 
additional income documentation. These borrowers must provide the normal verification of 
employment, pay stubs, and evidence that they are not an owner of the business. This evidence may 
include copies of the borrower's signed personal tax returns or a signed copy of the corporate tax 
return showing ownership percentages.  CPA letter will not be accepted. 

SELF-EMPLOYED BORROWERS 

A borrower with a 25 percent or greater ownership interest in a business is considered self-employed 
for FHA mortgage loan underwriting purposes. 

The following conditions apply to underwriting self-employed borrowers: 

A. Minimum Length of Self-Employment. Income from self-employment is considered stable and 
effective if the borrower has been self-employed for two or more years. The high probability of 
failure during the first few years of a business makes the following requirements necessary for 
individuals who have been self-employed less than two years: 

1. Between One and Two Years. An individual self-employed between one and two years 
must have at least two years of documented previous successful employment (or a 
combination of one year of employment and formal education or training) in the line of 
work in which the borrower is self-employed or in a related occupation to be eligible. 

2. Less than One Year. The income from a borrower self-employed less than one year may 
not be considered effective income. 

 

B. Documentation Requirements. The following documents are required from self-employed 
borrowers: 

1. Signed and dated individual tax returns, plus all applicable schedules, for the most recent 
two years. 

2. Signed copies of federal business income tax returns for the last two years, with all 
applicable schedules, if the business is a corporation, an S corporation, or a partnership. 

3. A year-to-date profit-and-loss (P&L) statement and balance sheet. 

4. A business credit report on corporations and S corporations. 
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Liabilities 

(cont) 

 Recurring Obligations. The borrower's liabilities include all installment loans, revolving charge 
accounts, real estate loans, alimony, child support, and all other continuing obligations. In 
computing the debt-to-income ratios, the lender must include the monthly housing expense 
and all other additional recurring charges extending ten months or more, including payments on 
installment accounts, child support or separate maintenance payments, revolving accounts and 
alimony, etc. Debts lasting less than ten months must be counted if the amount of the debt 
affects the borrower's ability to make the mortgage payment during the months immediately 
after loan closing; this is especially true if the borrower will have limited or no cash assets after 
loan closing.  

The following additional information deals with revolving accounts and alimony payments: 

1. Revolving Accounts. If the account shown on the credit report has an outstanding balance, 
monthly payments for qualifying purposes must be calculated at the greater of 5 percent 
of the balance or $10 (unless the account shows a specific minimum monthly payment). 

2. Alimony. Because of the tax consequences of alimony payments, the lender may choose to 
treat the monthly alimony obligation as a reduction from the borrower's gross income in 
calculating qualifying ratios, rather than as a monthly obligation. 

 

 Contingent Liabilities. A contingent liability exists when an individual will be held responsible 
for payment of a debt, should another party, jointly or severally obligated, default on that 
payment. Unless the borrower can provide conclusive evidence from the debt holder that there 
is no possibility the debt holder will pursue debt collection against him or her should the other 
party default, the following rules apply to contingent liabilities: 

1. Mortgage Assumptions. When a borrower remains obligated on an outstanding FHA-
insured, VA-guaranteed, or conventional mortgage secured by a property that has been 
sold or traded within the last twelve months without a release of liability, or is to be sold 
on assumption without a release of liability being obtained, contingent liability must be 
considered unless: 

a. The originating lender of the mortgage being underwritten obtains from the servicer 
of the assumed loan a payment history showing that mortgage has been current 
during the previous 12 months; or 

b. An appraisal or closing statement from the sale of the property supports a value that 
results in a 75 percent LTV ratio [i.e., the outstanding balance on the mortgage loan 
(minus any UFMIP, if applicable) cannot exceed 75 percent of the appraised value or 
sales price]. 

 

2. Cosigned Obligations. If the individual applying for an FHA-insured mortgage is a cosigner -
- or is otherwise co-obligated on a car loan, student loan, mortgage, or any other 
obligation -- contingent liability applies unless the lender obtains documented proof that 
the primary obligor has been making payments during the previous 12 months on a regular 
basis and does not have a history of delinquent payments on the loan. 

 

 Projected Obligations. If a debt payment, such as a student loan, is scheduled to begin within 
twelve months of the mortgage loan closing, the lender must include the anticipated monthly 
obligation in the underwriting analysis, unless the borrower provides written evidence that the 
debt will be deferred to a period outside this time frame. Similarly, balloon notes that come due 
within one year of loan closing must be considered in the underwriting analysis. 
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 Obligations Not Considered Debt. Obligations not to be considered debt (or subtracted from 
gross income) include federal, state, and local taxes; FICA or other retirement contributions 
such as 401(k) accounts (including repayment of debt secured by these funds); commuting 
costs; union dues; open accounts with zero balances; automatic deductions to savings accounts; 
child care; and voluntary deductions. 

 
PAYOFF OF REVOLVING DEBT TO QUALIFY 
• Allowed.  

 

Non-purchasing Spouses. If required by state law in order to perfect a valid and enforceable 
first lien, the non-purchasing spouse may be required to sign either the security instrument or 
documentation evidencing that he or she is relinquishing all rights to the property. If the non-
purchasing spouse executes the security instrument for such reasons, he or she is not 
considered a borrower for our purposes and need not sign the loan application. In all other 
cases, the non-purchasing spouse is not to appear on the security instrument or otherwise 
take title to the property at loan settlement. 

Where there are non-purchasing spouses who sign security instruments relinquishing their 
rights to the property pursuant to applicable state laws, these non-purchasing spouses do not 
have to sign the mortgage note. Signing the security instrument for such purposes does not 
make the non-purchasing spouse a co-borrower. 

Except for the obligations specifically excluded by state law, the debts of the non-purchasing 
spouse must be included in the borrower's qualifying ratios if the borrower resides in a 
community property state or the property to be insured is located in a community property 
state. Although the non-purchasing spouse's credit history is not to be considered a reason for 
credit denial, a credit report that complies with the requirements of paragraph 2-4 must be 
obtained for the non-purchasing spouse in order to determine the debt-to-income ratio. 

 
 

 

Loan Terms 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 30 year fixed rate  

 15 year fixed rate 

 5/1 ARM 

 3/1 ARM 

 2-1 buy-downs allowed – Calculated using the actual payment method for pricing. 
 

 
Maximum Loan Amount/LTV / CLTV 

              LTV           CLTV 
Purchase            96.5%        100% 
Rate and Term  97.75%      97.75%                                        
Cash out             85%           85% 

 

The maximum insurable mortgage is the lesser of: (1) the statutory loan limit for the area (typically a 
county or metropolitan statistical area (MSA)) or (2) the applicable loan-to-value (LTV) limit.  
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Loan Terms 
(cont) 

Most FHA mortgages require payment of an up-front mortgage insurance premium (UFMIP). The 
statutory loan amount and loan-to-value limits described in this Handbook do not include the UFMIP. 

LTV is based on base loan amount before adding Up Front MIP.   

Additions to the Mortgage Amount. In some cases, the maximum mortgage amount may be 
increased. Except for solar energy systems discussed below, an increase generally is permitted only 
when the appraised value exceeds the sales price. Only the amount by which the value exceeds the 
sales price may be added; any remaining costs become part of the borrower's settlement 
requirements. The following may result in an increase to the mortgage amount: 

1. Repairs and improvements. Repairs and improvements required by the appraiser as essential 
for property eligibility and to be paid by the borrower may be added to the sales price before 
calculating the mortgage amount. (The appraised value will reflect these requirements.) For the 
cost of repairs and improvements to be eligible for inclusion in the mortgage amount, the sales 
contract or addendum must identify the borrower as responsible for paying for or otherwise 
completing the repairs or improvements. 

The amount that may be added to the sales price before calculating the maximum mortgage 
amount is the lowest of: 

a. The amount the value of the property exceeds the sales price; or 

b. The appraiser's estimate of repairs and improvements; or 

c. The amount of the contractor's bid, if available. 

Only repairs and improvements required by the appraiser may be included. Any repairs 
completed by the borrower on the property before the appraisal is made are not eligible for 
inclusion in calculating the maximum mortgage. The amount that cannot be financed into the 
mortgage will become part of the borrower's required cash investment. 

If repairs cannot be completed before loan closing due to weather-related delays, the lender 
must establish an escrow account to ensure eventual completion of all required repairs. See 
HUD Handbook 4145.1 REV-2 for details. 

2. Solar Energy Systems. The cost of solar energy systems may be added directly to the mortgage 
amount (before adding the UFMIP) after applying the LTV ratio limits. The statutory mortgage 
limit for the area also may be exceeded by 20 percent to accommodate the cost of the system. 

The amount that may be added to the mortgage is limited to the lesser of the solar energy 
system's replacement cost or its effect on the property's market value. Both active and passive 
solar systems are acceptable, as are wind-driven systems. See HUD Handbooks 4150.1 REV-1 
and 4930.2 for details. 
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Upfront and 
Monthly 

 

The UFMIP for purchase transactions and full qualifying FHA refinances is 1.00%.  The Chart below 

reflects the monthly MIP factors. 

LTV Annual for Loans >15 Years) LTV Annual for Loans < 15 Years 

< 95 1.10% < 90 .25% 

> 95 1.15% > 90 .50% 

 

Maximum 
Mortgage 

Calculation 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The maximum insurable mortgage is the lesser of the 
• statutory loan limit for the area (typically a county, or metropolitan statistical area (MSA), 
or 
• Applicable loan-to-value (LTV) limit, applied to the lesser of − the sales price, or the 
appraised value. or 

The current statutory maximums can be found at the web site below 
 
https://entp.hud.gov/idapp/html/hicostlook.cfm 

Certain types of loan transactions affect the amount of financing available and the calculation of the 
maximum mortgage. These transactions include identity-of-interest, properties with non-occupying 
co-borrowers, three- and four-unit properties, properties for which a house will be constructed by 
the borrower on his or her own land or as a general contractor, payoffs of land contracts, and 
transactions involving properties under construction or less than a year old.  

A. Identity-of-Interest Transactions. Identity-of-interest transactions on principal residences are 
restricted to a maximum LTV ratio of 85 percent. Identity-of-interest is defined as a sales 
transaction between parties with family relationships or business relationships. However, 
maximum financing above 85 percent LTV is permissible under the following circumstances: 

1. A family member purchases another family member's home as a principal residence. 

If a property is sold from one family member to another and is the seller's investment 
property, the maximum mortgage is the lesser of either: 

 

a. 85 percent of the appraised value, or 

b. The appropriate LTV ratio percentage applied to the sales price, plus or minus 
required adjustments. 

The 85 percent limit may be waived if the family member has been a tenant in the 
property for at least six months immediately predating the sales contract. A lease or 
other written evidence must be submitted to verify occupancy. 

 

https://entp.hud.gov/idapp/html/hicostlook.cfm
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2. An employee of a builder purchases one of the builder's new homes or models as a 
principal residence. 

3. A current tenant purchases the property that he or she has rented for at least six months 
immediately predating the sales contract. (A lease or other written evidence must be 
submitted to verify occupancy.) 

4. A corporation transfers an employee to another location, purchases that employee's 
home, and then sells the home to another employee. 

 

B. Non-occupying Borrowers. When there are two or more borrowers, but one or more will not 
occupy the property as a principal residence, the maximum mortgage is limited to a 75 percent 
LTV. However, maximum financing, is available for borrowers related by blood, marriage or law 
(spouses, parent-child, siblings, stepchildren, aunts-uncles/nieces-nephews, etc.), or for 
unrelated individuals that can document evidence of a family type, longstanding, and 
substantial relationship not arising out of the loan transaction. All borrowers, regardless of 
occupancy status, must sign the security instrument and mortgage note. If a parent is selling to 
a child, the parent cannot be the co-borrower with the child on the new mortgage unless the 
loan-to-value is 75 percent or less. (Purchases Only) 

To reduce risk exposure, mortgages with non-occupying co-borrowers are limited to one-unit 
properties if the LTV will exceed 75 percent. While we do not object to legitimate transactions 
in which non-occupant borrowers assist in the financing of the property -- such as when parents 
help their children buy a first home -- this arrangement may not be used by non-occupant 
borrowers to develop a portfolio of rental properties. The degree of financial contribution by 
the non-occupant borrower, and the number of properties similarly owned may indicate that an 
investor loan has become the practical reality and that, in effect, family members are acting as 
"straw buyers." FHA does not impose additional underwriting criteria on such transactions, such 
as specific qualifying ratios the occupying-borrower must meet individually. Lenders must judge 
each transaction on its merits. 

C. Three- and Four-Unit Properties. Regardless of occupancy status, the property must be self-
sufficient (i.e., the maximum mortgage is limited so that the ratio of the monthly mortgage 
payment, divided by the monthly net rental income, does not exceed 100 percent). The 
mortgage calculations described below are in addition to the standard calculations. 

1. The monthly payment is the principal, interest, taxes, and insurance (PITI), including 
mortgage insurance, plus any homeowners' association dues, computed at the note rate 
(no consideration for buy downs may be given). 

2. Net rental income is the appraiser's estimate of fair market rent from all units, including 
the unit chosen by the borrower for occupancy, less the appraiser's estimate for vacancies 
or the vacancy factor used by the jurisdictional HOC, whichever is greater.  90% of this 
value is used to offset debt. 

This calculation is used only to determine the maximum loan amount. Borrowers must still 
qualify for the mortgage based on income, credit, cash to close, and the projected rents 
received from the remaining units. The projected rent may only be considered as gross 
income for qualifying purposes; it may not be used to offset the monthly mortgage 
payment. 

3. The borrower must have reserves equivalent to three months' PITI after closing on 
purchase transactions. Reserves cannot be derived from a gift. 
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D. Building on Own Land. If the borrower acts as a general contractor, and builds a house on land 
that the borrower already owns, or acquires land separately, maximum financing is available if 
the borrower receives no cash from the settlement. The appropriate LTV limits are applied to 
the lesser of: 

1. The appraised value; or 

2. The documented acquisition cost of the property, which includes: (a) the builder's price, or 
the sum of all subcontractor bids, materials, etc.; (b) cost of the land (if the land has been 
owned more than six months or was received as an acceptable gift, the value of the land 
may be used instead of its cost); (c) interest and other costs associated with any 
construction loan obtained by the borrower to fund construction of the property; (d) the 
closing costs to be paid by the borrower; and (e) reasonable discount points. 

Equity in the land (value or cost, as appropriate, minus the amount owed) may be used for the 
borrower's entire cash investment. However, if the borrower receives more than $500 cash at 
closing, the loan is limited to 85 percent of the sum of the appraised value and allowable closing 
costs. Replenishment of the borrower's own cash expended during construction is not 
considered as "cash back," provided the borrower can substantiate with canceled checks and 
paid receipts all out-of-pocket funds used for construction. 

E. Paying Off Land Contracts. If the borrower will use the loan to complete payment on a land 
contract, contract for deed, or other similar type financing arrangement in which the borrower 
does not have title to the property, the new mortgage may be processed as either a purchase or 
a refinance transaction with maximum FHA-insured financing if the borrower receives no cash at 
closing. If all loan proceeds are used to pay the outstanding balance on the land contract and 
eligible repairs, renovations, etc., the appropriate LTV ratio is applied to the lesser of: 

1. The appraised value; or 

2. The total cost to acquire the property (the original purchase price, plus any documented 
costs the purchaser incurs for rehabilitation, repairs, renovation, or weatherization), plus 
allowable closing costs and, if treated as a refinance, reasonable discount points. 

Equity in the property (original sales price minus the amount owed) may be used for the 
borrower's entire cash investment. However, if the borrower receives more than $250 cash at 
closing, the loan is limited to 85 percent of the sum of the appraised value and allowable closing 
costs. Replenishment of the borrower's own cash expended for repairs, improvements, 
renovation, etc., is not considered as "cash back," provided the borrower can substantiate with 
canceled checks and paid receipts all out-of-pocket funds spent for those purposes. 

F. Properties Under Construction or Existing Construction Less than One Year Old  Properties not 
meeting the criteria shown below are considered as under construction or existing construction 
-- less than one year old and are limited to 90 percent financing, i.e., 90 percent of the lesser of 
the appraiser's estimate of value or sales price, plus or minus the adjustments required by 
paragraph 1-7, A-C of HUDs handbook. For a property to be eligible for greater than 90 percent 
financing, whether or not it has been previously occupied, it must meet one of the criteria 
described below. Otherwise, the property is classified as "under construction" or "less than one 
year old" and is limited to 90 percent financing. 
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1. Construction was completed more than one year preceding the borrower's signature on 
the Addendum to Uniform Residential Loan Application (form HUD-92900-A, page 2); or 

2. The dwelling's site plans and materials were approved by the Department of Veterans 
Affairs (VA), an eligible DE underwriter, or a builder under FHA's builder certification 
procedures, (see HUD Handbook 4145.1 REV-2) before construction began; or 

3. The local jurisdiction has issued both a building permit (prior to construction) and a 
Certificate of Occupancy or equivalent. (NOTE: This paragraph does not apply to 
condominiums or manufactured housing because of the special circumstances regarding 
their approval.); or 

4. The dwelling is covered by a builder's ten-year insured warranty plan that is acceptable to 
HUD; or 

5. The dwelling will be moved to a new location and the property is eligible for an insured 
mortgage at the new location by one of the methods described in 2 above. 

  

 

Number of 
Properties 

owned/financed 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Number of 
Properties 

To prevent circumvention of the restrictions on FHA-insured mortgages to investors, we generally 
will not insure more than one mortgage for any borrower. Any person individually or jointly owning a 
home covered by a mortgage insured by FHA in which ownership is maintained may not purchase 
another principal residence with FHA mortgage insurance except under the situations described 
below. Properties previously acquired as investment properties are not subject to these restrictions. 

We will not insure a mortgage if we conclude that the transaction was designed to use FHA mortgage 
insurance as a vehicle for obtaining investment properties, even if the property to be encumbered 
will be the only one owned using FHA mortgage insurance. We do not object to homebuyers using 
FHA mortgage insurance more than once if compatible with the homebuyer's needs and resources as 
follows: 

A. Relocations. If the borrower is relocating and reestablishing residency in another area not 
within reasonable commuting distance from the current principal residence, the borrower may 
obtain another mortgage using FHA insured financing and is not required to sell the existing 
property covered by a FHA-insured mortgage. The relocation need not be employer mandated 
to qualify for this exception. Further, if the borrower returns to an area where he or she owns a 
property with an FHA-insured mortgage, it is not required that the borrower reestablish primary 
residency in that property in order to be eligible for another FHA insured mortgage. 

B. Increase in Family Size. The borrower may be permitted to obtain another home with an FHA-
insured mortgage if the number of legal dependents increases to the point that the present 
house no longer meets the family's needs. The borrower must provide satisfactory evidence of 
the increase in dependents and the property's failure to meet the family's needs. The borrower 
also must pay down the outstanding mortgage balance on the present property to a 75 percent 
or lower loan-to-value (LTV) ratio. A current residential appraisal must be used to determine 
LTV compliance. Tax assessments, market analyses by real estate brokers, etc., are not 
acceptable as proof of LTV compliance. 

C. Vacating a Jointly Owned Property. If the borrower is vacating a residence that will remain 
occupied by a co-borrower, the borrower is permitted to obtain another FHA-insured mortgage. 
Acceptable situations include instances of divorce, after which the vacating ex-spouse will 
purchase a new home, or one of the co-borrowers will vacate the existing property. 

D. Non-occupying Co-Borrower. A non-occupying co-borrower on property being purchased with 
an FHA-insured mortgage as a principal residence by other family members may have a joint 
interest in that property as well as in a principal residence of their own with a FHA-insured 
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owned/financed 
(cont) 

mortgage. (See below under Non-occupying Co-borrower for additional information). 

Under no circumstances may investors use the exceptions described above to circumvent FHA's 
ban on loans to private investors and acquire rental properties through purportedly purchasing 
"principal residences." Considerations in determining the eligibility of a borrower for one of 
these exceptions are the length of time the previous property was owned by the borrower and 
the circumstances that compel the borrower to purchase another residence with an FHA-
insured mortgage. In all other cases, the purchasing borrower either must pay off the FHA-
insured mortgage on the previous residence or terminate ownership of that property before 
acquiring another FHA-insured mortgage. 

 
 

Occupancy Owner occupied properties only. 
 

 

Property 
Eligibility 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Property 
Eligibility 

(cont) 

ELIGIBLE PROPERTY TYPES 
 
Å 1-4 UNITs 
Å PUD, Detached or Attached: 
Å Condos  - Warrantable only – see Condo Section for details 

 
INELIGIBLE PROPERTY TYPES 
 

 Purchase transactions of Properties sold at auction by the builder, developer or construction 
lender. 

 Properties purchased from a builder who is purchasing the borrower’s existing residence 

 Houseboats 

 Vacant land 

 Coops or Condo-Hotels 

 Timeshares, syndicated units or segmented ownership projects 

 Properties located in a coastal barrier resource system, federally declared wetlands or other 
federally protected areas. 

 Properties which represent an illegal use under zoning regulations, or subject to hazards, 
noxious odors, etc. 

 Properties on Native American Reservations 

 Manufactured Homes and other Factory Built Housing 

 Properties that are landlocked, without full utilities and/or not accessible year round 

 Non-Warrantable Condo 

 Refinances on Properties listed For Sale in the last 6 months prior to loan application 

 Working farm, ranch or orchard 
Å Hobby farms  
Å Unique properties 

 
 
Assignment of Purchase Contract  
Transactions where the purchase contract is in the name of the “borrower and/or assignees”, “seller 
and/or assignees”, or “borrower and/or nominees” or has been assigned to the borrower or seller 
are NOT acceptable.  
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Auctioned Properties 
Properties sold at auction by the builder, developer or construction lender are not eligible.    An 
individual or spot auction, due to probate or non-tract non-builder foreclosure, is generally 
acceptable.  These will be reviewed on an exception, case by case basis. 
 
 
Purchase Money Transactions: The purchase contract for all purchase money transactions must be 
provided to the appraiser so that sales contributions or concessions can be accounted for in the 
valuation 

 
 

Ratios 55% maximum DTI regardless of  AUS Findings 
 

 

Refinances 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

A refinance transaction involves repaying an existing real estate debt from the proceeds of a new 
mortgage that has the same borrower(s) and the same property. As long as the borrower has legal 
title (even though not originally on the loan), the borrower is eligible to refinance the loan. 

The following must be considered when processing a refinance transaction: 

A. Maximum Percentage of Financing: The maximum percentage of financing is governed by the 
occupancy status of the property, the use of the loan proceeds, and how and when the property 
was purchased. FHA will insure several different types of refinance transactions including 
streamline refinances (see separate guidelines) of existing FHA-insured mortgages made with 
and without appraisals, "no cash-out" refinances of conventional and FHA-insured mortgages 
where all proceeds are used to pay existing liens and costs associated with the transaction, and 
"cash-out" refinances. 

B. Maximum Term. The maximum term of any refinance with an appraisal is 30 years. A 
streamline refinance without an appraisal is limited to the remaining term of the existing 
mortgage plus 12 years (not to exceed 30 years). 

C. Reusing an Appraisal. FHA appraisals on existing properties remain valid for six months. 
However, they cannot be reused during this period once the mortgage, for which the appraisal 
was ordered, has closed. An appraisal used for the purchase of a property cannot be used again 
for a subsequent refinance, even if six months have not passed. A new appraisal is required for 
each refinance transaction requiring an appraisal. 

D. Refinance Authorization. A lender must obtain a Refinance Authorization Number from the FHA 
Connection or functional equivalent for all FHA-to-FHA refinances. 

E. "Skipped" Payments Not Acceptable. Lenders are not permitted to allow borrowers to "skip" 
payments. The borrower is either to make the payment when it is due or bring the monthly 
mortgage payment check to settlement. When the new mortgage amount is calculated, FHA 
does not permit the inclusion of any mortgage payments "skipped" by the homeowner in the 
new mortgage amount. For example, a borrower whose mortgage payment is due June 1 and 
expects to close the refinance before the end of June is not permitted to roll the June mortgage 
payment into the new FHA loan amount. 

MORTGAGE AMOUNTS ON REFINANCES  

A. "No Cash-Out" Refinances with Appraisals (Credit Qualifying). The maximum mortgage is the 
lower of the loan-to-value or the existing debt calculation described below, and may never 
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Refinances 

(cont) 
 
 
 
 

exceed the statutory limit except by the amount of any new up-front MIP: 

1. LTV Ratio Applied to Appraised Value: Multiply the appraised value of the property by the 
appropriate factor, as shown in the chart below, for the property's value and the state 
where it is located. (A list of states and their closing costs averages may be found in 
Appendix II.) Any appraisal requirements, including repairs, must be complied with before 
the mortgage is eligible for insurance endorsement. 

 
2. Existing Debt. Add together the amount of the existing first lien, any purchase money 

second mortgage, any junior liens over 12 months old, closing costs, prepaid expenses, 
borrower paid repairs required by the appraisal, discount points, and other fees as 
determined acceptable by the appropriate HOC and then subtract any refund of UFMIP. (If 
any portion of the funds of an equity line of credit in excess of $1000 was advanced within 
the past twelve months and was for purposes other than repairs and rehabilitation of the 
property, the line of credit is not eligible for inclusion in the new mortgage.) 

The amount of the existing first mortgage may include the interest charged by the 
servicing lender when the payoff will not likely be received on the first day of the month 
(as is typically assessed on FHA-insured mortgages). The amount also may include any 
prepayment penalties assessed on a conventional mortgage or FHA Title I loan. The 
amount of the existing first mortgage may not include delinquent interest, late charges, or 
escrow shortages. Prepaid expenses may include the per diem interest to the end of the 
month on the new loan, hazard insurance premium deposits, mortgage insurance 
premium, and any real estate tax deposits needed to establish the escrow account. 

Subordinate liens, including credit lines, regardless of when taken, may remain 
outstanding, provided the FHA-insured mortgage meets our eligibility criteria for 
mortgages with secondary financing as described in Section 5 of this chapter. 

If the purpose of the new loan is to refinance an existing mortgage to buy out an ex-
spouses or other co-borrower's equity, the specified equity to be paid is considered 
property-related indebtedness and is eligible for inclusion in calculating the new mortgage. 
The divorce decree, settlement agreement, or other bona fide equity agreement must be 
provided to document the equity awarded to the ex-spouse or co-borrower. 

If the property was acquired less than one year before the loan application and is not 
already FHA-insured, in addition to the calculations described above, the original sales 
price of the property also must be considered in determining the maximum mortgage. With 
conclusive documentation, expenditures for repairs and rehabilitation incurred after the 
purchase of the property may be added to the original sales price in calculating the 
mortgage amount. 

 

B. "Cash-out" Refinances. "Cash-out" refinances are only permitted on owner-occupied principal 
residences and are limited to a combined LTV (FHA-insured first and any subordinate liens) of 
85 percent of the appraised value, provided the property has been owned by the borrower for 
at least one year. If the property was purchased less than one year preceding the loan 
application, the mortgage amount must be calculated using the lesser of the appraised value or 
the original sales price of the property multiplied by 85 percent. Properties owned free and 



  FHA Loan Program Guidelines 

USA DIRECT FUNDING FHA Guidelines – Last Updated 04/18/2011 Page 26 

 

clear may be refinanced as cash-out transactions. 

"Cash-out" refinances for debt consolidation represent considerable risk, especially if the 
borrowers have not had an attendant increase in income. Such transactions must be carefully 
evaluated. 

 

 
 

Seller 
Contributions 

 
 
6% maximum 
 
 
 

 

Subordinate 
Financing 

 
 
 
 
 
 

Any financing (other than the FHA-insured first mortgage) that creates a lien against the property is 
considered secondary financing and not a gift, even if it is a "soft" or "silent" second (i.e., has no 
monthly repayment provisions) or has other features forgiving the debt. 

Documentation from the provider of the secondary financing must show the amount of funds 
provided to the borrower in each transaction and copies of the loan instruments are to be included 
in the endorsement binder. Costs incurred for participating in a down payment assistance secondary 
financing program may only be included in the amount of the second lien. FHA reserves the right to 
reject any secondary financing that does not serve the needs of the intended borrower or where it 
believes the costs to the participants outweigh the benefits derived by the homebuyer. Permissible 
secondary financing arrangements include: 

 Government Agencies.  
 Nonprofit Agencies.  
 Other Organizations and Private Individuals. Other organizations and private individuals may 

provide secondary financing under the following conditions: 

1. The combined amount of the first and second mortgages do not exceed the applicable LTV 
ratio and the maximum mortgage limit for the area. 

2. The repayment terms of the second mortgage must not provide for a balloon payment 
before ten years (or other such term acceptable to FHA), unless the property is sold or 
refinanced, and must permit prepayment by the borrower, without penalty, after giving the 
lender 30 days advance notice. 

3. The required monthly payment under the insured mortgage and the second mortgage or 
lien, plus other housing expenses and all recurring charges, cannot exceed the borrower's 
reasonable ability to pay. Any periodic payments due on the second mortgage are due 
monthly and are essentially the same in dollar amount. 

  

Title Reports A 24 month chain of title will be required for all transactions.   Your title commitment/preliminary 
title report must show an acceptable history or the underwriter must pull it from another acceptable 
source.  
 
Judgment/lien search required on all borrowers/title holders. 

Underwriting This program requires: 
• LP Feedback Cert with “Accept” Risk Class, or DU Findings with “Approve” recommendation. 

 

• Manual verification of all program requirements 
 

 

 


