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The process of developing the draft of the Application through Endorsement, Title II forward mortgages
sections of the Single Family Housing Policy Handbook (SF Handbook) incorporated content from
hundreds of mortgagee letters, housing notices and other requirements into a single source of policy.
The new SF Handbook is universally and fundamentally different in the format, style, content and
delivery of our policy. Many changes were made in developing this first draft section of the SF
Handbook to accomplish the goal of conforming policy to a standard format using clear, consistent
language. Some of the changes do represent a proposed change to policy, and, where appropriate, align
with industry best practices.
Given the cumulative overhaul of this handbook, it is impractical to separately identify all of these
changes. Below are highlights of some of the key changes in this first phase, the Application through
Endorsement for Title II forward mortgages section, to consider when reviewing this draft. We
encourage you to review not just this “Highlights” document, but the entire draft Application through
Endorsement section posted on our “Drafting Table” web site at:
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/SFH_policy_drafts
 Global Changes:
o Format: Definition, standard (FHA standard), documentation requirements, exceptions
o Outline FHA requirements to lenders: Changed references made to borrower responsibilities to
lender requirements to obtain or verify borrower information.
o Replaced subjective judgment with more objective measures
 New Terminology: adopted some terminology to align with commonly understood industry
terminology: adjusted value, base loan amount, and total loan amount (you will find these in the
Glossary of Terms)
 Policy changes and alignment to certain industry best practices
The highlights of changes in this document are organized in three categories, and used only to organize
the content of this “Highlights” document:

The information in this document is not a replacement or substitute for information found in the draft Application through
Endorsement section of FHA’s Single-Family Housing Policy Handbook, nor current FHA Single Family Housing Mortgagee
Letters, Housing Notices and/or other policy documents.
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1. Refinance Mortgage Requirements
2. Origination Requirements
3. Underwriting
Category 1: Refinance Requirements
Overview
FHA Single Family Housing Refinance programs comprise the most significant change in this draft section
of the new SF Handbook. Refinances are being re-categorized and the requirements reorganized.
One program remains unchanged: Refinance of Borrowers in Negative Equity Positions (Short Refi),
which is set to expire in December 2014. We do not intend to make changes to 203(k) Refinances when
these requirements are published with our full 203(k) requirements in a future version of the
Application through Endorsement section.
In addition, No Cash-out Refinance Mortgages previously consisted of only “rate and term” refinances.
No Cash-out Refinance Mortgage products in the draft are organized in three subcategories:
 Rate and Term
 Simple Refinance (formerly Credit Qualifying Refinance with Appraisal Mortgage)
 Streamline Refinances (Section 223(a)(7)
A. Simple Refinance Mortgage
Former Policy
Credit Qualifying Refinance with Appraisal
Mortgage

New Policy




B. Streamlined Refinance Mortgages
Former Policy
CLTV up to 125%
Net Tangible Benefit Analysis: payment reduction
of 5%

Name changed to Simple Refinance Mortgage
Reduce CLTVs from 125% to 97.75%, a
regulatory requirement, and allow for the use of
the FHA TOTAL scorecard.
MIP: Simple Refinance Mortgages will
continue to have the same MIP as other
Streamline Refinances.

New Policy
 CLTV unlimited
Changed the calculation of Net Tangible Benefit
Analysis:
 Rate Reduction of 0.5%.
 Added Term Reduction as a net benefit
FHA is particularly interested in feedback on both
the change to the measure from payment reduction
to rate reduction, and feedback on the percent of
rate reduction.

Category 2: Origination Requirements
A. Eligibility Period for Borrowers with Defaults and Claims on FHA Mortgages: Removes absolute
ineligibility due to claim payment to align policy for waiting periods for defaults for all types of
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mortgages, and removes the claim date from consideration. See Item B for related CAIVRS
changes.
Former Policy
New Policy
If the borrower has had past delinquencies or has
defaulted on an FHA insured loan, there is a threeyear waiting period before he/she can regain
eligibility for another FHA-insured mortgage.

If a borrower is currently delinquent on an FHAinsured mortgage, they are ineligible for insurance
on a new FHA mortgage unless the delinquency is
resolved.

The three-year waiting period begins when FHA
pays the initial claim to the lender. This includes
deed-in-lieu of foreclosure, as well as judicial and
other forms of foreclosures.
(Handbook 4155.1 4.A.2.g: Waiting Period
for Borrowers With Past Delinquencies, Defaults or
Claims on FHA Loans.

B. CAIVRS: CAIVRS was originally designed as a credit reporting tool, but has since evolved into a
tool for reporting both credit information and information on delinquent federal debt. FHA
plans to eliminate the use of CAIVRS for credit considerations and streamline the use of CAIVRS
to help a lender determine whether the borrower has delinquent federal debt.
Former Policy
Lenders must use CAIVRS to screen all borrowers
(except those involved in a streamline refinance),
including nonprofit agencies acting as borrowers.
The borrower is not eligible for Federally-related
credit if CAIVRS indicates that he/she is presently
delinquent on a Federal debt, or has had a claim paid
within the previous three years on a loan made and
insured on his/her behalf by HUD.

New Policy
Borrower Ineligibility due to Delinquent Federal
Non-tax Debt Standard
Mortgagees are prohibited from processing an
application for an FHA-insured loan for borrowers
with delinquent federal non-tax debt, including
deficiencies and other debt associated with past
FHA loans. Mortgagees are required to determine
whether the borrowers have delinquent federal nontax debt. Mortgagees may obtain information on
delinquent federal debts from public records, credit
reports or equivalent, and the Credit Alert
Verification Reporting System (CAIVRS) or an
equivalent system.

Resolution
In order for a borrower with verified delinquent
federal debt to become eligible, the borrower must
resolve their federal non-tax debt in accordance with
the Debt Collection Improvement Act.
Only the creditor agency that is owed the debt can
verify that the debt has been resolved in accordance
with the Debt Collection Improvement Act. The
mortgagee must verify that the creditor agency has
resolved the debt by obtaining a clear CAIVRS
report. The mortgagee may not rely solely on
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documentation of resolution provided by the
borrower.

C. Applications and Disclosures: Aligns maximum age of loan documents to industry best practices.
Former Policy

New Policy

Maximum Age of Loan Application
Documents
At loan closing, all documents in the mortgage loan
application may be up to 120 days old, or 180 days
old for new construction…

Maximum Age of Loan Application
Documents
Documents used in the origination and underwriting
of a loan may not be more than 120 days old at the
time of closing. Only documents whose validity for
underwriting purposes is not affected by the passage
of time, such as divorce decrees or tax returns, may
be more than 120 days old at the time of closing.

D. Relocation: Quantifies that a reasonable commuting distance is “100 miles”.
Former Policy

New Policy

Relocation: Primary Residence
A borrower may be eligible to obtain another FHAinsured mortgage without being required to sell an
existing property covered by an FHA-insured
mortgage if the borrower is
 relocating, and
 establishing residency in an area outside
reasonable commuting distance from his/her
current principal residence.”
(Handbook 4155.1 4.B.2.d)

Relocation: Primary Residence
A borrower may be eligible to obtain another FHAinsured mortgage without being required to sell an
existing property covered by an FHA-insured
mortgage if the borrower is
 relocating for an employment-related
reason, and
 establishing a new principal residence in an
area more than 100 miles from his/her
current principal residence.

Relocation: Secondary Residences
Secondary residences are only permitted when
the appropriate HOC determines that an undue
hardship exists, meaning that affordable rental
housing that meets the needs of the family is not
available for lease in the area or within reasonable
commuting distance of work, and…

Relocation: Secondary Residences
…the commuting distance to the borrower’s
workplace creates an undue hardship on the
borrower and there is not available affordable rental
housing meeting the borrower’s needs within 100
miles of the borrower’s workplace, and…

E. Family Member Second Lien Balloon Payments: Prohibits second liens with balloon payments
within 10 years of the execution date to minimize risk to the borrower.
Former Policy
Second lien balloon payments: The second lien may
not provide for a balloon payment within five years
from the date of execution.”
(Handbook 4155.1 5.C.5.d: Terms and Conditions
for Secondary Financing Provided by Family
Members for Purchases)

New Policy
The second lien may not provide for a balloon
payment within 10 years from the date of
execution.”
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Category 3: Underwriting
A. Income:
 Explicitly states that overtime and bonus income must have a one-year history;
 Allows use of commission income of less than one year and adds a calculation for
commission income to align with industry best practices;
 Adds a specific definition of salary and hourly for calculating effective income;
 Revises provisions related to employment length and history for self-employment
income;
 Adds more specific guidance for treating pension income versus IRA/401(k) to recognize
the differing nature of these two income sources;
 Provides additional requirements on rental income calculations and documentation
requirements subject to the time of ownership of each rental property;
 Adds a requirement for obtaining a bank statement or transaction history to verify
existence of trust income;
 Provides additional specificity on required verification and documentation for gift funds.
Former Policy

New Policy

Overtime and Bonus Income
Periods of overtime and bonus income less than two
years may be acceptable, provided the lender can
justify and document in writing the reason for using
the income for qualifying purposes. . .
(Handbook 4155.1 4.D.2.b)

Overtime and Bonus Income
Periods of overtime and bonus income less than two
years may be considered effective income if the
lender documents that the overtime and bonus
income has been consistently earned over a period
of not less than one year and is reasonably likely to
continue.

Commission Income
Commission income earned for less than one year is
not considered effective income. Exceptions may be
made for situations in which the borrower’s
compensation was changed from salary to
commission within a similar position with the same
employer.

Commission Income
2 vii-2. Standard
The mortgagee may use commission income as
effective income if the borrower earned the income
for at least one year in the same or similar line of
work and it is reasonably likely to continue.

A borrower may also qualify when the portion of
earnings not attributed to commissions would be
sufficient to qualify the borrower for the mortgage.”
(Handbook 4155.1 4.D.2.h)

vii-3. Required Documentation
For Commission Income less than 25 percent, the
mortgagee must use standard employment
documentation.
For Commission Income greater than 25 percent,
the mortgagee must obtain signed tax returns
including all applicable schedules, for the last two
years. The mortgagee may also obtain a signed IRS
Form 4506-T and transcripts directly from the IRS.
vii-4. Calculation of Effective Income
The mortgagee must calculate effective income for
commission by using the lesser of (a) the average
net commission income earned over the previous
two years, or the length of time commission income
has been earned if less than two years; or (b) the
average net commission income earned over the
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previous one year. The mortgagee must calculate
net commission income by subtracting the
unreimbursed business expenses from the gross
commission income.
Employment Related Sources of Effective
Income
Calculation of Effective Income

N/A
a. Salary- For employees who are salaried and
whose income has been and will likely be
consistently earned, the mortgagee must use the
current salary to calculate effective income.

Self-employment Income
Note: A combination of one year of employment
and formal education or training in the line of work
in which the individual is self employed or in a
related occupation is also acceptable.”
(Handbook 4155.1 4.D.4.c)
Pension Income
Retirement income must be verified from the former
employer, or from Federal tax returns. If any
retirement income, such as employer pensions or
401(k) distributions, will cease within the first full
three years of the mortgage loan, the income may
only be considered as a compensating factor.”
(Handbook 4155.1 4.D.2.j)

Rental Income
 Numerous references throughout previous
requirements
 Lack of consistency around calculation of
rental income, types of property, and
length of ownership.

Trust Income
Required trust income documentation includes a
copy of the Trust Agreement or other trustee
statement, confirming the
· amount of the trust
· frequency of distribution, and
· duration of payments.

b. Hourly- For employees who are paid hourly, the
lender must average the income over the previous
two years. If the mortgagee can document an
increase in pay rate the lender may use an average
of the hours at the current pay rate
Self-employment Income
If the borrower has been self-employed between one
and two years, the mortgagee may only consider the
income as effective income if the borrower was
previously employed in the same line of work in
which he/she is self-employed or in a related
occupation for at least two years.
Pension Income
iii. Calculation of Effective Income
For borrowers with IRA/401(k) income that has
been and will be consistently received, the
mortgagee must use the current amount of IRA
income received to calculate effective income. For
borrowers with fluctuating IRA/401(k) income, the
mortgagee must use the average of the IRA/401(k)
income received over the previous two years to
calculate effective income.
Rental Income
Newly revised policy includes:
 Revised language on the calculation of
rental income for the subject property and
other real estate holdings
 Revised language on documentation
requirements, subject to the length of time
of ownership for each rental property
See draft Application through Endorsement “Rental
Income” information on page 147.
Trust Income
The mortgagee must verify and document the
existence of the Trust Agreement or other trustee
statement. The mortgagee must also verify and
document the frequency, duration, and amount of
the distribution by obtaining a bank statement or
transaction history from the bank.
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Public Assistance
“Income received from government assistance
programs is acceptable for qualifying, as long as the
paying agency provides documentation indicating
that the income is expected to continue for at least
three years.”
(Handbook 4155.1 4.E.3.c)
Gift Funds
The mortgagee must document the transfer of gift
funds from the donor to the borrower. . . .
If the gift funds are in the borrower’s account [t]hen
the mortgagee must obtain
· a copy of the withdrawal document showing that
the withdrawal was from the donor’s account, and
· the borrower’s deposit slip and bank statement
showing the deposit.”
(Handbook 4155.1 5.B.5.b)
“The mortgagee must document the transfer of gift
funds from the donor to the borrower. . . .
If the gift funds are to be provided at closing, and
are in the form of an electronic wire transfer to the
closing agent [t]hen the mortgagee must have the
donor provide documentation of the wire transfer.
Note: The mortgagee must obtain and keep the
documentation of the wire transfer in its mortgage
loan application binder. While the document does
not need to be provided in the insurance binder, it
must be available for inspection by FHA’s Quality
Assurance Division (QAD) when that office
conducts its onsite review.”
(Handbook 4155.1 5.B.5.b)
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Public Assistance
Required Documentation
Mortgagees must verify and document the income
received from the government agency and that the
income is reasonably likely to continue for three
years.”
Gift Funds
The mortgagee must verify and document the
transfer of gift funds from the donor to the borrower
in accordance with the requirements below.
a.

If the gift funds are in the borrower’s
account, obtain the donor’s bank statement
showing the withdrawal and evidence of
the deposit into the borrower’s account.

b.

If the gift funds are to be provided at
closing, obtain the certified check or
money order or cashier’s check or wire
transfer or other official check, and a bank
statement showing the withdrawal from the
donor’s account.

The mortgagee must also verify that the closing
agent received the funds from the donor for the
amount of the gift, and that the funds were from an
acceptable source.
If the gift funds are being borrowed by the donor
and documentation from the bank or other savings
account is not available, the mortgagee must have
the donor provide written evidence that the funds
were borrowed from an acceptable source, not from
a party to the transaction, including the mortgagee.
Regardless of when gift funds are made available to
a borrower, the mortgagee must be able to
determine that the gift funds were not provided by
an unacceptable source, and were the donor’s own
funds.

B. Deferred Obligations: Requires all debts to be included in monthly obligations and provides a
calculation for deferred obligations, which conforms to industry best practices.
Former Policy
Debt payments such as a student loan or balloon
note scheduled to begin or come due within 12
months of the mortgage loan closing must be
included by the mortgagee as anticipated monthly

New Policy
vi-1. Definition
Deferred obligations refer to liabilities that have
been incurred but where payment is deferred or has
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obligations during the underwriting analysis.
Debt payments do not have to be classified as
projected obligations if the borrower provides
written evidence that the debt will be deferred to a
period outside the 12-month timeframe.”
(Handbook 4155.1 4.C.6.a: Projected Obligations)
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not yet commenced, including accounts in
forbearance.
vi-2. Standard
The mortgagee must verify and include deferred
obligations in the calculation of the borrower’s debt.

vi-3. Required Documentation
The mortgagee must obtain written documentation
of the deferral of the liability from the creditor and
evidence of the outstanding balance and terms of the
deferred liability. The mortgagee must obtain
evidence of the anticipated monthly payment
obligation, if available.

vi-4. Calculation of Monthly Obligation
The mortgagee must use the actual monthly
payment to be paid on a deferred liability, whenever
available.

If the actual monthly payment is not available for
installment debt, the mortgagee must utilize the
terms of the debt to establish the monthly payment.

C. Automobile Allowances: Adds a requirement for a two-year minimum length of time before this
allowance can be included in income.
Former Policy

New Policy
Required Documentation
The mortgagee must verify and document the
automobile allowance received from the employer
for the previous two years.
The mortgagee must also obtain IRS Form 2106,
Employee Business Expenses, for the previous two
years.”
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