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ORIGINATION THROUGH FINAL DIRECT GUARANTEE UNDERWRITER APPROVAL

CHAPTER II

e Subsection A: Loan Origination and Processing

e Subsection B: Loan Thresholds and Parameters

e Subsection C: Underwriting the Property

e Subsection D: Manually Underwriting the Borrower

e Subsection E: Appraisal

e Subsection F: Additional Requirements Related to Transaction Types

SUBSECTION A. LOAN ORIGINATION AND PROCESSING

1.

Applications and Disclosures

2. Contents of Loan Application Package

3.

General Requirements
a. Maximum Age of Documents
b. Appraisal Validity Period
i.  Initial Appraisal Validity
ii.  Appraisal Update Validity Period
Handling of Documents
a. Information Sent to the Lender Electronically
b. Information Obtained via Internet
c. Confidentiality Policy for Credit Information
i.  the Fair Housing Act, 42 U.S.C. §§ 3601-3619
ii.  the Fair Credit Reporting Act (FCRA), 15 U.S.C. §§ 1681a-1681x
1. the Right to Privacy Act, 5 U.S.C. § 552a
iv.  the Right to Financial Privacy Act, 12 U.S.C. §§ 3401-3423
v.  the Equal Credit Opportunity Act (ECOA), 15 U.S.C. §§ 1691a-1691f
Signature Requirements for All Application Forms
a. Borrowers that are Tribes
b. Power of Attorney (POA)
1. Military Personnel
1. Incapacitated Borrowers
Policy on Use of Electronic Signatures
a. Definition
b. Use of Electronic Signatures
c. Electronic Signature Performance Standards

i. The Electronic Signatures in Global and National Commerce Act Compliance and

Technology

1. Third Party Documents

iii. Authorized Documents
a) Loan Guarantee Endorsement Documents
b) Servicing and Loss Mitigation Documentation
¢) Loan Guarantee Claim Documentation
d) ONAP Real Estate Owned (REO) Documents

iv. Associating an Electronic Signature with the Authorized Document
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v. Intent to Sign
vi. Single Use of Signature
vii. Authentication
viii. Attribution
ix. Credential Loss Management
d. Required Documentation and Integrity of Records
e. Initial Supporting Documentation
1. Loan Application Name Requirements
ii.  Borrower Authorization for Verification Information
iii.  Form HUD-5XXXX — Borrower Consent for Social Security
Administration to Verify Social Security Number
iv.  Tax Verification Form or Equivalent
v.  Borrower’s Authorization for Use of Information Protected under the Privacy
Act
vi.  Borrower’s Authorization for Tribal Notification
vii.  Sales Contract and Supporting Documentation
viii.  Disclosures and Legal Compliance
a) Form HUD-5XXXX, Important Notice to Homebuyers
b) Lead-Based Paint
¢) Form HUD-5XXXX, For Your Protection: Get a Home Inspection
d) Compliance with All Applicable Laws, Rules, and Requirements
e) Nondiscrimination Policy
7. Application Document Processing
a. Initial Document Processing
b. Use of Eligible Contractors; Excluded Parties; Housing Counseling
i.  Contract Service Providers
ii.  Excluded Parties
iii.  Housing Counseling
c. Section 184 Case Number Ordering
1.  Requesting a Case Number
ii.  ONAP Validation of Case Number Eligibility
a) Has no existing Section 184 Guaranteed Loan
b) Has not defaulted on a Section 184 Guaranteed Loan whereby claim
payment by HUD occurred in the last 7 years.
iv.  Canceling Case Numbers and Automatic Cancellation of Case Numbers
v.  No Reinstatement of Cancelled Case Numbers
d. Ordering Initial and Final Certified Title Status or Title Commitments
e. Ordering and Transferring Appraisals
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SUBSECTION B. LOAN THRESHOLD AND PARAMETERS

1. General Overview of the Section 184 Program
2. Loan Thresholds
a. The four Threshold Requirements
b. Eligible Borrower
1. Indian Family
ii.Non-Occupant Co-Borrower
i11. Tribe
iv.Tribally Designated Housing Entity
c. Section 184 Approved Area
d. Section 184 Guaranteed Loan Minimum and Maximum Loan Limits
i.  Definition
ii.  Standard
iii.  Exception -Addition to the Base Loan Amount
a) Financing of Upfront Loan Guarantee Fee
e. Eligible Property
3. Minimum Required Investment
Total Required Investment
5. Upfront and Annual LG Fee; Financing Upfront LG Fee
a. Definition
i.  Upfront Loan Guarantee Fee
ii.  Annual Loan Guarantee Fee
b. Standard
i.  Upfront Loan Guarantee Fee
ii.  Loan Guarantee Fee
iii.  Documentation and Remittance of LG Fees
6. Maximum Loan Term; Prepayment Privilege
Interest Rate
8. Identity of Interest and Impact on the Loan-To-Value (LTV) Ratio
a. Definitions
b. Standard

o

~

c. Maximum LTV for Identity-of-Interest and Tenant/Landlord Transactions

d. Exceptions to the Maximum LTV for Identity-of-Interest transactions.
1. Family Member Transactions
1i.  Builder’s Employee Purchase
iii.  Tenant Purchase
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SUBSECTION C. UNDERWRITING THE PROPERTY

1. Property Eligibility Criteria
a. Section 184 Approved Area
b. Eligible Property
c. Property Types

1.

11.

iil.

Vi.

One Family Dwelling Unit
a) Definition
Two Family Dwelling Unit
b) Definition
Three to Four Family Dwelling Unit
a) Definition
Accessory Dwelling Unit
a) Definition
b) Standard
Manufactured Housing
a) Definition
b) Standard
¢) Required Documentation
(1) HUD Certification Label
(2) Permanent Foundation Guide for Manufactured Homes
(PFGMH) Certification
Condominium Unit
a) Definition
b) Standard

d. Seller Must Be Owner of Record

Standard
Required Documentation

e. Restrictions on Property Flipping

i
ii.
iii.
v.
V.
Vi.

Definition

Time Restriction on Transfers of Title

Restriction on Resales Occurring 90 Days or Fewer after Acquisition
Resales Occurring between 91 Days and 180 Days after Acquisition
Exceptions to Time Restrictions on Resale

Required Documentation
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f. Legal Restrictions on Conveyance
g. Special Flood Hazard Area

1.

ii.

1ii.
1v.
V.
VI.
Vil.
Viil.

iX.

Flood Insurance
a) Definitions
b) Standards
¢) Required Flood Insurance Coverage
d) Requirements for PFI
Private Flood Insurance Policy Compliance Aid
a) Definition
b) Standard
Required Documentation
Required Reporting
Eligibility for New Construction in SFHAS
Eligibility for Existing Construction in SFHAS
Eligibility for Condominiums in SFHAS
Eligibility for Manufactured Housing in SFHAS
Restrictions on Property Locations within Coastal Barrier Resources System

h. Property Assessed Clean Energy
2. Property Acceptability Criteria

a. Defective Conditions

b. Standard Housing Requirements

i.
ii.
iii.
iv.
V.
Vi.
Vil.
Viii.
iX.
X.
Xi.
Xii.
Xiii.
Xiv.
XV.

XVi.

Encroachment
Overhead Electric Power
Access to Property
Onsite Hazards and Nuisances
Abandoned Gas and Oil Well
Requirements for Standard Housing under 24 CFR 1005.419
Swimming Pools
Structural Conditions
Economic Life
Environmental
Lead-Based Paint
Methamphetamine Contamination
Repair Requirements
Utility Services
Water Supply Systems

a) Standard

b) Documentation

(1) Public Water Supply System
(2) Private Water Supply System

Individual Residential Water Purification System

a) Definition

b) Standard

c) Approved Equipment for Individual Residential Water Purification

Systems
d) Borrower Notice of Water Purification System

e) Service Contract for Individual Residential Water Purification Systems
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XVil.

XViii.
XiX.

f) Approved Plan for Individual Residential Water Purification Systems
g) Escrow for Maintenance and Replacement of Individual Residential
Water Purification Systems
(1) Borrower Notice of Water Purification System
(2) Borrower’s Certification of Water Purification System
(3) Approved Plan for Individual Residential Water Purification
Systems
(4) Service Contract for Individual Residential Water Purification
Systems
(5) Water Purification Equipment Rider for Individual Residential
Water Purification Systems
Sewage System
a) Definition
b) Standard
c) Documentation
Termites
Special Airport Hazards

c.  Minimum Required Repairs

d. Leased Equipment

e. Chain of Title
3. Required Documentation for Underwriting the Property
4. Trust Land Property Considerations

a. Definitions

b. Eligible Property and Section 184 Approved Area

c. General Property Acceptability Criteria

d. Land Status

e. Compliance with Applicable Section 184 Program Requirements
5. Condominiums

a. Approved Projects

b. Units Not Requiring Approval

L

Streamline Refinances

c. Requirements for Units in Approved Projects

1.

11.

1il.

1v.

Continued Eligibility under FHA Approved Condominium Projects
a) Definition
b) Standard
Form HUD-XXXX, Condominium Loan Level/Single-Unit Approval
Questionnaire
a) Definition
b) Standard
Owner Occupancy Percentage
a) Definition
b) Standard
¢) Required Documentation
d) Calculation
Financial Condition
a) Units in Arrears
(1) Definition
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(2) Standard
(3) Required Documentation

b) Individual Owner Concentration
(1) Definition
(2) Standard
(3) Exception
(4) Required Documentation
(5) Calculation

v.  Insurance

a) Walls-In (HO-6)
(1) Definition
(2) Standard
(3) Required Documentation

b) Hazard Insurance
(1) Definition
(2) Standard
(3) Required Documentation

c) Flood Insurance
(1) Standard
(2) Required Documentation

d) Exceptions to Section 184 Loan Guarantee Requirements
(1) Definitions
(2) Standard
(3) Manufactured Housing Condominium Project
(4) Detached Condominium Housing Project
(5) Common Interest Housing Development
(6) Required Documentation
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D. MANUALLY UNDERWRITING THE BORROWER

1.

Credit Requirements

a.
b.

General Credit Requirements; Debt-To-Income Ratios
Types of Credit History
I.  Traditional Credit
a) Requirements for Credit Report
b) Updated Credit Report or Supplement to the Credit Report
¢) Credit Information Not Listed on Credit Report
d) Specific Requirements for Residential Mortgage Credit Report
ii.  Non-traditional and Insufficient Credit
a) Non-Traditional Mortgage Credit Report
b) Independent Verification of Non-Traditional Credit Providers
c) Sufficiency of Credit References
Evaluating Credit History
i.  General Credit
ii.  Types of Payment Histories
a) Satisfactory Credit
b) Payment History Requiring Additional Analysis
iii.  Housing Obligations
a) Definition
b) Standard
¢) Required Documentation
iv.  Collection Accounts
a) Definition
b) Standard
¢) Required Documentation
v.  Charge Off Accounts
a) Definition
b) Standard
¢) Required Documentation
vi.  Disputed Derogatory Credit Accounts
a) Definition
b) Standard
¢) Required Documentation
vii.  Judgments
a) Definition
b) Standard
c) Exception
d) Required Documentation
viii.  Bankruptcy
a) Standard: Chapter 7
b) Standard: Chapter 13
¢) Required Documentation
ix.  Foreclosures
a) Definition
b) Standard
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X.

xi.

¢) Required Documentation

Pre-Foreclosure Sales (Short Sales), and Lease-in-Lieu/Deed-in-Lieu

a) Definition
b) Standard

¢) Exception for Extenuating Circumstances to the Three-Year Period

d) Required Documentation
Credit Counseling/Payment Plan

d. Evaluating Liabilities and Debts

1.

ii.

iii.

1v.

V1.

Vil.

Viil.

1X.

General Liabilities and Debts

a) Standard

b) Required Documentation
Undisclosed Debt and Inquiries

a) Definition

b) Standard

¢) Required Documentation
Federal Debt

a) Definition

b) Standard

¢) Required Documentation
Alimony, Child Support, and Maintenance

a) Definition

b) Standard

¢) Required Documentation
Non-Borrowing Spouse Debt in Community Property States

a) Definition

b) Standard

¢) Required Documentation

d) Calculation of monthly Obligation
Deferred Obligations

a) Definition

b) Standard

¢) Required Documentation

d) Calculation of monthly Obligation
Student Loans

a) Definition

b) Standard

¢) Required Documentation

d) Calculation of monthly Obligation

e) Exception
Installment Loans

a) Definition

b) Standard

¢) Required Documentation
Revolving Charge Accounts

a) Definition

b) Standard

¢) Required Documentation
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X.  30-Day Accounts
a) Definition
b) Standard
¢) Required Documentation
xi.  Business Debt in Borrower’s Name
a) Definition
b) Standard
¢) Required Documentation
xii.  Disputed Derogatory Credit Accounts
a) Definition
b) Standard
xiii.  Non-derogatory Disputed Account and Disputed Accounts Not Indicated on the
Credit Report
a) Definition
b) Standard
xiv.  Contingent Liabilities
a) Definition
b) Standard
¢) Required Documentation
xv.  Collection Accounts
a) Definition
b) Standard
¢) Required Documentation
xvi.  Charge Off Accounts
a) Definition
b) Standard
xvii.  Private Savings Clubs
a) Definition
b) Standard
¢) Required Documentation
xviil.  Obligations Not Considered Debt

2. Income Requirements

a.

b.
C.
d

Definition
Standard
General Income Requirements
Employment Income
i.  Definition
ii.  Standard
a) Traditional Current Employment Documentation
b) Alternative Current Employment Documentation
c) Past Employment Documentation
Primary Employment
i.  Definition
ii.  Standard
iii.  Calculation of Effective Income
Part-Time Employment
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i.  Definition
ii.  Standard
iii.  Calculation of Effective Income
Iv.  Exception Due to COVID-19 Related Economic Event
Overtime, Bonus, or Tip Income
i.  Definition
ii.  Standard
iii.  Calculation of Effective Income
iv.  Exception Due to COVID-19 Related Economic Event
Seasonal Employment
i.  Definition
ii.  Standard
iii.  Required Documentation
iv.  Calculation of Effective Income
Employer Housing Subsidy
i.  Definition
ii.  Standard
lii.  Required Documentation
iv.  Calculation of Effective Income
Employed by Family-Owned Business
i.  Definition
ii.  Standard
iii.  Required Documentation
iv.  Calculation of Effective Income
Commission Income
i.  Definition
ii.  Standard
iii.  Required Documentation
iv.  Calculation of Effective Income
Self-Employment Income
i.  Definition
ii.  Standard

. Additional Required Analysis of Stability of Employment Income

1.  Frequent Changes in Employment
ii.  Addressing Gaps in Employment
lii.  Addressing Temporary Reduction in Income

iv.  Addressing Gaps in Employment or Reduction of Income Due to COVID-19

Related Economic Event
Other Sources of Effective Income
1. Disability Benefits
ii.  Alimony, Child Support, and Maintenance Income
iii.  Military Income
iv.  Mortgage Credit Certificate (MCC)
v.  Public Assistance
vi.  Automobile Allowances
vii.  Retirement Income
a) Social Security
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b) Pension
¢) Individual Retirement Account, such as 401(k)
viii.  Rental Income
ix. Investment Income
x.  Capital Gains and Losses
xi.  Per Capita Income
xii.  Treaty Rights/ Trust Land Income
xiii.  Expected Income
xiv.  Trust Income
xv.  Annuities or Similar
xvi.  Notes Receivable Income
xvii.  Nontaxable Income (Grossing Up)
xviii.  Foster Care Payment
xix.  Foreign Income

3. Asset Requirements
a. General Asset Requirements
i.  Earnest Money Deposit
ii.  Cash to Close
a) Determining Amount Needed for Closing.
b) DG Lender Responsibility for Estimating Settlement Requirements
(1) Origination Fees and Other Closing Costs
(2) Discount Points
(3) Types of Prepaid Items (Including Per Diem Interest)
(4) Non-realty or Personal Property
(5) Upfront Loan Guarantee Fee
(6) Real Estate Agent Fees
(7) Repairs and Improvements
(8) Premium Pricing on Section 184-Guaranteed Loans
(9) Interested Party Contributions on the Closing Disclosure
(10) Real Estate Tax Credits
ii1.  Reserves
b.  Source Requirements for the Borrower’s Minimum Required
Investment
c. Sources of Funds
i.  Checking and Savings Accounts
it.  Cash on Hand
iii.  Retirement Accounts
iv.  Stocks and Bonds
v.  Private Savings Club
vi.  Gifts
vii.  Interested Party Contributions
viii.  Inducements to Purchase
a) Personal Property
b) Sales Commission
¢) Rent Below Fair Market
ix.  Downpayment Assistance Programs
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a) Ineligible Uses

b) Downpayment Assistance Conditions

¢) Maximum Combined Loan-to-Value

d) Nonprofits assisting a Governmental Entity in the operation of its
secondary financing programs; Required Documentation.

e) Gifts from Charitable Organizations that Lose or Give Up Their

Federal Tax-Exempt Status
x.  Secondary Financing
a) Standard
b) Maximum Combined Loan-to-Value
¢) Required Documentation

d) Secondary Financing Provided by Eligible Non-Profit Organizations

e) Family Members
f) Loans
g) Retirement Account Loans
xi.  Employer Assistance
xii.  Sale of Personal Property
xiii.  Sale of Real Property
xiv.  Real Estate Commission from Sale of a Subject Property
xv.  Sweat Equity
xvi.  Trade Equity
xvil.  Rent Credits

4. Final Direct Guarantee Underwriting Decision; Debt-To-Income Rations

a.
b.
C.

DG Underwriter Duty of Care/Due Diligence
Specific DG Underwriter Responsibilities
Underwriting of Credit and Debt

d.Underwriting Income

€.
f.

28

Underwriting Assets
Verifying Loan Guarantee Fees and Section 184 Loan Amount
Calculating Qualifying Ratios
i.  General Information about Qualifying Ratios
ii. ~ Calculating Total Mortgage Payment
a) Estimating Real Estate Taxes
b) Condominium Utility Expenses
c) Temporary Interest Rate Buydowns
iit.  Calculating Total Fixed Payment
Approvable Ratio Requirements
Documenting Acceptable Compensating Factors
1. Verified and Documented Cash Reserves
ii.  Minimal Increase in Housing Payments
1. Significant Additional Income Not Reflected in Effective Income
Borrower Approval or Denial
1. Re-underwriting
ii.  Documentation of Final Underwriting Review Decision
a) Mortgage Credit Analysis Worksheet
b) Section 184 Addendum to URLA
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¢) Conditional Approval

d) HUD Employee Loans

e) Notification of Borrower Approval and Term of Approval
f) Responsibilities Upon Denial



SUBSECTION E. APPRAISAL

1. Appraisals
a. Introduction
b. Ordering the Appraisal
i.  Selection of a Qualified Appraiser
Property Appraisal Guidelines
Safeguards
Terminology
Prohibited Properties
Alternative Valuation Methods
I.  Remote Observation
ii.  Proposed Alternative Valuation Method
iii.  Access to Property
i. Requirements for Standard Housing
i.  Heating System
ii.  Plumbing System
iii.  Electrical System
iv.  Energy Performance Requirements
v.  Minimum Square Footage Requirements
j. Eligible Property Requirements
k. Property Rights Appraised
I. Property Requirements for Manufactured Homes
i. A Manufactured Home shall be eligible for a Section 184 Guaranteed Loan
when the manufactured home is installed according to 24 CFR part 3286 and
conforms to property standards under § 1005.419.
a) Towing Hitch, Running Gear, and Other Mechanical Systems
b) Manufactured Homes Must be Properly Enclosed
c) Affixed HUD Certification Label
d) Appraiser Reporting
e) Additions or Structural Changes
f) Loan Terms
g) Required Inspections and Foundation Requirements
h) Title Requirements
m. Sale of Property - Resales
i.  Owner of Record Requirement
ii.  Time Restrictions on Resales
n. Site Map and Legal Description
0. Single Close Construction and Rehabilitation

Q -~ a0



SUBSECTION F. ADDITIONAL REQUIREMENTS RELATED TO TRANSACTION TYPES

1. Acquisition
a. Definition
b. Standard

2. Refinance
a. General
1. Definition
ii.  Required Documentation
iii.  Payment History
iv.  Occupancy Requirements
v.  Trust Land Requirements

b. Rate and Term Refinance
i. Definition
ii. Standard
iii. Reduction in Monthly Payments; Exceptions
iv. Occupancy Requirements
v. Payment History
vi. LTV and Base Loan Amount Limits
vii. Maximum Cash to Borrower
viii.  Short Payoffs
ix. New Home Construction Completed Prior to Closing
X. Building on Own Land
xi. Removal of Co-Owner or Spouse
xii. Refinance to Pay off Recorded Land Contracts
xiil.  Subordinate Liens; Payoff of Subordinate Lien

c. Cash-Out Refinance
i.  Definition
it.  Standard
iii.  Occupancy Requirements
iv.  Payment History
v.  Non-Occupant Indian Family Co-Borrowers
vi. LTV and Base Loan Amount
vii.  Maximum Cash to Borrower
viit.  Closing Cost Assistance Lien
ix.  Payment to Creditors
X.  Subordination of a Junior Lien
xi.  Properties Owned Free and Clear

d. Streamline Refinance
1. Definition
ii.  Standard
iii.  Seasoning Requirements
iv.  Appraisal
v.  Payment History
vi.  Net Tangible Benefit
vil.  Closing Costs



viii.  Cash to Close
iX. Cash to Borrower Not Permitted

3. Single Close Construction Loan
a. Definition
Standard
DG Lender Requirements
Firm Construction Conditions
Construction Loan Escrow Account
Section 184 MCAW
Timing
Builder Requirements
Inspections
Eligible Costs for inclusion into Loan
i.  Lender Fees

ii.  Inspection Fees

iii.  Title Update Fees on Simple Land

iv.  Title Update Fees on Trust Land

v.  Lien Waivers

vi.  Land Purchase
vii.  Loan Payments During Construction
viii.  Reimbursement for Stored Materials and Shipping
Contingency Reserve
Unused Contingency Reserve Funds
. Additional Improvements
Shortage of Contingency Reserve Funds
Appraisal and As Completed Value
Interest Rate
Hazard Insurance
Property Taxes
Manufactured and Modular Homes
Progress Payments for Manufactured or Modular Homes in Remote Locations
Required Documentation
Off Site Infrastructure
Escrow Holdback
Occupancy Requirement
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4. Rehabilitation Loan

Definition

Standard

Determining Loan Amount

Maximum Mortgage Credit Analysis Worksheet
Builder Requirements

Timing

Eligible Improvements

Unacceptable Rehabilitation/Repair Items
Appraisal

Infestation

Unpermitted Work

Occupancy Requirement
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5. Building On Own Land
a. Trust Land
b. Fee Simple



