Avoid Common Underwriting Errors:
Suggested Best Practices

September 2019

YOU-CENTRIC SOLUTIONS THAT MATTER G enwo rt h 2 t..
4

©2019 Genworth Financial, Inc. All rights reserved.

Mortgage Insurance



Agenda

Introduction

General Underwriting Tips
— Resources
— Examining and Documenting Files

Specific Errors and Recommendations
— Capacity, Credit History, Capital, Compliance

Questions and Answers

Avoiding Common Underwriting Errors

\‘.
Genworth 3

7,

-

Nt

4
.



Resources
Job Aides, Tools, Websites

v\‘.‘/'
Avoiding Common Underwriting Errors 2 GenWOTth 7,,.‘\?.,



. Fannie Mae Search forms, documents, site content, etc...

Single-Family ~ Originating & Underwriting Pricing & Execution Delivering Servicing Training Technology

-

For Information:

benument SUIVEY

https://www.fanniemae. Com/shnulefamll

Learn more ©
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Fannie Mae Job Alds/FAQs

Originating & The Originating & Underwriting Training page provides Fannie Mae training on originating &
Underwriting underwriting loans, our underwriting applications, and best practices. Training solutions

.. include live webinars, virtual classrooms, on-demand elearning courses, job aids, and FAQs
Training
Find the Traini s
Rel; our:es ?:)ﬂl;% ed General Mortgage Products  Loan Quality Technology

Underwriting Solutions

1

!

J Job Aids / FAQs Online Courses / Microlearning

FAQs | Property Inspection Waiver (General

Training focusing on underwriting the borrower and the property.

it

Originating & Underwriting - Appraising Rural Properties A
Questions)
ici i Assessing Income from Self-Employment
Fricin & Executih FAQs | Special Approval Designation for - P
Delivering Established Florida Condominium Projects How to Underwrite Loans to Non-U.S. Citizen
Borrowers
Servicing FAQs | Uniform Appraisal Dataset (UAD)
Market Conditions Addendum Form
HFI Virtual Classroom FAQs | Borrower Income Verification Policies
Qualifying the Borrower Video Series
Live Web Seminars FAQs | Top Trending Questions for Lenders
UAD Interactive Reference Manual
FAQs | Top Underwriting Questions e e

Related Training

| I U PRPERFDVESS DN ¥ PRSP Sy Sy [ N U .

https://www.fanniemae.com/singlefamily/originating-underwriting-training
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Fannie Mae Borrower Income Verification
FAQs

Answers Common Lender Income
. Borrower Income Verification Policies
Q U e S t I O n S Frequently Asked Questions
- h ttp S. / / WWW. fan n I emae.com / con te n t/ faq/ b orro th;:n{xém Gmn'e 83-3), Tnclud;n;s:::atﬁ |; s'é‘m?t;"%‘;;; E'ﬁn“é'ﬁﬁcin"f’e"ﬁfssefzmé 16 a;::l h;nou‘,;cement SEL.

2015-07. For related information, refer to the IRS Form 4506-T Tips for Underwriting and Quality Control. For details on
DU Validafion Service

We r_ I n CO m e _Ve rlfi Cati O n _faq S . Ddf ﬁge verification for loans with income validated through the DU Validation Service, refer to the

. Fannie Mae

Q1. ‘When does Fannie Mae require that borrowers complete and sign IRS Form 4506-T, and when is the
lender required to obtain tax transcripts from the IRS?

The IRE Reguest for Transcript of Tax Return (IRS Form 4506-T) gives the lender permission from the
borrower to obtain tax transcripts from the IRS.

Fannie Mae requires that lenders obtain a completed and signed IRS Form 4506-T from all borrowers
during the underwriting process, EXCEPT that this requirement does nof apply if all of the bormrower's
income has been validated by the DU® validation service. This aligns with the Selling Guide policy that
does not require lenders to obtain tax franscripis as part of the quality control process in these cases. If all
borrower income is not validated through the DU validation service, the lender must obtain the completed
and signed IRS Form 4506-T. The lender has the discretion to determine at what point in the process it is
obtained, understanding that the form is only valid for 120 days from the date of the bormower's
completion/signature.

Some lenders may submit the Form 4506-T to the IRS to document borrower income, but the intent of this
policy is to validate the income documentation provided by the bormower and used in the underwriting
process.

Fannie Mae does not require lenders to obtain tax transcripts from the IRS prior to closing, but does
require that it be included as part of the lender's post-closing quality control processes, unless all
bormower income has been validated through the DU validation service.

If the lender chooses to obtain tax transcripts from the IRS prior to closing, the transcripts received must
be used to validate the income documentation used in the underwriting process.

Q2. ‘Why does Fannie Mae permit lenders to request specific or limited documentation from the IRS when
submitting a request with the borrower's consent on IRS Form 4506-T (such as requesting only the
transcript for forms W2 or 1099), rather than always requiring the full transcript of the borrower's
personal income tax return (aka Form 1040)7

Fannie Mae’s requirements for documentation fo be requested from the IR'S align with the income
documentation required at origination. Only when the borrower's federal income tax retums are required
in the underwriting process, per the Selling Guide, does Fannie Mae require the lender to request federal
income tax retumn franscripts.

Federal tax returns are not required to verify income for a significant number of income types including
salary/base pay, bonus and overime, or commission eamings that amount to less than 25% of total
qualifying income. Tax returns are also not required for military income, Social Security disability, or

© 2017 Fannie Mae. Trademarks of Fannie Mae. May 2017 1of3
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Trending Questions

Fannie Mae Top Trending Questions

Question

if a home is purchased at an auction and
the purchase price includes the buyer's
premium and/or technology fee, will that be
acceptable?

For employment offers and contracts, if the
lender is unable to obtain a paystub to
meet the Selling Guide requirements, do
we have options?

Can the borrower’s parent, who is also the
selling realtor, give a gift of cash or
commission to the borrower for down
payment?

Can we use the credit report to support a
mortgage that was included in a bankruptcy
if the credit report states “included in a
BK?"

When a borrower converts their primary
into an investment, do we still have to
follow the old guidelines, in reference to
30% equity and 6 months reserves?

Answer

Yes. We will permit the combining of the buyer’s premium and the winnin
bid to calculate the final sales price. However, the amount of the buyer's
premium should be common and customary (that is, an amount that is
consistent with a typical auction and tech fee transaction). As with all
purchase transactions, the lesser of the sales price or appraised value mus
be used when establishing the LTV, CLTV, and HCLTV ratios. (Ref: Selling
Guide B2-1.2-01, Purchase Transactions}

In lieu of a paystub, the lender can obtain a fully completed Verification of
Employment (VOE) with year-to-date earnings to verify the income used to
qualify. (Ref: Selling Guide B3-3.1-09, Other Sources of Income)

No, the donor may not be, or have any affiliation with, the builder, the
developer, the real estate agent, or any other interested party to the
transaction. (Ref: Selling Guide B3-4.3-04, Personal Gifts)

“Included in a BK™ does not necessarily mean the debt was discharged in
the bankruptcy. In order to disregard a mortgage debt that was included in
a BK, the lender must obtain documentation that the debt was discharged.
(Ref: Selling Guide B3-5.3-07, Significant Derogatory Credit Events -
Waiting Periods and Re-establishing Credit}

The equity and reserve requirements that applied specifically when a
borrower converted their current principal residence into an investment
property have been eliminated. The lender should follow standard reserve
requirements and rental income policy. (Ref: Selling Guide B3-6-06,
Qualifying Impact of Other Real Estate Owned)

https://www.fanniemae.com/singlefamily/trending-questions?taskld=task-47
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Fannie Mae Underwriting FAQs

Fannie Mae

Answers Common Lender

Income Questions

— https://www.fanniemae.com/content/faq/

underwriting-fags.pdf

Avoiding Common Underwriting Errors

Underwriting FAQs
This document highlights frequently asked questions about policies that are covered in the Selling Guide, and
provides direct links to the relevant Selling Guide topic and other resources. The document is updated

periodically to align with policy changes.

# | Question Answer
1 ‘Can the amount of distributions reported on IRS | Mo, i are not an itis ursemndaryswmuhmme[cr
Schedule K-1 be used as income to qualify the qualifying purpeses and cannot be used in the ab of

bomower?

for qualifying purposes. A documented history of distributions demonstrates
that business income has been received by the bormower. When the
borrower canmot document a history of distributions consistent with the
amount of business income used to qualify, the lender can altematively
confirm the business has adequate liquidity to support the withdrawal of
earnings.

How is the minimum replacement reserve
allocation for HOA budgets calculated?

To determine whether the association has a minimum annual budgeted
replacement reserve allocation of 10%, divide the annual budgeted

ent reserve hon by the iation’s annual budgeted
assessment income.
E}emtyp&ofnmmayheemludedﬁunhereseﬂemnm
Additional information can be found in

Are lenders permitted to use a reserve study in
lieu of calculating the replacement reserve?

Yes_Thelenclermayuseareservesmdylnieuu( hing a .

reserve of 10% ided the g i are met

# The lender obtains a copy of an acceptable reserve study and retains the
study and the lender's analysis of the study in the project approval file;

# The study demonstrates that the project has adequatefunded reserves
that provide financial ion for the project 1t to Fannie Mae's
standard reserve reguirements; and

# The study demonstrates that the project’s funded reserves meet or
exceed the recommendation made in the study.

Additional requirements for reserve studies can be found in B4-2.2-02: Full

Review Process.

Do employee business expenses reported on
IRS Form 2106 always need to be deducted
the borower's income?

Mo. If the bormower is qualified using base, bonus, and overtime pay. and
commission income is less than 25% of the bormower's annual employment
income, unreimbursed employee business expenses are not required to be
analyzed or deducted from qualifying income or added to the monthly
liabilfies.

See - and B3-3.2.1-03: Dedyclions Regoriad
on IRS Form 2108.

When a bormower has a bankruptcy and a
foreclosure, what event is used o determine the
waiting pericd?

If a mortgage was through a b (and documented by the
lender), the bankruptcy waiting periods may be applied. Otherwise, the
g'ealeroﬂhe barlm‘huy orﬁ:ledosuewuh‘lg penods must be q:plled
See [ .S an a X
Reeswbllshlng Cred

Can gift funds come from trust or estate
accounts?

MNo. Gifis must come from individuals related to the bormower. Trusts and
estates do not meet the gift donor requirements.

See B3-43.04 Perconal Gifs

Does Fannie Mae require borrower signatures in
conjunction with the Clesing Disclosure?

MNo._ As stated in the Selling Guide A2-5.1-02: Individual Mortgage Loan Files,)
Fannie Mae is not currently requiring that the bomower and seller (if
licable) sign the Closing Disclosure. Although these signatures. are not

& 2017 Fannie Mae. Trademarks of Fannie Mae.

May 2017 1of2

Genworth = (-


https://www.fanniemae.com/content/faq/underwriting-faqs.pdf

Contact Us 1800 FRIDO® Lxplorn Fraadie Mac

-~
FreddieMac Home Working with Us

Single-Family

D

News 8 Insights About

°
Helping every
hous. g valu' Fredii&lyl“a'c' Home Working with Us Tecls & Learmmng Nent & Insights Aboat

Freddie Mac Single-Family offers unmatched risk §

process automation - along with the industry’s be

DOrrowers succeed In a4

Resources & Learning

Getting the most out of Loan Advisor
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Getting the most out of Loan Advisor

Leamn about the latest Loan Advisor release notes, feedback mess

ges and other resources

Toois & Downloads I Learning I Events

Training & Education

Whether youre new to doing business with Freddie Mac, or one of our exper

nced partners, you'll find

videas and other materlals for all of your tradning and education needs

Loan Product Advisor
Training Resources

Set Your Target on AIM for Self- pa—
Employed Income with Loan Product Representation and

Warranty Rellef
AdViSOl‘ Overview 7

Leam more about how the Loan Product Advisor asset and income
modeler (AIM) for self-employed income works and what you need
to know to assess operational and system impacts and readiness
10 take advantage of this new capability

Selling Mortgages for
Cash Using Loan Salling
Advisor User Guide

SET YOUR TARGET ON AIM FOR SELF-EMPLOYED INCOME WITH LOAN
PRODUCT ADVISOR =

Loan Product Advisor
Feedback Certificate
video

What is Condo Project
Advisor tutorial

Selling Mortgages for
Securities Using Loan
Selling Advisor User

Guide

AIM for Self-Employed

Loan Product Advisor
Documentation Matrix

the foloning nf sticrt ae

Loan Product Advisor
Functionality Guide

Automated Collateral
Evaluation Training

Loan Product Advisor*
Feedback Message
Cause and Resolution

https://sf.freddiemac.com/tools-learning/loan-advisor/resources-

learning#learning
v\‘.‘/'
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Documentation and Rental Income

Matrix
— Documentation Matrix Updated Loms Pt AdvcrtDocmertaion st SR U i

U o v Aamstcn as 4 medsveecs or docs

July 2019 e

|
|

Freddie Mac Rental Income Matrix ] Fr?ddie Mac
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— Rental Income Matrix Updated
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Genworth Underwriting Guidelines
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YOU-CENT underwriting Guides & credit J§ER Genworth Mortgage Insurance
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Policy Updates

Regulatory Resources

Contract Services
Underwriting

Underwriting Tips
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/\\

/| \

27| Underwriting o/ | Rate Express™ LOS
—=| Innovate Underwriting _°_ Find Rates Quick Streamline Your Systems
— KNOW MORE — GET A QUOTE NOW LET'S GO
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Mortgage Insurance

Simply Underwrite®
Eligibility Recap

Simply Underwrite applies to eligible loans with 3 Desktop Underwriter® recommendation or Loan Product Advisor®
risk classification. Contact your sales represantative or the ActionCenter® at 800 4445664 with any questions.

Effective July 1, 2019

Primary Residence — Purchase, Rate/Term Refinance and Construction-to-Permanent’

Property Type Max LTV | Max Loan Amount Min Credit Score I Max DTF
Single family (detached & attached), 7% Agency Base Conforming
Condominiums, Cooperatives, -
Mar it d Housing? 95% FHFA High Cost 620
Per DU & Loan
2units 95% FHFA High Cost Product Advisor
3units 95% FHFA High Cost up to $1,000,000 200
4 units 95% FHFA High Cost up to $1,000,000
Second Home — Purchase, Rate/Term Refinance and Construction-to-Permanent
Single family (detached & attached),
Condomiriums, Cooperatives, 90% FHFA High Cost 620 P'::‘dog i‘:’a"
Manufactured Housing u visor

Investment Property — Purchase and Rate/Term Refinance

Single family (detached & attached), : Per DU & Loan
Condominiums EHFAHigh Cost Product Advisor
16 on-to. i ith proparty typ i ly Housing.
i he DTI the total DTl including E i d for guideline cligibility
3 ingis aligil i LTV of 97% for M P
Eligibility In addition to Approve/Eligible and Accept/Eligible loans, the following GSE AUS rac dations or risk
classifications may be eligible for Simply Underwrite:
* Approve/Ineligible for HomePath® Property
* See Simply Underwrite sections 4.1 and 6.1 in the Underwriting Guidelines for complete detsils
* HomeReady® and Home Possible® are eligible for Simply Underwrite. For more information, see section
4.2 in our Underwriting Guidelines.
* Fannie Mae High LTV Reﬁnance Option and Freddie Mac Enhanced Relief Refinance Mortgage™
Exclusions from Simply | * Lend waivers or prog unless poroved by Genworth. However,
Underwrite GSE published R ion Mortgage Prog) and coop share mortgages are eligible for Simply
Underwrite.
* Genworth does not insure the fol!owmg' Prnpemes located in Guam, Pue(to Rico and Vilgln Islands
Other Underwriting * Foliow Sactions 4.1 and 6.1 Simply Us in our Und.
Requirements * Appraisal waivers are eligible when offered by DU for rate/term refi i iving a
DU Approve/Eligible recommendation
N References to FHFA (Federal Housing Finance Agency) pertain to HERA High-Cost Areas Loan Limits
which can be found at EHEA Loan Limits,
Desktop Underwriter®, DU®, HomePath® Properties, and dy® are of Fannie Mae. Loan Product Advisor™, and Freddie
Mac Enhanced Relief Reflnance™ are service marks of Freddie Mac. Home Possible® is a registered trademark of Freddie Mac.
Th-ssurrwnzry:suw\dedfonefwenceonlyandnssub]enmﬁ\e terms and c of Genworth's L ng Guidelines at
com In case of d with this d the L 9 G 9

Xy
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Genworth MI Top Decision Errors

Income — Analyzing the Borrower’s Income

MI Decision Tips

Gernwort's filnk Qusity Assurance Seam crastes tha report (o help underariten fo ssbmit quakty
onginations. Each quarter, yoa can use this report to discaves the most bequently made M decision
erors and leamn how 1o avoid them. You'll find escerpts from the associated underwiiting gusdelines
abonyg with comrective actons for each ~ including relevart ssampies when appropriste. Loscs requinng
an excepbion 1o Ganworth published gudeines must be s=ant in far & Genworth underwte.

Assets - Analyzing the Bamowec's Assets

Decision Eror
Awsuts Not Documeated
- Fegeired by Pragram
or AUS Guidubres

Source of Furds net
Admqumely ar Propacy
Daotarrmrted for Large
Degosts

2nd Quarter 2019

Uredmrueriting Guidefine
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Prsduct Asvisar. Addtian sl docunmwrtanos may bo
- e 10 RO T wntlerwiniing decaen.

Gonwarth Standand Goifabnes Section 710 Avsets
el Lisbists

Garnreetts will wesngs fhw fnboweg GEE tlasdlursd

inderertng gaciebeen ki et ancd bebdsy

ssmmrvent. O podey b3

® Fuliow Ferrrm Man's gualeines whes Farmg Mas s
thut impwatrer ur the Fermie Mas Sellog Cuide it your

e N
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lor all pther stuations, unless o spechic G50
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1,
Genworth 3, %,

Mo gaget Inaurwey

Carrective Action

Linghwrwriter mrat mrmioe Cemasrth,
ALY and bvedtin dutastertatae
Iegarwrat s hasw ewn met f
wrdvzeon 3nd documentstan of
punets ALS aqmerons any st
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et wooart of $6.530 00

Exsmple 2 Micuayg i) pages ta bark
ALatavienty Lr mewsiag sacendd monh
slatwniem § reczzind

Decision Error
Verbal VOE Missing,
Incomplete or Incorrect

Income Not Documented
as Required by Program
and/or AUS Findings
Recommendation

Underwriting Guideline

Genworth Section 4.1 Simply Underwrite
Eligibility

Follow Verbal VOE requirements by DU and Loan
Product Advisor.

Corrective Action
Underwriter must ensure that
AUS, Genworth and Investor
documentation requirements
have been met.

G th Standard Guidelines D i1 E ple 1: Missing current paystub
Section 7.2 and W-2 from the prioryearor a
Verbal VOE is required to be dated within 30 calendar | standard VOE as required by DU.

days prior to the note date for both salaried and seli-
employed borrowers

Genworth Section 4.1 Simply Underwrite
Eligibility

Follow documentation required by DU and Loan
Product Advisor. Additional documentation may be
warranted to support the underwriting decision.

Genworth Stand.

Requirements Section 7.1

Genworth will accapt the following GSE Standard

underwriting guidelines for Income & Employment.

Qur policy is to:

* Follow Fannie Mae’s guidelines when Fannie Mae is
the investor or the Fannie Mae Selling Guide is your
standard guideline set

* Follow Freddie Mac's guidelines when Freddie Mac
is the investor or the Freddie Mac Seller Guide is
your standard guideline set

* Follow the least restrictive of the agencies guide-
lines for all other situations, unless a specific GSE's
guideline is noted to follow for all others.

d Guidel: D. -

Example 2: Expired income
documents. Most recent paystub
provided for borrower is dated
08/01/16. Loan closed 12/15/16
(over 120 days old).

Example 3: Current paystub is missing
YTD income.

Example 4: Borrower has a 2 year job
history per 1003 but started a new

job mid-year. Alender is required to
obtain documentation from the
previous emplayer. The loan file needs
to reflect all YTD income and address
any employment gaps. There should
be evidence of continuity of income.

Program — Analyzing the Program

Decision Error
Loan recafved A /

Underwriting Guideline

th Section 3.5 Stand.

e m

Ineligible or Accept/
Inefigible and didn't
meet Genworth Standard
Guidelines

Genworth's Standard Guidelines apply to loans that
are manually underwritten without a GSE AUS
recommendation or risk classification or ioans that
are not eligible for our Simply Underwrite Guidelines
These loans can either be submitted to Genworth for
a full package underwrite (Genworth underwrite) or
underwritten by the lender using its delegated
underwriting authority.

Underwrite your loansto GSE standards with

the exceptions and additional requirements/
clarifications in our underwriting manual and your
loan will be aligible for our insurance.

When Genworth’s underwriting manual is "silent” and

does not address a guideline, the lender must follow
GSE standard guidelines.

Corrective Action
Underwriter must ensure Genworth

documentation and program
requirements have baen met.

For More Information

Contact us at action.center@genworth.com or 800 444.5644 for questions or to give us feedback.

https://new.mi.genworth.com/underwriting-tips-and-credit-policy
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Assets — Analyzing the Borrower’s Assets

Decision Error Underwriting Guideline Corrective Action

Assets Not Documented | Genworth Section 4.1 Simply Underwrite Underwriter must ensure Genworth,

as Required by Program | Eligibility AUS and Investor documentation

or AUS Guidelines Follow documentation required by DU and Loan requirements have been met for
Product Advisor. Additional documentation may be verification and documentation of

Source of Funds not warranted to support the underwriting decision. assets. AUS assumes any assets

Adequately or Properly Genworth Standard Guidelines Section 7.10 Assets required will t?e Yenﬁed and

Documented for Large and Liabilities documented in file.

Deposits Genworth will accept the following GSE standard Example 1: Missing documentation to
underwriting guidelines for asset and liability evidence source of a large deposit in
assessment. Our policy is to: the amount of $6,500.00.

* Follow Fannie Mae's guidelines when Fannie Mae is
the investor or the Fannie Mae Selling Guide is your
standard guideline set

¢ Follow Freddie Mac's guidelines when Freddie Mac
is the investor or the Freddie Mac Seller Guide is
your standard guideline set

¢ Follow the least restrictive of the agencies guidelines
for all other situations, unless a specific GSE's
guideline is noted to follow for all others.

Example 2: Missing all pages to bank
statements or missing second month
statement if required.

A
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Income — Analyzing the Borrower’s Income

Decision Error
Verbal VOE Missing,

Incomplete or Incorrect

Income Not Documented
as Required by Program

and/or AUS Findings
Recommendation

Underwriting Guideline

Genworth Section 4.1 Simply Underwrite
Eligibility

Follow Verbal VOE requirements by DU and Loan
Product Advisor.

Genworth Standard Guidelines Documentation
Section 7.2

Verbal VOE is required to be dated within 30 calendar
days prior to the note date for both salaried and self-
employed borrowers

Genworth Section 4.1 Simply Underwrite
Eligibility

Follow documentation required by DU and Loan
Product Advisor. Additional documentation may be
warranted to support the underwriting decision.

Genworth Standard Guidelines Documentation

Requirements Section 7.1

Genworth will accept the following GSE Standard

underwriting guidelines for Income & Employment.

Our policy isto:

¢ Follow Fannie Mae's guidelines when Fannie Mae is
the investor or the Fannie Mae Selling Guide is your
standard guideline set

» Follow Freddie Mac's guidelines when Freddie Mac
is the investor or the Freddie Mac Seller Guide is
your standard guideline set

» Follow the least restrictive of the agencies guide-
lines for all other situations, unless a specific GSE’s
guideline is noted to follow for all others.

Corrective Action

Underwriter must ensure that
AUS, Genworth and Investor
documentation requirements
have been met.

Example 1: Missing current paystub
and W-2 from the prioryear or a
standard VOE as required by DU.

Example 2: Expired income
documents. Most recent paystub
provided for borrower is dated
08/01/14. Loan closed 12/15/16
(over 120 days old).

Example 3: Current paystub is missing
YTD income.

Example 4: Borrower has a 2 year job
history per 1003 but started a new

job mid-year. A lender is required to
obtain documentation from the
previous employer. The loan file needs
to reflect all YTD income and address
any employment gaps. There should
be evidence of continuity of income.

Genworth MI Decision Tips Updated Every Quarter

Avoiding Common Underwriting Errors
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Program — Analyzing the Program

Decision Error

Loan received Approve/
Ineligible or Accept/
Ineligible and didn't
meet Genworth Standard
Guidelines

Underwriting Guideline

Genworth Section 3.5 Standard Guidelines
Genworth'’s Standard Guidelines apply to loans that
are manually underwritten without a GSE AUS
recommendation or risk classification or loans that
are not eligible for our Simply Underwrite Guidelines.
These loans can either be submitted to Genworth for
a full package underwrite (Genworth underwrite} or
underwritten by the lender using its delegated
underwriting authority.

Underwrite your loans to GSE standards with

the exceptions and additional requirements/
clarifications in our underwriting manual and your
loan will be eligible for our insurance.

When Genworth’s underwriting manual is “silent” and
does not address a guideline, the lender must follow
GSE standard guidelines.

Corrective Action

Underwriter must ensure Genworth
documentation and program
requirements have been met.

Avoiding Common Underwriting Errors 17
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Genworth Underwriting Guidelines
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Underwriting Tips for Contract Underwritten Loans

Garmarth's Contract Usichrwer ing tesm wanta 3 hel you gel your lasn 1o downg as (as s posible. W have
propared this tip sheet with top 3 arsas of focus of fiequent cond %0ns 0n contract undanwe itten oan 1o help
rnimize Prionto.Closing conditinns and get your loan 1o closing au fast 33 ponsible

Earnest Money Depasit (EMD) Not Documented jrarm or AUS Guideline

AP E RIS
- DS

Copy of EMD check provided deted 32919, 1 ’rwnh bated bark himoey
e e

. et secent hisok statwmmes do0
than mocount the EMD was writsen from wes
chated 11519

eftmesng the ENMO chack dwted 12949 hew clemcedt

2. Upcdlatw WOV YOORALIS frvciings with the apdemd ek
mecount hal scce par statmoramthmscey sf e the date
st EMD chenbnd claarnd

Cupy of GMD chack Sor $5,000 duted 12919, 1o dasecd bank hnoey
hommrwr, moet recent liask statmment 1o the é meflacting the EMD chuck datnd nvnu.uhm-o-.
wecounm the EMD s wetttnn S was datect scooant
39519 aevd balancs was 312904 2 Dacarventthe smace of sep'al 1aige depownig je
defined by Fannm Mas/Fradiie Mac or lrwestr
Qriidebnad) Thar may have baen wsed lor funds To make
e EMD
1 Upctare YOONOONALL Sadiage with mw wpdane d hack
Bilence per satmmurtMistiny sltar the EMD chack
chawnd e account

1. Prowide copy ul EMD check
6 2 Proveade copry ol ek statemenisl or VOO for time
pecod thet comry up 1o & mnluding the date the EMD
chumncd e bormwer’s sccoant

EMD o fivect me wn "Othar crmcit” im the

Dwtiis of Transection of 1003, but the He

cortamad no dosirmentetios weriflng the
EMD ancdior souss

Agency Guideline Refersnces for EMD(a):

* Fannie Mue Selling Quide: Suction U343 07 Larwent Money Depodt & Sectios 3.2 407, Documantations Reguremens

* Fomddie Mac Solling Guide Section S501.0, Asnt slgluliry S documentatinn maperasnests > (M| - Earmast Monsy
Dapose (EMD)

SONTTE lvemntine Gusdelbaan/Ovarlars sy Affas i Fanme Mas/Fomdidie Mac mmoubimments

Avoiding Common Underwriting Errors

Gift Not Documente Required by Program or AUS Guidelines
B ¥ 5 ! > \)

- 1 vand- fully cncmad o"\ lnn-r(nr om lundl of $7 500
for the EMD funds
2. Varify the donar's availability of funds and their

tansforof funds for the EMD
3. Ennure the 1003/1008/AUS reflect the soures of EMD

Bnrmw-r(l) EMD n' $7 500 came lrnm
aifttunds

for $7,500 wan from a gift

Asaurce of horrowe(e) funds ta close 1. Pravide fully executed gift latter
v caming from « gift 2. Vurity the donors availability of funds and document
transfur oof gift funcs to borrower(s)

**Far giftfunds nottransferred untl closing, please
anuure wither the gift letter reflects « OR « provide
other indication of thix in the fils

3, Eonure the 1003100 0/AUS reflact the gift amount as
soures of funds 1o close

() navings haw & bal of 1. Provide fully sxecuted gift letterfor gift funds of
$12 000, but recently had o large deposit of 410,000
$10,000. It wan deturmined the source of this 2. Providw wvid the large d i ivad

daposit wan from a glift cama from the gift donor & donor s avallability of ﬂmrh
3. Upclute 100VAUS findings un follows

* Reduce the qualifying balance In savings account
10 2,000

* Add w suparate gt wsvet of $10,000

* Rerun AUS findlings with the updated asset
infarmation

Agency Guideline References for Gift(s):

* Fannie Maw Selling Guide: Section B3-4.3.04, Personal Gifts; Section B3-4.3-05, Gifts of Equity;
Section B3.4.2.06, Donations from Entities; & Section B3.4.4.02, Dncumonuuon Noquiromnm-

* Freddie Mac Selling Guide: Saction 5501.3, Asset aligibility & o a = (e)1,2,3) « Special
Reacuiremants for other aligible source of funds

MNOTE: Investor Guidwlinew/Oveiluys muy differ from Fannle Mas/Freddis Mac eguimements

Complete W2 and/or Tax Transcript(s)

v e AT AT e

Cen-ul! lnvnmr Gurd-lln--lOv-rl-yl p-r'ulnlnn totax u-n-cﬁph to d-v-vmln- Ntmn:vlp"(W? Tu) nre r-qulnd

NOTE: Faninis Mas & Freddis Mac do nat eaquire W2 or tax transeripts, anly a signed-casted 4504-T,

If you have questions, contact your Genworth Regional Underwriter or visit our website at mi.genworth.com

Forany additional training from Genwor th on these topics and more please visit our Training/Webinar catalog
for loan processors at new.mi.genworth.com/course-catalog.

maaeane
Cuwmwarth | inarchl Services, Inc

W01V Gormorth Hnancial, e, AR dghts maerved
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Genworth Rate Express®
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Training Tools and Information
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\\/
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Our Trainers
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Training FAQs
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/\\
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Recorded

Training Tools and Information webinars

Explore and watch

Course Catalog Tvpw ". nTrang 7-7 Q| on your time!

Genworth offers a comprehensive suite of training opportunities to boost your know-how, benefit your bottom line and ultimately best serve your borrowers.
With more than 90 courses in our catalog, our team is here (o help you stay up-to-date on the mortgage industry and regulatory environment. Classes are al
offered al no cost Lo you LIVE WEBINAR
CALENDAR

Browse by Topic

Madtgagy Infustey Pretessmnal
sadl Development Skils

Browse by Role

DOWNLOAD

r = == FULL
DUe 10 various interner browser versions, plense dowerriood end sove PODF before entering data, Plense note, cafaulidors ave updared periodicaly, COURS E

CATALOG

Fanmie Mae Form 1684 Calculator 2047+

2010 Freddie Mac Form 92 Calculator (20172018}

Froddie Mac form 91 Caleslator (2017-2018)
o o B b Sgrr b L gw e - Seaade T UPGATED

Ve fiTE B e Gewit 1 Pamse M B
L e s urpaTe:

Schedule Analy had (SAM) Caleud
(2017-301m)

D ks L " Sy ey UFDETID

Quick Rxtio - Liguidity Casculator (2017-
2018
Cllbti bt it Mty oot bmirs by

Rental income Calculator (2017-2018) gx‘"'m Ratio « Liquidity Casculator (2917-

L]

Q

. Q@ =
Q
Q

Rabibs 4 g —te .o b s Wy

Fannie Man Rental Guide (Calculator 037}

Fannie Mae Rental Guide (Calculator 1038

Fannle Man Form 1083 Cheat Sheet (2047~

Fannle Mar Comparative Analysis Form Self-Employed
1088 (2017-2018) Borrower Tools

Fannie Mac Rental Gusde (Calculator 10395 2018)
' . by bewres Sem P 11 LECATED

Q000

et s
e - LPCATID @

Income Calculation Tools
and Reference Guides

Income Calculation Worksheet
o fom 33 3200000 essrme VSOATED

-~
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Common Underwriting Errors
Capacity, Credit History, Capital, Compliance

v\"‘/'
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Underwriting Reminders

Every loan is unique

Always follow prudent underwriting standards
Information must be consistent

All applicable guidelines should be followed

Guidelines show minimum requirements

N,
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Five Cs Six Cs

Capacity Capacity
Credit History Credit History
Collateral Collateral
: Capital
Capital
. Compliance
Compliance

Common Sense

N1y,
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Capacity Errors

Income Calculation and Documentation, Self-Employed Borrowers

Ny
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Capacity- Income

Steady, Stable, Likely to Continue
— Two Year History
— Guideline exceptions for some income types
— Examples: Alimony, Survivor Benefits, Retirement
* Three Year Continuance from application date
—|Is there a decline? If so has the income stabilized?
» Provide documentation to support
—Job change, provide ALL W-2s from prior year or years depending on verification
message
Documentation
— READ the AUS results
— Check for overlays
— Seek additional documentation if:
* Inconsistent
* Discrepancies

» Possible misrepresentation-google® the business, look at a satellite map, Secretary of
State website

Ny,
Avoiding Common Underwriting Errors 27 Genworth "/,.‘\T-



Capacity: Fannie Mae

Expiration Date Not Defined Defined Expiration Date*
Lender does not need to document 3—year continuance Lender must document 3—year continuance
» gutomobile aliowance = alimony or child support
* base salary « distributions from a retirement account — for

exampie, 401(k), IRA, SEP, Keogh
» morigage differential payments
* notes receivable

* bonus, overtime, commission, or tip income
* capital gains income
» corporate retirement or pension

nihilis acnictansn

Fannie Mae Single Family Selling Guide

§B3-3.1-01, Employment and Other Sources of Income

> mortgage credit certificates « VA benefils (not including retirement or fong-ferm

disability)
« part-time job, second job, or seasonal income
» rental income
« self-employment income
* Social Security, VA, or other government retirement or annuity

A
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Capacity: Fannie Mae

Selling Guide
Published August 7, 2019

2 Guids Table of Contents

Part B: Origination Through Closing

Sesrch guide content Q

Qo
Ask Poli

Answers to your

Guide-related questions,

all in one place

Go ahead, Ask Poli (3)

i

Selling Guide Update
Publication Schedule

B1: Loan Application Package

This subpart describes the documentation required
in application packages for loans to be delivered to
Fannie Mae. It describes the allowable More...

B1-1: Application Package Documentation

This chapter describes the documents that must
be included in the loan application package, and
provides a sample Blanket Authorization More...

B2: Eligibility

This subpart describes Fannie Mae's morigage,
borrower, and property eligibility policies and
occupancy type requirements.

B2-1: Mortgage Eligibility
This chapter explains the requirements related
to mortgage eligibility.

B2-2: Borrower Eligibility
This chapter explains the requirements related
to borrower eligibility.

B5: Unique
Considerati

This subpart
underwriting
loan, propert

B5-1: High-
This chapte
requiremen
loans.

B5-2: Manu
This chaptel
originating .
secured by
> B5-2-01: 1
This toph
manufac
> B5-2-02: ]
{06/05/20
This topit
manufac

https://www.fanniemae.com/content/quide/selling/b/index.html

Avoiding Common Underwriting Errors

This part provides the requirements for originating conventit B3-3: Income Assessment
sale to Fannie Mae.

This chapter describes the requirements for
evaluating income stability, adequacy, and
likelihood of continuance — key factors used in
More...

B3-3.1: Employment and Other Sources of
Income

» B3-3.1-01: General Income Information
(12/04/2018)

> B3-3.1-02: Standards for Employment
Documentation (10/24/2016)
This topic contains information on the
standards for documentation of
employment income, More...

» B3-3.1-03: Base Pay (Salary or Hourly),
Bonus, and Overtime Income {05/15/2012)
This topic contains information on base pay
(salary and hourly), bonus, and overtime
income, More...

> B3-3.1-04: Commission Income (12/04/2018)
This topic contains information on the
verification of commission income.

> B3-3.1-05: Secondary Employment Income
(Second Job and Multiple Jobs) and
Seasonal Income (05/27/2014)
This topic contains information on income
from secondary and seasonal employment,

Ny,

Genworth = .
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Capacity: Freddie Mac

e Topic 5300: 5table Monthly Income and Asset Qualification Sources
H [ Chapter 5301: Ceneral Requirements for All Stable Monthly Income and Asset Qualification Sources
H [ Chapter 5302: Ceneral Documentation Requirements

H [ Chapter 5303: Employed Income

H [ Chapter 5304: Salf-Employed Income

H [ Chapter 5305: Other Income

H [ Chapter 5305: Rental Income

H [ Chapter 5307: Asset Qualification Sources

o0

Gemernl
Contract
Turms

s>

Freddie Mac -
Seller/Servicer

Selling Relationship Servicing

A
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Capacity: Freddie Mac

Income continuance charts were added to Topic 5301.1

— Income and earnings types typically without documentable
continuance

— Income types with documentable continuance

— Other income types that may or may not have documentable
continuance

Freddie Mac’s Single-Family Seller/Servicer Guide Series 5000: Origination and Underwriting

Topic 5300: Stable Monthly Income and Asset Qualification Sources
Chapter 5301: General Requirements for All Stable Monthly Income and Asset Qualification Sources

') 4
Genworth 3 Z.
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Capacity

Examine Paystubs Carefully

— Clear explanations for withholding items
* Possible undisclosed debt

— Consistent information
» Address on the stub does it match the 10037
« Social Security number
— Last four digits match the 1003?
— Year to date income
« Showing on paystub, does it support qualifying income
» Review prior year or years with ytd and qualifying income...Consistent?
— Stale dated?
— Year End paystubs for borrowers with OT, bonus, commission incomes or
— Verification of Employment for clarity on
- OT
— Bonus
— Commission

— See next slide for examples

7,

-

N\

4
.

=
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Employment/Income - Fully Completed VOE (Form 1005)

Missing Loan
Submission
Documentation

Borrower(s) breakdown of
earnings for:

* Bonus

* Overtime

* Commission

* Other pay types
Via a fully completed
Verification of
Employment (VOE)

Examples & Helpful Tips

Example 1: Borrower is paid hourly, however, paystub(s) provided
reflect a varied number of hours per week.

Helpful Tip:

1. Provide fully completed Verification of Employment
2. Ensure the employer completes all sections of the Verification
of Employment form (including — “If paid hourly — average
hours per week”)
a. TIP: If borrowers prior year(s) earnings are not in line
with current YTD earnings, employer to address in
“Remarks” section for any significant increase/decrease in
current pay vs. prior year(s) eamings

Example 2: Borrower is paid a Base Salary, however, also receives
Overtime, Bonus, or Commission(s) income that is needed to
qualify. Paystub(s) reflect Base income, and Overtime, Bonus,

or Commission(s), per pay period and YTD, however W2(s) only
reflect total earnings with no breakdown of income.

Helpful Tips:

1. Provide fully completed Verification of Employment
2. Ensure the employer completes all sections of the Verification
of Employment form including a full breakdown of income
including Base, Overtime, Bonus, or Commission(s) for YTD
and prior year(s) as required by AUS and/or Program
Guidelines
a. TIP: Make sure the employer indicates if the Overtime,
Bonus or Commission(s} are likely to continue
b. TIP: If Overtime, Bonus, or Commission(s) prior year(s)
earnings are not in line with current YTD earnings,
employer to address in “Remarks” section for any
significant increase/decrease in current pay vs prior
year(s) earnings

Agency Guideline
References

Fannie Mae Selling Guide:

* Section B3-3 - Income
Assessment (Various
Sections depending on
Income type)

» Section B3-2-2-DU
Vslidation Service

Freddie Mac Selling Guide:

» Section 5102.3, General
requirements for verifying
documents

¢ (3)- Written
Verifications

e Section 5300 - Stable
Monthly Income and Asset
Qualification Sources
(Various Sections
depending on Income
Type)

» Section 5901 — Automated
Income Assessment with
Loan Product Advisor

*Note: Investor Guidelines/
Overlays may differ from Fannie
Mae/Freddie Mac Requirements

Avoiding Common Underwriting Errors
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Capacity

Income Trend/Declining Income
— Can the income be used to qualify?
— If so, use only the lower of the two years
Fannie Mae Comparative Income Form (Form 1088)
— For Self-Employed Borrowers
— Reference Guide on the Genworth website

- Comparatwe hicome Araban IRok Reterence Suide Fammie Mae s Comparative Anglysis Form (Form 16498)
=3} Fanme Mao

T e e b i S 4 g o e "
T e G T WACE T B T Sk g

&t e b — - -

Genworth calculators can be found at hitps://mi.aenworth.com/training

‘\‘.‘/f
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Capacity: Self-Employed Income

Fannie Mae Income Calculations

— Bulletin 2016-05
« Clarification in determining adequate business liquidity when required
« Eliminated the requirement to document the borrower’s access to income
» Extended the VVOE on Self-Employed from 30 days prior to the note to 120 days

A
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Capacity: Self-Employed Income

Freddie Mac Income Calculations

— Bulletin 2016-19

» Distributions are not required for partnerships and S corporations but business must be
capable of paying out profit and generating future earnings

— Documentation requirements
» Borrower must be self-employed (have ownership interest of 25% or more) in the same
business for at least five years to obtain one year tax returns;

» Borrowers that are self-employed in the same business less than five years two years
tax returns are required

» Verification of existence of the business required and must be completed prior to
delivery date but not more than 120 days prior to the Note date.

— Bulletin 2018-15
» Updated policy for self-employment when disclosed and not used for qualifying. Income
or loss not required to be evaluated or documented for each borrower when:

— Has a primary source of income, other than self-employment, used for qualifying the Mortgage
and

— Is self-employed, and the self-employment income is a secondary source of income

N1,
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Capacity: Self-Employed Income

Freddie Mac Income Documentation

Documentation The Seller must establish and calculate the stable monthly qualifying income using at least the
Requirements following required documentation. Additional documentation may be warranted to support income
(Guide Section stability.

5304.1(h)) ®  Freddie Mac Form 91, Income Analysis Form, or an alternative form that provides the same

information
Note: Effective March 1, 2019, a revised version of Form 91 applies
= Verification of the current existence of the business as described in Guide Section 5304 _1(g)
»  Federal income tax returns, including all applicable schedules and forms must reflect at least
12 months of self~-employed income.
= Verification of how long the business has been in existence
- For partnerships, S corporations and corporations, the federal income tax return(s) for the
business must indicate the number of years that the business has been in existence
— For sole proprietorships, the federal individual income tax return({s) and any other
documentation or information received must not contradict the number of years that the
business has been in existence as documented on Uniform Residential Loan Application

Business in existence = 5 years' Business in existence < 5 years

Obtain complete signed federal
individual (Form 1040) income tax

Sole Obtain complete signed federal
proprietorship individual (Form 1040) income tax

return for the most recent year.

returns for the most recent two years.

Partnership

Verify the number of years that the
business has been in existence and
obtain complete signed federal
individual and Partnership (Form
1065) income tax returns, including
the Schedule K-1(s) for the most
recent year.

Verify the number of years that the
business has been in existence and
obtain complete signed federal
individual and Partnership (Form
1065) income tax returns, including
the Schedule K-1(s) for the maost
recent two years.

Avoiding Common Underwriting Errors
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T The Borrower must be self-employed (i.e., have an ownership interest of 25% or more) in the
same business for at least five years.
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Capacity

Show Your Income Calculation Work

— Agencies/Investors require calculations for all income scenarios
» Have a worksheet or address how income was calculated and maintain in file

— Self-Employed Borrowers

» Written analysis

* Available Worksheets on The Genworth Website without requiring and ID or password
— Fannie Mae Cash Flow Analysis (Form 1084)
— Freddie Mac Income Analysis (Form 91)
— Schedule Analysis Method (SAM)
— Base, OT, Commission, Other Income Worksheet
— Rental Worksheets: Form 92, 1037, 1038, 1039
— Fannie Mae Form 1088
— Liquidity (Quick and Current Ratio)

* All Genworth calculators can be found at

» Written explanation is helpful along with the worksheet

Ny,
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https://new.mi.genworth.com/self-employed-borrower-calculators

Credit History Errors

Credit Scores, Credit Reports, Liabilities

v\‘.‘/'
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Credit History

Credit Concerns Not Always Recognized by AUS or Common Errors

— Examples of Errors
* No evidence in file why you are *omitting a debt
« Taxes and insurance for properties owned free and clear omitted
* Debts evidenced on paystub or disclosed during initial application

 Paid mortgage tradeline with paid P&L noted in the comments section with no
explanation or documentation

» Borrower paying off debt but funds are not sourced (only have funds to close verified)
— Significant derogatory events
 Financial mismanagement

« Extenuating circumstances?
— Does my investor allow for extenuating circumstances?

* Re-established credit requirements met?
» Waiting period met ?

*See Fannie Mae Selling Guide or Freddie Mac Seller/Servicer Guide for guidance on excluding debts from a
borrower’s DTI Ratio.
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Credit History

Credit Scores

— Minimum score requirement?
* Non-traditional credit borrowers (without a credit score) eligible for AUS submission with
Fannie Mae’s Desktop Underwriter® 10.0
— Two non-traditional credit references must be reviewed and one must be housing related
— See Selling Guide 8B3-5.4-03: Verification and Documentation of Alternative Credit
» Non-traditional credit borrowers (without a credit score) eligible for AUS submission with
Freddie Mac’s Loan Product Advisor May 14, 2017

— Two Non-traditional tradelines must be verified and one must be housing related
— See Freddie Mac Bulletin 2017-02 for more details

— Within definition
« Genworth Simply UnderwriteSM
— 620 minimum credit score
— No additional requirements with valid AUS Approve/Accept Eligible recommendation
» Genworth Standard Guidelines (Non-AUS)

— Minimum of three (3) tradelines / credit references
» Open or closed
» That have been evaluated at least 12 months

— Lender, Investor, GSE requirement met?

7,
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Credit History

Credit History

—Trended Credit Data
 Additional information can be found in Fannie Mae's DU Version 10.0 Frequently Asked
Questions
* Credit reports used with Version 10.0 must include trended credit data
* For now, lenders do not need to analyze trended data

» Borrowers making minimum monthly revolving account payments may still be able to
receive an Approve recommendation from DU

Research has shown that
are than borrowers who

borrowers who
7 . - - m——

Neavet dcssditair it 75% less likely to become Exceeded their credit card limit in the last
delinquent 12 months

, : 60% less likely to become Only make their minimum payment each
Pay off their credit card every month delinquent ronth

v\‘.‘/v
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Credit History

Disputed Information

—AUS Loans
» DU provides messaging if impactful and further action necessary
 Loan Product Advisor will provide “Invalid” recommendation if impactful
« Manually underwritten typically significant items must be resolved prior to approval

Inaccurate Information
» Determine impact (Was AUS credit score impacted?)

* Obtain
— Written explanation from Borrower
— Credit report supplement
— New credit report
— Creditor documentation

— Manually underwritten loans

* Reporting company confirms inaccuracy
— Credit report unreliable
— Traditional credit evaluation without regard to inaccurate information

* Investors often require the “inaccuracy” be cleared and resolved before loan approval

Ny,
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Credit History

Minimum Payments

— Usually on credit report. If not on credit report
» Creditor supplied documentation

* Revolving,

— DU uses the greater of:
» 5% of outstanding balance or
* $10

— Loan Product Advisor allows
* 5% of outstanding balance

Open Ended Accounts (O-J or O-lunder MOP on Credit Report)

— Sufficient funds for repayment plus funds to close and reserves
*Yes
— Inclusion not required
* No
— Inclusion of 5% outstanding balance required for Freddie Mac if no payment listed
— Cannot close loan for Fannie Mae
— Third party responsibility
« Example: employer reimbursement
* Document with letter from employer/responsible party

Ny,
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Credit History

Student Loans
— Fannie Mae

Student Loans

If a monthly student loan payment is provided on the credit report, the lender may use that amount for
gualifying purposes. If the credit report does not reflect the correct monthly payment, the lender may use
the monthly payment that is on the student loan documentation (the most recent student loan statement)
to qualify the borrower.

If the credit report does not provide a monthly payment for the student loan, or if the credit report shows 50
as the monthly payment, the lender must determine the qualifying monthly payment using one of the
options below.

» |f the borrower is on an income-driven payment plan, the lender may obtain student loan
documentation to verify the actual monthly payment is $0. The lender may then qualify the borrower
with a $0 payment.

= For deferred loans or loans in forbearance, the lender may calculate

o a payment equal to 1% of the outstanding student loan balance (even if this amount is lower than
the actual fully amortizing payment), or

o a fully amortizing payment using the documented loan repayment terms.

Guidelines Stated Are Generic Fannie Mae Policy

A
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Credit History

Student Loans

— Fl’eddle MaC Topic Documentation Requirements
Student Loans
(Guide Section 5401.2) Debt Type Eligibility and Documentation Requirements
In repayment, = |f the monthly payment amount is greater than zero, use the
forbearance or monthly payment amount reported on the credit report or other
deferment file documentation, or

®  |f the monthly payment amount reported on the credit report is
zero, use 0.5% of the outstanding balance, as reported on the

credit report.
In loan forgiveness, The monthly payment amount may be excluded from the monthly
cancellation, DTI ratio provided the mortgage file contains documentation that
discharge and indicates the following:
employment-
contingent repayment | * The student loan has 10 or less monthly payments remaining
programs until the full balance of the student loan is forgiven, canceled,

discharged or paid, or

®  The monthly payment on a student loan is deferred or is in
forbearance and the full balance of the student loan will be
forgiven, cancelled, discharged or paid at the end of the
deferment or forbearance period

AND

®*  The borrower currently meets the requirements for the student
loan forgiveness, cancellation, discharge or employment-
contingent repayment program, as applicable, and the Seller is
not aware of any circumstances that will make the borrower
ineligible in the future

Prudent Underwriting Practices Will Apply

v\"‘/'
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Credit History

Excluding Debts — Contingent Liabilities or Not

— Fannie Mae and Freddie Mac

» Allows for any type debt (revolving, leases, student loans & mortgage debt)
— Must document 12 month payment history with no delinquencies
— Evidence payments made by someone other than borrower(s)

— Mortgaged properties must be counted in the maximum financed properties. See additional
guidelines regarding use of rental income.

— For mortgages payments to be excluded, the person making the payments must be obligated on
the mortgage debt

— Situations requiring inclusion in debt ratio
* Obligator's payment not documented
« Sufficient history (12 months) not established
» History of Delinquency

* Business debt not paid from separate business account
— Cannot be borrower’s personal account
— Cannot be business account from which personal debts are paid

Ny,
Avoiding Common Underwriting Errors a7 Genworth ‘./,.‘\T-



Credit History

Recent Credit Inquiries
— Definition
» Freddie Mac: within past 90 days

— Review updated messages on Loan Product Advisor Feedback

Topic Documentation Requirements
Credit report inquiries | Determine if additional credit was granted. If additional credit was granted, verification of the debt
within previous 90 must be obtained and the debt must be considered when qualifying the borrower.

days

(Guide Sections
5201.1(e) and 5202.6)

« Fannie Mae: The report must list all inquiries that were made in the previous 90 days.

— Confirm if new credit obtained
» Do you see the new account on credit report?
* Was it disclosed on application?

» Obtain verification

— Freddie Mac documentation examples
« Creditor letter
 Signed borrower letter

* Include in ratios
» See next slide for examples
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Credit - Credit Report Inquiries

Missing Loan Examples & Helpful Tips Agency Guideline
Submission References
Documentation
Credit Inquiry Letter as Example 1: Borrower's credit report shows an auto lease with Fannie Mae Selling Guide:
required by AUS and/or 2 months left to pay, and Inquiries section shows 11 inquiries e Section B3-5.3-04:
Program Guidelines recently from auto dealerships. Inguiries: Recent Attempts
» to Obtain New Credit
|
e Section B3-5.2-09:
1. AUS/Guidelines did not require an inquiries action, however, DU Credit Report Analysis

the following action(s) would be necessary
2. Provide a signed/dated LOX regarding the inquiries from the | Freddie Mac Selling Guide:
borrower addressing the inquiries : : :
3. lfthe borrower purchased/leased a new automobile: i ii:g?:ﬂ?f::;;g@;
a. Updated 1003/1008/AUS including the new additional Product Advisor —
debt in borrower’s qualifying ratios (¢)- Inquiries
b. Provide documentation to verify the new debt _
(e.g. — Promissory Note, Lease Agreement, Monthly * Section 5202.3: Evaluating
Borrower credit reputation

statement)
for Manually Underwritten
Mortgages

Example 2: Loan was submitted to LPA and borrower’s credit

report reflects 4 various inquiries within the last 90 days. * Section 5202.6: Evaluating
other credit information —

Helpful Tips: (a) - Inquiries

1. LPA feedback returned a feedback message for at least
1 creditor inquiry within the previous 90 days
2. Provide a signed/dated LOX regarding the inquiries from the
borrower addressing each of the inquiries
3. If any new credit was granted as a result of these inquiries:
a. Obtain verification of the new debt (payment and terms)
b. Updated 1003/1008/AUS including the new additional
debt in borrower’s qualifying ratios

.3
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*Note: Investor Guidelines/
Overlays may differ from Fannie
Mae/Freddie Mac Requirements




Capital Errors

Assets to Close, Borrower’s Own Funds, Gift Funds, Reserves and
Large Deposits

Ny,
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Capital

Excessive Seller Contributions
— Follow GSE, Investor and MI Guidelines
— Loans with payment abatements are ineligible
» Exception condo/HOA dues up to 12 months but amounts must included as IPC
— Check for guideline overlays
— See guidelines on next slides

N1y,
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IPC’s- Fannie Mae

Fannie Mae' Search forms, documents, site content, etc...

Single-Family ¥ iginati iti Pricing & Execution Delivering Servicing Training Technology

Selling Guide B3-4.1-02: Interested Party Contributions (IPCs) (12/19/2017)

Published May 1, 2018 This topic contains information on interested party contributions, including:
) Toble-Bl Contants Cverview >

BONE:Thne IPC Limits >

Lender Checklist for IPCs D

Lender Incentives for Borrowers D

IPC Limits

The table below provides IPC limits for conventional mortgages.

IPCs that exceed these limits are considered sales concessions. The property’s sales price must be adjusted
downward to reflect the amount of contribution that exceeds the maximum, and the maximum LTV/CLTV
ratios must be recalculated using the reduced sales price or appraised value.

Occupancy Type LTV/CLTV Ratio Maximum IPC
Principal residence or second home Greater than 90% 3%1

75.01% — 90% 6%

75% or less 9%
Investment property All CLTV ratios 2%

Ny
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IPC’s- Freddie Mac

Reference
[Single-Family Seller/Servicer Guide | E-mail Text |
" Single-Family Seller/Servicer Guide m
Selling

Series 5000: Origination and Underwriting
Topic 5500; Assets
Chapter 5501: Assets

5501.5: Interested party contributions (07/06/17)
(a) Types of interested party contributions and eligibility requirements

Freddie Mac will purchase Mortgages that include interested party contributions under the terms of the Purchase Documents
and this section.

Interested parties include, but are not limited to:
e Builder

e Developer

o Seller of the property

e Real estate agent

Based onx'value," as defined in Section 4203.1, the maximum permitted financing concessions are as follows:

Occupancy LTV/TLTV LTV/TLTV ratios LTV/TLTV
ratios >90% > 75% and = 90% ratios = 75%

Primary Residences and 304 6% 9%

second homes

Investment Properties 2% 2% 2%

The amount of any financing concessions in excess of the limitations set forth above will be considered a sales concession.

Funds paid by the property seller that are fees or costs customarily paid by the property seller according to local convention
are not sub]'ect to the maximum ﬁnancinﬂ concession limitations above.
*Freddie determines value by using the lessor of the sales price or appraised value

Ny
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Capital
Purchase Price (or refinance of all debt to be paid off)
- Earnest Money Deposit (only if verified)
- Other Financing (if applicable)
- Loan Amount Applied for
+ Balance Owed on 30 day accounts “O”
+ Closing Costs
+ Prepaids and escrows

+ Judgments, collections and debt to be brought current,
paid down or paid off prior to/or at closing.

+ Required Reserves

= Total Required Funds

7,
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Capital
Assets to Close

— Cash to close plus any reserves?

— Reserves

 Loan Product Advisor/DU
— Verify funds required
— Best practice: only enter needed funds

— Match assets on 1003 with DU/Loan Product Advisor and 1008; Verify and submit to underwriter
only what is needed.

— Manual calculation
 Additional reserves need to be calculated when:
— Borrower is selling a home and needs cash to complete that transaction
— Loan product Advisor loans when discount points are being paid by anyone other than borrower
— Other funds necessary for transaction (manual calculation??)
» Debts paid at close (check guidelines)
» 30-day accounts, if applicable
* Credit card financing, if applicable (funds to payoff or include in DTI)
* Collections and charge-off

— Multi family owner occupied, second homes and investment transactions - see guidelines
« Judgements or garnishments

7,

NI
Avoiding Common Underwriting Errors 55 Genworth ‘./,.‘\T-



Capital

Large Deposits Fannie Mae

— A large deposit is any deposit that is 50% or more of the total qualifying income
being used to qualify
» Source any account opened in most recent 90 days if using VODs
* Asset statements look for one or two month seasoning depending on recommendation
* Investors often are more conservative so check guidelines

Fannie Mae Single Famlly Selllng Gwde
§ B3-4.2- 02 Deoosﬂorv Accounts (05/27/2014)

Deposits Which May Indicate Borrowed Funds Must Be Investigated.

N,
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Capital

Large Deposits Freddie Mac

— A large deposit is any deposit that is 50% or more of the total qualifying income
being used to qualify

« Source any account opened in most recent 90 days if using VODs

Topic Documentation Requirements
Required funds All funds used to qualify the borrower for the mortgage transaction (1.& , any funds required lo be
(Guide Section 5103 1 paid by the borrower and borrower reserves) must come from eligible sources described in Guide
and Guide Section Section 55013
§501.1, 55013 *  For purchases, document the bomower has sufficient funds verfied and from ehgible sources

to qualify for the mortgage transaction

*  For refinances, venfication of funds s required

*  For non-occupant co-bormower transactions, funds may come from the occupant and/or non-
occupant borrower

*  For mortgages secured by second homes, see Gusde Section 4201 15(b)

Asset documentation must meet the requirements of Guide Sections 55013, 5102 3 and 5102 4,

as apphcable, and be mamtamed in the mortgage file. In addition

. FOI purchaso transacllons document the soulce of runds tor any tavoo dopostt whon me

W ST W

Freddie Mac Seller/Servicer Guide

§5103.1 and 5501 Required funds

- For Loan Product Mvrsu moﬂgageﬁ enlet the roduced amount of the asset into Loan
Product Advisor

*  When a single deposit consists of both verfied and unveried funds, use pust the unverihed
amount when determming whether the deposit is a large deposit

*  When the source of funds can clearly be identified (e g , direct payroll deposits or tax refund),
additional docurnentation 1S not required

¢ |f an account was opened within 90 days of a direct venfication (L&, VOD) and/or reflects a
current balance significantly greater than the average balance, document the source of funds

*  You must consider any labilities resuiting from all bormowed funds

Deposits Which May Indicate Borrowed Funds Must Be Investigated.
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Capital

Earnest Money

— Documentation
* From eligible source (account listed on 1003?)
« Correct documentation per guidelines — Is it a gift?

— Make sure funds are not counted twice
» Back out of bank account balance if necessary
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Capital

Borrower’s Own Funds
— Fannie Mae

The following table describes the minimum borrower contribution requirements for transactions that contain gifts.

LTV, CLTV, or HCLTV Ratio Minimum Borrower Contribution Requirement from Borrower's Own Funds
80% or less One- to four-unit principal residence A minimum borrower contribution from the
Second home borrower's own funds is not required. All funds
needed to complete the transaction can come
from a gift.
Greater than 80% One-unit principal residence A minimum borrower contribution from the

borrower's own funds is not required. All funds
needed to complete the transaction can come

from a gift.
Twio- to four-unit principal residence The borrower must make a 5% minimum
Second home borrower contribution from his or her own

funds. 1 After the minimum borrower
contribution has been met, gifis can be used to
supplement the down payment, closing costs,
and reserves.

See B5-6-03, HomeReady Morigage
Undenwriting Methods and Requirements, for
HomeReady mortgage minimum bormower
contribution and down payment reguirements.

1. If the borrower receives a gift from a relative or domestic partner who has lived with the borrower for the last 12 months, or from a
fiancé or fiancée, the gift is considered the borrower’s own funds and may be used to satisfy the minimum borrower contribution
requirement as long as both individuals will use the home being purchased as their principal residence.

Ny
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Capital

Borrower’s Own Funds

— Freddie Mac

* No requirement for >80% LTV loans where:
— Primary residence and
— Gift or gift of equity received from eligible donor used as source of funds or
— Employer Assisted Homeownership (EAH) Benefit is used as source of funds

« Some >80% LTV loans secured by manufactured loans no longer require borrower’s
own funds in transaction

— Genworth follows the GSE guidelines on borrower’s own funds

(b) Spedal mqﬁlramonls for Borrower personal funds
(i) Minimum Borrower contribution

For a purchase transaction Mortgage, the Barrower must maka a minimum centnbution from Barrowar parsanal funds when specifically required in the
Guide, as summarized In the chart below,

Minimum contribution from Borrower personal funds

Mortgages with Mortgages with
Mortgage type Guide saction number LTV/TLTV/HTLTY LTV/TLTV/HTLTV
ratios s 80% ratios > 80%
Mortgage secured by a 1- and .
2-unit Primary Residence WA Nane
Mortgage secured by a 2« and - ¢ ¥
4-unit Primary Residence WA None N/A
Mortgage secured by a second B ’ N 5% of value, when gift funds or
home 5501.3(c) Nane grants are used for the transaction
Mortgage secured by an 4201.16 All funds used for the transaction must be Borrower personal funds
Investment Property
Mortgages with shared equity plans | 4204.5 5% of value {must be Owner-Occupant’s personal funds)

See Section 4501.10 for requirements for minimum contribution from Borrower personal funds for Home Possible® Mortgages.
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Capital- Gift Funds

Gift Funds
— Enter into AUS correctly
— Must come from acceptable source
— A qift can be provided by:

* A relative, defined as the borrower’s spouse, child, or other dependent, or by any other
individual who is related to the borrower by blood, marriage, adoption, or legal
guardianship; or

* A filancé, fiancée, or domestic partner
— Document correctly
—*Verify donor availability

» Funds transfer per investor guidelines
— Fannie Mae prior to, or at closing
— Freddie Mac prior to closing

— Other restrictions
* Investment properties, gifts are not allowed

*The donor may not be, or have any affiliation with, the builder, the developer, the real estate agent, or
any other interested party to the transaction.

N1y,
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Assets and Liabilities

N eW Section 2: Financial Information — Assets and Liabilities. This saction asks about things you own that

are worth money and that you want considered to qualify for this loan. It then asks about your liabilities jor debts) that you pay
each month, such as credit cards, alimony, or other expenses,

* 2a. Assets — Bank Accounts, Retirement, and Other Accounts You Have

Include all accounts below. Under Account Type, choose from the account types listed here:
- Checking - Certificate of Depasit - Stock Options - Bridge Loan Procesds « Trust Account

« Savings » Miurtual Fund = Bonds » Individual Development » Cash Value of Life Insurance
= Money Markeat - Stocks = Retirermeant (e.q. 407k, (24 Account (used for the transgchion)
Account Type — use list above Financial Institution Account Number Cash or Market Value

] 5

3| 5

A 5

3| 5

el 5

Provide TOTAL Amount Here | §

List Assets
— Breakdown by type of asset
— Ask applicant which account or accounts or “source” of funds will be used for the transaction
— Collect two months assets statement
— Know what is considered a large deposit

— Explain any change source of funds must be communicated to you (i.e. borrower was to get a
gift but now liquidating their 401k)

— Does borrower have access to retirement accounts without restriction?
— Proof of liquidation?

Do not enter gift funds in Section 2. Gifts are entered in Section 4.

Ny
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Assets & Liabilities
*New

Do not enter gift funds in Section 2. Gifts are entered in Section 4.

[0 Does not apply

4d. Gifts or Grants You Have Been Given or Will Receive for this Loan

Include all gifts and grants below. Under Source, choose from the sources listed here:

« Relative - Employer - Community Nonprofit - State Agency
« Unmarried Partner « Religious Nonprofit - Federal Agency - Local Agency

« Other

Asset Type (Cash Gift, Gift of Equity, Grant) Source - use list above

Cash or Market Value

| ODeposited ONot Deposited

S

~| ODeposited ONot Deposited

=l
g

S

Gifts must be evidenced by a letter signed by the donor, called a gift

letter. The gift letter must:
— specify the dollar amount of the qift;
— specify the date the funds were transferred,;

—include the donor’s statement that no repayment is expected; and

—indicate the donor’s name, address, and relationship to the borrower

Documentation of donor ability/transfer and proof of receipt of the gift
will be required prior (prior to for Freddie Mac) or at closing.
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Capital- Gift Funds
Availability & Transfer of Funds

The lender must verify that sufficient funds to cover the gift are either
in the donor’s account or have been transferred to the borrower’s
account. Acceptable documentation includes the following:

—a copy of the donor’s check and the borrower’s deposit slip,

—a copy of the donor’s withdrawal slip and the borrower’s deposit slip,

—a copy of the donor’s check to the closing agent, or

— a settlement statement showing receipt of the donor’s check (Fannie Mae Only)
Fannie Mae Only: When the funds are not transferred prior to
settlement, the lender must document that the donor gave the closing

agent the gift funds in the form of a certified check, a cashier’s check,
or other official check with remitter as the donor.

Freddie Mac: Requires the gift to be transferred to the borrower prior
to closing, unless it is a gift of equity.

7,
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Capital- Gift Funds: Freddie Mac

Topic

Documentation Requirements

Gift funds or a gift of
equity

(Guide Section
5501.3(c))

Provide a gift letter signed by the donor. Information provided in the gift letter must:

= State the donor's name and the funds are given by a related person

®* Include the donor's mailing address and telephone number

= State the amount of the gift funds or gift of equity

= Establish the gift funds or gift of equity are a qift that does not have to be repaid

Gift funds: If the verifications provided in the mortgage file do not show evidence that the gift funds

have been depaosited in the borrower’s account, the borrower must provide evidence of the

transfer of funds from the donor to the borrower.

Gift of equity: A gift of equity must be reflected on the Settlement/Closing Disclosure Statement.

Note:

»  Investment Property Mortgages: Gift funds or gift of equity are not an eligible source of funds

= Second Home Mortgages with LTV/TLTV/HTLTY ratios greater than 80%: Minimum
contribution from borrower personal funds must be 5% of value when gift funds or grants are
used for the transaction.

Gift funds received as
a wedding gift

(Guide Section
5501.3(c))

Provide the following:

» A copy of the marriage license or certificate

= A verification of the gift funds in the borrower's depository account

The qgift funds must be on deposit in the borrower's depository account within 60 days of the date
of the marriage license or certificate

A gift or grant from an
agency

(Guide Section
5501.3(c))

Page 23 of matrix
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Provide documentation supporting a gift or grant from an agency. Examples of acceptable

documentation include copies of grant program materials, award letters or terms and conditions

provided to the borrower. The documentation must:

= Establish that the funds were provided by an Agency

= Establish that the organization has an established gift or grant program

®»  Establish that the funds are a gift or grant that does not have to be repaid

*  Provide evidence that the funds were received by the borrower or by the Seller on the
borrower’'s behalf

= |dentify the donor's mailing address

Much more detailed information regarding gift funds

Genworth
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Compliance

Completeness
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Compliance

Ensure Completeness of the Loan Application and Loan Package

— Two year history

* Employment

* Residence
— Occupancy

» Make sense

» Consistent throughout loan file
— Final 1003 URLA Signed
— Buyer/Seller CD in closed package
— AUS updated with final data

 Within tolerances, if permitted
— Proofread

« All information provided

* All documents in file

7,
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Compliance

No Cash-Out, Limited Cash-Out. Rate & Term Refinance

— Fannie Mae Limited cash-out refinance transactions must meet the following
requirements:

The transaction is being used to pay off an existing first mortgage loan (including an existing
HELOC in first-lien position) by obtaining a new first mortgage loan secured by the same
property; or for single-closing construction-to-permanent loans to pay for construction costs to
build the home, which may include paying off an existing lot lien.

Only subordinate liens used to purchase the property may be paid off and included in the new
mortgage. Exceptions are allowed for paying off a Property Assessed Clean Energy (PACE)
loan or other debt (secured or unsecured) that was used solely for energy-related
improvements. See , for
additional information.

The subject property must not be currently listed for sale. It must be taken off the market on or
before the disbursement date of the new mortgage loan, and the borrowers must confirm their
intent to occupy the subject property (for principal residence transactions).

Ny,
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Compliance

Limited Cash-Out.

— Fannie Mae Limited cash-out refinance transactions. The following are
acceptable in conjunction with a limited cash-out refinance transaction:
= modifying the interest rate and/or term for existing mortgages;
= paying off the unpaid principal balance of the existing first mortgage (including prepayment penalties);

= for single-closing construction-to-permanent transactions, paying for construction costs to build a home,
which may include paying off an existing lot lien;

= financing the payment of closing costs, points, and prepaid items. With the exception of real estate taxes
that are more than 60 days delinquent, the borrower can include real estate taxes in the new loan
amount as long as an escrow account is established, subject to applicable law or regulation. (For
example, if a particular state law does not allow a lender to require an escrow account under certain
circumstances, the loan would be eligible as a limited cash-out refinance without an escrow account) If
an escrow account is not being established, see ;

= receiving cash back in an amount that is not more than the lesser of 2% of the new refinance loan
amount or $2,000;

= buying out a co-owner pursuant to an agreement;

» paying off a subordinate mortgage lien (including prepayment penalties) used to purchase the subject
property. The lender must document that the entire amount of the subordinate financing was used to
acquire the property; or

= paying off the unpaid principal balance of PACE loans and other debt used for energy-related
iImprovements, described above.
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Compliance

No Cash-Out,
.Freddie Mac- A refinance Mortgage is either:

1. A Mortgage the proceeds of which are used to pay off an existing Mortgage or Mortgages
secured by the Mortgaged Premises with the cancellation of the existing promissory note(s)
and the execution of a new promissory note and a new Security Instrument, or

2. A Mortgage secured by Mortgaged Premises previously owned free and clear by the
Borrower

A Mortgage the proceeds of which are used to pay off an Interim Construction Financing must
meet requirements of Chapter 4602 for Construction Conversion and Renovation Mortgages,
including, but not limited to, how the transaction type (purchase or refinance) is determined.

Freddie Mac offers three types of refinance Mortgages:
A "no cash-out" refinance

A cash-out refinance

A special purpose cash-out refinance

Within these types, Freddie Mac has special requirements for refinancing certain Mortgages
currently owned by Freddie Mac.
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Compliance
No Cash-Out, Limited Cash-Out. Rate & Term Refinance

— Freddie Mac No Cash-Out

Cash back requirements for “no cash-out” refinance Mortgages

Effective for Mortgages with Settlement Dates on and after October 27, 2018; but Sellers may implement
immediately

Previously, for a “no cash-out” refinance Mortgage, proceeds could be used to disburse cash to the Borrower (or
other payee) not to exceed 2% of the new refinance Mortgage, or $2,000, whichever was less.

- To provide flexibility in the disbursement of cash back to the Borrower, we are revising our requirements to permit
cash back up to the greater of 1% of the Mortgage amount or $2,000.

Guide impacts: Sections 4301.4, 4602.5 and 5703.4
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Training Tools and Information
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Your Genworth Resources

> ActionCenter®: 800 444.5664

» Your Local Genworth
Regional Underwriter

» Your Genworth Sales
Representative
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Legal Disclaimer

Genworth Mortgage Insurance is happy to provide you with these training materials. While we strive for
accuracy, we also know that any discussion of laws and their application to particular facts is subject to
individual interpretation, change, and other uncertainties. Our training is not intended as legal advice, and is
not a substitute for advice of counsel. You should always check with your own legal advisors for
interpretations of legal and compliance principles applicable to your business.

GENWORTH EXPRESSLY DISCLAIMS ANY AND ALL WARRANTIES, EXPRESS OR IMPLIED,
INCLUDING WITHOUT LIMITATION WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A
PARTICULAR PURPOSE, WITH RESPECT TO THESE MATERIALS AND THE RELATED TRAINING. IN
NO EVENT SHALL GENWORTH BE LIABLE FOR ANY DIRECT, INDIRECT, INCIDENTAL, PUNITIVE, OR
CONSEQUENTIAL DAMAGES OF ANY KIND WHATSOEVER WITH RESPECT TO THE TRAINING AND
THE MATERIALS.

Collateral Underwriter®, Home Ready® and Desktop Underwriter® or DU® are registered trademarks of Fannie Mae
Loan Product Advisor®, Home Possible®, Loan Collateral Advisor® and Home Value Explorer® (HVE®) are registered trademarks of Freddie Mac
ActionCenter®, Homebuyer Privileges® and Rate Express® are registered trademarks of Genworth Mortgage Insurance

Genworth Mortgage Insurance Offers A Comprehensive Suite Of Training

Opportunities To Boost Your Know-How, Benefit Your Bottom Line, And Serve Your
Borrowers Better. Visit mi.genworth.com To Learn More.
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