Rural Development ther, America Prospers

Single Family Housing Guaranteed Loan Program
HB-1-3555 Chapter 11 Ratio Analysis Revision Guide

HB-1-3555 Chapter 11 Ratio Analysis has been revised to clarify credit accounts, ratio thresholds, debt
ratio waiver exceptions, and compensating factors.

The lender must document an applicant’s debt through various records including but
not limited to: a credit report, direct or third-party verifications, court documents, and
verification of deposits, electronic verifications, etc. ferloans— All applicant open

debts/accounts (mncluding non-medical collection accounts: and judgments) incurred
through the note date must be included in the total debt calculation and documented 1n

GUS and on the loan application as applicable. eaptured under abilstses onthe
monthly beg‘@:— B

Removed: “Obligations for child care....” This sentence was removed because these topics are
addressed in greater detail in this section.

Clarified: Minor clarifications were made to accept electronic verification of debts and distinguish
non-medical collections as open accounts that may need to be considered in the monthly debts.

PITI

¢ Prncipal interest. real estate taxes, harard insurance, monthlv portion of the annual fee,
HOA fees. special assessments_etc. -

11.2 B. PITI
Clarified: The PITI monthly debt has been expanded to include potential items that are included in
this total.




Installment accounts Lesstesm oblisations

¢ Accounts that will be paid in full through a specified number of fixed payments such as
auto, personal_ secured/unsecured. etc. must have the monthly payment included.

®  Installment debt mav be paid down to ten months or less of remaimming debt.

= Iften or less with more than ten months of repayment remains per the ing enthe credit

report, crechtor verification, et the monthly clebt may be excluded if the paxmem does not

11.2 B. Installment accounts
Revised: “Long Term Obligations” has been revised to “Installment accounts.” Installment accounts

did not have a specific section in HB 11.
Clarified: Installment accounts are defined with examples provided.

Clarified: Installment debts with ten or less months of repayment may be excluded IF the payment
does not exceed five percent of the monthly repayment income. The section in bold is the new
“significant impact” language.

The former “significant impact” language that was hard to locate in the previous HB 11 version, but in
this new revision it will be included for each monthly debt as applicable.

Example: Monthly debt payment: $165. Monthly repayment income: $2,300.
$2,300 x 5% = $115.
$165 is greater than $115, therefore the monthly debt must be included in the debt ratio.

Example: Monthly debt payment: $165. Monthly repayment income: $3,500.
$3,500 x 5% = $175.
$165 is less than $175, therefore the monthly debt may be excluded from the debt ratio.




Revolving accounts-

*  Credit cards, lines of credit, secured/unsecured, etc. must include tThe minimum monthly
payment documented on the credit report or other creditor verification in the total debts.

# Ifthe credit report shows an outstanding balance, but no speetfic minimum monthly
payment, the payment must s+l be be calculated as five S-percent of the balance as
reported on the credit report. 1+

#  The lender mav obtain s-acepyofthea current account statement or creditor verification
to document reflecting the actual monthly payment and include that —thatamount in the

mon'thly deb‘ts —must—be—used—ﬁa{—quahﬁaﬂg—pufpese& The lender must sotain this

* Revolving accounts with no outstanding balance on the credit report do not require an
estimated payment to be included in the debt ratio.

& UUSDA will not require a rtRevolving account s-thatwsll be pasdsn full prior to-loan
clesing are not reguired-to be closed.

11.2 B. Revolving accounts
Clarified: Examples of revolving accounts are listed.

Clarified: Flexibility is provided to verify an acceptable monthly payment for the account.




Court Ordered Debts: Child support. alimony, garnishments. etc.

*  Court ordered debts Applicantsoblisated to-paychild suppertalimeny
sammishments_or other court ordered debts must have the payment included in the

total debt ratio unless —Ifthe applicant has a release of liability from the
court/creditor: and acceptable evidence 1s documented. ebtamned the debt can be

R e S e

®* Lenders will utilize select pages from the applicable agreement/court order to

document the required monthly payment due and the duration of the debt.

® (Court ordered debts with ten or less pavments remaining may be excluded if the

pavment does not exceed five percent of the monthly repayvment income.

®  For GUS transactwns the lender wall manuall\- enter the cbhgatmn[sl asa monthl}'
liability. esth = =

reccmmendatmn of © Accept to be downgraded to a “Refer.”

¢ Lenders must confirm wsll ensure repayment agreements are current.Refer to
Chapter 10 for court ordered debt suidance and program eligibility.

11.2 B. Court Ordered Debts: Child support, alimony, garnishments, etc.
Revised: This section was re-named Court Ordered Debts.

Clarified: Court ordered debts with ten or less payments remaining may be excluded if the payment
does not exceed five percent of the of the monthly repayment income.

Clarified: Lenders may refer to Chapter 10 for credit eligibility guidance for court ordered debts (e.g.
delinquent child support, etc.).




Student loans-
- Lenders must include the required pavment as applicablefellews:

* Fixed pavment loans: A permanent amortized, fixed payment may be
used in the debt ratio when the lender retains documentation to verify
the payment 1s fixed, the interest rate is fixed, and the repayment term
15 fixed. The fixed payment will fully amortized/pav 1n full the debt at
the end of the term.

*  Non-Fixed payment loans: Payments for deferred loans, Income
Based Repavment (IBR), Income Contingent (IC), Graduated,
Adjustable, and other types of repayment agreements which are not
fixed must use the greater of the following:

1. One half (.50) percent of the outstanding loan balance

2. The current documented payment under the approved
repayment plan with the creditor. eannet beusedin the total

®  Student loans in the applicant’s name alone but paid by another party remain the legal
responsibility of the applicant. The applicable payment must be included in the monthly
EebtsL

o Student loans 1in a “foroiveness” plan/program remain the legal responsibility of the
applicant until they are released of liability from the creditor. The applicable payment
must be included in the monthly Hebts|

11.2 B. Student Loans

Clarified: Fixed payment loans: Fixed payment student loans with fixed interest rates, terms, and
payments will be fully amortized with the debt paid in full at the end of the term. A student loan with
a $92,538 balance and a stated monthly payment of $35 is not a fixed term loan. $92,538 / $35 =
2,643 payments (a 220 year term), which is unreasonable.

Revised: Non-Fixed Payment loans: The required payment for non-fixed payment/rate/term loans is
updated per the GovDelivery published September 23, 2019. All income based payments, graduated
or adjustable schedules, etc. must use the greater of the following:
1. One half (.50) percent of the outstanding loan balance documented on the credit report or
creditor verification, or
2. The current documented payment under the approved repayment plan with the creditor.

Please review the examples below.




Student Loan Balance: $35,000.

Monthly payment reported on credit report: $120.00

If the payment is documented as: Use this payment:

Fixed payment, fixed term, fixed interest rate $120.00

Income Based Repayment (IBR), Income $175.00

Contingent, Interest Only, etc. (.50% of the balance is greater than the non-fixed
payment)

Deferred or Forbearance $175.00
(.50% of the balance is greater than the non-fixed
payment)

Any additional non-fixed payment arrangements | $175.00
(.50% of the balance is greater than the non-fixed
payment)

For any non-fixed payment, the lender must use the greater of:
1. the stated payment on the credit report / documented payment from creditor or
2. .50 percent of the loan balance.

Student Loan Balance: 5$25,000.

Monthly payment reported on credit report: $200.00

If the payment is documented as: Use this payment:

Fixed payment, fixed term, fixed interest rate 5200.00

Income Based Repayment {IBR), Income $200.00

Contingent, Interest Only, etc. (5200.00 is greater than .50% of the balance)
Deferred or Forbearance $200.00

(5200.00 is greater than .50% of the balance)
Any additional non-fixed payment arrangements | 5200.00
(5200.00 is greater than .50% of the balance)

NEW/Clarified: Student loans that are individual accounts in the applicant’s name alone but are paid
by another party continue to be the legal responsibility of the applicant. Individual accounts are not
eligible to be excluded from the debt ratio when others make the payment. Joint accounts (those
with more than one legally responsible party) are eligible to be excluded when required evidence of
payments are documented. Refer to Cosigned obligations for more guidance.

NEW/Clarified: Student loans enrolled in forgiveness plans or programs continue to be the legal
responsibility of the applicant until they are paid in full, forgiven in full, or a release of liability is
issued. The applicable payment must be included in the ratios.




—Mortgages: Rental PropertyPrevious mostsasel

. A retained dwelling that has been rented for 24 months or longer prior to
loan application mav have the mortgage obligation omitted when the applicant provides
documentation to support the lease history.

o If the rent received does not cover all expenses (principal. interest, real estate
taxes_ hazard insurance, HOA fees. assessments_ etc.) the remaimng balance must be
included in the monthly debis.

. The manual entry of a rental income loss to the monthly debts 1n GUS wall
not require an Accept loan file to be downgraded to a Refer.

. If the credit report reflects late mortgage pavments on the rental dwelling 1in
the 12 months prior to loan application. the full morteage liability and all associated costs
must be included in the monthly debts.

o Refer to Chapter 9 for rental income suidance.

11.2 B. Mortgages: Rental Property
NEW: The “Previous Mortgage” section has been revised to specifically address rental property, no
release of liability, and divorce scenarios. This section is specific to retained rental property.

There is no change in guidance from the previous version of this Chapter. Refer to Chapter 9 for
rental income guidance for annual and repayment income.

Mortgages: No Release of Liability —Previeusm

*  Mortgage liabilities disposed of through a sale, trade or transfer without a release of

liability (i.e.. borrower remains on the promissory note) must sk-be included in the total

debt ratio unless evidence can be obtained to confirm the remaining party/new owner has
successfully made the payment for the previous 12 months prior to loan application.

* Evidence may be reported through the credit report or verification from the
creditor/servicer to document the payment history has been current for the 12 months
prior to loan application.

* If there are late payments in the previous 12 months prior to loan application, the full
mortgage obligation must be included in the monthly debt.

11.2 B. Mortgages: No Release of Liability
NEW: This section will address mortgage liabilities that are not applicable to rental or divorce

scenarios.

There is no change in guidance from the previous version of this Chapter.




Mortgages: Divorce

® Inthe case of a divorce, the lender must wll-obtain a copy of the legal separation
agreement or divorce decree to document the remaining party/new owner responsible to
pay all mortgage debts from the effective date of the decree forward.

*  To exclude the mortgage debt. the lender must document the previous 12 months have
been paid as agreed prior to loan application through the credit report or verification from
the creditor/servicer.

e Ifthere are late payments in the previous 12 months prior to loan application, the full

mortgage obligation must be included in the monthly debts.  Ifthe loanwasassumed;

11.2 B. Mortgages: Divorce
NEW: This section will address a previous mortgage that may have been awarded to another party in
recorded court documents.

There is no change in guidance from the previous version of this Chapter.

—Debts of a non-purchasing spouse (NPS): Eera

*  Applicants who currently reside or are purchasmﬁ ina rz:::.m.tnun.t‘c_irP propern state rnust
include the —the debts of the NPS besncluded i the app s+ 3
unless specifically excluded by state law.

»  Approved lenders are responsible to confirm state laws are met.

11.2 B. Debts of a non-purchasing spouse (NPS)
Clarified: Approved lenders are responsible to confirm state laws are met for NPS debt inclusion to
debt ratios.




—Collection accounts-

—Charge-off accounts-

# Charge-off accounts are not required to have a payment included in the monthly debts.
Refer to Chapter 10 for charge-off account guidance. debtswritten off and are not

11.2 B. Collection, Judgment, and Charge-off accounts
Revised: Refer to Chapter 10 for credit consideration and applicable monthly debt amount(s).

The lender must determine credit eligibility. If the lender determines the applicant is an eligible credit
risk, Chapter 10 includes guidance to include applicable payments, retain a GUS Accept underwriting
recommendation, etc.

—Automobile allowances and eExpense aficcount pPavments-

*  An automobile or allowance will not cancel out a monthly debt for an automobile or
expense loan/debt.

¢ The full monthly payment(s) due must be included in the monthlv debt.

o Refer to Chapter 9 for automobile and expense allowance income ouidance. The amennt -

11.2 B. Automobile allowances and expense account payments
Removed: Reference to IRS Form 2106 has been removed.

Clarified: Refer to Chapter 9 for annual and repayment income guidance for these
allowances/expenses.




® Include Federal or State income tax repayvment plan payments in the monthly

debt.

® [ften or less months of repayment remains per the plan_ the monthly debt may be
excluded if the payment does not exceed five percent of the monthly repayvment
INCome.

o Refer to Chapter 10 for Federal Income Tax agreement eligibility.

11.2 B. Tax repayment agreements
NEW: This section is new to Chapter 11, but these payment plans would have always been required
to be included in the debt ratio.

Clarified: A repayment plan with less than ten payments remaining may be excluded if the payment
does not exceed five percent of the monthly repayment income.

Refer to Chapter 10 for credit eligibility.

Lease [Qavments

o Auto_solar. energv_ and additional lease payments must have the payment
included in the monthly debt regardless of months remaining to pay on the contract.

11.2 B. Lease payments
NEW: This section is new to Chapter 11, but these lease payments would have always been required
to be included in the debt ratio.

10



11.3 Debt Ratio Waivers and Compensating Factors

A. Purchase Transactions: Debt ratio waivers for purchase transactions
GUS Accept loans:

GUS files that recerve an Accept or Accept Full Documentation underwriting

GUS Refer, Refer with Caution, and mManually underwritten loans without GUS
assistance:

—purchase fransactions: Agency approval of a lender’s request for debt ratio

watver may be granted if the following conditions are met:

1. Acceptable ratio thresholds are met:

a. The maximum PITI ratio cannot exceed is-greater than 29 percent but less
Fozpsresanl a3 peroenl —sossessnees e e Ll este e ceras o die s
percent: erand

b. The maximum TD ratio cannot exceed ﬁ—@;e&?er—?haﬂ—-l—l—paeem—bm—lesﬁ

11.3 A. Purchase Transactions: Debt Ratio Waivers
Revised: The title of this section was revised from “Debt ratio waivers for purchase transactions.”

Revised: The guidance for GUS Accept loans was moved to the top of this section.

Clarified: The acceptable ratio threshold language was reduced. The maximum PITl is 32 percent.
The maximum total debt is 44 percent. No change in guidance.

* The applicant(s) (all emploved applicants) has been continuously emploved with
thetr current primary employer for a minimum of two2 yvears. A “"Request for
Verification of Employment™ (VOE) (Form RD 1910-3, comparable
HUDVFHA/VA or Fannie Mae form, or other equivalent), or VOEs prepared by
an employment verification service (e.g., The Work Number.) must be provided.
Applicants that have received Social Security benefits or retirement income for
h\u years may miliz-: this compensating factor with documentation to support the

11.3 A. Acceptable Compensating Factors and Supporting Documentation

NEW: In addition to being with the current employer for two years, an applicant that has received
Social Security benefits or retirement income for two years may document this steady receipt of
income as a compensating factor.

11



Debt Ratio Waiver Request and Acgency Approval:

Debt ratio waivers must be requested and documented by the approved lender. The
lender requests Agency concurrence with the debt ratio waitver by submitting a signed
underwriting analysis that cites one or more of the above acceptable compensating
factors. Lenders may utilize Fannie Mae 1008 / Freddie Mac 1077, “Uniform
Underwriting and Transmittal Summary,” or similar form. Ewvidence of the compensating
factor, such as a VOR, VOD, and/or VOE, must be submitted to the Agency for approval

Written approval of the debt ratio waiver request by the Agency 1s represented if a
Conditional Commitment for Loan Note Guarantee 1s 1ssued.

11.3 A. Acceptable Compensating Factors and Supporting Documentation
Clarified: No change in guidance, only a reminder inserted that when USDA issues a Conditional
Commitment, the debt ratio waiver has been approved.

B. Refinance Transactions: Debt ratio waivers ferrefinancetransactons

GUS Accept loans:

GUS files that recerve an Accept or Accept Full Documentation underwriting
recommendation do not require debt ratio waivers.

GUS Refer, Refer with Caution, and Fermanually underwritten loans without GUS
assistance:

Streamlined-assist refinance loans do not require debt ratio calculations, and therefore
no debt ratio waiver.

Debt ratios for refinance loans are not limited to the maximum purchase debt ratio

thresholds.

Non-Streamlined and Streamlined refinance loans require: the lender to must
document the compensating factors that justify

a debt ratio watver.

11.3 B. Refinance Transactions: Debt ratio waivers
Revised: The title of this section was revised from “Debt ratio waivers for refinance transactions.”

Revised: The guidance for GUS Accept loans was moved to the top of this section.

Revised: Some sentences have been moved or relocated. No change in guidance.

Clarified: It has been specifically stated that debt ratios for refinance loans are not limited to the
maximum debt ratio thresholds (i.e. the purchase transaction thresholds of 32 percent for PITI and 44

percent for total debt). Borrowers who seek a refinance should be provided every opportunity to
obtain a lower monthly payment while additional eligibility criteria must continue to be met.

12




present_The following are examples of acceptable comp

walver requests:

ensating factors for debt ratio

* Credit score of 680 or higher for each applicant. Credstseeresof 880 and hicher

* The borrower(s) has successfully demonstrated the ability to pay housing
expenses equal to or greater than the new proposed monthly housing expense for the
past 12 months.

o  Accumulated savings or cash reserves available post-closing are equal to or
greater than three months of the proposed PITI payment. Cash on hand 1s not eligible
for consideration as a compensating factor. Refer to Chapter 9 for asset guidance.

* Continuous employment with the current primary employer.

11.3 B. Refinance Transactions: Debt ratio waivers
Clarified: No change in guidance to eligible compensating factors. Language has only been
streamlined for better clarification.

Removed: The additional language that was included for “Credit score of 680 or higher for each
applicant” was removed because it was confusing. If an applicant has a 680 credit score or higher,
that is an eligible compensating factor.

Removed: “The borrower has demonstrated a conservative attitude toward the use of credit” has
been removed because it was not considered an objective or consistently interpreted compensating
factor.

Clarified: No change in asset guidance. The language was reduced for clarification. Refer to Chapter
9 for asset calculation and documentation assistance.
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11.4 MORTGAGE CREDIT CERTIFICATES

Authorized State or local housing finance agencies may issue a mortgage credit
certificate (MCC) that provides a Federal income tax eredit to a qualified first-time
homebuyer and/or low- or moderate-income homebuver. Refer to Chapter 9 for MCC
guidance and GUS data entrv. Leade : pdar the :

11.4 Mortgage Credit Certificates
Revised: Refer to Chapter 9 for MCC guidance and GUS data entry.
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Funded buvdown accounts are designed to tempesarsdy-reduce the borrower’s
monthly payment during the initial vears (temporary buvdown) or the full life (permanent
buydown) of the loan. Permanent buydowns are fully funded and paid for at loan
closing. The interest rate 15 fixed and will not change for the life of the loan. Temporary
buydowns are eligible when the applicable guidelines are met. Buydewn fonds may

Temporary Faaded buydown accounts must-meet the following requirements:

* The mortgage loan he morzage loan must be underwritten at the full note rate;

¢ Buydown funds may come from the seller, lender or other third party;
¢ Buydown funds may not come from the borrower;

¢ The Abuydown sate-willmust not reduce the interest rate more than two percent
below the full note rate;

# Thehe assistance may increase no more than one percent annually; netresultsn

¢ The borrower must agree in writing that the temporary buydown funds will be
placed 1n an escrow and paid directly to the lender each month to reduce the monthly
mortgage payment;

¢ The buydown account must be fully funded at origmation; and

* The funds must be placed in an escrow account with a financial institution
supervised by a Federal or state agency.

A copy of the escrow agreement, signed by the borrower and the provider of the
funds, must be retained in the lender’s loan file. Addstienalsnformationsecardinoa

11.5 Funded Buydown Accounts
Clarified: No change in guidance, only streamline of language.

Clarified: All bullets are applicable to temporary buydowns. Permanent buydowns are fully paid and

funded at loan closing.
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Section § Homeownership Vouchers may be used for qualifying applicants.
Refer to Chapter 9 for voucher gmidance and GUS data entry. Thissncomessneot

11.6 Section 8 Homeownership Vouchers
Revised: Refer to Chapter 9 for Section 8 Voucher guidance and GUS data entry.
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