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OVERVIEW 

Purpose  The following document describes the responsibilities and requirements of the Carrington 
Mortgage Services, LLC (CMS) Mortgage Lending Division Underwriter (Underwriter) 
when reviewing and underwriting Veteran Administration (VA) mortgage loan applications. 
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Document Overview (continued) 

Revision 
History  

 

Date Version Description of Change 

06/23/17 3.5 Added the How to Calculate a Student Loan Monthly Payment 
section.  

Revised the following sections: 

¶ Determining Amount of Entitlement  

¶ Maximum Guaranty Table  

¶ Documentation Standards  

¶ Sources of Unacceptable Income  

¶ Bank Accounts ï removed 100% Access letter  

¶ Property to be Altered/ Improved/ Repaired  

¶ Selection and Analysis of Comparable Sales > Overview 

02/16/17 3.4 ¶ Updated Documentation Standards to add reference to 
Credit Policy for VVOE  

¶ Revised Sources of Unacceptable Income to add Marijuana 
Dispensaries  

¶ Added How to Calculate a Student Loan Monthly Payment  

¶ Revised Bank Accounts to remove 100% Access Letter  

¶ Revised Property to be Altered/ Improved/ Repaired to ñPrior 
to loan closing.ò 

12/19/16 3.3 ¶ Revised Veterans Eligibility and Entitlement to add VA 
Guaranty Examples pp 23-24 

¶ Added Previous Financial Crimes p 51 

¶ Revised Cash out Refinance requirements p 59 

¶ Revised Non-Taxable Income p 134 

10/24/16 3.2 ¶ Added Property Assessed Clean Energy (PACE) 
requirements  

¶ Revised Uniform Appraisal Dataset (UAD) section 

¶ Removed duplicated Springs or Cisterns content on page 
234 

09/06/16 3.1 Revised Income Based Repayment (IBR) Plan section  
Revised Ineligible Borrowers section 
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06/28/16 3.0 P 57 - Refinance Mortgages > Cash-Out Refinance  
Å Deleted: Minimum six months property ownership preceding 
the date of the loan application.  
P 97 - Non-Traditional Credit > Additional Documentation 
Required  
Deleted: Max LTV  
The maximum LTV for borrowers with non-traditional credit is 
90% and owner occupied transactions only.  
P 109 - AUS Refer or Manual Underwrite  
Added: All collection and charge off accounts with a repayment 
plan must be included in the borrowerôs debt ratio. Collection and 
charge off accounts without a repayment plan are not required to 
be included in the borrowerôs debt ratio; however, they must be 
considered in the borrowerôs credit analysis.  
P 126 ï Changed Three to Four to Multiple  
Net Rental Income for Multiple Unit Properties  
Net Rental Income for Three to Four Multiple Unit Properties Net 
rental income is defined as the appraiser's estimate of fair 
market rent from all units (including the unit chosen by the 
borrower for occupancy) less 25% vacancy factor. Three and 
Multiple (two to four) unit properties must meet the following 
requirements  
P 225 - Deleted Veteran Under Contract  
Veteran Under Contract If a veteran signs a purchase agreement 
during a notice of valueôs validity period, that notice of value will 
remain valid until that transaction is either completed or 
terminated. 
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Document Overview (continued) 

Revision 
History 
(continued) 

 

Date Version Description of Change 

04/19/16 2.9 ¶ Revised Non-Purchasing Spouse to Non-Borrowing Spouse 
to align with other guidelines/policies. 

¶ Removed Virginia Automatic Subordination section and 
moved content to the Virginia State Specific Manual. 

¶ Revised VA Liabilities and Debt Ratios > Debt Pay 
Off/Pay Down section. 

¶ Added new Income Based Repayment (IBR) Plan 
section. 

¶ Revised Water and Sewage Systems > Individual 
Sewage Systems to add: Properties with a wastewater 

stabilization pond/lagoon (aka sewage lagoon) are not 
eligible for CMS financing. 

¶ Revised LAPP ï Issuing A NOV at Other than the 
Appraiserôs Value Estimate > Change Restrictions with 

the new VA requirements. 

02/26/16 2.8 ¶ Revised Non Taxable Income section to state ñNon-taxable 
income may be ñgrossed upò 15%, or the applicable 
marginal tax rate based on gross qualifying income, if 
higher. The total debt ratio without gross up must be stated 
in the comments on the loan analysis. Non-taxable income 
may not be ñgrossed upò for borrowers who clearly do not 
qualify.ò  

¶ Revised Public Assistance Programs section to state that 
ñIncome received from government assistance programs 
must be grossed up by 15%, or the applicable marginal tax 
rate based on gross qualifying income, if higher.ò 

01/11/16 2.7 Revised Credit Components > Bankruptcies section: 

Added Chapter 7 Bankruptcy and Chapter 13 Bankruptcy  

11/06/15 2.6 ¶ Updated document for TRID requirements. Added Loan 
Estimate and Closing Disclosure where applicable. 

¶ Added the following VA Approval requirement for 
Leasehold Estates: 

o VA approval is required prior to the completion of 
an appraisal for all leasehold properties. Must 
contact the RLC for guidance regarding obtaining 
VA approval. 

o Deleted Secondary Financing from the list of 
Acceptable Asset Sources 

o Updated VA Residual Income Calculation Chart 
Á Added to Loan Amount s $79,999 and 

below that Over 5 must Add $75 for each 
additional member up to a family of seven. 

Á Updated Loan Amounts $80, 000 and 
above that for Over 5 must add $80 (was 
$75) for each additional member up to a 
family of seven 

06/22/15 2.5 ¶ Added Thin Credit requirements. 

¶ Updated Second Job or Multiple Job Employment 
requirements to align with VA guidelines. 

¶ Added properties that contain more than one 
manufactured home to Ineligible Property/Project Types 

¶ Added requirement for mine subsidence insurance to 
Ground Subsidence section. 

¶ Updated Termite Inspections to clarify requirements for 
purchase transactions versus refinance transactions 

 



 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 20 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

Document Overview (continued) 

Revision 
History 
(continued) 

 

Date Version Description of Change 

04/10/15 2.4 ¶ In the VA Loan Programs and Compliance section, 
updated the Social Security Number Validation sub-

section. 

¶ In the VA Automated Underwriting section, modified the 

following: 
o Updated the Foreign Assets sub-section. 
o Added the Changes in Purchase Price sub-

section. 

¶ In the Employment and Income Evaluation and 
Documentation section, updated the Documentation 
Standards sub-section.  

03/13/15 2.3 ¶ In the VA Loan Programs and Compliance section, 

modified the following: 

o Added the Geographic Bachelor-ing sub-section. 

o Removed the Borrowers, Co-Borrowers, Co-
Signers, and Non-Purchasing Spouses sub-

section. 

¶ In the Employment and Income Evaluation and 
Documentation section, added the Employment by a 
Relative, Property Seller or Real Estate Broker sub-

section. 

02/17/15 2.2 ¶ In the VA Loan Programs and Compliance section, 

updated the following sub-sections: 

o Cash to Veteran an Ineligible Purpose 

o Borrowers, Co-Borrowers And Co-Signers 

¶ In the Employment and Income Evaluation and 
Documentation section, added the Payment Shock 
Calculation sub-section. 

¶ In the VA Assets section, updated the Cash Reserves sub-

section. 

01/28/15 2.1 In the VA Loan Programs and Compliance section, added the 
Resident Alien Spouses sub-section. 

01/22/15 2.0 In the VA Loan Programs and Compliance section, updated 
the Discharge of Veteran and Proof of Service Requirements 

sub-section. 

01/02/15 1.9 ¶ In the VA Loan and Guaranty section, updated the sub-

sections: 

o Eligible Loan Purposes 

o Ineligible Loan Purposes 

¶ In the Asset Documentation section, updated the Gifts 

sub-section. 

¶ In the Asset Sources section, updated the sub-sections: 

o Bank Accounts 

o Gifts 

¶ In the Construction Exhibits section, updated the 
Manufactured Homes sub-section. 

¶ In the Proposed Construction section, removed the Farm 
Residences sub-section. 

12/09/14 1.8 ¶ In the VA Loan Programs and Compliance section, added 
the Ineligible Borrower and Vesting Types sub-section. 

¶ In the VA Assets section, updated the Gifts sub-section. 

¶ In the Individual Water Supply/Sewage Disposal 
Requirements section, added the Hauled Water sub-

section. 
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Document Overview (continued) 

Revision 
History 
(continued) 

 

Date Version Description of Change 

10/08/14 1.7 ¶ In the Credit Components section, updated the following 

sub-sections: 

o Bankruptcy/Foreclosure/Deed-in-Lieu 

o Short Sales 

¶ In the VA Liabilities and Debt Ratios section, added the 
Child Care Expense sub-section. 

09/18/14 1.6 ¶ In the VA Loan Programs and Compliance section, 
updated the Non-Purchasing Spouse sub-section. 

¶ In the VA Manual Underwrite section, updated the AUS 
Refer or Manual Underwrite sub-section. 

05/05/14 1.5 ¶ In the Asset Document section, updated the Retirement 
Accounts sub-section. 

¶ In the Self-Employed Income section, added the Meal 
Deductions sub-section. 

¶ In the Other Income section, updated the Non-Taxable 
Income sub-section. 

¶ In the Construction Exhibits section, updated the 
Manufactured Home sub-section. 

04/04/14 1.4 Updated the Ineligible Property/Project Types section to remove 
manufactured homes and add Single Wide manufactured home as 
ineligible property type. 

02/18/14 1.3 ¶ In the Secondary or Subordinate Financing section, added 
the following sub-sections: 

o Secondary Borrowing (Down Payment Assistance 
Programs) 

o Homebuyer Assistance Program 

¶ In the Individual Water Supply/Sewage Disposal 
Requirements section, updated the following sub-section: 

o Connection to Public System 

¶ In the Notice of Value Conditions and Requirements section, 
updated the Connection to Public Water/Sewer NOV item in 
the Table of NOV Conditions & Requirements. 

01/07/14 1.2 Made changes to comply with CFPB rules effective 01/10/14: 

¶ Safe Harbor Act for Appraisals 

¶ HPML and Non-HPML Property Flipping Rule 
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Document Overview (continued) 

Revision 
History 
(continued) 

 

Date Version Description of Change 

12/10/13 1.1 ¶ In the VA Loan Programs and Compliance section, added 
references to Modelo SC 2907 transcripts in the following sub-
sections: 

o Risk ControlsðFraud/Red Flags 

o Minimum Documentation Requirementsð
Documentation Requirements to Close a VA Loan 

o Minimum Documentation Requirementsð
Documentation Requirements to be Eligible for 
Underwriting 

¶ In the VA Manual Underwrite section, added references to 
Modelo SC 2907 transcripts in the following sub-section: 

o Credit Report Requirements ï Non-Traditional 
Credit 

¶ In the Employment and Income Evaluation and 
Documentation section, made the following updates: 

o Added the Puerto Rico Tax Returns Requirements 
sub-section. 

o Added references to Modelo SC 2907 transcripts in 
the following sub-sections: 

Á Documentation Requirements and 
StandardsðDocumentation 
Requirements 

Á Documentation Requirements and 
StandardsðDocumentation Standards 

Á Self-Employed IncomeðIncome 
Documentation and Evaluation by Tax 
Returns 

11/08/13 1.0 New document. 
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VA UNDERWRITING 

Overview This document describes how to review and underwrite Veteran Administration (VA) 
mortgage loan applications.  

VA LOAN PROGRAMS AND CO MPLIANCE 

Overview This section describes the eligible loan programs and compliance requirements 
necessary to obtain VA guaranty. CMS must ascertain whether the specific provisions 
of the loan program are permissible under all applicable laws and regulations. CMS 
must also take the necessary steps to verify the continued validity of the loan program 
provisions under applicable laws and regulations, and must notify any investors in the 
event it believes that any provisions might be restricted or impermissible under such 
laws or regulations. 

The requirements outlined in this section represent VA core requirements for manually 
underwritten loans. The AUS decision and recommendations for reduced 
documentation may be followed, unless otherwise noted in this document. 
Requirements that vary from one loan program to another are described in the product 
matrices. Waivers do not apply to state specific compliance restrictions.  
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VETERANS ELIGIBILITY  AND ENTITLEMENT 

Overview  This section describes the eligibility and entitlement requirements for the veteran to 
utilize the home loan benefit. Eligibility means the veteran meets the basic criteria of 
appropriate length and character of service. Eligibility is the amount a veteran may 
have available for a guaranty of a loan. An eligible veteran must still meet credit and 
income standards to qualify for a VA-guaranteed loan. A Certificate of Eligibility (COE) 
is the only reliable Proof of Eligibility for the lender (except in the case of an Interest 
Rate Reduction Refinancing Loan IRRRL), which will be discussed in the section 
below.  

Establishing 
Eligibility  

To establish eligibility CMS requires a copy of the COE for the veteran or service 
member. This is obtained through the VAôs Information Portal. Once logged into the 
portal, select web LGY from applications, then select Eligibility and follow the prompts. 
If the COE cannot be accessed the originator should select an electronic link to submit 
an electronic application. This method allows the upload of supporting documentation 
and to submit the application electronically to the Eligibility Center. 

CMS may rely on the COE as proof the veteran is eligible for the home loan benefit. 
Although eligible for the home loan benefit, veterans must still qualify based upon 
income and credit before the loan approval is granted.  

VA systems will not generate a VA case number for an IRRRL if there is no record of 
an active loan. This means if a lender successfully obtains a case number for an 
IRRRL, no further documentation of eligibility is required. 

Determining 
Amount of 
Entitlement  

Entitlement is the amount available for use on a loan. The amount of available basic 
entitlement is $36,000. This may be reduced if a veteran has used entitlement before 
which has not been restored. The amount of basic entitlement will be displayed near 
the center of the COE. For example it may say: 

ñTHIS VETERANôS BASIC ENTITLEMENT IS $_____. TOTAL ENTITLEMENT 
CHARGED TO PREVIOUS VA LOANS IS $_____.ò 

For certain loans in excess of $144,000, additional entitlement may be available. For 
loans greater than $144,000, but less than $424,100, the maximum entitlement is 25 
percent of $424,100, which equals $106,025. For loans greater than $424,100, the 
maximum entitlement is 25 percent of the appropriate ñloan limitò which can vary by 
county. For a description of loan limits, as well as the limits for counties, visit the VA 
Loan Limits webpage. Please note county limits can change yearly. VA will post the 
limits for each year on our website as they change. 

Even though the veteran may have entitlement for certain loans greater than 
$144,000, the COE will never reflect this potential ñextraò entitlement. Instead, an 
asterisk by the word ñavailableò refers to a note, which explains the possibility of 
additional entitlement. 

If the veteran previously used entitlement, which has not been restored, available 
entitlement is reduced by the amount used on the prior loan(s). CMS requires the 
veteran to have full entitlement unless the loan involves a concurrent closing of 
borrowerôs current residence secured with a VA guaranteed mortgage.  
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Veterans Eligibility and Entitlement (continued) 

VA Guaranty 
Examples 

The following examples illustrate some common situations involving VA-guaranteed 
loans.  These examples are by no means comprehensive.  Due to variations in the 
amount of entitlement available to an individual veteran, loan limits for individual 
counties, and purchase prices for homes, situations may arise which are not covered 
here.   

Example 1  

Veteran has full entitlement available and is purchasing a home for $300,000 where 
the county loan limit is $417,000.  

$417,000 X 25% = $104,250 Maximum Guaranty and Available Entitlement  

$300,000 X 25% = $75,000 Guaranty and Down Payment Combination Required  

Since VAôs guaranty is limited to the lesser of 25% of the county loan limit or 25% of 
the loan amount, VA will guaranty $75,000 on Veteranôs $300,000 loan in this county. 
A down payment should not be required.  

Example 2  

Veteran has used $48,000 of entitlement on a prior loan, which may not be restored, 
and is purchasing a home for $320,000 where the county loan limit is $625,000.  

$625,000 X 25% = $156,250 Maximum Guaranty  

$156,250 - $48,000 = $108,250 Entitlement Available  

$108,250 X 4 = $433,000 Maximum Loan Amount with 25% Guaranty  

Since the proposed loan amount will be less than $433,000, the lender will receive 
25% VA Guaranty on the loan of $320,000. A down payment should not be required.  

Example 3  

Veteran has used $104,250 of entitlement on a prior loan, which may not be restored, 
and is purchasing a home for $380,000 where the county loan limit is $815,000.  

$815,000 X 25% = $203,750 Maximum Guaranty  

$203,750 - $104,250 = $99,500 Entitlement Available  

$99,500 X 4 = $398,000 Maximum Loan Amount with 25% Guaranty  

Since the proposed loan amount will be less than $398,000, the lender will receive 
25% VA Guaranty on the loan of $380,000. A down payment should not be required.  

Example 4  

Veteran has full entitlement available and is purchasing a home for $480,000 where 
the county loan limit is $417,000.  

$417,000 X 25% = $104,250 Maximum Guaranty and Entitlement Available  

$104,250 / $480,000 = 21.72% Guaranty  

Since VAôs Guaranty will be less than 25%, a down payment will likely be required to 
meet investor requirements.  

$480,000 X 25% = $120,000  

$120,000 - $104,250 = $15,750 Down Payment  
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Veterans Eligibility and Entitlement (continued) 

VA Guaranty 
Examples, 
continued 

Example 5  

Veteran has used $27,500 of entitlement on a prior loan, which may not be restored, 
and is purchasing a home for $320,000 where the county loan limit is $417,000.  

$417,000 X 25% = $104,250 Maximum Guaranty  

$104,250 - $27,500 = $76,750 Entitlement Available  

$76,750 / $320,000 = 23.98% Guaranty  

$76,750 X 4 = $307,000 Maximum Loan Amount with 25% Guaranty  

Since VAôs Guaranty will be less than 25%, a down payment will likely be required to 
meet investor requirements.  

$320,000 X 25% = $80,000  

$80,000 - $76,750 = $3,250 Down Payment  

Example 6  

Veteran has used $36,000 of entitlement on a prior loan, which may not be restored, 
and is purchasing a home for $120,000 where the county loan limit is $417,000.  

Since the loan amount will not be over $144,000, the veteranôs additional entitlement 
cannot be used. Therefore, the guaranty would be 0%: $0 / $120,000  

Example 7  

Veteran has full entitlement available and is purchasing a home for $800,000 where 
the county loan limit is $729,750.  

$729,750 X 25% = $182,437.50 Maximum Guaranty and Entitlement Available  

$182,437.50 / $800,000 = 22.81% Guaranty  

$800,000 X 25% = $200,000 Guaranty and Down Payment Combination Required  

$200,000 - $182,437.50 = $17,562.50 Down Payment  
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Veterans Eligibility and Entitlement (continued) 

Funding Fee 
(FF) Field and 
Conditions on 
COE 

The ñFUNDING FEEò (FF) field appears near the top of the COE. The exemption 
status, either ñEXEMPT,ò ñNON EXEMPT,ò or ñCONTACT RLC,ò will appear to the 
right of this field: 

¶ EXEMPT status indicates a veteran is exempt from paying the FF. 

¶ NON EXEMPT status indicates a veteran is not exempt from paying the FF. 

¶ CONTACT RLC indicates a system-generated determination is not available. 

Note: Regardless of the new FF status shown on the COE, the underwriter must be 
sure to read any and all statements appearing in the ñCONDITIONSò field, which 
appears near the middle portion of the COE: 

For COEs with ñEXEMPTò status, the following ñCONDITIONSò may appear: 

¶ ñFunding Fee ï Veteran is exempt from Funding Fee due to receipt of service-
connected disability compensation of $___ monthly.ò 

¶ ñFunding Fee ï Veteran is exempt from Funding Fee due to receipt of service-
connected disability compensation. Monthly compensation rate has not been 
determined to date.ò 

¶ ñFunding Fee ï Please fax a copy of VA Form 26-8937 to the VA Regional 
Loan Center of jurisdiction.ò 

¶ ñFunding Fee ï Please have the lender contact VA Regional Loan Center for 
loan processing. Please fax a copy of VA Form 26-8937 to the RLC of 
jurisdiction.ò 

For COEs with a ñNON EXEMPTò status, the following ñCONDITIONSò may appear: 

¶ ñFunding Fee ï Veteran is not exempt from Funding Fee.ò 

¶ ñFunding Fee ï Veteran is not exempt from Funding Fee due to receipt of non-
service-connected pension. LOAN APPLICATION WILL REQUIRE PRIOR 
APPROVAL PROCESSING BY VA.ò 

For COEs with ñCONTACT RLCò status, the following ñCONDITIONò will appear: 
ñFunding Fee ï Please fax a copy of the 26-8937 to the RLC of jurisdiction.ò 

IRRRL 
Exemption 
Status   

The Funding Fee Exemption Status on IRRRLs is displayed in webLGY at the time the 
Case Number is ordered. 

Exempt Status 
and Verified 
Income  

If ñEXEMPTò status appears next to the ñFUNDING FEEò field on the COE, this will be 
considered acceptable verification of FF exemption. Additionally, on COEs with an 
ñEXEMPTò status, any service-connected disability income amount appearing in the 
ñCONDITIONò section of the COE will be viewed as verified income.  
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Veterans Eligibility and Entitlement (continued) 

Additional COE 
Conditions  

Additional Conditions that the lender and veteran must comply with are listed on the 
COE, under the Conditions heading. The following table provides the actions a lender 
should take for each condition, if applicable: 

Conditions What to Do 

Entitlement has been used for 
manufactured home purposes. 
Remaining entitlement for additional 
manufactured home use is: $ [amount]. 

If the proposed loan involves a 
manufactured home, adhere to the 
entitlement limit indicated. 

Not eligible for any loan to purchase a 
manufactured home unit until veteran 
disposes of unit purchased with 
manufactured home loan number VA 
LIN [number]. 

If the proposed loan involves a 
manufactured home, ensure that the 
veteran has disposed of the unit 
indicated. 

Entitlement previously used for VA LIN 
[number] has been restored without 
disposal of the property, under provision 
of 38 U.S.C. 3702b(4). Any future 
restoration requires disposal of all 
property obtained with a VA loan. 

This is information for the veteran. The 
lender need not be concerned if this 
condition is applicable, as long as the 
available entitlement shown on the COE 
is sufficient for the lenderôs purposes. 

  

Applying for a 
Certificate of 
Eligibility  

CMS requires a copy of the COE on all VA loans. The COE may be obtained through 
the VA Portal.  

If a COE cannot be obtained immediately or if the COE is issued with reduced 
entitlement and restoration is needed, CMS will require evidence of restoration of full 
entitlement.  

Note: Inability to obtain a COE in webLGY does not mean the veteran is ineligible, 
only that the system does not have sufficient information to make an automatic 
determination. The originator can upload documentation such as discharge papers or 
evidence to support restoration and the electronic application to webLGY. 

For mailed applications, follow the procedures below. 

Step Action 

1 Complete the VA Form 26-1880 

2 Attach all required documentation to the form 

3 Submit the form and attachments to: 

Atlanta Regional Loan Center 
Attn: COE 
P.O. Box 100034 
Decatur, GA 30031 
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Veterans Eligibility and Entitlement (continued) 

Application for 
Unmarried 
Surviving 
Spouses  

Unmarried surviving spouses of veterans who die on active duty or later from service-
connected causes may also be eligible for the home loan benefit. Also, a surviving 
spouse of a veteran who dies on active duty or from service connected causes, may 
still be eligible if remarried on or after age 57 and on or after December 16, 2003. 
Eligibility may also be granted to the spouse of an active duty member who is listed as 
missing in action (MIA) or a prisoner of war (POW) for at least 90 days. Eligibility under 
this MIA/POW provision is limited to one-time use only. 

Surviving spouses of veterans who died from non-service connected causes may also 
be eligible if any of the following conditions are met: (1) the veteran was rated totally 
disabled for 10 years or more immediately preceding death; or (2) was rated totally 
disabled for not less than five years from date of discharge or release from active duty 
to date of death, or (3) the veteran was a former prisoner of war who died after 
September 30, 1999, and was rated totally disabled for not less than one year 
immediately preceding death.  

If applying for the first time, surviving spouses must complete VA Form 26-1817, 
Request for Determination of Loan Guaranty Eligibility-Unmarried Surviving Spouses, 
instead of VA Form 26-1880. 

Surviving Spouse COEs are not issued via an automated COE. In order to obtain a 
Surviving Spouse COE, upload the completed VA Form 26-1817 and supporting 
documentation into webLGY, and complete the electronic application. 

Previously 
Issued COE is 
Missing  

If the veteranôs COE has been lost, another COE may be applied for in the same 
manner as described above. 

Discharge of 
Veteran and 
Proof of Service 
Requirements  

CMS requires a copy of DD Form 214, Certificate of Release or Discharge From Active 
Duty on all VA loans. Underwriter is responsible for determining honorable discharge 
or must contact the Regional Loan Center (RLC) to determine eligibility. 

The DD Form 214 will generally contain all the information needed for VA to make an 
eligibility determination for persons who served in a regular component of the Armed 
Forces. 

VA will accept legible copies of the DD Form 214. 

Persons separated from military service after January 1, 1950, should have received 
DD Form 214. Persons separated after October 1, 1979, should furnish Member 4 
copy of DD Form 214 that includes the character of service and the narrative reason 
for separation. Persons separated from active duty before January 1, 1950, received 
documentation other than DD Form 214. To be acceptable, it should indicate: 

¶ length of service, and 

¶ character of service. 
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Veterans Eligibility and Entitlement (continued) 

Veterans still on 
Active Duty  

Proof of service for veterans on active duty is a statement of service signed by, or by 
the direction of, the adjutant, personnel office, or commander of the unit or higher 
headquarters they are attached to. There is no one unique form used by the military for 
a statement of service. While statements of service are typically on military letterhead, 
some may be computer-generated. 

The statement of service must clearly show: 

¶ the veteranôs full name, 

¶ the Social Security Number (SSN) or the last 4 digits of SSN, 

¶ the entry date on active duty, 

¶ the duration of lost time, if any, and 

¶ the name of the command providing the information. 

Discharged 
Reserve/Guard 
Members  

There is no one form used by the Reserves or National Guard that is similar to DD 
Form 214. 

Discharged members of the Army or Air National Guard may submit NGB Form 22, 
Report of Separation and Record of Service, or a retirement points statement. 

Typically, all members of the Reserves and/or Guard receive an annual retirement 
points summary which indicates the level and length of participation. The applicant 
should submit the latest such statement received along with evidence of honorable 
service. 

Current 
Reserve/Guard 
Members  

Individuals who are still members of the Reserves/Guard must provide a statement of 
service signed by, or by the direction of, the adjutant, personnel office, or commander 
of the unit or higher headquarters they are attached to. There is no one form used 
uniformly by the military for a statement of service. While statements of service are 
typically on military letterhead, some may be computer-generated. 

The statement of service must clearly show: 

¶ the veteranôs full name, 

¶ the SSN or the last 4 digits of SSN, 

¶ entry date of applicantôs Reserve/Guard duty, and 

¶ the name of the command providing the information. 

Note: The statement must clearly indicate that the applicant is an ñactiveò reservist and 
not just in a control group (inactive status). 

Assisting in 
Obtaining 
Required Proof 
of Service  

If veterans cannot locate proof of service, they can request military documents either 
through http://www.ebenefits.va.gov/ or by completing SF-180, Request Pertaining to 
Military Records. The completed form should be submitted to the appropriate address 
shown. It should NOT be sent to VA. 

Lenders and veterans should not delay requesting a COE pending receipt of requested 
military documents. In most cases, VA internal systems will have sufficient information 
to make the eligibility determination. 

http://www.ebenefits.va.gov/


 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 31 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

 

Veterans Eligibility and Entitlement (continued) 

Basic Eligibility 
Requirements  

A veteran is eligible for VA home loan benefits if he or she served on active duty in the 
Army, Navy, Air Force, Marine Corps, or Coast Guard after September 15, 1940, and 
was discharged under conditions other than dishonorable after either: 

¶ 90 days or more, any part of which occurred during wartime, or 

¶ 181 continuous days or more (peacetime). 

2-year requirement: A greater length of service is required for veterans who: 

¶ enlisted (and service began) after September 7, 1980, or 

¶ entered service as an officer after October 16, 1981. 

These veterans must have completed either: 

¶ 24 continuous months of active duty, or 

¶ the full period for which called or ordered to active duty, but not less than 90 
days (any part during wartime) or 181 continuous days (peacetime). 

Note: Cases involving other than honorable discharges will usually require further 
development by VA. This is necessary to determine if the service was under other than 
dishonorable conditions. 

For additional Basic Eligibility requirements see the VA WARMS at: 
http://benefits.va.gov/WARMS/docs/admin26/pamphlet/pam26_7/Chapter2.pdf 

Restoration of 
previously used 
Entitlement  

Entitlement previously used in connection with a VA home loan may be restored under 
certain circumstances. Once restored, it can be used again for another VA loan. 
Restoration of previously used entitlement is possible if; 

¶ the property which secured the VA-guaranteed loan has been sold, and the 
loan has been paid in full, or 

¶ an eligible veteran-transferee has agreed to assume the outstanding balance 
on a VA loan and substitute his or her entitlement for the same amount 
originally used on the loan. The assuming veteran must also meet occupancy, 
income, and credit requirements of the law. 

Note: For Special Restoration Cases, not mentioned above or concerns of misuse of a 
Veteranôs Entitlement please refer to the VA WARMS at: 
http://benefits.va.gov/WARMS/docs/admin26/pamphlet/pam26_7/Chapter2.pdf. 

http://benefits.va.gov/WARMS/docs/admin26/pamphlet/pam26_7/Chapter2.pdf
http://benefits.va.gov/WARMS/docs/admin26/pamphlet/pam26_7/Chapter2.pdf
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Veterans Eligibility and Entitlement (continued) 

Ineligible 
Veteran  

Veterans who apply for VA benefits on VA Form 26-1880 and are found ineligible, may 
be found eligible for other CMS programs. The veteran may be eligible for an FHA loan 
with a Certificate of Veteran Status. If so, the underwriter will review the FHA 
Certificate of Veteran Status concurrent with VAôs notice of denial of eligibility for the 
VA program. 

Generally, eligibility for an FHA Certificate of Veteran Status may be established 
through: 

¶ active duty in the Armed Forces, 

¶ active duty for training in a reserve component of the Armed Forces, or 

¶ active duty or active duty for training in the National Guard or Air National 
Guard. 

Length of service requirements is similar to the requirements for a VA COE. An 
important distinction between VA and FHA eligibility requirements is: 

¶ A VA COE can be issued to a veteran still on active duty. 

¶ An FHA Certificate of Veteran Status cannot be issued to a person who is still 
serving on active duty and has had no break in service. 
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THE VA LOAN AND GUAR ANTY 

Overview  This section covers rules and information regarding the VA Loan Guaranty.  

Eligible Loan 
Purposes  

The law authorizes VA to guarantee loans made to eligible veterans only for the 
following purposes: 

¶ To purchase or construct a residence, including a condominium unit to be 
owned and occupied by the veteran as a home: 

o the loan may include simultaneous purchase of the land on which the 
residence is situated or will be situated, 

o loans may also be guaranteed for the construction of a residence on 
land already owned by the veteran (a portion of the loan may be used 
to refinance a purchase money mortgage or sales contract for the 
purchase of the land, subject to reasonable value requirements), and 

o the residential property may not consist of more than four family units 
and one business unit except in the case of certain joint loans.  

Note: Joint loans must be underwritten by VA. CMS does not 
extending financing on joint loans.  

¶ To refinance an existing VA-guaranteed or direct loan for the purpose of a 
lower interest rate. 

¶ To refinance an existing mortgage loan or other indebtedness secured by a 
lien of record on a residence owned and occupied by the veteran as a home 

¶ To repair, alter, or improve a residence owned by the veteran and occupied as 
a home. 

¶ To simultaneously purchase and improve a home. 

¶ To purchase a one-family residential unit in a condominium housing 
development approved by VA. 

Note: CMS does not offer construction financing or interim financing. 
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The VA Loan and Guaranty (continued) 

Ineligible Loan 
Purposes  

VA cannot guarantee loans made for ineligible loan purposes. Examples of ineligible 
loan purposes include: 

¶ Purchase of unimproved land with the intent to improve it at some future date 
(that is, the land purchase is not in conjunction with a construction loan). 

¶ Purchase or construction of a dwelling for investment purposes. 

¶ Purchase or construction of a combined residential and business property, 
unless, 

o the property is primarily for residential purposes, 

o there is not more than one business unit, and 

o the nonresidential area does not exceed 25 percent of the total floor 
area. 

¶ Purchase of more than one separate residential unit or lot unless the veteran 
will occupy one unit and there is evidence that: 

o the residential units are unavailable separately, 

o the residential units have a common owner, 

o the residential units have been treated as one unit in the past, and 

o the residential units are assessed as one unit, or 

o partition is not practical, as when one unit serves the other(s) in some 
respect; for example, common approaches or driveways. 

¶ Energy efficiency purchase or refinance loans to improve a veteranôs home 
through the installation of a solar heating system, a solar heating and cooling 
system, or a combined solar heating and cooling system, or through the 
application of a residential energy conservation measure are ineligible. 

Cash to Veteran 
an Ineligible 
Purpose  

Cash to the veteran from loan proceeds is permissible only for certain types of 
refinancing loans and under very limited circumstances, as follows: 

¶ For IRRRLs, minor adjustments at closing less than $500 are allowed. Cash to 
the veteran exceeding $500 on an IRRRL transaction is not allowed. Refer to 
the IRRRL section for additional information and the Program Matrix for state-
specific limitations. 

¶ For cash-out refinancing loans, refer to the Cash-Out Refinance section and 
the Program Matrices for cash out and LTV limitations.  

For other types of refinancing loans and all purchase/acquisition loans, the veteran 
cannot receive cash from loan proceeds. No exceptions.  

 



 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 35 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

 

The VA Loan and Guaranty (continued) 

Maximum Loan 
Amount  

Unlike other home loan programs, there are no maximum dollar amounts prescribed 
for VA-guaranteed loans. Limitations on VA loan size are primarily attributable to two 
factors: 

1. Lenders who sell their VA loans in the secondary market must limit the size of 
those loans to the maximums prescribed by Government National Mortgage 
Association (GNMA) or whatever conduit they use to sell the loans. 

2. VA limits the amount of the loan to the reasonable value of the property shown 
on the NOV plus the cost of energy efficiency improvements up to $6,000 plus 
the VA funding fee, with the following exceptions: 

Exception Maximum Loan 

IRRRLs Existing VA loan balance, plus: 

¶ The cost of any energy efficiency improvements up 
to $6,000*, plus 

¶ Allowable fees and charges, plus 

¶ Up to two discount points, plus 

¶ VA funding fee. 

The underwriter must use VA Form 26-8923, IRRRL 
Worksheet, for the actual calculation. 

Regular refinancing loan 
(cash-out) 

100 percent of the VA reasonable value, plus 

¶ the cost of any energy efficiency improvements up 
to $6,000*, plus 

¶ VA funding fee. 

Loans to refinance are: 

¶ a construction loan, 

¶ an installment land 

¶ sales contract, or 

¶ a loan assumed by the 
veteran at an interest 
rate higher than that 
for the proposed 
refinancing loan. 

The lesser of: 

¶ the VA reasonable value, or 

¶ the sum of the outstanding balance of the loan 

plus allowable closing costs and discounts, plus 

¶ For construction loans, ñbalance of the loanò 
includes the balances of construction financing and 
lot liens, if any. 

¶ the cost of any energy efficiency improvements up 
to $6,000*, plus VA funding fee. 

Graduated Payment 
Mortgage (GPM) loan on 
existing property 

The VA reasonable value, minus 

¶ the highest amount of negative amortization, 

¶ plus 

¶ the cost of any energy efficiency improvements 

¶ up to $6,000*, plus VA funding fee. 

GPM loan on new home 97.5 percent lesser of: 

¶ the VA reasonable value or 

¶ the purchase price, plus 

¶ the cost of any energy efficiency improvements up 
to $6,000*, plus VA funding fee. 

 

 
Note: CMS does not offer VA programs for energy efficiency improvements. 
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The VA Loan and Guaranty (continued) 

Down Payment  Because VA loans can be for the full reasonable value of the property, no down 
payment is required by VA except in the following circumstances: 

¶ If the purchase price exceeds the reasonable value of the property, a down 
payment in the amount of the difference must be made in cash from the 
borrowerôs own resources, and 

¶ VA requires a down payment on all GPMs. 

If a veteran has less than full entitlement available, CMS may require a down payment 
in order to make the veteran a loan that meets GNMA or other secondary market 
requirements. The ñrule of thumbò for GNMA is that the VA guaranty, or a combination 
of VA guaranty plus down payment and/or equity, must cover at least 25 percent of the 
loan. 

Maximum 
Guaranty Table  

Public Law 112-154, the Honoring America's Veterans and Caring for Camp Lejeune 
Families Act of 2012, signed August 6, 2012, extended the temporary increase in the 
maximum guaranty. The increase expired December 31, 2011, but Public Law 112-
154, extended it through December 31, 2014. The maximum guaranty varies 
depending on the location of the property. While VA does not have a maximum loan 
amount, there are effective ñloan limitsò for high-cost counties. The limits are derived 
by considering both the median home price for a county and the Freddie Mac 
conforming loan limit. To aid lenders in determining the maximum guaranty in high-cost 
counties, VA has created a Loan Limit chart, with instructions. This will be updated 
yearly. 

In general, maximum guaranty, assuming the veteran has full entitlement, is as shown 
in the table below: 

Loan Amount 
Maximum Potential 

Guaranty 
Special Provisions 

Up to $45,000 50 percent of the loan 
amount. 

Minimum guaranty of 25 
percent on IRRRLs. 

$45,001 to $56,250 $22,500 Minimum guaranty of 25 
percent on IRRRLs. 

$56,251 to $144,000 40 percent of the loan 
amount, with a maximum 
of $36,000. 

Minimum guaranty of 25 
percent on IRRRLs. 

$144,001 to $424,100 25 percent of the loan 
amount 

Minimum guaranty of 25 
percent on IRRRLs. 

Greater than $424,100 The lesser of: 

¶ 25 percent of the VA 
county loan limit, or 

¶ 25 percent of the loan 
amount 

Minimum guaranty of 25 
percent on IRRRLs 

Note: The percentage and amount of guaranty is based on the loan amount including 
the funding fee portion when the fee is paid from loan proceeds. 
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The VA Loan and Guaranty (continued) 

The Law on 
Occupancy  

The law requires a veteran obtaining a VA-guaranteed loan to certify that he or she 
intends to personally occupy the property as his or her home. As of the date of 
certification, the veteran must either: 

¶ personally live in the property as his or her home, or 

¶ intend, upon completion of the loan and acquisition of the dwelling, to 
personally move into the property and use it as his or her home within a 
reasonable time. CMS considers a reasonable time to be within 60 days of 
loan closing. 

The above requirement applies to all types of VA-guaranteed loans except IRRRLs. 
For IRRRLs, the veteran need only certify that he or she previously occupied the 
property as his or her home. 

Example: A veteran living in a home purchased with a VA loan is transferred to a duty 
station overseas. The veteran rents out the home. He/she may refinance the VA loan 
with an IRRRL based on previous occupancy of the home. 

Occupancy by 
Veteranôs 
Spouse or 
Dependent 
Child  

Occupancy (or intent to occupy) by the spouse or dependent child satisfies the 
occupancy requirement for a veteran who is on active duty and cannot personally 
occupy the dwelling within a reasonable time. In the case of a dependent child, the 
veteranôs attorney-in-fact or legal guardian of the dependent child must make the 
certification and sign VA Form 26-1820, Report and Certification of Loan 
Disbursement. 

Occupancy by the spouse may also satisfy the requirement if the veteran cannot 
personally occupy the dwelling within a reasonable time due to distant employment 
other than military service. In these specific cases, consult your Regional Loan Center 
(RLC) to determine if this type of occupancy meets VA requirements. 

Note: The cost of maintaining separate living arrangements should be considered in 
underwriting the loan. See Geographic Bachelor-ing below. 

For an IRRRL, a certification that the spouse or dependent child (or children) 
previously occupied the dwelling as a home will satisfy the requirement. 

Geographic 
Bachelor -ing  

Geographic bachelor-ing occurs when a military family chooses to have the family live 
in a different location from the service member. When considering geographic 
bachelor-ing, assume that the service member will receive Basic Allowance for 
Housing (BAH) for their duty location and that the family will be supporting two 
households on their regular income. The service member can choose to seek housing 
on base, get an apartment or share a house, or buy an RV to live in. 

Occupancy 
Requirements 
for Deployed 
Active Duty 
Service 
Members  

Single or married service members, while deployed from their permanent duty station, 
are considered to be in a temporary duty status and able to meet the occupancy 
requirement. This is true without regard to whether or not a spouse will be available to 
occupy the property prior to the veteranôs return from deployment. 



 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 38 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

The VA Loan and Guaranty (continued) 

Occupancy 
After 
Retirement  

If the veteran states that he or she will retire within 12 months and wants a loan to 
purchase a home in the retirement location: 

¶ Verify the veteranôs eligibility for retirement on the specified date. 

o Include a copy of the veteranôs application for retirement submitted to 
his or her employer. 

¶ Carefully consider the applicantôs income after retirement. 

o If retirement income alone is insufficient, obtain firm commitments 
from an employer that meet the usual stability of income requirements. 

Note: Only retirement on a specific date within 12 months qualifies. Retirement ñwithin 
the next few yearsò or ñin the near futureò is not sufficient. 

Delayed 
Occupancy Due 
to Property  
Repairs or 
Improvements  

Home improvements or refinancing loans for extensive changes to the property which 
will prevent the veteran from occupying the property while the work is being completed, 
constitute exceptions to the ñreasonable timeò requirement. 

Note: CMS does not offer VA financing on properties requiring extensive repairs; the 
property must meet the minimum property standards set by VA. 

The veteran must certify that he or she intends to occupy or reoccupy the property as a 
home upon completion of the substantial improvements or repairs. 

Intermittent 
Occupancy  

The veteran need not maintain a physical presence at the property on a daily basis. 
However, occupancy ñas the veteranôs homeò implies that the home is located within 
reasonable proximity of the veteranôs place of employment. If the veteranôs 
employment requires the veteranôs absence from home a substantial amount of time, 
the following two conditions must be met: 

¶ the veteran must have a history of continuous residence in the community, and 

¶ there must be no indication that the veteran has established, intends to 
establish, or may be required to establish, a principal residence elsewhere. 

Use of the property as a seasonal vacation home does not satisfy the occupancy 
requirement. 

Occupancy 
Certification  

The veteran certifies that the occupancy requirement is met by checking the 
appropriate occupancy block and signing:  

¶ VA Form 26-1802a, HUD/VA Addendum to the Uniform Residential Loan 
Application, at the time of loan application (prior approval loans only), and 

¶ VA Form 26-1820, Report and Certification of Loan Disbursement, at the time 
of loan closing (all loans). 

This satisfies CMSô obligation to obtain the veteranôs occupancy certification. CMS 
may accept the occupancy certification at face value unless there is specific 
information indicating the veteran will not occupy the property as a home or does not 
intend to occupy within a reasonable time after loan closing (within 60 days of closing). 

Where doubt exists, the test is whether a reasonable basis exists for concluding that 
the veteran can and will occupy the property as certified.  
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The VA Loan and Guaranty (continued) 

Interest Rate 
Changes  

The lender and borrower are expected to honor any lock-in or other agreements they 
have entered into which impact the interest rate on the loan. VA does not object to 
changes in the agreed upon rate, as long as no lender/borrower agreements are 
violated. The following procedure applies in such cases. 

Any increase in the interest rate of more than one percent requires: 

¶ re-underwriting to ascertain the veteranôs continued ability to qualify for the 
loan, 

¶ documentation of the change, and  

¶ a new or corrected Uniform Residential Loan Application, (URLA) with any 
corrections initialed and dated by the borrower. 

Discount Points  Veterans may pay reasonable discount points on VA-guaranteed loans. The amount of 
discount points is whatever the borrower and CMS agree upon. Discount points can be 
based on the principal amount of the loan after adding the VA funding fee, if the 
funding fee will be paid from loan proceeds. 

When Can 
Points Be 
Added in the 
Loan?  

Discount points may be rolled into the loan only in the case of refinancing loans, 
subject to the following limitations: 

Interest Rate Reduction Refinancing Loans (IRRRL): 

A maximum of two discount points can be rolled into the loan. If the borrower pays 
more than two points, the remainder must be paid in cash. 

Refinancing of Construction Loans: 

Loans to refinance are: 

¶ a construction loan,  

¶ an installment land sales contract, or 

¶ a loan assumed by the veteran at an interest rate higher than that for the 
proposed refinancing loan  

Any reasonable amount of discount points may be rolled into the loan as long as the 
sum of the outstanding balance of the loan plus allowable closing costs and discount 
points does not exceed the VA reasonable value. 

Reference: See the Maximum Loan Amounts section.  

Cash-out Refinancing Loans: 

While discount points cannot specifically be included in the loan amount, the borrower 
can receive cash from loan proceeds, subject to maximum loan limits (See the 
Maximum Loan Amounts section.). The cash received by the borrower can be used for 
any purpose acceptable to the lender, including payment of reasonable discount 
points. 
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The VA Loan and Guaranty (continued) 

Changes to the 
Agreed Upon 
Discount Points  

The lender and borrower are expected to honor any agreements they have entered 
into which impact the discount points paid on the loan. VA does not object to changes 
in the agreed upon points, as long as no lender/borrower agreements are violated. The 
following procedures apply in such cases. 

Any increase in discount points requires: 

¶ verification that the borrower has sufficient assets to cover the increase, 

¶ documentation of the change, and 

¶ a new or corrected URLA with any corrections initialed and dated by the 
borrower. 

Loan Maturity 
Limits  

The maximum maturity of a VA Guaranty Loan is 30 years and 32 days. For a non-
amortized loan the maximum is 5 years.  

Note: CMS does not offer financing with less than 30 year term. 

Amortization 
Requirements  

All VA loans must be amortized if the maturity date is beyond 5 years from the date of 
the loan. Loans with terms less than 5 years are considered term loans and need not 
be amortized. 

Generally, for amortized VA loans: 

¶ payments must be approximately equal, 

¶ principal must be reduced at least once annually, and 

¶ the final installment must not exceed two times the average of the preceding 
installments. 

Exceptions to these requirements are made in the case of: 

¶ GPMs  

¶ Growing Equity Mortgages (GEMs)  

¶ alternative amortization plans prior approved by VA, and 

¶ construction loans. 

VA Loan Identification Number (LIN) 

Assigning the 
LIN 

The LIN is a 12 digit number assigned to each loan by VA at the time the appraisal is 
requested. This number will be stated on all VA forms and other documents as 
required. For VA IRRRL transactions, the LIN is requested through the Appraisal 
System without requesting an appraisal. 
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BORROWERS FEES, CHARGES AND THE VA FUNDING FEE 

Overview  The VA Home Loan program involves a veteranôs benefit. VA policy has evolved 
around the objective of helping the veteran to use his or her home loan benefit. 
Therefore, VA regulations limit the fees that the veteran can pay to obtain a loan. 

CMS strictly adheres to the limitations on borrower-paid fees and charges when 
making VA loans.  

Note: CMS offers Lender Paid Compensation only on broker originated loans. Refer to 
CMSô VA Borrower Fee Policy for additional information. 

VA Funding Fee  In order to defray the cost of administering the VA Home Loan program, each veteran 
must pay a funding fee to VA at loan closing. Congress may periodically change the 
funding fee rates to reflect changes in the cost of administering the program, or to 
assist a certain class of veterans. 

Fees and 
Charges the 
Veteran -
Borrower can 
Pay 

The veteran can pay a maximum of: 

¶ reasonable and customary amounts for any or all of the ñItemized Fees, and 

¶ Charges designated by VA, plus 

¶ a one percent flat charge by the lender, plus 

¶ reasonable discount points. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

Itemized Fees 
and Charges  

The veteran may pay any or all of the following itemized fees and charges in amounts 
that are reasonable and customary. 

Charge Description 

Appraisal and 
Compliance 
Inspections 

The veteran can pay the fee of a VA appraiser and VA 
compliance inspectors. 

¶ The veteran can also pay for a second appraisal if he 
or she is requesting reconsideration of value. 

¶ The veteran cannot pay for an appraisal requested 
by the lender or seller for reconsideration of value. 

¶ The veteran cannot pay for appraisals requested by 
parties other than the veteran or lender. 

Recording Fees The veteran can pay for recording fees and recording taxes or 
other charges incident to recordation. 

Credit Report The veteran can pay for the credit report obtained by the 
lender.  

For Automated Underwriting cases, the veteran may pay the 
evaluation fee of $50 in lieu of the charge for a credit report.  

For ñReferò cases, the veteran may also pay the charge for a 
merged credit report, if required. 

Prepaid Items The veteran can pay that portion of taxes, assessments, and 
similar items for the current year chargeable to the borrower 
and the initial deposit for the tax and insurance account. 

Hazard Insurance The veteran can pay the required hazard insurance premium. 
This includes flood insurance, if required. 

Flood Zone 
Determination 

The veteran can pay the actual amount charged for a 
determination of whether a property is in a special flood 
hazard area, if made by a third party who guarantees the 
accuracy of the determination. 

The veteran can pay a charge for a life-of-the-loan flood 
determination service purchased at the time of loan 
origination. 

A fee may not be charged for a flood zone determination 
made by the lender or a VA appraiser. 

Survey The veteran can pay a charge for a survey, if required by the 
lender or veteran. Any charge for a survey in connection with 
a condominium loan must have the prior approval of VA. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

Itemized Fees 
and Charges 
(continued) 

 

Charge Description 

Title Examination 
and Title Insurance 

The veteran may pay a fee for title examination and title 
insurance, if any. 

If the lender decides that an environmental protection lien 
endorsement to a title policy is needed, the cost of the 
endorsement may be charged to the veteran. 

Special Mailing 
Fees For 
Refinancing Loans 

For refinancing loans only, the veteran can pay charges for 
Federal Express, Express Mail, or a similar service when the 
saved per diem interest cost to the veteran will exceed the 
cost of the special handling. 

VA Funding Fee Unless exempt, each veteran must pay a funding fee to VA. 

Mortgage 
Electronic 
Registration 
System (MERS) 
Fee 

The veteran may pay a fee for MERS. MERS is a one-time 
fee for the purpose of electronically tracking the ownership of 
the beneficial interest in a loan and its servicing rights. 

Other Fees 
Authorized by VA 

Additional fees attributable to local variances may be charged 
to the veteran only if specifically authorized by VA. 

The lender may submit a written request to the Regional Loan 
Center for approval if the fee is normally paid by the borrower 
in a particular jurisdiction and considered reasonable and 
customary in the jurisdiction. 

Whenever the charge relates to services performed by a third party, the amount paid 
by the borrower must be limited to the actual charge of that third party. 

Example: If the lender obtains a credit report at a cost of $30, the lender may only 
charge the borrower $30 for the credit report. The lender may not charge $35, even if 
it believes that a $5 handling charge is fair. 

In addition, the borrower may not pay a duplicate fee for services that have already 
been paid for by another party. 

Examples: 

¶ An appraisal is completed on a property and paid for by a prospective 
purchaser, but the sale is never completed. A second purchaser applies for a 
loan before the validity period of the Notice of Value (NOV) expires. The 
lender uses the same NOV. The lender may not charge the second purchaser 
an appraisal fee if no second appraisal is ordered. 

¶ A survey or flood zone determination, if the lender elects to use an existing 
survey or flood determination. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

Lenderôs One 
Percent Flat 
Charge  

This option is available for CMS originated loans only. 

In addition to the ñitemized fees and charges,ò the lender may charge the veteran a flat 
charge not to exceed one percent of the loan amount.  

Calculate the one percent on the principal amount after adding the funding fee to the 
loan, if the funding fee is paid from loan proceeds (except Interest Rate Reduction 
Refinancing Loans (IRRRLs). 

Note: For IRRRLs, use VA Form 26-8923, IRRRL Worksheet, for the calculation. 

The lenderôs flat charge is intended to cover all of the lenderôs costs and services 
which are not reimbursable as ñitemized fees and charges.ò 

The following list provides examples of items that cannot be charged to the veteran as 
ñitemized fees and charges.ò Instead, the lender must cover any cost of these items 
out of its flat fee: 

¶ lenderôs appraisals 

¶ lenderôs inspections, except in construction loan cases 

¶ loan closing or settlement fees 

¶ document preparation fees 

¶ preparing loan papers or conveyance fees 

¶ attorneyôs services other than for title work 

¶ photographs 

¶ interest rate lock-in fees 

¶ postage and other mailing charges, stationery, telephone calls, and other 
overhead 

¶ amortization schedules, pass books, and membership or entrance fees  

¶ escrow fees or charges 

¶ notary fees  

¶ commitment fees or marketing fees of any secondary purchaser of the 
mortgage and preparation and recording of assignment of mortgage to such 
purchaser 

¶ trusteeôs fees or charges 

¶ loan application or processing fees 

¶ fees for preparation of Truth-in-Lending disclosure statement or Loan 
Estimate, as applicable 

¶ fees charged by loan brokers, finders or other third parties whether affiliated 
with the lender or not, and 

¶ tax service fees. 

The lenderôs maximum allowable flat charge of one percent of the loan amount (or 
greater percentage in the case of construction loans) is intended to cover all of the 
lenderôs costs and services which are not reimbursable as ñitemized fees and 
charges.ò The lender may pay third parties for services or do as it wishes with the 
funds from the flat charge, as long as the lender complies with the Real Estate 
Settlement Procedures Act (RESPA). 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

Lenderôs One 
Percent Flat 
Charge 
(continued) 

The Itemized Fees and Charges and Lenderôs One Percent Flat Charge sections 
provide some examples of items that cannot be charged to the veteran as ñitemized 
fees and charges.ò 

This section provides more examples of items that cannot be paid by the veteran, but 
can be paid out of the lenderôs flat charge or by some party other than the veteran. 

Attorneyôs Fees: 

The lender may not charge the borrower for attorneyôs fees. However, reasonable fees 
for title examination work and title insurance can be paid by the borrower. They are 
allowable itemized fees and charges. 

VA does not intend to prevent the veteran from seeking independent legal 
representation. Therefore, the veteran can independently retain an attorney and pay a 
fee for legal services in connection with the purchase of a home. Closing documents 
should clearly indicate that the attorneyôs fee is not being charged by the lender, but is 
being paid by the veteran as part of an independent arrangement with an attorney. 

Brokerage Fees: 

Fees or commissions charged by a real estate agent or broker in connection with a VA 
loan may not be charged to or paid by the veteran-purchaser.  

While use of ñbuyerò brokers is not precluded, veteran-purchasers may not, under any 
circumstances, be charged a brokerage fee or commission in connection with the 
services of such individuals. Since information on property available for purchase and 
financing options is widely available to the public from a variety of sources, VA does 
not believe that preventing the veteran from paying buyer-broker fees will harm the 
veteran. 

Prepayment Fees: 

A veteran obtaining a VA refinancing loan cannot use loan proceeds to pay penalty 
costs for prepayment of an existing lien. 

A veteran purchasing a property with a VA loan cannot pay penalty costs required to 
discharge any existing liens on the sellerôs property. 

Other Parties Fees and Charges for the Veteran-Borrower: 

The seller, lender, or any other party may pay fees and charges, including discount 
points, on behalf of the borrower. 

VA regulations limit charges ñmade against or paid byò the borrower. They do not limit 
the payment of fees and charges by other parties. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

Lenderôs One 
Percent Flat 
Charge 
(continued) 

Seller Concessions: 

Seller concessions include, but are not limited to, the following: 

¶ payment of the buyerôs VA funding fee 

¶ prepayment of the buyerôs property taxes and insurance 

¶ gifts such as a television set or microwave oven 

¶ payment of extra points to provide permanent interest rate buy-downs 

¶ provision of escrowed funds to provide temporary interest rate buy-downs, and 

¶ payoff of credit balances or judgments on behalf of the buyer. 

Seller concessions do not include payment of the buyerôs closing costs, or payment of 
points as appropriate to the market. 

Example: If the market dictates an interest rate of 7½ percent with two discount points, 
the sellerôs payment of the two points would not be a seller concession. If the seller 
paid five points, three of these points would be considered a seller concession. 

Excessive Concessions: 

Any seller concession or combination of concessions which exceeds four percent of 
the established reasonable value of the property is considered excessive, and 
unacceptable for VA-guaranteed loans.  

Do not include normal discount points and payment of the buyerôs closing costs in total 
concessions for determining whether concessions exceed the four percent limit. 

Refunding Fees when the Loan does not Close: 

The borrowerôs out-of-pocket expenses for itemized fees and charges already 
incurred, such as the appraisal and credit report, do not get refunded. 

If the lender has already collected the one percent flat fee from the borrower, the 
lender must refund the fee. This applies to a loan that does not close for any reason, 
including the borrower going to another lender. 

Fees and Charges that can be Included in the Loan Amount: 

For all types of VA loans, the loan amount may include the VA funding fee.  

No other fees and charges or discount points may be included in the loan amount for 
regular purchase or construction loans. 

Only refinancing loans may include other allowable fees and charges and discount 
points in the loan amount. 

Cash Out Refinance: 

For ñcash-outò refinancing loans, allowable fees and charges and discount points (as 
discussed in the Fees and Charges the Veteran-Borrower can Pay section) may be 
paid from cash proceeds of the loan. 

Only the VA funding fee (and the cost of any energy efficiency improvements) can be 
added to increase the loan amount. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

Lenderôs One 
Percent Flat 
Charge 
(continued) 

IRRRLs: 

The following fees and charges may be included in an IRRRL: 

¶ Any allowable fees and charges discussed in Fees and Charges the Veteran-
Borrower can Pay section. This includes closing costs from the ñItemized Fees 
and Chargesò list, the funding fee, and the lenderôs flat charge. 

However, there is one limitation unique to IRRRLs: While the borrower may pay any 
reasonable amount of discount points in cash, no more than two discount points can 
be included in the loan amount. 

Other Refinancing Loans: 

The following information applies to any loan to refinance: 

¶ a construction loan, 

¶ an installment land sales contract, or 

¶ a loan assumed by the veteran at an interest rate higher than that for the 
proposed refinancing loan. 

The loan amount may include: 

¶ any allowable fees and charges discussed in in Fees and Charges the 
Veteran-Borrower can Pay section, and 

¶ reasonable discount points. 

Note: Maximum loan limits may not allow inclusion of the full amount of these items. 
The maximum loan amount will be the lesser of the; 

¶ sum of the outstanding balance of the loan being refinanced plus allowable 
fees and charges (other than the funding fee) plus discount points, or  

¶ VA reasonable value of the property, plus  

¶ VA funding fee. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

The VA Funding 
Fee 

In order to defray the cost of administering the VA Home Loan program, each veteran 
must pay a funding fee to VA at loan closing. Congress may periodically change the 
funding fee rates to reflect changes in the cost of administering the program, or to 
assist a certain class of veterans. 

The funding fee may be paid from loan proceeds or cash from borrower. 

Who is Exempt from Paying the Funding Fee: 

The following persons are exempt from paying the funding fee: 

¶ Veterans receiving VA compensation for service-connected disabilities. 

¶ Veterans who would be entitled to receive compensation for service connected 
disabilities if they did not receive retirement pay. 

¶ Veterans who are rated by VA as eligible to receive compensation as a result 
of pre-discharge disability examination and rating or on the basis of a pre-
discharge review of existing medical evidence (including service medical and 
treatment records) that results in issuance of a memorandum rating. 

¶ Veterans entitled to receive compensation, but who are not presently in receipt 
because they are on active duty. 

¶ Surviving spouses of veterans who died in service or from service connected 
disabilities (whether or not such surviving spouses are veterans with their own 
entitlement and whether or not they are using their own entitlement on the 
loan). 

How to Verify Exempt Status: 

CMS will require one of the following to verify exempt status:  

¶ a properly completed and signed VA Form 26-8937, Verification of VA 
Benefits, indicating the borrowerôs exempt status,  

¶ for a veteran who elected service retirement pay instead of VA compensation, 
a copy of the original VA notification of disability rating and documentation of 
the veteranôs service retirement income, or 

¶ indication on the Certificate of Eligibility (COE) that the borrower is entitled as 
an unmarried surviving spouse. 

If Exempt Status Cannot Be Determined: 

If the veteranôs exempt status cannot be verified prior to loan closing, the funding fee 
must be remitted as if the borrower was not exempt. 

CMS must Indicate in the loan file that the veteran claims exempt status. VA will 
determine the borrowerôs status and refund the funding fee if appropriate. If the 
veteran has a pending disability compensation claim at the time of loan closing, the 
funding fee must be remitted as if the borrower was not exempt. 

Advise the veteran to contact the VA RLC to request a refund if it is later determined 
that the veteran is entitled to compensation retroactively to a date prior to loan closing. 

Reference: Refer to the Refunding Overpayments to the Veteran section. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

The VA Funding 
Fee (continued) 

How to Calculate the Funding Fee: 

For all loans except IRRRLs, apply the appropriate percentage (from the funding fee 
tables) to the loan amount. 

If the funding fee is to be paid from loan proceeds, apply the percentage to the loan 
amount without the funding fee amount added to it. 

For IRRRLs, calculate the funding fee by completing VA Form 26-8923, IRRRL 
Worksheet. 

How to Use the Funding Tables: 

The lender must find the appropriate percentage in the tables using the following 
parameters: 

¶ Is the veteran eligible for VA loan benefits through service in the regular 
military or the Reserves/National Guard? Examine the COE. For 
Reserves/National Guard, the COE bears the notation, 
ñRESERVES/NATIONAL GUARD - INCREASED FUNDING FEE,ò and is buff-
colored rather than green. 

¶ Is the veteran a subsequent user of VA home loan benefits or obtaining his or 
her first VA loan? Examine the COE. An entitlement code of ñ5ò indicates 
subsequent use, as does a loan number entered in the ñLoan Numberò 
column. 

¶ What type of loan is the veteran obtaining? The funding fee varies depending 
upon whether the loan is a purchase or construction loan, an IRRRL, or a 
cash-out refinancing loan. 

¶ Is the veteran making a down payment of at least five or ten percent?  

o Calculate what percentage of the sales price of the property the 
veteran is remitting as a down payment. 

o The down payment may come from the veteranôs own resources or 
borrowed funds. Except, if the purchase price exceeds the reasonable 
value of the property, the difference between the purchase price and 
the reasonable value must be paid by the veteran in cash without 
borrowing. 

¶ For construction loans only, equity in the secured property counts as a Down 
payment for calculating the funding fee. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

The VA Funding 
Fee (continued) 

Purchase and Construction Loans: 

Note: In 2011, funding fees were lower from October 1 through October 5, and 
November 18 through November 21. The enactment of Public Law 112-56, signed 
November 21, 2011, established rates at the below levels through September 30, 
2016. The Honoring Americaôs Veterans and Caring for Camp Lejeune Families Act of 
2012, signed August 6, 2012, further extended the rates through September 30, 2017. 

Type of Veteran Down Payment Percentage for 
First Time use 

Percentage for 
Subsequent Use 

Regular 

Military 

None 

5% or more 

10% or more 

2.15% 

1.50% 

1.25% 

3.3% * 

1.50% 

1.25% 

Reserves/ 

National Guard 

None 

5% or more 

10% or more 

2.4% 

1.75% 

1.5% 

3.3% * 

1.75% 

1.5% 

Cash-Out Refinancing Loans: 

Note: There are no reduced funding fees for regular refinances based on equity. 
Reduced fees only apply to purchase loans where a down payment of at least 5 
percent is made. 

Type of Veteran Percentage for First 
Time Use 

Percentage for 
Subsequent Use 

Regular Military 2.15% 3.3% * 

Reserves/National Guard 2.4% 3.3% * 

*The higher subsequent use fee does not apply to these types of loans if the veteranôs 
only prior use of entitlement was for a manufactured home loan. 

Type of Loan Percentage for Either Type of Veteran 
Whether First Time or Subsequent 

Use 

IRRRLs .50% 

Loan Assumptions .50% 

Remitting the Funding Fee to VA: 

CMS must remit the VA funding fee via the VA FFPS; within 15 calendar days of loan 
closing. 

If CMS pays the fee more than 15 days after loan closing, CMS will automatically be 
assessed a four percent late fee. Fees paid more than 30 days late will automatically 
be assessed an interest charge in addition to the late fee. 
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Borrowers Fees, Charges and the VA Funding Fee (continued) 

The VA Funding 
Fee (continued) 

Refunding Overpayments to the Veteran: 

A refund is appropriate if: 

¶ an exempt veteran paid a funding fee, or  

¶ a miscalculation of the fee caused an overpayment. 

If the veteran was overcharged, the following applies: 

¶ A veteran who paid cash for the funding fee receives a cash refund for the 
amount of the overpayment. 

In the case of a veteran who paid the funding fee out of loan proceeds, the lender must 
apply the overpayment against the loan balance. Submit evidence to VA that the 
refund was applied to the loanôs principal balance. 

VA LOAN ELIGIBILITY  

Overview  This section provides eligibility standards that all apply to all VA loan programs.  

Brokers must be approved by CMS to originate, underwrite, and deliver VA 
production. 

LDP AND GSA PROCUREMENT/NON-PROCUREMENT 

Requirements  Any borrowers who have been suspended, debarred, or otherwise excluded from 
participation in HUD programs are not eligible for a VA guaranteed mortgage. The 
FHA's Limited Denial of Participation (LDP) List and the government-wide General 
Services Administration's (GSA) List of Parties Excluded from Federal Procurement or 
Non-Procurement Programs must be examined.  

All parties to the transaction must be verified against the lists, including the following:  

¶ Borrowers 

¶ Sellers 

¶ Selling and Listing Real Estate Agents 

¶ Loan Officers 

¶ Appraisers  

¶ All other licensed professionals contracted to provide certifications for the 
transaction (wood infestation and mechanical certifications such as termite 
companies, heating, plumbing, air conditioning, roofing and electrical 
companies).  

If any parties appear on either list, the loan is not eligible for guaranty. An exception is 
made when a seller appears on the GSA list and the property being sold is the seller's 
principal residence.  

Both LDP and GSA sites can be accessed through the links below:  

¶ LDP: http://www.hud.gov/offices/enforce/ecldp.cfm 

¶ GSA: http://www.hud.gov/utilities/intercept.cfm?http://epls.gov/  

http://www.hud.gov/offices/enforce/ecldp.cfm
http://www.hud.gov/utilities/intercept.cfm?http://epls.gov/
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LDP and GSA Procurement/Non-Procurement (continued) 

Requirements 
(continued) 

If any party to the transaction appears on either list, the following must occur:  

¶ It must be verified that the person on the list is the same person in the 
transaction.  

¶ If evidence can be provided proving that he or she is not the same person 
listed, the process may continue. The following are examples acceptable 
documentation:  

o Evidence of residency for the borrower for the past seven years to 
verify borrower has not lived at the address listed on the LDP or GSA.  

o Evidence that the borrower's full name differs from the name on the 
list (e.g., Document borrower has a different middle initial).  

¶ If the person listed is the same person in the transaction, then that person 
must be removed from the transaction.  

¶ If none of the above can be verified, contact the VA regional office for direction 
on how to proceed. 

UNIFORM RESIDENTIAL LOAN APPLICATION  

Loan 
Application 
Requirements  

The loan application submitted for underwriting must be reviewed during the 
underwriting process to ensure it is complete:  

¶ A full two-year history of employment and residency is required (unless 
otherwise exempted by the loan program) and all personal information for 
each borrower (social security number, date of birth, address, and education) 
must be complete.  

¶ All declaration questions must be marked as well as whether the application 
was taken face-to-face, by telephone, or by mail.  

¶ All applications must be signed by the borrowers.  

¶ The interviewer's name and employer must be completed in all cases.  

¶ The number of dependents must be listed on the 1003. 

The final application for closing must adhere to the requirements above, including the 
borrower's complete and accurate financial information relied upon by the underwriter, 
and the application must be signed and dated by all borrowers. The final application 
must include all debt incurred during the application process and through loan closing 
of the mortgage. 

During the underwriting process, all transactions must be reviewed for reasonability, 
including the feasibility of occupancy claims and the overall financial picture of the 
borrowers. An adequate explanation must be obtained and documented in the loan file 
if conflicting information exists between or within documents, 

All documents in the origination file relevant to underwriting must be reviewed for signs 
of alteration or fabrication. An adequate explanation must be obtained and 
documented in the loan file if conflicting information exists between or within 
documents. 
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FACE-TO-FACE INTERVIEW 

Overview  The borrower must be given the option to complete the application face-to-face for all 
loan transactions. The file must be documented accordingly to verify that this option 
was provided if the applicant declines a face-to-face application.  

The supporting documentation must be completed and maintained in all files when the 
application is completed by mail, telephone, video conferencing, or electronically. 

IDENTITY AND SOCIAL SECURITY NUMBER VALI DATIONS 

Identity 
Verification  

The borrower's identity must always be established even though a face-to-face 
interview is not a requirement. The borrower must provide one piece of acceptable 
identification to the closing agent as evidence of his or her identity at closing. The 
following are acceptable forms of identification:  

¶ Passport (government issued, valid, and unexpired)  

¶ Resident Alien Card (government issued, valid, and unexpired)  

¶ Driving License (state issued, valid, and unexpired)  

¶ State ID Card (state issued, valid, and unexpired) 

The borrower's Identify Certification must be completed and returned by the closing 
agent. The form must clearly indicate which of the above documentation was provided 
as identification. 

Social Security 
Number 
Validation  

All borrowers must provide evidence of a valid Social Security number regardless of 
the Loan transaction. Acceptable documentation for Social Security number includes 
the following: 

¶ Valid social security card 

¶ Current pay stub  

¶ W-2 form 

The Social Security number provided for the borrowers will be validated by VA prior to 
assigning a case number and prior to guarantee. The validation process is intended to 
reconcile consistency with the numbering format, the borrowersô names, and dates of 
birth.  

Note: Any use of a Social Security or Individual Taxpayer Identification Number for 
purposes of filing taxes that was not issued legally to an applicant is considered fraud. 
As such, the applicant will not be eligible for a loan through Carrington and evidence of 
such fraud will be reported as required under Carrington policy. 

PREVIOUS FINANCIAL C RIMES 

Policy  CMS will not make a loan to any individual who has ever been convicted of a felony or 
within the past five (5) years if convicted of a misdemeanor where money or property 
was taken or used in an illicit manner.  Guilty or No Contest pleas are included in this 
restriction.  Examples of such crimes include but are not limited to fraud, 
embezzlement, forgery or identity theft. 
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OCCUPANCY TYPES 

Overview  If a borrower indicates that the subject property will be his or her primary residence, 
the viability of the borrower occupying the property must be assessed. For refinance 
transactions, the current address reported on the Uniform Residential Loan Application 
(Fannie Mae form 1003) must be compared to the addresses listed on the credit 
report. Any red flags or inconsistencies found within the last 12 months must include a 
full explanation 

Primary  
Residence  

A primary residence is a property that is physically occupied by the borrower as his or 
her principal residence. A primary residence is a property that: 

¶ The borrower occupies the property as his or her principal residence.  

¶ The borrower or borrowerôs spouse and children occupy the property for the 
major part of the year.  

¶ The location is convenient to the borrower's principal place of employment.  

¶ The address is of record for one or more of the following: federal income tax 
reporting, voter registration, driver's license, occupational licensing, etc.  

Borrowers can only have one VA loan. Any person individually or jointly owning a 
home with a VA guaranteed mortgage cannot purchase another principal residence 
with a VA loan except in the following cases described in this section.  

The Law on 
Occupancy  

The law requires a veteran obtaining a VA-guaranteed loan to certify that he or she 
intends to personally occupy the property as his or her home. As of the date of 
certification, the veteran must either: 

¶ personally live in the property as his or her home, or 

¶ intend, upon completion of the loan and acquisition of the dwelling, to 
personally move into the property and use it as his or her home within a 
reasonable time. CMS considers a reasonable time to be within 60 days of 
loan closing. 

The above requirement applies to all types of VA-guaranteed loans except IRRRLs. 
For IRRRLs, the veteran need only certify that he or she previously occupied the 
property as his or her home. 

Example: A veteran living in a home purchased with a VA loan is transferred to a duty 
station overseas. The veteran rents out the home. He/she may refinance the VA loan 
with an IRRRL based on previous occupancy of the home. 
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Occupancy Types (continued) 

Occupancy by 
Veteranôs 
Spouse or 
Dependent 
Child  

Occupancy (or intent to occupy) by the spouse or dependent child satisfies the 
occupancy requirement for a veteran who is on active duty and cannot personally 
occupy the dwelling within a reasonable time. In the case of a dependent child, the 
veteranôs attorney-in-fact or legal guardian of the dependent child must make the 
certification and sign VA Form 26-1820, Report and Certification of Loan 
Disbursement. 

Occupancy by the spouse may also satisfy the requirement if the veteran cannot 
personally occupy the dwelling within a reasonable time due to distant employment 
other than military service. In these specific cases, consult your Regional Loan Center 
(RLC) to determine if this type of occupancy meets VA requirements. 

Note: The cost of maintaining separate living arrangements should be considered in 
underwriting the loan.  

For an IRRRL, a certification that the spouse or dependent child (or children) 
previously occupied the dwelling as a home will satisfy the requirement. 

Occupancy 
Requirements 
for Deployed 
Active Duty 
Service 
Members  

Single or married service members, while deployed from their permanent duty station, 
are considered to be in a temporary duty status and able to meet the occupancy 
requirement. This is true without regard to whether or not a spouse will be available to 
occupy the property prior to the veteranôs return from deployment. 

Occupancy 
After 
Retirement  

If the veteran states that he or she will retire within 12 months and wants a loan to 
purchase a home in the retirement location: 

¶ Verify the veteranôs eligibility for retirement on the specified date. 

o Include a copy of the veteranôs application for retirement submitted to 
his or her employer. 

¶ Carefully consider the applicantôs income after retirement. 

o If retirement income alone is insufficient, obtain firm commitments 
from an employer that meet the usual stability of income requirements. 

Note: Only retirement on a specific date within 12 months qualifies. Retirement ñwithin 
the next few yearsò or ñin the near futureò is not sufficient. 

Delayed 
Occupancy Due  
to Property  
Repairs or 
Improvements  

Home improvements or refinancing loans for extensive changes to the property which 
will prevent the veteran from occupying the property while the work is being 
completed, constitute exceptions to the ñreasonable timeò requirement. 

Note: CMS does not offer VA financing on properties requiring extensive repairs; the 
property must meet the minimum property standards set by VA. 

The veteran must certify that he or she intends to occupy or reoccupy the property as 
a home upon completion of the substantial improvements or repairs. 
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Occupancy Types (continued) 

Intermittent 
Occupancy  

The veteran need not maintain a physical presence at the property on a daily basis. 
However, occupancy ñas the veteranôs homeò implies that the home is located within 
reasonable proximity of the veteranôs place of employment. If the veteranôs 
employment requires the veteranôs absence from home a substantial amount of time, 
the following two conditions must be met: 

¶ the veteran must have a history of continuous residence in the community, 
and 

¶ there must be no indication that the veteran has established, intends to 
establish, or may be required to establish, a principal residence elsewhere. 

Use of the property as a seasonal vacation home does not satisfy the occupancy 
requirement. 

Occupancy 
Certification  

The veteran certifies that the occupancy requirement is met by checking the 
appropriate occupancy block and signing:  

¶ VA Form 26-1802a, HUD/VA Addendum to the Uniform Residential Loan 
Application, at the time of loan application (prior approval loans only), and 

¶ VA Form 26-1820, Report and Certification of Loan Disbursement, at the time 
of loan closing (all loans). 

This satisfies CMSô obligation to obtain the veteranôs occupancy certification. CMS 
may accept the occupancy certification at face value unless there is specific 
information indicating the veteran will not occupy the property as a home or does not 
intend to occupy within a reasonable time after loan closing (within 60 days of closing). 

Where doubt exists, the test is whether a reasonable basis exists for concluding that 
the veteran can and will occupy the property as certified.  

BORROWERS, CO-BORROWERS, CO-SIGNERS, AND NON-BORROWING 
SPOUSES 

Borrowers,  
Co-Borrowers 
And Co -Signers  

A borrower must be an individual. Title must be in the borrowerôs name at application 
for refinance transactions. Non-individual legal entities such as corporations, general 
partnerships, limited partnerships, real estate syndications, or investment trusts are not 
eligible.  

Non-applicant individuals may have an ownership interest in the security property (hold 
Title) without signing the Note, mortgage/security deed. The non-applicant is not 
considered a borrower and will not sign the loan application as well as none of his or 
her income or assets be used for loan qualification.  

A Co-Signer is an individual who does not have ownership interest in the security 
property (does not hold Title) and who signs the loan application and must be 
obligated on the Note. A Co-Signer does not occupy the subject property or sign the 
sales contract.  

Note: Co-signors are not eligible on VA loans without prior approval by VA. CMS does 
not extend financing for VA transactions with a co-signor.  
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Borrowers, Co-Borrowers, Co-Signers, and Non-Borrowing Spouses (continued) 

Resident Alien 
Spouses 

Lawful Permanent Resident Alien Spouses 

VA insures mortgages for borrowers with lawful permanent resident alien status, using 
the same terms and conditions as those for U.S. citizens.  

The mortgage file must: 

¶ include evidence of the permanent residency, and  

¶ indicate that the borrowing spouse is a lawful permanent resident alien on the 
Uniform Residential Loan Application (URLA).  

Note: The U.S. Citizenship and Immigration Services (USCIS) within the Department 
of Homeland Security provides evidence of lawful, permanent residency status. 

Non-Permanent Resident Alien Spouses 

VA insures mortgages made to non-permanent resident alien spouses provided that:  

¶ the property will be the borrowing spouseôs principal residence 

¶ borrowing spouse has a valid Social Security Number (SSN), and  

¶ borrowing spouse is eligible to work in the United States, as evidenced by an 
Employment Authorization Document (EAD) issued by the USCIS.  

Note: The Social Security card cannot be used as evidence of work status.  

EAD Required as Evidence of Work Status 

Although Social Security cards may indicate work status, such as ñnot valid for work 
purposes,ò an individualôs work status may change without the change being reflected 
on the actual Social Security card. For this reason, the Social Security card must not 
be used as evidence of work status, and the Employment Authorization Document 
(EAD) must be used instead.  

If the EAD will expire within one year and a prior history of residency status renewals 
exists, the lender may assume that continuation will be granted. If there are no prior 
renewals, the lender must determine the likelihood of renewal, based on information 
from the USCIS.  

Note: Borrowing spouses residing in the U.S. by virtue of refugee or asylee status 
granted by the USCIS are automatically eligible to work in this country. An EAD is not 
required. 

Non-Lawful Residency 

Spouses that are Non-U.S. citizens who do not have lawful residency in the U.S. are 
not eligible. 
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Borrowers, Co-Borrowers, Co-Signers, and Non-Borrowing Spouses (continued) 

Non-Borrowing  
Spouse  

Non-borrowing spouses may be required to sign either the security instrument or 
documentation evidencing that he or she is relinquishing all rights to the property if 
required by state law in order to perfect a valid and enforceable first lien, as is the case 
in some community property states. If the non-borrowing spouse executes the security 
instrument, he or she is not considered a borrower for underwriting purposes and need 
not sign the loan application or note.  

In all other cases, the non-borrowing spouse is not to appear on the security 
instrument or otherwise take title to the property.  

Non-borrowing spouse may be added to title on a purchase transaction or may remain 
on title when refinancing. No other party other than the borrower or their spouse may 
be permitted to have a vested interest to the property. 

Community Property States  

If the property is located in a community property state or the borrower resides in a 
community property state, the following requirements must be followed:  

¶ A credit report for the non-borrowing spouse is required to determine any joint 
or individual debts and to determine the debt-to-income ratio.  

¶ The credit report for the borrowing spouse must not be a joint report, it must 
be obtained separately.  

¶ Authorization from the non-borrowing spouse must be obtained and 
documented to pull a separate credit report. The loan must be rejected if the 
non-borrowing spouse refuses to provide authorization for the credit report.  

¶ In order to do the records check, the Credit Company must be given non-
borrowing spouse information, including names, address, birth date, and any 
other significant information requested. If the non-borrowing spouse does not 
have a Social Security number, the fact that the non-borrowing spouse has no 
credit history and no public records against him or her must be verified by the 
credit reporting company. 

¶ Except for debt obligations specifically excluded by state law, the debts of the 
non-borrowing spouse must be considered in the qualifying ratios. If the debts 
are the sole responsibility of the non-borrowing spouse, do not consider debt 
in the debt-to-income ratio. Prior to or at closing, all defaulted federal debt, 
open judgments and liens, including those of the non-borrowing spouse, must 
be satisfied. If the non-borrowing spouse has entered a repayment plan for the 
open judgment, a copy of the agreement and evidence of timely payment is 
required. Additionally, the monthly payment must be included in the borrowerôs 
debt-to-income ratios. 

¶ Use the greater of the monthly payment amount or 5% of outstanding balance 
of all debts and include in the debt ratio calculation to calculate the monthly 
obligation of the non-borrowing spouse.  

¶ Disputed debts of the non-borrowing spouse do not need to be counted with 
acceptable documentation of the dispute the credit history of the non-
borrowing spouse should not be the sole basis for declining the loan.  
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Borrowers, Co-Borrowers, Co-Signers, and Non-Borrowing Spouses (continued) 

Community 
Property State -
Specific 
Information  

The following states are community property states: 

¶ Arizona 

¶ California 

¶ Idaho 

¶ Louisiana 

¶ Nevada 

¶ New Mexico 

¶ Texas 

¶ Washington 

¶ Wisconsin 

INELIGIBLE BORROWER AND VESTING TYPES 

Ineligible 
Borrowers 

The following non-individual legal entities are ineligible borrowers: 

¶ Corporations 

¶ General Partnerships 

¶ Limited Partnerships 

¶ Real Estate Syndications 

¶ Investment Trusts 

¶ Non-occupant borrowers are not eligible 

¶ Trusts (including Inter-vivos and Living Trusts) 

¶ Limited Liability Company (LLC) 

Ineligible 
Vesting Types 

The following are ineligible vesting types: 

¶ Trusts 

¶ Limited Liability Company (LLC) 

TRANSACTION TYPES 

Overview  CMS will accept loans made for the following purposes as defined in this section.  

¶ Purchase Mortgages  

¶ Rate/Term Refinance Mortgages  

¶ Cash-Out Refinance Mortgages  

¶ Land Contracts  

¶ Construction to Permanent (Single-Close) Mortgages  

CMS does not extend financing for the following as defined in this section. Loans in 
these categories must be underwritten by the VA. Refer to the VA Lenderôs Handbook 
for additional information regarding these types of transactions. 

¶ Joint loans 

¶ Construction/Permanent Home Loans (the loan is to finance the 
construction/purchase of the residence) 
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Transaction Types (continued) 

Purchase 
Mortgage  

A purchase mortgage loan involves the purchase of a Mortgaged Premises, as defined 
by a sale and purchase agreement executed by the borrower and seller, which 
represents a first and/or second lien on the property. The Seller must be the owner of 
record.  

All purchase transactions must include a complete purchase agreement, including all 
addenda. All purchase agreement terms must be considered in the underwriting 
decision and any evidence of undisclosed elements of the transaction must be 
investigated. Examples of undisclosed elements are evidence of straw buyers 
(changes in purchaser on the purchase agreement) or possible undisclosed seller 
concessions, such as making mortgage payments on behalf of the borrower for the 
first few months of the loan.  

In purchase transactions where the seller is a corporation, partnership, or any other 
business entity, the borrower must not be an owner of the business entity selling the 
subject property.  

Loans where the purchase agreement has been assigned are not eligible.  

Proof that the property seller has owned the property for 12 months or a chain of title 
for the last 12 months is required. Acceptable sources for the chain of title include the 
following: 

¶ Copies of recorded deeds 

¶ Tax statements 

¶ 12-month chain of title on the title commitment  

If a property was previously sold within the last 12 months, ensure the transaction is 
legitimate. Some characteristics of fraudulent transactions include but are not limited to 
foreclosure bailouts, distressed sales, and inflated values due to stated improvements 
that are not supported.  

Purchase transactions do not allow for cash back to the borrower at closing other than 
an amount representing:  

¶ A reimbursement for the borrower's overpayment of fees.  

¶ Costs paid by the borrower in advance (e.g., earnest money deposit, 
appraisal, and credit report fees).  

¶ A legitimate pro-rated real estate tax credit in locales where real estate taxes 
are paid in arrears.  

Identity of Interest Transactions (non-armôs length transaction)  

An identity of interest transaction is a transaction for the purchase of a principal 
residence between one of the following: 

¶ Parties with a familial or business relationship 

¶ Business affiliates  

Note: An identity of interest transaction does not include an employer/employee 
transaction when the employee is purchasing the seller's principal residence. 

Maximum financing is permitted for the identity of interest transactions on principal 
residences.  
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Transaction Types (continued) 

Refinance 
Mortgages  

Cash-Out Refinance  

Cash-Out Refinance transactions are loans used to remove equity from a property. 
Funds received from a Cash-Out Refinance Mortgage may be used for purposes such 
as one of the following:  

¶ Allowable closing costs and prepaid items.  

¶ Debt consolidation.  

¶ Cash back exceeding the amount allowable for a Rate and Term Refinance.  

¶ Payoff of any existing subordinate financing not used to acquire the subject 
property, or for documented home improvements.  

¶ May subordinate existing junior liens.  

¶ If the property was acquired less than 12 months prior to the date of loan 
application, the maximum LTV is based on the lesser of the appraised value or 
the original sales price.  

¶ If the property was acquired more than 12 months prior to the date of loan 
application and the property was acquired as the result of an inheritance and 
is or will become the borrower's primary residence, the LTV is based on the 
current appraised value.  

¶ Cash out refinancing is not permitted if the principal indebtedness of the 
current Mortgage being paid off was discharged through a loan modification or 
restructure. 
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Transaction Types (continued) 

Refinance 
Mortgages 
(continued) 

IRRRL 

An IRRRL is intended to lower the monthly principal and interest payments of a current 
VA guaranteed mortgage with no cash back to the borrower except for minor closing 
adjustments of no more than $500. Documentation requirements are significantly 
reduced under this refinance option.  

IRRRLs can be completed with an AVM VP4 from an approved CMS vendor or a 2055 
from an approved CMS AMC. Refer to the VA IRRRL Matrix for appraisal 
requirements.  

¶ Non-Credit Qualifying Refinance of an Existing VA Guaranteed Mortgage 

¶ A 12-month mortgage rating with no late pays and verification of 
employment is required.  

¶ The veteran on the existing loan must remain on the new loan. Only 
borrowers identified in the table below can be added or deleted on the 
IRRRL transactions. Adding/removing borrowers must credit qualify for 
the new mortgage under the VA Rate/Term and Cash-out Program.  

Parties Obligated on Old 
VA Loan 

Parties to be Obligated on 
new IRRRL 

Is IRRRL 
Possible? 

1 Unmarried veteran Veteran and new spouse Yes 

2 Veteran and spouse Divorced veteran alone Yes 

3 Veteran and spouse Veteran and different spouse Yes 

4 Veteran alone Different veteran who has 
substituted entitlement 

Yes 

5 Veteran and spouse Spouse alone (veteran died) Yes 

6 Veteran and 
nonveteran joint loan 
obligors 

Veteran alone Yes 

7 Veteran and spouse Divorced spouse alone No 

8 Unmarried veteran Spouse alone (veteran died) No 

9 Veteran and spouse Different spouse alone (veteran 
died) 

No 

10 Veteran and 
nonveteran joint loan 
obligors 

Nonveteran alone No 

¶ Refer to the program matrix for additional appraisal requirements on 
VA IRRRL 

¶ Net Tangible Benefit  

It must be determined that there is a net tangible benefit to the borrower as a 
result of the IRRRL. The net tangible benefit is defined as one of the following: 

o A reduction to the interest rate on the new loans.  

o Refinancing from an ARM to a fixed rate mortgage.  
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Transaction Types (continued) 

Construction 
Permanent 
Mortgages 
(Single -Close 
Modification of 
Note)  

Single-Close Modification of the Note is not permitted. 

Loan 
Transactions 
Paying Off Land 
Contracts  

If the borrower will use the loan to complete payment on a land contract, contract for 
deed, or similar type of financing arrangement in which the borrower does not have 
title to the property the new mortgage can be treated as a purchase transaction (if the 
contract is not recorded) or as a cash-out refinance (if the contract is recorded). 

The maximum loan amount ratio is the lesser of the following:  

¶ the VA reasonable value plus the VA funding fee, or . 

¶ The sum of the outstanding balance of the loan to be refinanced plus 
allowable closing costs (including the funding fee) and discounts. 

¶ The maximum guaranty for refinancing loan contracts is $36,000. 

Principal 
Curtailment  

Principal curtailments are permitted in the following cases: 

¶ Lender Paid Transactions ð On transactions where the loan originator is 
paid by the lender, CMS permits a principal curtailment on purchase and 
refinance loans unless noted below as a result of excess premium rate credit. 
The excess premium must be identified on the HUD-1 Settlement Statement or 
Closing Disclosure, as applicable and is limited to the amount of the excess 
premium rate credit below. The premium rate credit is the amount associated 
with the lowest pricing rate option that allows for some or all of the borrowerôs 
closing costs to be paid so the borrower does not have to pay those closing 
costs out of pocket. 

o If the premium rate credit is less than or equal to $2,000 for loan 
amounts up to $350,000, or $4,000 for loan amounts exceeding 
$350,000, then no additional documentation is required. 

o For premium credits exceeding these thresholds, evidence that the 
next lower pricing option would require the borrower to pay closing 
costs out of pocket must be documented in the file (e.g., GFE, 
Pricing/Rate Sheet, etc.). 

If the borrower was not provided with the lowest possible rate while 
accommodating the customer request, the loan is not eligible. 

If the program permits, the borrower may also receive cash back within 
program guidelines in addition to the amount of the curtailment. See the CMS 
Product Guidelines for cash back eligibility criteria. 

¶ Borrower Paid Transactions ð On transactions where the loan originator is 
paid by the consumer, principal curtailments are not permitted. The premium 
rate credit must not exceed the amount of the third-party costs. 
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LEASEHOLD ESTATES  

Overview  A Leasehold Estate is an interest in real property held by virtue of a lease. Leasehold 
refers to land that is leased to the individual who owns appurtenant structures on the 
land.  

The leasehold estate may consist of both the improvement and the land; however, in 
most cases, the improvement is purchased in fee simple, subject to ground rent. 
Ground rent is rent paid for the right to use and occupy land. When the term of the 
lease expires, all rights to possession and use revert back to the lessor/fee simple 
owner and the Leasehold Estate terminates. 

VA Approval  VA approval is required prior to the completion of an appraisal for all leasehold 
properties. Must contact the RLC for guidance regarding obtaining VA approval. 

Leasehold 
Estate 
Requirements  

Properties that are secured by Leasehold Estates are acceptable provided they 
conform to all of the following requirements:  

¶ The lease is for the rental of a property with a fee ownership interest.  

¶ Residential properties in the area consisting of leasehold or ground rent 
estates are readily marketable and acceptable in the subject area.  

¶ The leasehold is in full force and effect and is not subject to any prior lien or 
encumbrance by which the leasehold could be terminated or subjected to any 
charge or penalty.  

¶ The remaining term or exercised renewal of the lease with any renewals 
enforceable by the mortgage do not terminate earlier than ten years after the 
maturity date of the loan. 

Lease 
Requirements  

The lease must comply with the following requirements:  

¶ The lease (including all amendments) is recorded and no party is in any way in 
breach of any provision of the lease or amendment.  

¶ Leases may not contain restrictions of assignability.  

¶ In most cases, the lease must allow for an option to purchase. For exceptions 
see Section 6-31 in the HUD Handbook 4150.1 Rev 1.  
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Leasehold Estates (continued) 

Ground Rents  Ground rent is established in the local market place, but in no case may the annual 
rental exceed the lesser of either of the following:  

¶ 12 percent of the site value.  

¶ The mortgage interest rate at the time of underwriting, less two percent, times 
the site value.  

Ground rent may increase periodically, subject to the following:  

¶ Rent may not be increased for the first three years of the lease term. 
Subsequent rent increases may occur no more than once every 12 months.  

¶ Increases must be stated in the lease document in exact dollar amounts.  

¶ Establishment of future rentals by negotiation or by formula is not permitted.  

¶ Increases in any 12-month period may equal no more than 2% of HUD's 
original site valuation, but at no time may annual ground rental exceed 12% if 
HUD's original site valuation.  

For complete information on the Capitalization Process of Ground Rents and Ground 
Leases and calculation of ground rent, refer to HUD Handbook 4150.1 Rev 1 Chapter 
6 Approaches To Value, Section 6-32.  

MAXIMUM LOAN AMOUNTS  

Maximum Loan 
Amount  

Unlike other home loan programs, there are no maximum dollar amounts prescribed 
for VA-guaranteed loans. Limitations on VA loan size are primarily attributable to two 
factors: 

1. Lenders who sell their VA loans in the secondary market must limit the size of 
those loans to the maximums prescribed by Government National Mortgage 
Association (GNMA) or whatever conduit they use to sell the loans. 

2. VA limits the amount of the loan to the reasonable value of the property shown 
on the NOV plus the cost of energy efficiency improvements up to $6,000 plus 
the VA funding fee, with the following exceptions: 

http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/handbooks/hsgh/4150.1
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Maximum Loan Amounts (continued) 

Maximum Loan 
Amount 
(continued) 

 

Exception Maximum Loan 

IRRRLs ¶ Existing VA loan balance, plus 

¶ The cost of any energy efficiency 
improvements up to $6,000*, plus 

¶ Allowable fees and charges, plus 

¶ Up to two discount points, plus 

¶ VA funding fee. 

(The underwriter must use VA Form 26-8923, 
IRRRL Worksheet, for the actual calculation.) 

Regular refinancing loan (cash-out) ¶ 100 percent of the VA reasonable value, 
plus 

¶ the cost of any energy efficiency 
improvements up to $6,000*, plus 

¶ VA funding fee. 

Loans to refinance are: 

¶ a construction loan, 

¶ an installment land sales 
contract, or 

¶ a loan assumed by the 
veteran at an interest rate 
higher than that for the 
proposed refinancing loan. 

The lesser of: 

¶ the VA reasonable value, or 

¶ the sum of the outstanding balance of 
the loan plus allowable closing costs 
and discounts, plus  

For construction loans, ñbalance of 
the loanò includes the balances of 
construction financing and lot liens, if 
any. 

¶ the cost of any energy efficiency 
improvements up to $6,000*, plus 

¶ VA funding fee. 

Graduated Payment Mortgage 
(GPM) loan on existing property 

The VA reasonable value, minus 

¶ the highest amount of negative 
amortization, plus  

¶ the cost of any energy efficiency 
improvements up to $6,000*, plus  

¶ VA funding fee. 

GPM loan on new home 97.5 percent lesser of: 

¶ the VA reasonable value or 

¶ the purchase price, plus 

¶ the cost of any energy efficiency 
improvements up to $6,000*, plus 

¶ VA funding fee. 

Note: CMS does not offer VA programs for energy efficiency improvements.   
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LOAN-TO-VALUES 

Calculating 
Loan -to-Value  

The maximum loan to value is calculated as follows:  

Principal balance of the first mortgage 

Divided by 

The lower of the appraised value or sales price 

See the CMS Product Guidelines for maximum LTV requirements.  

Calculating 
Combined 
Loan -to-Value  

Purchase Transactions 

The maximum combined loan to value for a purchase transaction is calculated as 
follows:  

Principal balance of the first mortgage (excluding financed Funding Fee) plus 
any subordinated junior liens 

Divided by 

The lower of the appraised value or sales price  

Rate/Term and Cash-out Transactions 

The maximum combined loan to value for a Rate/Term and Cash-out refinance 
transaction is calculated as follows:  

Principal balance of the first mortgage (excluding financed Funding Fee) plus 
any subordinated junior liens 

Divided by 

The appraised value 

COMBINED LOAN AMOUNT  

Definition  The combined loan amount is calculated as follows: 

New VA base loan amount + Any subordinated junior liens  

If the junior lien is a home equity line of credit, the maximum combined loan amount is 
based on the full credit-line amount.  

http://carringtonhome.corp.int/Corporate%20Document%20Library/CMS%20VA%20Matrix.pdf
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SECONDARY OR SUBORDINATE FINANCING 

Overview  Any financing, other than the first mortgage, that creates a lien against the property is 
considered secondary financing and not a gift. CMS permits subordinate or secondary 
financing in accordance with VA requirements. The subordinate mortgage is also 
referred to as the second mortgage. The second mortgage must be clearly subordinate 
to CMSô first mortgage and the recording must reflect this subordination. 

In exchange for remaining in a subordinate position, subordinate lien holders may 
request modifications to the terms of the lien (e.g., a reduction for lien). Modifying the 
subordinate lien in this manner often results in re-executing the lien at closing, which is 
acceptable to VA. In this case, VA does not consider the lien a new subordinate lien. 

Secondary 
Borrowing 
(Down Payment 
Assistance 
Programs)  

Secondary borrowing is permitted when: 

¶ The veteran is not placed in a worse position than if the entire amount 
borrowed had been guaranteed by the VA, and 

¶ The requirements detailed below are met. 

Second Mortgage requirements: 

¶ Lender must submit documentation disclosing the source, amount, and 
repayment terms of the second mortgage and agreement to such terms by the 
veteran and any co-obligors. 

¶ The second mortgage must be subordinated to the VA ï guaranteed loan, that 
is, the second mortgage must be in a junior lien position. 

Proceeds of the second mortgage may be used for the following reasons: 

¶ Closing costs, or 

¶ A down payment to meet secondary market requirements of the lender. 

Proceeds may not be used to: 

¶ Cover any portion of a down payment required by VA to cover the excess of 
the purchase price over VAôs reasonable value. 

Homebuyer 
Assistance 
Program  

CMS permits veteran purchases to utilize homebuyer assistance program services 
when obtaining a VA home loan. Homebuyer assistance programs must ensure the 
following: 

¶ The borrower(s) must meet VA credit requirements 

¶ CMS must obtain a VA appraisal and the property must meet VA minimum 
property standards. 

¶ If the sale price of the property exceeds the VA reasonable value of the 
property, VA will only allow homebuyer assistance in the form of a grant to pay 
the difference.  

¶ Homebuyer assistance programs often require buyers to occupy the property 
for specified period of time. CMS must, at closing, obtain the borrowerôs 
acknowledgement of this requirement and provide a copy of the signed form to 
the VA if file is requested for review. 
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Secondary or Subordinate Financing (continued) 

Property 
Assessed Clean 
Energy (PACE)  

PACE loans are used to finance energy improvements and are secured by the 
property with payments collected through the borrowerôs property taxes. 

In order for a property to be eligible for VA financing with a PACE loan remaining 
secured against the property, the following must be met:  

¶ Under the laws of the state where the property is located, the PACE loan must 
be collected and secured by the creditor in the same manner as special 
assessment taxes against the property;  

¶ The property may only become subject to an enforceable claim (i.e., lien) that 
is superior to the VA-guaranteed mortgage for delinquent regularly scheduled 
PACE special assessment payments. The property shall not be subject to an 
enforceable claim (i.e., lien) superior to the VA-guaranteed mortgage for the 
full outstanding PACE loan at any time (i.e., through acceleration of the full 
obligation). However, a notice of the lien for the full PACE loan may be 
recorded in the land records;  

¶ There are no terms or conditions that limit the transfer of the property to a new 
homeowner. Legal restrictions on conveyance arising from a PACE loan that 
could require consent of a third party before the owner can convey the real 
property are prohibited, unless such provisions may be terminated at the 
option of, and with no cost to, the homeowner;  

¶ The existence of a PACE loan on a property is readily apparent to 
mortgagees, appraisers, borrowers and other parties to a VA-guaranteed 
mortgage transaction in the public records. Information on the PACE obligation 
must be readily available for review in public records;  

¶ In the event of a sale, including a foreclosure sale, of the property with 
outstanding PACE financing, the obligation will continue with the property 
causing the new homeowner to be responsible for the payments on the 
outstanding PACE amount;  

¶ All terms and conditions of the PACE loan must be fully disclosed to the 
borrower and made part of the sales contract between the seller and the 
borrower;  

¶ Lenders must notify the appraiser of all terms and conditions of the PACE 
loan; The appraiser must (if applicable):  

o review the sales contract and property tax records for the Property to 
determine the amount outstanding and the terms of the PACE obligation:  

Á if the mortgagee notifies the Appraiser that the subject Property will 
remain subject to a PACE obligation,  

Á when the appraiser observes that the property taxes for the subject 
Property are higher than average for the neighborhood and type of 
dwelling, or  

Á when the appraiser observes energy-related building components or 
equipment or is aware of other PACE-allowed improvements during 
the inspection process.  

o report the outstanding amount of the PACE obligation for the subject 
property and provide a brief explanation of the terms  

o analyze and report the impact on value of the property, whether positive or 
negative, of the PACE-related improvements and any additional obligation 
(i.e., the PACE special assessment). Specific language must be included 
in the appraisal report providing this information. 
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Secondary or Subordinate Financing (continued) 

Seller Contribution Limitations 

Seller 
Concessions  

The maximum seller concessions on a VA loan are 4%. Seller concessions include, 
but are not limited to, the following: 

¶ payment of the buyerôs VA funding fee 

¶ prepayment of the buyerôs property taxes and insurance 

¶ gifts such as a television set or microwave oven 

¶ payment of extra points to provide permanent interest rate buy-downs 

¶ provision of escrowed funds to provide temporary interest rate buy-downs, and 

¶ payoff of credit balances or judgments on behalf of the buyer. 

Seller concessions do not include payment of the buyerôs closing costs, or payment of 
points as appropriate to the market. 

VA Risk Management 

Overview  This section discusses the requirements that must be followed to help ensure greater 
risk management capability guarantee issuance of VA Form 26-1899, Loan Guaranty 
Certificate (LGC). This certificate is essential when offering the loan in the secondary 
market.  
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RISK CONTROLS 

Verifications 
Sent to Post 
Office Boxes  

If a verification form is forwarded to a Post Office Box and the borrower indicates this 
is the necessary address, the information must be confirmed through additional follow-
up. If it is determined that the information provided is the correct address for 
verifications, the file must contain a statement from the person that verified this 
information stating that he or she independently contacted the institution and verified 
this requirement. Documentation verifying this requirement must be provided in the 
loan package. 

Fraud/Red 
Flags  

Fraud is the intentional misrepresentation of facts that are material to the underwriting 
decision on a loan. Fraud may be committed for profit or simply to qualify an otherwise 
ineligible borrower for a loan. CMS has a Zero Tolerance Policy on fraud or 
misrepresentation. Examples of fraud or misrepresentation include, but are not limited 
to, the following:  

¶ Forging signatures.  

¶ Assisting in preparing income documentation/verifications.  

¶ Falsifying bank statements and/or assets.  

¶ Not disclosing borrower's liabilities.  

¶ Misrepresenting occupancy of the property in question.  

¶ Not disclosing or acting upon the known instances of fraud or 
misrepresentation.  

¶ Colluding with the appraiser to inflate values.  

To detect and avoid fraud, certain details in a loan package that signal caution, known 
as red flags, must be reviewed carefully. When evaluating a file, it is very important to 
check for consistency and perform cross checking. All related information in a file must 
be reviewed and compared. Any inconsistencies must be considered a red flag.  

Red flags alert origination personnel to situations that warrant caution and may require 
some follow-up to ensure that the information is valid. The following are common red 
flags:  

Loan Application  

¶ There is a significant increase or unrealistic change in commuting distance.  

¶ Significant or contradictory changes from handwritten to typed loan 
application.  
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

Credit Report  

¶ Pattern of delinquencies that are inconsistent with credit explanations.  

¶ Undisclosed bankruptcies, foreclosures, or debts.  

¶ Employment data and or residence data that significantly conflicts with the 
loan application.  

¶ Multiple Social Security numbers associated with the borrower based on 
numerous possible non-applicant accounts or Social Security number 
variations. If this is found, determine whether the information is indicating the 
possibility that the borrower's Social Security number is inaccurate, invalid, or 
the borrower is using multiple Social Security numbers. If any of these issues 
are found, the file must be referred to Quality Control for further review and 
validation.  

¶ Numerous Authorized User accounts.  

¶ Credit report warning messages must be carefully reviewed. For example, if 
the warning message indicates that the borrower's Social Security number is 
related to a deceased individual, then further validation must be completed. 

¶ Multiple names associated with the borrower and his/her Social Security 
number.  

¶ Nicknames that are unrelated to the borrower's name.  

The above items may indicate inaccurate Social Security numbers; however, it 
is important to carefully review the borrower's Social Security number 
information throughout the file and determine whether a simple error occurred 
(e.g., typographical error, transposition of two numbers, etc.) before referring 
the file for further review and validation.  

Victim of Identity Theft  

A borrower who has been identified as a victim of identity theft may be denied credit 
for a reason other than the identity theft. 

If the file contains information that contains inconsistent Social Security number 
information, the following must be reviewed:  

¶ Verify that the credit report was run under the borrower's correct Social 
Security number. If the credit was run under an incorrect Social Security 
number, rerun credit using the accurate Social Security number.  

¶ If documentation received during the processing and underwriting of the loan 
indicates a different Social Security number than the one being used on the 
loan application, a valid explanation and documentation must be provided by 
the borrower to address the discrepancy. A new credit report must also be run 
on the number discovered during the review.  

¶ If the credit report includes comments that the borrower has used a different 
Social Security number, a valid explanation and documentation must be 
provided by the borrower regarding the additional Social Security number.  

¶ If the credit report indicates that the Social Security number has not been 
issued, additional documentation and verification must be obtained to show 
that the number is valid.  
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

¶ If the borrower SSN misuse occurred over multiple years, documentation from 
the IRS is required to support the misuse in addition to documentation from a 
third party validating the borrowerôs earnings.  

Invalid or impossible Social Security numbers  

o three or more leading zeros  

o zeros in positions 4 and 5  

o four trailing zeros  

o leading numbers of 73 or 79  

o leading numbers of 8 or 9  

o Tax Identification numbers instead of Social Security numbers are 
used  

When the borrower has been a victim of identity theft through borrowerôs tax returns, 
CMS requires the following additional documentation: 

¶ Signed and executed Social Security Consent form to verify borrowerôs social 
security number. 

¶ Copy of executed Form 14039, Identity Theft Affidavit, and evidence form was 
filed with the IRS.  

¶ Signed and processed 4506T or Modelo SC 2907 transcripts (if Puerto Rico 
returns). CMS will obtain tax transcripts for the tax year affected by the identity 
theft. 

¶ If borrower is a wage earner, CMS will process the 4506T or Modelo SC 2907 
transcripts (if Puerto Rico returns) for the W2 transcripts; for commission 
income, CMS will order transcripts for 1099 income. The prior yearôs 1040ôs 
transcripts are required. 

¶ For non-wage earners the prior yearôs 1040 transcripts are required. 

Income  

¶ The name or Social Security number does not match the borrowers.  

¶ The income on the application is overstated.  

¶ The borrower's address or profession does not agree with the information 
submitted on the loan application.  

¶ The federal income tax return is incomplete (missing schedules, information, 
etc.).  

¶ Schedule A shows unexplained real estate taxes paid for non-home owners.  

¶ A borrower with substantial cash in the bank shows little or no related interest 
income shown on Schedule B.  

¶ Schedule B does not reflect dividend income for borrower claiming stock 
investments.  

¶ The gross income listed on Schedule C does not agree with the total income 
according to the 1099 Statements.  

¶ Schedule E lists additional properties that are not on the loan application.  

¶ Financial statements on business prepared by someone other than the person 
that completed previous tax returns.  
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

Pay Stubs  

¶ A large employer has a handwritten or typed pay stub.  

¶ Pay stub does not contain the name of the borrower or employer.  

¶ The Social Security number of the borrower is not correct.  

¶ No pay period.  

¶ No check issue date.  

¶ Does not include a current income breakdown or a year to date figure.  

¶ Tax deduction not detailed including Social Security, Medicare, etc.  

¶ The company address is a P.O. Box.  

¶ The employer address is different than address provided by borrower.  

¶ Subsequent pay stubs, year to date income, and withholdings do not total up 
correctly. 

¶ Inconsistent name spelling and address of borrower.  

¶ Inconsistent pay dates and/or pay days.  

¶ Inconsistent payroll check numbers.  

¶ Payroll deductions disclose additional liabilities not included on the loan 
application.  

W-2 Forms  

¶ A large employer has a handwritten or typed W-2 form.  

¶ Rounded dollar amounts.  

¶ Business identification number is the same as the borrower's Social Security 
number.  

¶ Taxes paid are low compared to income stated on W-2 form.  

¶ Inconsistencies in name spelling, address, employer's address, and Social 
Security number, etc.  

Assets  

¶ Regular payroll deposits that do not agree with reported income.  

¶ There is no evidence that the earnest money deposit is debited to the 
checking account.  

¶ Inconsistent name spelling and address of borrower.  

¶ Bank statements reveal loans or deductions for liabilities not disclosed on the 
loan application.  
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

Tax Returns  

¶ Borrower's address or profession does not agree with the information 
submitted on the loan application.  

¶ The federal income tax return is incomplete (missing schedules, etc.).  

¶ Schedule A indicates there are real estate taxes or mortgage interest paid but 
does not list property owned.  

¶ A borrower with substantial cash in the bank shows little or no related interest 
income shown on Schedule B.  

¶ Schedule B does not reflect dividend income for borrower claiming stock 
investments.  

¶ Gross income listed on Schedule C does not agree with the total income 
according to form 1099.  

¶ Schedule E lists additional properties that are not listed on the loan 
application.  

Verification of Employment  

¶ There is evidence of white out or other alterations. Any alterations must be 
confirmed with the employer to verify that the information is valid.  

¶ The VOE is completed by an inappropriate verification source such as a 
secretary or a relative. This could be an indication that the borrower is self-
employed. The accountant for the business must verify that the borrower does 
not have any ownership interest in the business and all income information 
must be verified by pay stubs and W2 forms.  

Verification of Deposit  

¶ Borrower's funds are security for a loan.  

¶ The bank account is not in the borrower's name or is a joint account with 
another party.  
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

Appraisal  

¶ An interested party to the transaction (seller, buyer, broker, etc.) orders the 
appraisal.  

¶ Tenant shown as contact on a refinance of an owner-occupied property.  

¶ Appraisal dated prior to date of application.  

¶ For sale or rent sign in the subject property photos.  

¶ Presence of construction permits in subject photograph where no repairs are 
mentioned by the appraiser or borrower.  

¶ See the Property Flipping section for procedures when there is a significant 
increase in sales price over the last 12 months.  

¶ The owner listed on the appraisal report and is not the seller listed on the 
sales contract.  

¶ Owner-occupied refinance transaction when the borrower is not listed as the 
occupant.  

¶ Ownership information on the appraisal report does not match owner of record 
on the title report.  

Collateral Valuation Practices and Declining Value  

¶ A market may experience a decline in property values. One of the potential 
problems in a declining market is the overstatement of property values in 
appraisal reports. This may result in the borrower not having an accurate 
property valuation, and overvaluation of a property could increase loan losses 
should the mortgage loan subsequently default.  

Ownership Validation  

¶ Carefully review and analyze the sale or transfer history of the subject 
property.  

¶ Identify the current owner.  

¶ Confirm that the owner of record is the seller of the property listed on the sales 
contract for purchase transactions and/or the borrower for refinance 
transactions. 

¶ Discrepancies in during the ownership validation process should be reviewed 
by the Direct Endorsement Underwriter. 

Loan Churning  

Loan churning is defined as the practice of lenders encouraging multiple refinances 
during a short period of time. CMS prohibits the churning of loans. The following are 
examples of loan churning:  

¶ Applicant purchasing and/or refinancing multiple owner-occupied properties 
within a 12-month period.  

¶ Funding a refinance or home equity transaction then applying for a 
subsequent purchase transaction.  

¶ Solicitation by a Loan Officer to refinance a six-month ARM every six months.  

¶ Solicitation of the refinance of a home equity loan multiple times. 
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

Property Flipping and 90-Day Rule  

CMS defines Property Flipping as a ñpredatory lending practice whereby a recently 
acquired property is resold for a considerable profit with an artificially inflated value,ò 
often accomplished with the help of the appraiser. Most flipping occurs within a matter 
of days after acquisition and usually with only minor cosmetic improvements made to 
the subject property.  

¶ Documenting Seller Acquisition Date  

The seller's acquisition date is the date when the seller made settlement on 
the purchase of the property. In order for a purchase transaction to be eligible, 
the current seller must be the owner of record and must have acquired subject 
property at least 90 days prior to the execution of the current sales agreement.  

o The current sale date or re-sale date of the subject property is the 
latest date on which the sales contract is executed. The executed date 
is the most recent signature date (of either seller or buyer) on the 
contract.  

o No additional documentation is required to support the time period 
restrictions as long as the appraisal shows that the most recent sales 
date for the subject property (data to include the actual acquisition 
date and sales price) occurred at least one year previously and 
documentation is obtained to show the seller as the current owner.  

o If conflicting information exits, it must be resolved and documented 
accordingly in the loan file.  

¶ Foreclosure Sales  

If the seller purchased the property at a foreclosure sale, but the deed 
transferring the property was not recorded until several months later, the date 
of the warranty deed conveying subject property to seller must be used as the 
acquisition date and the file must be documented with an explanation as in the 
following example:  

o Date of foreclosure sale is April  

o Date deed recorded is July  

o Acquisition date is April  

A copy of the seller's winning bid for the property and the other documents 
from the Sheriff showing the property was sold to the seller at the auction must 
be obtained.  
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

¶ Restrictions on Property Re-Sales  

o The seller must be the owner of record. The sale or assignment of the 
sales contract is not permitted.  

Á Documenting the Owner of Record  

It is mandatory to obtain documentation to show that the seller 
is the owner of record. Documentation may include the 
following:  

¶ Property sales history report.  

¶ Copy of the recorded deed from the seller.  

¶ Copy of the property tax bill.  

¶ Preliminary Title Report, which must be checked to 
ensure that the seller is the owner of record on the 
subject property as indicated on the sales contract 
and the date the property was acquired.  

o If the appraisal shows that the most recent 
sale of the subject property occurred at least 
one year ago, and documentation is obtained 
to show the seller is the current owner 
(documentation must include the actual date 
of acquisition and sales price), no additional 
documentation is required to support the time 
period restriction. If conflicting information 
exists, it must be resolved and documented in 
the loan file.  

o If the loan file does not contain documentation 
regarding the owner of record and the 
purchase date at the time of the underwriting 
review the following condition should be 
added: ñOwnership information must meet 
all CMS requirements regarding property 
flipping.ò Final approval should not be given 
without receipt of acceptable ownership 
documentation. Acceptable evidence may 
include a copy of the deed, AVM report, or 
copy of a tax bill evidencing ownership 
information in order to proceed with a final 
approval status.  

At the time of final approval, the following condition 
should be added: Evidence ____________ (seller's 
name

1
) is noted on the title report as the. Owner of 

record on or before __________. ( Date
2
)  

1
 Seller's Name ï Fill in seller's name from sales 

agreement  
2
 Fill in the date 6 months prior to the new sales 

agreement contract date  
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

If the date listed on the title is not 6 months prior to 
the new sales agreement date, the applicable 
property flipping guidelines must be verified that they 
are satisfied.  

o CMS will fund loans that meet CMS property flipping requirements 
where seller has been on title 90 days or less.  

Á Transactions where the property is selling for a substantial 
increase in value requires appraiser to comment on all 
improvements made to the property supporting the increased 
value. The appraiser must also provide photos of all 
improvements made to the subject property.  

Á All transactions must be arms-length, with no identity of 
interest between the buyer and seller or other parties in the 
sales transaction. The requirements below must be followed: 

¶ Seller must hold title to the property. 

¶ For LLCs, the identity of parties and principals must 
be verified. 

¶ No pattern of previous flipping exists for the subject 
property within the last 12 months. 

¶ Property must be marketed openly and fairly through 
MLS, Auction, FISBO, or a developer. 

¶ No assignments of sales contract. 

Á The property inspection must be ordered by CMS directly. 
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

o Exemptions to the 90-Day Ownership Restrictions  

Á General Exemptions  

The following circumstances do not require the 90-day 
ownership time restriction period, but the seller must still be 
the owner of record.  

¶ Re-sales of the property by HUD and other Federal 
agencies of their REO properties.  

o Federal agencies (e.g., Department of 
Veterans Affairs [VA], the Rural Housing 
Service of the Department of Agriculture 
[Farm Home] and the Federal Deposit 
Insurance Corporation [FDIC]) that acquire 
properties as a result of a function of their 
programs and quickly market and sell these 
acquired properties.  

¶ Re-sales of properties acquired by an employer or 
relocation agency (e.g., bona fide relocation agencies 
that contract with employers to handle relocation of 
their employees) in connection with the relocation of 
an employee. Individual real estate agents that 
advertise themselves as relocation experts and who 
purchase properties are not considered relocation 
agencies.  

¶ A builder selling a newly built home or building a 
home for the borrower.  

¶ Re-sale of properties acquired through inheritance or 
estate sales. A seller that inherited a property must be 
the owner of record, but he or she is not required to 
hold title to the property for 90 days before it can be 
sold with VA financing. The loan file must be 
documented to evidence the inheritance.  

The following circumstances are also exempt from the 90 day 
ownership rule:  

Á Property re-sales by State and Federally chartered financial 
Institutions (e.g., banks and Savings & Loans).  

Á Government-Sponsored Enterprises (GSE) (e.g., Fannie Mae 
and Freddie Mac).  

Á Sale of properties by Local and State Government agencies.  

Á Sale of properties by non-profit organizations approved to 
purchase HUD Real Estate Owned (REO) properties at a 
discount. See the HUD Nonprofit Agency Roster topic for 
more information. 

http://www.hud.gov/offices/hsg/sfh/np/np_hoc.cfm
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Risk Controls (continued) 

Fraud/Red 
Flags 
(continued) 

¶ Property Re-Sales Subject to Restrictions Regarding Value Increases  

o Documentation of Value Increases for Re-Sales between 91 days 
and 12 months: Properties sold between 91 days and 12 months 
after acquisition by the seller and if the re-sale price is 5% or greater 
than the lowest sales price of the property during the preceding 13 
months, CMS may require additional documentation to support the re-
sale price. An example of acceptable documentation may be an 
appraisal by another appraiser.  

Second 
Appraisal 
Required 

HPML and Non-HPML Property Flipping Rule 

Refer to the Appraisal Management Policy for information on second appraisal 
requirements.  

VA Documentation 

Overview  This section describes the following information: 

¶ The required documentation for each loan submitted for mortgage underwriting 
and insurance.  

¶ The specific requirements for processing and underwriting VA mortgages.  

Minimum Documentation Requirements 

Documentation 
Requirements  
to Close a  VA 
Loan  

The following describes the minimum documentation required in order to close a VA 
Loan:  

¶ Automated Underwriting Findings (not applicable with manual underwrite) 

¶ Good Faith Estimate of Closing Costs or Loan Estimate, as applicable and 
Addendum  

¶ Customer Face-to-Face Certification form  

¶ Final FHA HUD/VA Addendum 92900-A  

¶ Final Uniform Residential Loan Application (1003)  

¶ Original fully executed FHA HUD/VA HUD 92900-A  

¶ Original signed VA Loan Summary 26-2866 with commentary regarding the 
strength of the loan and any clarification regarding income calculations and 
compensating factors 

¶ Original Fully executed Uniform Residential Loan Application (1003)  

¶ Certificate of Eligibility and related forms 

¶ Credit report  

¶ Credit documentation (VOR, VOM etc.)  

¶ Source of Funds Statement  

¶ Asset documentation such as VOD and/or bank statement  

¶ Gift Letter and supporting documentation, if applicable  

http://carringtonhome.corp.int/Corporate%20Document%20Library/Appraisal%20Management%20Policy.pdf
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Minimum Documentation Requirements (continued) 

Documentation 
Requirements 
to Close a VA 
Loan 
(continued) 

¶ Proof of down payment, if applicable  

¶ Escrow letter, if applicable  

¶ Income documentation  

¶ Recent pay stub  

¶ W-2 forms and tax returns/transcripts if applicable  

¶ Evidence of a valid social security number  

¶ Complete, fully executed sales contract  

¶ Fully executed Amendatory Language Form and Real Estate Certification 
(Truth Statement), if not included in sales contract  

¶ Executed Notice to Homeowner/Assumption of Insured Mortgage  

¶ Complete original VA appraisal with all exhibits  

¶ NOV (Notice of Value) issued by CMS LAPP Underwriter 

¶ Re-inspection report, termite certifications and all other property certifications, 
if applicable  

¶ New construction exhibits, if applicable  

¶ IRS form 4506-T  

¶ Modelo SC 2907 transcripts (if Puerto Rico returns) 

¶ Notice Regarding Refinance Transactions, if applicable  

¶ Executed Informed Consumer Choice Disclosure  

¶ Evidence of borrower's identity  

Compliance Documentation  

¶ Borrowers Signature Authorization  

¶ Truth In Lending Disclosure Statement or Loan Estimate, as applicable 

¶ State/Product Disclosure Statements  

¶ General Loan Application Acknowledgement-Disclosure Booklet  

¶ Affiliated Business Arrangement Disclosure  

¶ Servicing Disclosures 
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Minimum Documentation Requirements (continued) 

Documentation 
Requirements 
to be Eligible 
for 
Underwriting  

Credit Documents  

The following list describes the minimum documentation required for a loan to be 
considered complete and eligible for underwriting:  

¶ Approve/Eligible Loans  

o  Certificate of Eligibility 

o Complete Uniform Residential Loan Application (1003)  

o Complete HUD/VA Addendum to URLA ï Part IV must be signed by 
the borrower indicating consent to Social Security number validation)  

o Desktop Underwriter/ Findings  

o Three Merge In-file Credit Report  

Á Credit reconciled and entered accurately in the applicable 
origination system  

Á Income documentation as required by Desktop Underwriter  

o Completed Self-employed Income Analysis (if applicable) IRS form 
4506-T/Modelo SC 2907 transcripts (if Puerto Rico returns) Tax 
Transcripts  

o Asset documentation as required by Desktop Underwriter  

o Appraisal, if required  

o Complete and accurate Good Faith Estimate of Closing Costs or Loan 
Estimate, as applicable  

o Truth-in-Lending or Loan Estimate, as applicable, indicating date 
mailed for all purchase Loans  

o Disclosure booklet pages 3 and 4 completed and signed  

o Signature Authorization form completed and signed  

o Product specific disclosures completed and signed  

o State specific disclosures completed and signed  

¶ Manually Underwritten Loans 

o Certificate of Eligibility 

o Complete Uniform Residential Loan Application (1003)  

o Complete HUD/VA Addendum to URLA ï Part IV must be signed by 
the borrower indicating consent to Social Security number validation)  

o Credit Report 

Á Three Merge In-file Credit Report  

o Credit reconciled and entered accurately in the 
applicable origination system  

Á Non-Traditional Mortgage Credit Report 

o NTMCR prepared by a CMS approved credit vendor 
verifying all trade references, reconciled and entered 
accurately in the applicable origination system. 
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Minimum Documentation Requirements (continued) 

Documentation 
Requirements 
to be Eligible 
for 
Underwriting 
(continued) 

o Income documentation 

Á Written VOE if applicable, 

Á Most recent 30 days paystubs with YTD earnings,  

Á Most recent 2 years W2ôs, 1099ôs,  

Á Most recent 2 years personal tax returns, 

Á Most recent 2 years business returns if applicable.  

Á Completed Self-employed Income Analysis (if applicable) 

o IRS form 4506-T/Tax Transcripts  

o Modelo SC 2907 transcripts (if Puerto Rico returns) 

o Asset documentation  

Á Most recent 60 days bank statements  

o Appraisal, if required  

o Complete and accurate Good Faith Estimate of Closing Costs or Loan 
Estimate, as applicable 

o Truth-in-Lending or Loan Estimate, as applicable, indicating date 
mailed for all purchase Loans  

o Disclosure booklet pages 3 and 4 completed and signed  

o Signature Authorization form completed and signed  

o Product specific disclosures completed and signed  

o State specific disclosures completed and signed 
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ELECTRONIC SIGNATURES 

Requirements  Electronic signatures are permitted on documents that are not included as part of the 
VA guaranty file, with the exception of the Uniform Residential Appraisal Report (), and 
third-party documents such as the sales contract and contract addenda, which may be 
signed with an electronic signature. CMS is responsible for ensuring the security and 
authenticity of the electronic signature in conformity with all applicable federal laws.  

The following table contains the documents, as applicable to the loan transaction, 
which may not contain an electronic signature: 

Note: The exceptions are noted with ñElectronic signature permitted.ò  

VA Guarantee Case Binder Document Requirements 

¶ Uniform Residential Loan 
Application (URLA)  

¶ Form HUD-92900-A, Addendum to 
URLA  

¶ Credit history documentation  

¶ Asset Verification documentation 
(including gift letters and relevant 
documents)  

¶ Income verification documentation  

¶ Amendatory Clause executed by all 
parties (Electronic signature 
permitted)  

¶ Real Estate Certification executed 
by all parties (Electronic signature 
permitted)  

¶ All other contract addenda 
(Electronic signature permitted)  

¶ Automated Underwriting Feedback 
Certificate/Findings Report (if 
applicable)  

¶ VA Analysis, with supporting 
documents, such as:  

o Secondary lien exhibits  

o Buydown agreements  

o Attachments, memos and 
clarifications, if applicable  

¶ Copy of the Mortgage Note and all 
applicable riders and allonges  

¶ Termite Inspection/Home 
Inspections if applicable 

¶ Evidence of satisfaction of 
valuation conditions (if 
applicable)  

¶ Form NPCA-1, Wood Destroying 
Insect Infestation Report , or 
State mandated infestation 
report, if applicable  

¶ Local Health Authority's 
Approval for individual water and 
sewer systems (if applicable)  

¶ Form HUD-92541, Builder's 
Certification  

¶ Form HUD-92544, Builder's 
Warranty of Completion  

¶ Evidence of 10-Year Warranty 
Plan Coverage, if applicable  
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Electronic Signatures (continued) 

Requirements 
(continued) 

 

VA Guarantee Case Binder Document Requirements 

¶ Copy of the Security Instrument 
(Mortgage or Deed of Trust) with all 
applicable riders 

¶ HUD-1 Uniform Settlement 
Statement or Closing Disclosure, as 
applicable /Good Faith Estimate or 
Loan Estimate, as applicable for 
pre-closing  

¶ HUD-1 Addendum for purchases  

¶ Escrow Instructions, if applicable  

¶ Evidence of Social Security Number 
(such as on a printed pay stub, W-
2, 1099, SS card, Medicare card, 
etc.)  

¶ Evidence of Tax Identification 
Number for non-profit borrowers  

¶ NOV except as noted above  

¶ Uniform Residential Appraisal 
Report (URAR) (Electronic 
signature permitted)  

¶ Location map, and photographs of 
properties, building sketch 

¶ Inspection Report(s)  

¶ VA-26-1839 for the Department 
of Veteran Affairs (VA), 
Certificate of Reasonable Value 
(CRV)  

¶ VA 26-1843a, Master Certificate 
of Reasonable Value (MCRV)  

¶ HUD-approved local building 
authority inspection, if applicable  

¶ NPCA-99a and NPCA-99b, 
Subterranean Termite Treatment 
Report  

¶ VA CRV-VA-26-1841 and 
MCRV- VA-26-1843a, including 
all attachments and 
endorsements (if applicable)  
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VA AUTOMATED UNDERWRITING 

Overview  This section discusses automated underwriting. The Originator and CMS remain 
accountable for compliance with VA guidelines, as well as for any VA eligibility 
requirements, credit, capacity, and documentation requirements.  

The Originator and CMS are reminded that system updates to the AUS systems may 
lag behind changes to VA product eligibility and underwriting policy. This may cause 
inaccurate messages and product eligibility elements of the loan. The Originator and 
CMS, however, are responsible for compliance with current VA guidelines. 

Eligibility 
Requirements  

The following are loan programs that are eligible for submission to the automated 
underwriting system.  

¶ Fixed Rate Program 

¶ Adjustable Rate Program 

Automated 
Underwriting 
Systems  

VA accepts the use of Automated Underwriting Systems (AUS) to assess the credit 
worthiness of VA borrowers and to predict the default probability for VA loan 
applicants.  

The Underwriting Findings Report shows the recommended level of underwriting and 
documentation required in determining loan eligibility. Any manual downgrades from 
the automated underwriting decision require compliance with standard documentation 
requirements.  

The entire Underwriting Findings Report must be placed in the loan file being 
submitted to CMS. 

Eligible Loan Types 

Eligible Loan 
Types  

The following loan types are eligible for submission to Automated Underwriting:  

¶ Purchase Transactions  

¶ Cash-Out Refinance  

Ineligible Loan 
Types  

The following loan types are not eligible for submission to automated underwriting:  

¶ Second Home  

¶ Investment Property  

¶ VA Interest Rate Reduction Refinance Loans (VA IRRRLs) 
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Automated Underwriting Decisions 

Overview  The AUS evaluates the borrower's credit history, income, cash reserves, and other 
components of credit worthiness to determine whether the borrower is acceptable as a 
mortgage credit risk and may be processed with reduced documentation or if the loan 
application should be referred to the SAR Underwriter for review and evaluation.  

The most recent Findings Report must always be included in the loan file.  

Approve/  
Eligible  

A recommendation of Approve/Eligible or Accept indicates that the loan is considered 
to have acceptable credit characteristics and that the loan meets VA loan program 
eligibility requirements.  

All Verification Messages/Approval Conditions listed on the Underwriting Findings 
Report must be followed and the loan file must be documented accordingly. The credit 
report must also be reviewed to confirm that the data evaluated by automated 
underwriting with respect to the borrower's credit history is accurate and that the loan 
meets VA requirements.  

¶ Loans receiving an Approve/Eligible or Accept recommendation may use the 
documentation and credit waivers listed on the Underwriting Findings Report 
except where superseded by CMSô requirements as discussed earlier in this 
section.  
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Underwriting Findings Report 

Overview  The following list summarizes the messages that are available in the automated 
underwriting Findings Report to support VA approval. 

¶ A message that indicates that the loan was underwritten through an AUS 
system.  

¶ A message stating that ñall loans submitted to the VA for guarantee are 
required to contain the Underwriterôs certification as stated in the VA 
Handbook. 

¶ An original Certificate of Eligibility (VA Form 26-8320) is required. 

¶ Approval subject to receipt of valid CAIVR number. 

¶ The VA Loan Analysis form (VA 26-6393) must be completed. 

¶ If the subject property is located in a community property state, a social 
security number and credit report must be obtained for a non-purchasing 
spouse, if applicable. 

¶ Lenders remain responsible for ensuring the loan amount will result in a 
guaranty percentage that will meet secondary market requirements. 

¶ A message that identifies the version of the AUS that evaluated the loan, the 
name of the institution that submitted the loan, the AUS Case File ID, and the 
submission number for the loan.  

The Underwriting Findings Report is divided into the following sections: 

¶ Risk/Eligibility 

¶ Verification Messages/Approval Conditions 

¶ Observations 

¶ Underwriting Analysis Report 

Risk/Eligibility  The Risk/Eligibility section contains messages pertaining to the risk assessment and 
the underwriting recommendation for the loan. If the loan is referred or ineligible, the 
specific referral or eligibility criteria appear in this section. 

Verification 
Messages/  
Approval 
Conditions  

The Verification Messages/Approval Conditions section lists follow-up processing 
steps that must be completed to comply with automated underwriting requirements. 
Income and asset verification documentation waivers and any credit verification 
waivers appear in this section. 
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Underwriting Findings Report (continued) 

Observations  The Observations section contains information calculated by or used by the system 
and is provided for information purpose only. It provides the following information for a 
VA loan:  

¶ Appraised value  

¶ Reserves  

¶ Total debt/income ratio  

¶ Total expense payment  

¶ Housing expense/income ratio  

¶ Total housing payment (PITI)  

¶ Total income  

¶ Loan term  

¶ Calculated loan amount (loan amount with the financed MIP)  

¶ Original loan amount (Base Loan Amount)  

¶ Sales price  

¶ Occupancy  

¶ Residual Income Required 

¶ Residual Income Actual 

¶ AUS Case file ID  

¶ Combined loan to value (CLTV) percentage  

¶ LTV  

¶ County name  

¶ Number of units 
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Underwriting Findings Report (continued) 

Underwriting 
Analysis Report  

This section contains information that summarizes the underwriting analysis. The fields 
across the top of the report show general information about the loan, as well as 
calculated values such as the LTV and the CLTV for purchase loans.  

1. Income: The total of all borrower income amounts are shown by income type. 
If there is a positive net rental income from rental properties or positive cash 
flow on the subject property, it will appear in this section.  

2. Housing and Total Expense Ratio Calculations: This displays the ratios that 
automated underwriting has calculated. The qualifying ratios are those on 
which the ratio analysis is performed.  

3. Proposed Monthly Payment Information: The proposed monthly payment 
information is detailed using the note rate, unless the loan type is an ARM or 
buy down, in which case, this information is calculated based on the qualifying 
rate (if it is different from the note rate). Automated underwriting calculates the 
P & I. The additional monthly expenses including taxes, insurance, HOA fees, 
and secondary financing payments are taken from the manual input figures 
placed by the user.  

The negative net rental, subject negative cash flow, and total of all monthly 
debts are also taken into consideration by the automated underwriting system 
and are displayed, along with the borrowers' present housing expense. 

4. Funds: The following funds information is displayed based on the closing 
costs, down payment information, and asset information.  

¶ Required Funds: Taken from the details of transaction, along with any 
debt to be paid by closing that is not attributed to a property being 
sold.  

¶ Available Funds: The sum of the liquid assets listed on the loan 
application, including the liquid assets of any non-occupant borrowers.  

¶ Cash Back to Borrower: Used for cash out refinances (on a Purchase 
"No Cash Back" should appear).  

¶ Net Cash Back: Cash back to the borrower (from cash out refinance) 
minus net funds required for transaction.  

¶ Reserves: Excess available funds after subtracting required funds. 
Excludes reserves attributed to gifts or cash back from a cash-out 
refinance transaction.  

¶ Months Reserves: The reserve amount divided by the total monthly 
housing payment. 
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Submission/Resubmission Requirements 

Requirements  CMS is responsible for the integrity of the data submitted to and evaluated by AUS.  

Loans must be resubmitted for automated underwriting for the following reasons: 

¶ Information on the previous submission was not true, complete, or accurate. 

¶ Material changes are discovered during loan processing. 

¶ The verified loan data has a negative effect on the loan (e.g., a decrease in 
income or assets, higher interest rate, etc.). 

The following list includes, but is not limited to, the changes in loan characteristics that 
require resubmission:  

¶ The rate on the automated underwriting Findings Report submitted in the VA 
case binder has a lower interest rate than the rate listed on the note signed by 
the borrowers at closing. If the rate has increased since the last submission, 
the loan must be resubmitted to AUS for re-scoring. Scorecard.  

Note: If the interest rate has decreased, the loan does not need to be 
resubmitted.  

¶ Borrowers are added to or deleted from the loan application.  

¶ Decrease in verified assets.  

¶ Verified cash reserves decrease  

¶ Verified income decreases.  

¶ Verified tax and insurance amounts are higher than the original estimates and 
these higher amounts result in more than a 2% increase in the borrower's 
payment to income ratio or debt to income ratio.  

o The taxes must be verified that they are correct, especially when doing 
a new construction loan. The taxes should be an estimate of the 
assessment for the completed home and land. There can be a large 
difference between the tax for the land value only versus the 
completed home and land package.  

¶ Changes in the purchase price or terms and conditions of the mortgage.  

¶ Changes that would negatively affect the borrower's ability to repay the 
mortgage.  

¶ Changes to the property or property value.  
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Credit Processing 

Requirements  A three-file merged credit report must be requested and received for all borrowers on 
the loan before submitting a case for underwriting through automated underwriting. 
The AUS may issue a Refer/Ineligible recommendation if one of the borrowers does 
not have a credit score. All loans receiving a Refer/Ineligible recommendation must be 
manually underwritten by a VA SAR Underwriter and are subject to product matrix 
availability.  

The credit report must be reviewed to confirm that the data evaluated by automated 
underwriting was accurate with respect to the borrowerôs credit history and Social 
Security number.  

¶ The current bankruptcy and foreclosure guidelines issued by VA must be 
followed. See the Credit topic in this guide for additional information. 

¶ If there are duplicate debts or debts that do not belong to the borrower that 
were copied from the credit report, these debts may be omitted from the 
Uniform Residential Loan Application (form 1003). A message regarding the 
omission of liabilities will be issued by the Desktop Underwriter. The lender is 
required to provide acceptable documentation that supports the omission 
based on VA guidelines.  

¶ Any installment debts with fewer than 10 months remaining or a monthly 
payment of less than $100.00 are automatically omitted by the AUS.  

¶ Full disclosure from all borrowers of existing credit obligations must be 
obtained. All liabilities that do not appear on the credit report must be 
disclosed on the Uniform Residential Loan Application (Fannie Mae form 
1003) prior to final underwriting.  

¶ If the property is located in a community property state and the borrower has a 
non-purchasing spouse, individual credit reports are required.  

o The non-purchasing spouse's individual credit report must not be 
ordered through automated underwriting and must be manually 
reviewed for compliance with VA guidelines. If the non-purchasing 
spouse has monthly debts that should be included in ratios, these 
debts should be entered as a single lump sum and identified as ñdebts 
of non-purchasing spouseò.  

Credit -Related 
Waivers and 
Verification 
Documentation  

¶ The borrower's decision to participate in Credit Counseling should not trigger a 
requirement for additional documentation since that is already reflected in his or 
her credit scores.  
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Credit Processing (continued) 

Disputed 
Accounts and 
Public Records  

For loans approved through AUS, follow the AUS decision and confirm the accuracy of 
the disputed tradeline(s) reported on the borrowerôs credit report. If it is determined 
that the disputed tradeline information is accurate, the disputed tradeline must be 
considered in the credit risk assessment.  

¶ If AUS issues a message stated a disputed account has been identified and 
the disputed tradeline was not included in the risk assessment, the underwriter 
must confirm the accuracy of the disputed account showing on the credit 
report. A new credit report showing the trade is no longer in dispute and 
resubmission to AUS is required. The new findings will not issue the disputed 
account message. If the account remains in dispute, the loan requires a 
manual underwrite.  

¶ If AUS does not issue a disputed tradeline message, the underwriter is not 
required to further investigate the tradeline or obtain an updated credit report; 
however, the underwriter is required to include any payment for the disputed 
tradeline in the total debt ratio if the account belongs to the borrower.  

Both disputed and undisputed collection accounts, including charge-offs and medical 
conditions are subject to the above requirements.  

Document the account payoff using any of the following methods: 

¶ Letter from the creditor verifying payoff of the debt. 

¶ Copies of canceled checks indicating payment in the amount of the collection. 

¶ Credit supplement indicating payoff of the debt. 

If the borrower has a repayment plan, document payment arrangements with any of 
the following methods: 

¶ Letter from the creditor outlining the terms of the payment arrangements and a 
printout showing that all payments have been made within the month due or 
canceled checks showing evidence of timely payments. 

¶ Credit supplement showing payment arrangements and evidence of timely 
payments. 
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Income/Employment 

Overview  The borrower's employment for the last two years must be verified regardless of any 
documentation waivers for income verification issued by automated underwriting. 
Unless a specific message is issued for documentation relief on an Approve/Eligible 
recommendation, current documentation guidelines apply.  

¶ For qualifying purposes, any income that is not likely to continue or is not 
needed to qualify should not be entered into automated underwriting.  

¶ Any income from sources other than base income should be broken down. If it 
is entered as a lump sum, automated underwriting will not issue the 
appropriate verification message.  

Income/  
Employment 
Waivers and 
Verific ation 
Documentation  

¶ No explanation is required for gaps of employment of six months or less during the 
most recent two years. However, a two year employment history is required. 
Underwriting has the discretion to request additional information to support stability 
of income. 

¶ For instructions on how to verify Income and Employment when the loan receives 
an Approve, Accept or Refer recommendation, see the Employment and Income 
Evaluation and Documentation section. 

Asset Documentation 

Overview  This section contains information for loans submitted to automated underwriting for 
evaluation and underwriting recommendation.  

Retirement 
Accounts  

If retirement accounts are currently accessible to the borrower and can be immediately 
liquidated under conditions other than the borrower's employment termination, 
retirement or death, these accounts may be used as assets or reserves. If withdrawals 
can be made only due a borrowerôs termination, retirement, or death, the retirement 
account must not be used as an asset or reserves. Retirement account values must 
only be considered up to 60% of their value, unless the borrower provides credible 
evidence that a higher percentage may be withdrawn after subtracting any federal 
income tax and any withdrawal penalties. If there are any personal loans against the 
retirement accounts or if the retirement account funds are being liquidated for the loan 
transaction, the current account balance should be decreased by this amount prior to 
the 60% calculation. The existence of the account must be documented with the most 
recent depository or brokerage statement. 

Non-liquid retirement accounts (e.g., 401k) may not be used as an asset for cash to 
close or reserves. 

Gifts  The balance of any satisfactorily documented gift funds that will remain in the 
borrower's account following loan closing may not be considered as cash reserves 
when scoring the mortgage application through the applicable AUS. 

Foreign Assets  Foreign assets being used for down payment, closing costs and reserves must be held 
in a United States account prior to closing. If the assets are derived from a sale of a 
foreign asset or from assets held in a foreign bank account, the assets must be 
professionally translated by an independent, certified third party and placed in a United 
States banking institution. Evidence of certification may be requested if not provided. 
The sale of the foreign asset and conversion of foreign currency must be fully 
documented and verified. 
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Appraisal and Documentation Requirements 

Requirements  For the appraisal, there are no reduced documentation waivers. A Uniform Residential 
Appraisal Report is always required regardless of the automated underwriting 
recommendation. AVA Approved Appraiser must provide the Comprehensive 
Valuation Package, including all applicable attachments (e.g., Homebuyer's 
Summary). The Lender Appraisal Processing Program (LAPP) Underwriter must 
review the appraisal and issue the Notice of Value (NOV). 

Changes  in 
Purchase Price  

If the purchase price changes after the appraisal is performed, an addendum is 
required that indicates any changes, updates or corrections.  
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VA MANUAL UNDERWRITE 

VA Credit 

Overview  This section contains standards that apply to all CMS loan programs. The 
requirements outlined in this section represent VA core requirements for manually 
underwritten Loans. Waivers do not apply to state specific compliance restrictions.  

Credit Report Requirements 

Requirements  ¶ The loan file must contain one of the following types of credit reports for each 
borrower:  

o A three repository, merged in-file report from an independent credit-
reporting agency. However, a two-repository merged in-file report will be 
accepted if that is the extent of the information that is available. If a 
merged in-file report is upgraded to a Residential Mortgage Credit Report 
(RMCR), the original merged in-file report must remain in the file.  

o Full Residential Mortgage credit Report (RMCR), which conforms to all 
applicable Fannie Mae, Freddie Mac, VA and FHA requirements.  

¶ If a retyped credit report is provided, all prior credit reports must be included in the 
loan file. The retyped credit report/supplement must indicate the reason and 
authorization for any changes, additions, and/or deletions.  

¶ All credit reports must include FACT Act messages and at least one repository 
fraud alert product (Hawk, FACS+, or SafeScan).  

¶ When the credit report shows a victim statement under the FACT Act, the steps 
taken to validate that the loan application is not the result of identity theft must be 
documented in writing. The actions must be reasonable and compliant with 
applicable laws.  

¶ Credit report alerts must be reasonably resolved and all supporting documentation 
must be included in the loan file.  

Note: Although due diligence is required, it does not release the Broker from 
responsibility regarding misrepresentation.  

Credit Report 
Red Flags  

The borrower's credit use and limits must be reviewed to ensure consistency with the 
reported income, assets, and application information when analyzing a credit report. 
The borrower's address history must be reviewed for consistency with other file 
documentation. All discrepancies must be adequately explained and questionable 
explanations must be researched.  

Age of Credit 
Report  

The following documentation age limitations apply:  

¶ 120 days at note date for existing properties.  

¶ 180 days at note date for new construction.  
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Credit Report Requirements (continued) 

Three 
Repository 
Merged In -File 
Credit Report 
(Trimerge)  

All data in the credit report must follow the below requirements: 

¶ The credit data must be obtained from or verified by sources other than the 
borrower.  

¶ The credit data must be in an easy-to-read format that is understandable 
without the need for code translations. 

The credit report must contain the following information:  

¶ Information gathered from three national repositories covering each area the 
borrower has resided during the past two years must be included and 
identified. In the event that three repositories are not available, it must be 
stated in the report.  

¶ All available public records information and their source, including judgments, 
foreclosures, tax liens, and bankruptcies must be included in the report.  

¶ The person/company who ordered the report and the person/company who 
was billed for it must be identified. 

¶ The dates the accounts were last updated with the creditor must be indicated. 
If the account has a balance, the date that it was last updated must be within 
60 days of the report.  

¶ For each debt listed, the creditor's name, date opened, amount of highest 
credit, current status, required payment, unpaid balance, and payment history 
must be provided. The historical status must be in a ñnumber of times past 
dueò format. The preferred format used is ñ0x30, 0x60, 0x90ò days late. 
Statements such as ñcurrentò, ñas agreedò, or ñsatisfactoryò are not acceptable 
by themselves.  

¶ All inquiries made within the last 90 days must be listed in the report.  

¶ When co-borrowers have individually obtained credit, separate repository 
inquiries are necessary.  
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Credit Report Requirements (continued) 

Residential 
Mortgage Credit 
Report (RMCR)  

All data in the credit report must follow the below requirements: 

¶ The credit data must be obtained from or verified by sources other than the 
borrower.  

¶ The credit data must be in an easy-to-read format that is understandable 
without the need for code translations. 

The credit report must contain the following information:  

¶ Two national repositories covering each area in which the borrower has 
resided during the past two years must be contacted by the reporting agency.  

¶ The full name, address, and telephone number of the consumer-reporting 
agency must be identified.  

¶ The person/company who ordered the report and the person/company who 
was billed for it must be identified. 

¶ The names of the repositories used must be shown and must include a 
certification that the standards prescribed by Fannie Mae, Freddie Mac, VA 
and HUD for a "Residential Mortgage Credit Report" have been met.  

¶ Verification of the borrower's current employment and, if possible, income 
must be provided by the reporting agency The borrower's previous 
employment and income must be described if it has changed in the past two 
years. If any information was not verified by an employer interview, the report 
must indicate the reason for the lack of verification.  

¶ All credit and legal activity that has occurred in the last seven years must be 
contained in the report.  

¶ All available public records information and their source, including judgments, 
foreclosures, tax liens and bankruptcies must be included in the report.  

¶ The dates that the accounts were last updated with the creditor must be 
indicated. If the account has a balance, the date that the last update must be 
within 60 days of the report.  

¶ For each debt listed, the creditor's name, date opened, high credit amount, 
current status, required payment, unpaid balance, and payment history must 
be provided. The historical status must be in a "number of times past due" 
format. Statements such as "current", "as agreed", or "satisfactory" are not 
acceptable by themselves. Preferably the format to be used is "0x30, 0x60, 
0x90" days late.  

¶ All inquiries made within the last 90 days must be listed in the report.  

¶ If there is incomplete information or if the agency discovers information that 
indicates the possibility of undisclosed credit or public records, the agency 
must interview the borrower.  

¶ When co-borrowers have individually obtained credit, separate repository 
inquiries are necessary.  

¶ Must include FACT Act messages and at least one repository fraud alert 
product.  
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Credit Report Requirements (continued) 

Non-Traditional 
Credit  

Non-traditional credit applies to borrowers without a credit score. CMS allows non-
traditional credit to be used for borrowers who do not have the type of trade references 
on a traditional credit report. In addition, CMS allows the use of non-traditional trades 
to supplement a traditional credit report that has insufficient trades.  

CMS does not allow non-traditional credit to offset derogatory/adverse traditional credit 
trades, manufacture a credit report for a borrower without a credit history, or enhance 
a credit history of a borrower with a poor payment record.  

When utilizing non-traditional credit, a non-traditional mortgage credit report (NTMCR) 
is required. If the service for a NTMCR is not available, CMS requires independent 
verification of the trade references to be obtained and re-verified.  

The NTMCR must contain the same demographic information as required with a 
traditional credit report. .  

Borrowers with non-traditional credit will not have a credit score; this will be reflected 
on the NTMCR.  

The trade references supplied on the NTMCR should appear in the same format as a 
traditional credit report and must include all of the following:  

¶ Creditor's name  

¶ Date of opening  

¶ High credit  

¶ Current status of the account  

¶ Required payment  

¶ Unpaid balance  

¶ Payment history in the delinquency categories (for example, 0x30, 0x60, 0x90, 
etc.)  

¶ Rating should not be "satisfactory" or "acceptable".  

When using non-traditional credit to demonstrate the borrower has sufficient credit 
references and an acceptable payment history, CMS requires a minimum of three 
credit references rated for a minimum of 12 months.  

¶ Ideally, the three credit references will be rental/housing, utilities, cable, cell 
phone, automobile insurance or retail stores. 

CMS will evaluate the trades for no history of late pays on housing, no more than 1x30 
late pays on the utilities and no collections (except minor medical), charge-offs, or 
public records filed in the last 12 months.  

¶ If the borrower rents from a family member, 12 months cancelled rent checks 
are required to demonstrate the amount and regularity of payment.  

Qualifying Borrowers with Non-Traditional Credit  

Manual underwriting requirements apply to borrowers with non-traditional credit. The 
max DTI is 41% but can go higher with at least 2 compensating factors (refer to 
Compensating Factors section for details).  
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Credit Report Requirements (continued) 

Non-Traditional 
Credit 
(continued) 

Additional Documentation Required  

In addition to applying standard VA guidelines for manually underwritten loans, the 
most recent 2 years tax returns/processed 4506T or Modelo SC 2907 transcripts (if 
Puerto Rico returns) results are required.  

Borrower must have 2 months PITI reserves after closing. Gift funds are not allowed 
for reserves but may be used towards down payment and closing costs.  

Thin Credit  Thin credit applies to borrowers with a credit score. CMS allows thin credit to be used 
for borrowers with the following AUS results: 

AUS Accept: 

Proceed without additional documentation requirements. 

AUS Refer: 

Must exhibit re-established credit when past adverse credit is present. Borrowers 
should have at least three (3) trade lines with 12-month ratings, which should include a 
VOR if available and additional manually rated trades when necessary (utilities, cell 
phone, etc.). Cite the trades exhibiting re-established credit on the Loan Analysis 

Insufficient 
Credit  

CMS also permits the use of non-traditional trade references when the information on 
the standard credit report is insufficient to make a prudent underwriting decision. When 
non-traditional trade references are used, a NTMCR is required unless the service is 
unavailable. A non-traditional credit history following the requirements listed above 
may be accepted.  

When determining a borrower has sufficient credit references demonstrating bill paying 
habits, the credit history must include three credit references rated for a minimum of 12 
months.  

Undisclosed 
Debt  

When a debt or obligation (other than a mortgage) is revealed during the application 
process that was not disclosed on the loan application and/or the credit report and was 
not considered by automated underwriting, the following must be met:  

¶ The monthly payment amount of the debt must be verified. 

¶ Direct verification of the debt is not required.  

¶ Any funds borrowed are not being used for the borrowers cash investment into 
the transaction must be determined. 

If debt accounts are listed on the borrower's application, but not reported on the credit 
report, all account information must be manually entered and the loan must be 
resubmitted to automated underwriting. Any automated verification messages relating 
to these additional debt accounts must be followed. Verify all accounts listed on the 
application by the borrower with a credit reference if the loan is manually underwritten. 
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Credit Scores 

Overview  A credit score represents a comprehensive view of a borrower's credit history risk 
factors. All of the credit information that is stored in the borrower's credit file is taken 
into consideration when assigning a credit score. While some of the information in the 
credit file may be more predictive of default risk than other information, the 
relationship, or interaction of the various factors that are present are considered. This 
approach is more predictive of default risk than an evaluation of each of the factors in 
isolation.  

The majority of merged in-files will include a credit score for each borrower, which can 
range from 300 to 950. There are minimum requirements that must be met in order to 
score a person's credit profile. If these requirements are not available, a score will not 
be provided.  

The higher the credit score, the lower the risk of default. For example, a score of 725 
indicates that this credit profile was a better than average risk and therefore a detailed 
review of the credit report should not be necessary. In addition, the score in 
combination with the dates and severity of late payments should be considered before 
requesting a credit explanation letter from a borrower. The score can always be used 
as a measure for determining the reasonableness of the request.  

Fair Isaac Co. developed the Credit Bureau Score models. There are many 
characteristics that are a part of the scoring model and a person's repayment habit is 
only one component of this model.  

While the models are very similar, each repository uses a different name.  

¶ Experian FICO V2  

¶ Equifax Beacon 5.0  

¶ Trans Union FICO Risk Score Classic 04 

Credit Score 
Risk Factors  

The following factors are considered when assigning a credit score to a borrower:  

Number and Age of Accounts  

The credit history that consists of older, established accounts is considered a lower 
risk. However, do not automatically consider a newly established credit history as a 
higher risk since other lower risk factors in the borrower's credit report may offset the 
risk of the less established credit history. 

Payment History  

The borrower's payment history is a significant factor in determining the credit score. 
The following types of information that are evaluated includes:  

¶ Data on late or missed payments.  

¶ Public record and collection items.  

¶ Frequency, recency, and severity of any delinquent payments (including 
recurring or isolated instances).  

¶ Presence of bankruptcies, foreclosures, and outstanding liens or judgments.  
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Credit Scores (continued) 

Credit Score 
Risk Factors 
(continue) 

Credit Utilization  

The amount the borrower owes on all accounts is evaluated, taking into consideration 
the following factors:  

¶ The balance on each account. 

¶ The number of accounts with balances. 

¶ Each balance in relation to the amount originally owed.  

¶ The relationship of the account balance to the total available credit line.  

Recent Attempts to Obtain New Credit  

While evaluating the attempts to obtain new credit, the number of new accounts, the 
length of time since an account was opened, the number of recent inquires, and the 
length of time since the inquiries were made must be considered.  

Credit Score Reason Codes  

Credit scores are usually accompanied by reason codes identifying various risk factors 
affecting the borrower's credit score. The use of reason codes aids in the evaluation of 
a borrower's credit history.  

Equifax TransUnion Experian Reason Statement  

01 01 A/01 Amount owned on accounts is too high  

02 02 B/02 Level of delinquency on accounts  

ð ð C/03 
Proportion of loan balances to loan amounts is too 
high  

33 03 I/33 Too many bank national revolving accounts  

04 ð D/04 Lack of recent installment loan information  

32 04 Y/32 Too many accounts with balances  

05 05 E/05 Too many consumer finance company accounts  

06 06 F/06 Account payment history is too new to rate  

07 07 G/07 Too many inquiries last 12 months  

08 08 H/08 Too many accounts recently opened  

09 09 J/09 
Proportion of balance to credit limits is too high on 
bank revolving and other revolving accounts  

10 10 K/10 Amount owed on revolving accounts is too high  

11 11 L/11 
Length of time revolving accounts have been 
established  

12 12 M/12 Time since delinquency too recent or unknown  

13 13 N/13 Length of time accounts have been established  

14 14 O/14 Lack of recent bank revolving information  

15 15 P/15 Lack of recent revolving account information  

 16 16 Q/16 No recent non-mortgage balance information  

17 17 R/17 Number of accounts with delinquency  

18 18 S/18 Number of accounts with delinquency  
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Credit Scores (continued) 

Credit Score 
Risk Factors 
(continue) 

 

Equifax TransUnion Experian Reason Statement  

19 27 T/19 Too few accounts currently paid as agreed  

ð 19 ð Date of last inquiry too recent  

20 20 V/20 
Time since derogatory public record or collection too 
short  

21 21 W/I Amount past due on accounts  

22 22 X/22 Amount past due on accounts  

23 ð 23 
Serious delinquency, derogatory public record or 
collection  

24 24 U/I 
Number of bank or national revolving accounts with 
balances  

ð ð I/O No recent revolving balances  

I/O ð I/O 
Length of time installment loans have been 
established  

I/O ð I/O Number of revolving accounts  

I/O 27 T/27 Too few accounts currently paid as agreed  

19 28 I/O Number of established accounts  

28 29 29 No recent bankcard balances  

ð 19 ð Date of last inquiry too recent  

30 30 Z/30 Time since most recent account opening is too short  

31 ð I/O Too few account with recent payment information  

34 I/O 34 Amount owed on delinquent accounts  

32 04 Y32 Lack of recent installment loan information  

33 03 I/33 
Proportion of loan balances to loan amounts is too 
high  

34 31 I/O Amount owed on delinquent accounts  

ð ð 45 Payment due on accounts  

ð ð I/O 
Length of time open installment loans have been 
established  

ð ð I/O 
Number of consumer finance company established 
relative to length of consumer finance history  

38 38 38 
Serious delinquency and public record or collection 
filed  

39 39 39 Serious delinquency  

40 40 40 Derogatory public record or collection filed  

ð I/O 98 Lack of recent auto loan information  

ð 98 ð 
Length of time consumer finance company loans have 
established  

ð 97 ð Lack of recent auto loan information  

I/O ð ð Lack of recent auto finance loan information  

I/O I/O I/O 
Lack of recent consumer finance company account 
information  
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Credit Scores (continued) 

Credit Score 
Risk Factors 
(continue) 

Credit Report ECOA Codes  

ECOA codes are identified on the credit report. The ECOA codes are identified by a 
letter. This letter will be next to the account when viewing an instant merge report.  

 ECOA Codes 

U Undesignated  Not designated by the Creditor  

I Individual  Individual account  

J Joint  Joint account  

A Authorized 
User

1,2
 

Authorized user to someone else's account  

S Shared  Joint account  

C Co-Maker  Joint responsibility for the account  

B Co-Signer  Responsibility only in case of default on account  

M Maker  Individual account  

T Terminated  Closed account  

X Deceased
2
 Deceased individual  

1
 

Status used to identify an account that an applicant/co-applicant 
is not responsible for. Authorized user accounts cannot be used 
to satisfy Minimum Credit Standards.  

2
 Is considered a red flag. Additional information may be needed. 

  

Credit Score 
Requirements  

A Fair Isaac credit score for all borrowers must be included in each traditional credit 
report. The credit score is used as a component in evaluating the credit quality of the 
loan.  

Credit vendors periodically update the credit score models. The credit report vendor 
must use the most current version of their credit score model in their report. 

A traditional credit history review must be completed for the file.  
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Credit Scores (continued) 

Selecting Credit 
Score  

The credit score selected for loan qualification must follow the steps below:  

1. Select the credit score for each individual borrower.  

2. Select the credit score used for loan qualification. 

Selection  

The credit score must be selected for each borrower by using one of the following 
methods:  

¶ The lower score of two repositories.  

¶ The middle score of three repositories.  

If more than one credit score is supplied from the same repository, the lowest score 
must be used in all cases.  

Number of Available 
Repository Scores  

Score Used  

3 Middle score  

2 Lower of the two  

1 
See Product Matrices for 
eligibility 

If two repositories report identical scores, that score will 
be used for qualification 

Loan Qualification Score 

Always use the lowest selected credit score among all borrowers. All borrowers must 
meet the minimum credit score and all other credit evaluation requirements.  
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Credit History Evaluation 

Overview  The manner in which the borrower has managed his or her previous credit can be 
used as an indicator of future performance. Many factors are considered when 
performing a subjective evaluation of a borrower's credit history. More significance 
should be given to the borrower's payment experience within the past two years. An 
acceptable credit history of one borrower does not offset the unacceptable credit 
history of another borrower.  

An acceptable credit history is not considered a compensating factor. An acceptable 
credit report is a requirement and critical in making an investment quality loan. 
Insufficient credit history cannot be offset by capacity or collateral strengths.  

All credit reports, regardless of the manner of underwriting (manual or automated) 
must be reviewed by the SAR Underwriter. The credit report must be reviewed to 
confirm that all data is accurate, complete, and properly documented.  

An Approve/Eligible decision must be downgraded to a Refer if serious inaccuracies 
are discovered during the review. The AUS decision must be reviewed by the SAR 
Underwriter to verify compliance with all requirements.  

If derogatory credit or delinquent credit items are discovered during the loan process 
that are not reflected on the credit report, and therefore not considered by automated 
underwriting, the loan must be downgraded to a Refer and manually underwritten. Any 
obligation that is not rated on the credit report requires written verification and rating 
from the creditor. 

Derogatory credit items that may not appear on a credit report, but may be discovered 
in the credit evaluation process that would result in a downgrade could include 
bankruptcies, foreclosures, collection accounts, charge-offs, tax liens, or judgments.  

If a loan receives a Refer recommendation or is manually underwritten, standard 
underwriting requirements apply. The borrower's credit risk must be assessed by 
reviewing the credit factors below:  

Note: These characteristics must be evaluated in combination with one another, not in 
isolation.  

¶ Credit repayment history  

¶ Line utilization  

¶ Proportion of balances to limits on revolving accounts  

¶ Patterns of debt consolidation  

¶ Recent inquiries and newly opened accounts  

¶ Number of open accounts and length of credit history  

¶ Public record information  

There is compelling evidence that the credit score of the borrower, based on 
empirically-derived statistical models, provides an accurate objective evaluation of 
these same factors. The credit score, along with other credit information such as 
previous mortgage/rental payment, bankruptcy, foreclosure, and major adverse credit 
history can properly classify the credit quality of the loan.  
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Credit History Evaluation (continued) 

Number and 
Age of 
Account s 

The credit report must be reviewed to determine the following: 

¶ Whether the borrower has an older or newly established credit history. 

¶ Whether there are a significant number of recently opened accounts or a mix 
of new and older accounts.  

Credit histories that include older established accounts typically represent lower credit 
risk. However, an older, established credit history that includes a significant number of 
recently opened accounts may indicate that the borrower is overextended, and 
therefore represents a higher credit risk. A newly established credit history does not 
automatically represent a higher credit risk, since making payments as agreed on 
newly opened accounts represents less of a risk than not making payments as agreed 
on older, established accounts.  

The purpose of any recently acquired debts must be ascertained as the indebtedness 
may have been incurred to obtain part of the required cash investment on the property 
being purchased.  

Payment 
Histories  

¶ Credit histories that include no late payments, collections, or charged-off accounts, 
foreclosures, deeds-in-lieu, bankruptcies, or other public records information 
represent a lower credit risk.  

¶ Credit histories that include recent late payments represent a higher credit risk 
than those with late payments that occurred more than 24 months ago. If there are 
payments that were 30-, 60-, or 90-days (or longer) past due, it must be 
determined whether the late payments represent isolated incidences or frequent 
occurrences. Delinquent payments must be evaluated in the context of the 
borrower's overall credit history, including the number and age of accounts, credit 
utilization, and recent attempts to obtain new credit.  

¶ Credit histories that include foreclosures, deeds-in-lieu, and public records 
information represent a higher credit risk. The greater the number of such 
incidences and the more recently they occurred, the higher the credit risk.  

¶ The presence of significant derogatory credit information, bankruptcies, judgments, 
liens, collection accounts, foreclosures, deeds-on-lieu, or a consistent pattern of 
delinquent accounts, dramatically increases the likelihood of a future default and 
represents a high credit risk. However, this does not mean that the borrower's 
credit will not be acceptable, rather it is an indication that the cause and 
significance of the derogatory information, verification that sufficient time has 
elapsed, and confirmation that the borrower has since re-established an 
acceptable credit history must be determined.  

Credit 
Utilization  

The credit report must be reviewed to evaluate the borrower's use of revolving credit 
by comparing the current balance on each account to the amount of credit that is 
available to determine whether the borrower has a pattern of using revolving accounts 
up to (or approaching) the credit limit. Revolving credit spending patterns indicate a 
credit risk. 

Credit histories that include revolving accounts with a low balances-to-limits ratio 
typically represent a lower credit risk, while those that include accounts with a high 
balances-to-limits ratio represent a higher credit risk. 
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Credit History Evaluation (continued) 

Inquiries  Depending on the automated underwriting assessment, written explanations for credit 
inquiries may or may not be required. If the automated underwriting system does not 
require a written explanation, CMS will not require a written explanation; however, all 
borrowers must complete an Undisclosed Debt Certification at closing. 

If a loan is run through an automated underwriting system, the SAR Underwriter is still 
responsible for verifying that no new recent significant debts have been incurred and 
also that no new debts were incurred for the purpose of obtaining any part of the down 
payment or closing costs for the property being purchased. Any new debt payments 
found resulting from these inquiries must be verified and included in the qualifying 
ratios.  

When a loan is manually underwritten, the borrower must explain in writing all inquiries 
shown on the credit report in the last 90 days. 

Note: Review the Product Matrices for availability of manually underwritten loans. 

Credit Components 

Verification of 
Credit 
Requirements  

The payment history of the borrower's housing obligation holds significant importance 
in evaluating credit. The automated underwriting assessment of the loan determines 
the documentation that is required.  

The following must be verified directly by a credit reference or verified on the credit 
report: 

¶ All accounts, revolving and installment, reported by the borrower on the 
application.  

¶ The balance, rating, and terms of the account.  

If the account has not been updated on the credit report within 60 days of the date of 
the credit report, a supplement to the credit report or a separate written verification 
from (canceled checks for most recent 12 months, verification of mortgage) must be 
obtained.  

Written verifications of mortgage, rent, or credit must be sent directly to the creditors. 
The return address on the verification must be the Client address. The hand carrying 
of verifications is strictly prohibited. 
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Credit Components (continued) 

Housing 
Payment 
History  

Mortgage  

If the mortgage history does not appear on the credit report for the most recent 12 
months, it must be verified. Acceptable sources of verification include a VOM or 
canceled checks. The current balance, current status, monthly payment amount and 
payment history for the last 12 months must be obtained.  

A mortgage is considered current as long as it is paid within the month due along with 
any late charges assessed for payments made beyond the 15-day grace period. If 
mortgage payments are made beyond the month due (30-day delinquencies, a letter of 
explanation and supporting documentation must be provided. 

If the mortgage trade line is more than 45 days old from the date of the credit report, a 
mortgage reference must be updated.  

If a mortgage has any 30, 60, or 90 days late within the past 12 months, the loan will 
be ineligible for VA financing through CMS.  

Payment history on any property (regardless of occupancy) is considered mortgage 
credit.  

Landlord  

¶ AUS Approve: Comply with all of the verification messages for approved 
conditions listed on the findings. Automated underwriting will waive the 
requirements for a landlord reference based upon the overall risk assessment.  

¶ AUS Refer: Comply with underwriting guidelines and documentation for 
manually underwritten loans. Determine the borrower's most recent 12-month 
payment history for his/her current housing obligation by verification of one of 
the following:  

o Canceled checks covering the most recent 12-month period plus copy 
of the lease to verify due date.  

o Credit report reference with complete information covering the last 12 
months.  

o Written Verification of Rent (VOR) with satisfactory 12-month payment 
history directly from the landlord. The landlord must have no identity of 
interest with the borrower.  
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Credit Components (continued) 

Bankruptcy / 
Foreclosure / 
Deed-in-Lieu  

AUS Approve: Comply with all of the verification messages for approved conditions 
on the findings report. 

Bankruptcies: 

Chapter 7 Bankruptcy 

CMS may disregard a bankruptcy discharged more than 2 years ago. 

If the bankruptcy was discharged within the last 1 to 2 years, it is probably not possible 
to determine that the applicant or spouse is a satisfactory credit risk unless both of the 
following requirements are met: 

¶ the applicant or spouse has obtained consumer items on credit subsequent to 
the bankruptcy and has satisfactorily made the payments over a continued 
period, and 

¶ the bankruptcy was caused by circumstances beyond the control of the 
applicant or spouse such as unemployment, prolonged strikes, medical bills 
not covered by insurance, and so on, and the circumstances are verified. 
Divorce is not generally viewed as beyond the control of the borrower and/or 
spouse. 

If the bankruptcy was caused by failure of the business of a self-employed applicant, it 
may be possible to determine that the applicant is a satisfactory credit risk if: 

¶ the applicant obtained a permanent position after the business failed, 

¶ there is no derogatory credit information prior to self-employment, 

¶ there is no derogatory credit information subsequent to the bankruptcy, and 

¶ failure of the business was not due to the applicantôs misconduct. 

If a borrower or spouse has been discharged in bankruptcy within the past 12 months, 
it will not generally be possible to determine that the borrower or spouse is a 
satisfactory credit risk. 

Chapter 13 Bankruptcy 

This type of filing indicates an effort to pay creditors. Regular payments are made to a 
court-appointed trustee over a 2 to 3 year period or, in some cases, up to 5 years, to 
pay off scaled down or entire debts. 

If the applicant has finished making all payments satisfactorily, the lender may 
conclude that the applicant has reestablished satisfactory credit. 

If the applicant has satisfactorily made at least 12 monthsô worth of the payments and 
the Trustee or the Bankruptcy Judge approves of the new credit, the lender may give 
favorable consideration. 

Foreclosures or Deeds in Lieu: 

¶ A minimum of two years must have elapsed since the date of foreclosure 
completion. The seasoning time is measured from the recording date finalizing 
the foreclosure to the application date of the transaction. 

¶ Evidence of completion of the foreclosure must be in the loan file. The Credit 
Report verifying the foreclosure is not acceptable. 

¶ If the foreclosure was on a VA loan, the Certificate of Eligibility must be 
reviewed to ensure the borrower has full entitlement for the new loan. 
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¶ Borrower(s) with prior CMS Foreclosure or Deed in Lieu are not permitted. 

Short Sales  A borrower is not eligible for a new VA guaranteed mortgage if he/she pursued a short 
sale agreement on his/her principal residence simply to: 

¶ Take advantage of declining market conditions. 

¶ Purchase a similar or superior property within a reasonable commuting 
distance at a reduced price as compared to current market value. 

Borrower Current at the Time of Short Sale 

A borrower is considered eligible for a new VA guaranteed mortgage if, from the date 
of loan application for the new mortgage, all: 

¶ Mortgage payments on the prior mortgage were made within the month due 
for the 12-month period preceding the short sale. 

¶ Installment debt payments for the same time period were also made within the 
month due. 

Borrower in Default at the Time of Short Sale 

A borrower in default on his/her mortgage at the time of the short sale (or pre-
foreclosure sale) is not eligible for a new VA guaranteed mortgage for two years from 
the date of the pre-foreclosure sale. 
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Credit Components (continued) 

Short Sales 
(continued) 

Exception: CMS may make an exception to this rule for a borrower in default on 
his/her mortgage at the time of the short sale if the: 

¶ Default was due to circumstances beyond the borrowerôs control, such as 
death of primary wage earner or long-term uninsured illness. 

¶ A review of the Credit Report indicates satisfactory credit prior to the 
circumstances beyond the borrowerôs control that caused the default. 

Borrower(s) with a prior CMS Short Sale are not permitted. 

Short Payoffs  For information on Short payoffs, see Lenderôs Handbook. 

Consumer 
Credit 
Counseling 
Services 
(CCCS) 

Borrowers who have gone through credit counseling or who are still in credit 
counseling must meet all underwriting requirements, regardless of an automated 
underwriting recommendation. The requirements below must be followed: 

¶ One year of the payout period has elapsed under the plan. 

¶ The borrowerôs payment performance has been satisfactory and all payments 
have been made on time for the previous 12 months. 

¶ The borrower has received written permission from the Counseling Agency to 
enter into the mortgage transaction. 

Major Adverse Credit 

AUS Approve  All verification messages for approved conditions listed on the findings must be 
followed. Automated underwriting may waive the requirements. If no message is 
provided, follow Manual Underwrite guidelines. 

AUS Refer or 
Manual 
Underwrite  

Comply with underwriting guidelines and documentation for manually underwritten 
loans.  

All manual underwrites require an AUS to be run and ñrefer eligibleò findings uploaded 
into the LOS. The AUS findings must be uploaded even when the Underwriter knows 
the loan will be manually underwritten upfront or the loan will be downgraded to a 
manual underwrite. 

Past due, collections liens, and charge-off accounts can indicate a borrower's 
disregard for credit obligations and must be considered in the underwriting analysis. A 
written explanation for the reasons for major adverse credit, as well as any minor 
derogatory credit within the past two years must be provided by the borrower. The 
reasons for a loan approval when the borrower has major adverse credit must be 
documented in the loan file.  

All collection and charge off accounts with a repayment plan must be included in the 
borrowerôs debt ratio.  Collection and charge off accounts without a repayment plan 
are not required to be included in the borrowerôs debt ratio; however, they must be 
considered in the borrowerôs credit analysis. 
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Major Adverse Credit (continued) 

Delinquent 
Federal Debt  

If a borrower is currently delinquent on any federal debt (e.g., VA guaranteed 
mortgage, FHA-Insured loan, Title I loan, federal student loan, etc.), or has a lien 
secured by his or her property for any federal debt owed, as revealed by public 
records, credit information or HUD's Credit Alert Interactive Voice Response System 
(CAIVRS), regardless of the automated underwriting recommendation, one of the 
following must be met:  

¶ The account must be brought current.  

¶ The account is paid off.  

¶ A satisfactory repayment plan is made between the borrower and the federal 
agency.  

Judgments and 
Tax Liens  

All tax liens and court ordered judgments must be satisfied prior to closing, regardless 
of the automated underwriting recommendation. If the borrower has been making 
regular and timely payments on the judgment or tax lien and the creditor is willing to 
subordinate to CMSô loan, the judgment or tax lien can remain open. A subordination 
agreement must be provided. The loan should be processed with the monthly payment 
included in the borrower's debt-to-income ratio. A letter of explanation is must be 
provided if the credit report shows federal or state tax liens. 
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EMPLOYMENT AND INCOME EVALUATION AND DOC UMENTATION 

Overview  This section provides standards that apply to all CMS loan programs.  

The requirements outlined in this section represent VA core requirements for manually 
underwritten loans. AUS Waivers do not apply to state specific compliance restrictions.  

Documentation Age 

Requirements  The following documentation age limitations apply:  

¶ 120 days prior to the note date for existing properties.  

¶ 180 days prior to the note date for new construction.  

Stability of Income and Employment 

Requirements  CMS requires the following: 

¶ A minimum of two years employment history.  

¶ Continuance of income for three years. 

¶ Income used to qualify a borrower must come from a stable source.  

CMS considers both the length of time a borrower is employed with any one employer 
and the stability and reliable flow of income. If documentation of a consistent level and 
type of income is provided by the borrower and the ability to pay his/her obligations 
despite changes in the source of that income, it can be presumed that the borrower's 
income level is stable.  

The amount of income claimed by the borrower must be reasonable for the borrower's 
job title, education, age, assets, and geographic location. Special attention must be 
paid to the income feasibility by reviewing the credit report, credit profile, and 
examining the bank statement for income/deposit patterns.  

A level or upward trend in earnings must be established. Any decreases or significant 
increases could affect the stability of the borrower's income and require an acceptable 
explanation. If an acceptable explanation cannot be provided, the income must be 
considered questionable and must not be used to qualify the borrower.  

Borrowers who change jobs for advancement and maintain a stable earning capacity 
and good credit history, as well as borrowers with demonstrated job stability, will be 
eligible. Education or training to enhance job opportunities and income will receive 
favorable consideration. If a borrower does not meet the employment history 
requirement for two full years prior to the date of application and was previously in 
school or the military, a copy of his or her diploma/transcripts or discharge papers 
must be obtained.  
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Stability of Income and Employment (continued) 

Requirements 
(continued) 

In some cases, a borrower may have recently returned to the work force after an 
extended absence. For example, a borrower who took several years off to raise 
children and then returned to the work force may be acceptable. In these cases, the 
borrower's income may be considered effective and stable provided the following 
factors are met:  

¶ The borrower has been employed in his or her current job for six months or 
more.  

¶ A two-year work history prior to the absence from the work force is 
documented.  

Known economic conditions that may affect a borrowerôs income (e.g., plant closings, 
furloughs, company bankruptcies, etc.) must be taken into consideration.  

If furlough days are in effect, income from a third party (credit union or other source) to 
make up for the unfunded budgets even if the source is approved by the state is not 
permitted.  

Borrowers in a state with an active furlough policy should qualify with the reduced 
income unless there is evidence that the furloughs will end in the next 60 days and 
there is no discussion in the state to extend the furlough. 

Income from a Non-Borrowing Spouse, if documented, may be used to:  

¶ offset debts of the non-borrowing spouse in community property states,  

¶ offset the Veteranôs debt with fewer than 24 payments remaining, or 

¶ omit the Non-Borrowing Spouse from the family size when applying the 
residual income guideline 

If the Non-Borrowing Spouse chooses to provide their income, it must be documented 
in accordance with standard income documentation requirements. 
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Tax Information Authorization IRS Form 4506-T/2907 Tax Transcripts 

Requirements  All borrowers whose income is used to qualify must sign and date a completed and 
unexpired Tax Information Authorization form (IRS form 4506-T) at closing, authorizing 
CMS or its assigns, to obtain income information.  

The IRS form 4506-T must be processed and tax transcripts obtained to validate 
against the borrower's tax returns and/or W-2s. The 4506T must be processed by 
CMS through a CMS approved vendor. CMS does not accept tax returns stamped by 
the IRS. The information provided by the IRS on Form 4506-T must be evaluated 
during the underwriting process and must be included in the loan package. Significant 
differences must be reviewed, resolved, and detailed comments regarding the 
resolution documented in the file by the underwriter.  

In some cases and after reviewing the loan, CMS may require that a signed IRS form 
4506-T with Box 8 checked to obtain Form W-2 or Form 1099 series transcripts. This 
may be required when the borrower was not required to file tax returns.  

IRS FORM 4506-T 

Loans 
Underwritten by 
CMS 

AUS Approval/Accept  

¶ Desktop Underwriter (DU)  

¶ Loan Prospector (LP) 

¶ VA IRRRL  

Tax Return Filed 
Before June 15  

Borrower has filed last year's tax return; however, the tax 
transcript is not available.  

¶ Provide a copy of last year's tax transcript 
showing, No Record of Return Filed and a copy of 
the cancelled check for monies owed to the IRS.  

Tax Return Filed 
On or After June 
15  

¶ Provide last year's tax transcript.  

¶ If the borrower has filed for an extension, the following 
must be provided: 

o Evidence that the extension was filed. 

o A copy of the cancelled check for monies 
owed to the IRS if applicable 

o A copy of last year's tax transcript showing, 
No Record of Return Filed.  

  

Puerto Rico Tax 
Returns 
Requirements  

Borrowers with income from Puerto Rico must: 

¶ Sign form Modelo SC 2907 to obtain tax transcripts. 

¶ Returned Modelo SC 2903 transcripts for 2 years. 

¶ Transcripts must be translated to English and notarized by 3rd party if 
transcripts are returned in Spanish. 
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Documentation Requirements and Standards 

Documentation 
Requirements  

All loans require the completion of one of the following options to satisfy the minimum 
documentation requirements:  

1. Option 1 - Standard Documentation: 

¶ Most recent paystub  

¶ Written Verification of Employment  

¶ IRS form 4506-T/Tax transcripts  

¶ Modelo SC 2907 transcripts (if Puerto Rico returns) 

¶ Verbal Verification of Employment 

2. Option 2 - Alternative Documentation: 

¶ Most recent paystub  

¶ Original W-2 forms for the past two years  

¶ IRS form 4506-T/Tax transcripts  

¶ Modelo SC 2907 transcripts (if Puerto Rico returns) 

¶ Verbal Verification of Employment  

Alternative documentation may be used in lieu of a written VOE if the underwriter 
determines the borrowerôs income is stable, reliable, and is anticipated to continue for 
the foreseeable future. The income must qualify as effective income. 

Documentation 
Standards  

The following is the minimum required income documentation:  

¶ Paystubs  

¶ W-2 forms  

¶ Written Verification of Employment  

¶ Verbal Verification of Employment (Verbal VOE) - Refer to the Credit Policy for 
VVOE requirements.  

¶ Income Tax Returns  

¶ Income Calculation Worksheet  

Paystub  

The borrower's most recent paystub is required for all loans, regardless if underwritten 
through automated underwriting or if manually underwritten.  

¶ Most recent paystub must indicate the following: 

o 30 days year-to-date income. 

o Borrower as the employee.  

o Time period covered.  

o Borrower's gross earnings for the pay period and year-to-date 

o Withholdings/deductions per standard payroll practices.  

o If the borrower is paid hourly, the number of hours must be noted on 
the paystub.  

http://carringtonhome.corp.int/Corporate%20Document%20Library/Credit%20Policy.pdf
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Documentation Requirements and Standards (continued) 

Documentation 
Standards 
(continued) 

o Paystub must contain the employerôs information  

o Paystubs must be computer generated, not handwritten. If the 
employer does not provide an acceptable computer-generated 
paystub, 12 months cancelled paychecks with bank statements 
supporting payroll deposits, certified copy of employerôs payroll ledger 
and the most recent year's income tax returns are required with a 
written Verification of Employment completed in entirety and an IRS 
form 4506-T or Modelo SC 2907 transcripts (if Puerto Rico returns).  

o Paystubs that are issued electronically, via e-mail, or downloaded from 
the Internet are acceptable and must include the following information: 

Á Internet Uniform Resource Locator (URL Internet address) 
identifying the source of the information.  

Á Date and time printed.  

Á Verbal verification of employment.  

Á Information identifying the place of origin and/or the author of 
the documentation, all of which must be confirmed on the 
verbal verification.  

Á Documents downloaded directly from the Internet to a Word 
document or Excel spreadsheet are not acceptable. 

Written Verification of Employment  

Written verification of employment must contain the following information:  

¶ Dates of employment.  

¶ Position.  

¶ Prospect of continued employment, when available.  

o Probability of continued employment must be verified as good or 
better and evaluated based on the following: 

Á Past employment record.  

Á Qualifications for the position.  

Á Previous training and education.  

Á Employer's confirmation of continued employment.  

¶ Base pay amount and frequency: for employees paid on an hourly basis, the 
verification must state the hourly wages, including the number of hours worked 
each week.  

¶ Additional salary information, which includes itemized bonus, overtime, tip, 
gratuity, or commission income, if applicable. If the commission income 
represents 25% or more of the borrower's income, personal income tax returns 
with all schedules are required.  

¶ A paystub and W-2 form must support all written verifications of employment. 
Written verifications of employment are not acceptable as standalone 
documentation to substantiate the borrower's current employment/income 
regardless of the automated underwriting requirements.  
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Documentation Requirements and Standards (continued) 

Documentation 
Standards 
(continued) 

¶ A written verification of employment must be mailed directly to the employer to 
the attention of the personnel department. Verifications of employment must 
never be mailed to a Post Office Box or to a particular person's attention. If the 
borrower indicates this is necessary, the file must contain verification that the 
employer was independently contacted and verified this requirement. The 
hand carrying of verifications is strictly prohibited.  

¶ Electronic verification systems are acceptable however the information 
received must contain the same level of information per standard VA 
guidelines.  

Verbal Verification of Employment  

Verbal verification of employment must contain the following information:  

¶ Date of verification  

¶ Borrower's date of employment  

¶ Borrower's employment status and job title  

¶ Name, phone number and title of verifier  

¶ Name and title of associate making the call  

To comply with a verbal verification of employment (or telephone confirmation) 
requirement, the phone number and address for the borrower's employer must 
independently be obtained via a telephone book, directory assistance, or by contacting 
the applicable licensing bureau.  

The employer must be contacted within 10 Business Days of the closing date to 
confirm the borrower's current employment status.  

If using a third party service to verify employment (e.g., The Work Number, Quick 
Confirm, etc.), the date of request shown on the form must be within 10 business days 
of the Note date (or funding date for escrow states). The date that the employment 
was verified must be within 35 calendar days of the Note date.  

Income Tax Returns  

The following standards apply with using Income Tax Returns to verify income.  

CMS may request additional information such as business licenses, business tax 
returns, profit and loss statements, and/or balance sheets if it is necessary to further 
support the determination of the stability of the borrower's income.  
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Documentation Requirements and Standards (continued) 

Documentation 
Standards 
(continued) 

¶ Personal Income Tax Returns must be:  

o Complete with all schedules and W-2 forms, IRS Forms 1099, K-1 
schedules, etc.  

o Signed and dated  

o Borrowerôs copy filed with the IRS 

Á Year-to-date Profit and Loss and Balance Sheet must be:  

¶ Prepared by an accountant  

¶ Required if the loan application is taken beyond 90 
days of the end of the business tax year  

Á Business Income Tax Returns must be:  

¶ Complete with all schedules  

¶ Signed and dated  

¶ Borrowerôs copy filed with the IRS 

Á Income Tax Returns not filed for prior year:  

¶ Borrowers that do not have the prior year's tax returns 
and have filed an extension must have the following:  

o Copy of the filing extension  

o Year-end profit and loss for last year and 
Balance Sheet 

o Year-to-date profit and loss for the current 
year and Balance Sheet 

o Prior two year's income tax returns  

o W-2 forms  

o Prior two year's business tax returns, if 
applicable  

o Cancelled check for estimated taxes due  

o A 4506t or Modelo SC 2907 transcripts (if 
Puerto Rico returns) must be processed 
confirming no returns filed 



 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 122 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

Documentation Requirements and Standards (continued) 

Documentation 
Standards 
(continued) 

Amended Tax Returns 

¶ Tax Returns Filed Prior to the Loan Application Date 

o Tax returns filed prior to application are acceptable for underwriting 
purposes. Both the original filed return and the amended return are 
required. If the file was amended 60 days or less prior to the 
application, evidence of payment must also be provided.  

¶ Tax Returns Filed After the Loan Application Date 

o Tax returns filed after the application date may be acceptable when 
accompanied by the following:  

o A letter of explanation regarding the reason for the re-file  

o Evidence of filing  

o Payment and the ability to pay the tax if the check has not cancelled  

The original tax return and the amended tax return must be closely 
reviewed for consistency with previous filings to determine whether the 
use of the amended return is warranted. In addition, if the borrower 
requires the amended income for qualification, an exception must be 
submitted and approved for the use of the amended income. A copy of the 
original and amended tax returns must be submitted with the exception. 
When using an amended return after application the underwriter must 
provide justification and commentary on the Transmittal Summary (form 
1008) regarding its use. 

Preliminary Title Report/Title Commitment 

A preliminary report/title commitment is a report prepared prior to issuing a policy of 
title insurance that shows the ownership of a specific parcel of land, together with the 
liens and encumbrances. 

The following are the minimum requirements for the preliminary report/title 
commitment: 

¶ Effective Date: Not to exceed 90 days at time of funding 

¶ Complete name and address of the Title Agent 

¶ Preliminary report/title commitment file number  

¶ Proposed Insured: Carrington Mortgage Services, LLC 

¶ Proposed Coverage: Equal to the Note loan amount 

¶ Policy Type: Full or Short Form ALTA policy (Short form policies that  are not 
ALTA policies, such as Limited policies, are not acceptable) 

¶ Vested Interest: To be reviewed for accuracy 

¶ Property Address & Legal Description: To be reviewed for accuracy 

¶ Estate of Interest: Fee Simple or Fee  

¶ Exceptions: Liens, restrictions and interests of others are to be cleared and/or 
paid through the closing 

¶ Property Taxes: Paid current or paid through the closing 
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Income Types 

Overview  Income types are defined as follows:  

¶ Wage Earners  

¶ Self Employed Income  

¶ Rental Income  

¶ Non-Taxable Income  

¶ Other Income  

¶ Special Considerations  

Wage Earner  
Non-Military  

Wage earners receive a wage or salaries from an employer in return for a service 
rendered and have less than 25% ownership interest in the business. Compensation 
may be based on an hourly, weekly, bi-weekly, monthly, or semi-monthly basis. CMS 
requires a minimum of two years employment history and likelihood of continuance of 
income for three years.  

If the borrower's earnings are regular, use the monthly gross income to qualify. If a 
borrower's hours fluctuate, average the past two years plus year-to-date earnings.  

Second Job or 
Multiple Job 
Employment   

Such income cannot be considered stable and reliable unless it has continued (and is 
verified) for two (2) years.  

To include income from these sources in effective income: 

¶ the income must be regular and predictable, and 

¶ there must be a reasonable likelihood that it will continue in the foreseeable 
future, 

¶ its compatibility with the hours of duty and other work conditions of the 
applicantôs primary job, and 

¶ how long the applicant has been employed under such an arrangement. 

CMS may use this income if it is not eligible for inclusion in effective income, but is 
verified for at least 12 months, to offset debts of 10 to 24 months duration. Include an 
explanation,  

Bonus or 
Overtime  Non-
Military  

Bonus or overtime income is compensation in addition to any employee's straight 
salary or hourly wage.  

To include bonus or overtime income in effective income, the income must be both 
regular and continuous with a two-year history. This amount must be averaged.  

If the income has been received less than two years, the income is not eligible for 
inclusion in effective income. However, if the bonus or overtime income is likely to 
continue, and is verified for at least 12 months, the income may be used to offset debts 
of 10-24 month duration. An explanation must be included in the file. 
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Income Types (continued) 

Commission  
Non-Military  

Commission income is defined as a fee or percentage paid to an employee for 
performing a service. CMS accepts stable commission income with a two-year history.  

If commission income represents 25% or more of the borrower's income, the following 
is required: a written VOE or other documentation verifying the amount of commissions 
paid year to date, the basis for payment (i.e.,: salary plus commission, straight 
commission, draw against commission), when the commissions are pair (i.e.,: monthly, 
quarterly, annually), and the most recent two years' personal income tax returns 
deducting non-reimbursed business expenses as reported on IRS Form 2106 are 
required. This amount must be averaged over the most recent two years.  

A current paystub or 1099 statement must be obtained and it must be confirmed that 
the current earnings support the income on the tax return.  

A borrower with less than a two-year history of commission income is typically 
considered not stable income and usually is not considered unless the borrower had 
previous related earnings/employment or extensive specialized training that can be 
documented.  

Commission income received less than one year is not considered effective income. 
Exceptions may be made on a case-by-case basis in which sufficient documentation to 
support its use is provided and the underwriter performs an in depth evaluation 
concluding the stability of the income with less than one year receipt.  

A borrower may also qualify when the portion of a borrower's earnings not attributed to 
commission is sufficient to qualify the borrower for the mortgage. 

Employment by 
a Relative  

A borrower employed by a family member or employed by a family held business is 
eligible provided that the following documentation requirements are met:  

¶ Written Verification of Employment completed by the business accountant. 
The accountant must verify that the borrower is not self-employed by 
indicating the percentage of interest in the business. The accountant must be 
a disinterested third party.  

¶ Personal income tax returns for the most recent two years with all W-2 forms.  

¶ Most recent, computer-generated paystub. If the pays stub is not computer 
generated, a signed payroll ledger must be provided by the accountant. 
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Self-Employed Income 

Overview  CMS defines a self-employed borrower as an individual who has 25% or greater 
ownership interest in a business or receives an IRS form 1099 to document his or her 
income. Examples of self-employed individuals include contract workers, real estate 
agents, individuals relying on investments as their primary source of income, etc.  

Income 
Documentation 
and Evaluation 
by Tax Returns  

The following evidence is required for borrowerôs self-employment income: 

¶ At least two consecutive years of self-employment in the same business entity 
in the same location. 

¶ Ongoing, stable income.  

¶ A level or upward trend in earnings must be established.  

Any decreases or significant increases could affect the stability of the borrower's 
income and would require a satisfactory explanation. If a satisfactory explanation 
cannot be provided, the income will be considered questionable and should not be 
used to qualify the borrower.  

Self-employment of less than two years is typically not considered stable income. Self-
employment > 12 months and < 24 months may be considered on a case-by-case 
basis. To be considered, a borrower with less than two years of self-employment must 
meet the following qualifications: 

¶ Been employed in the same occupation or related field prior to becoming self-
employed.  

¶ Must demonstrate at least two years of previous experience in this field. Also 
acceptable is extensive specialized training for the occupation.  

Self-employment of less than one year will not be considered for qualifying purposes.  

The borrower's earning trend over the previous two years must be established.  

To determine if the business can be expected to continue to generate sufficient income 
for the borrower's needs, the business's financial strength, sources of income and the 
general economic outlook for similar businesses in the area must be carefully 
analyzed. Annual earnings that are stable or increasing are acceptable; however, if a 
business shows a significant decline in income, this would not be acceptable, even if 
current income and debt ratios meet guidelines.  

If the business is unusual and income and the general economic outlook for similar 
businesses in the area is not available, an opinion on viability and future earnings 
along with an explanation of the function and financial operations of the business from 
a qualified part is acceptable to determine the businessô probability of continued 
operations.  

Depreciation claimed as a deduction on the tax returns and on the businessô financial 
statements may be included in the effective income. 

Tax Information Authorization IRS form 4506T or Modelo SC 2907 signed by the 
borrowers is required for all loans.  

Meal 
Deductions  

The maximum permitted meal deduction regardless of job type is 50%. 
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Income Types (continued) 

Active Military 
Documentation 
Standards  

Leave and Earnings Statement (LES)  

In addition to the standard income documentation referenced above, a military Leave 
and Earnings Statement (LES) is required in lieu of a written VOE. The LES provides 
similar information as a written VOE including:  

¶ Dates of employment.  

¶ Position.  

¶ Expiration date of borrowerôs active duty or end of contract term for enlisted 
service member. For a National Guard or Reserve member, the expiration 
date is on the current contract.  

Note: Service members with less than 12 months remaining from the 
projected loan closing date on their contract require additional information. 
Refer to the section below for requirements.  

¶ Base pay amount and frequency: for employees paid on an hourly basis, the 
LES must state the hourly wages, including the number of hours worked each 
week.  

¶ Clothing allowance annualized. 

A computer generated LES obtained through myPay is acceptable for service 
members. 

Active Military 
and less than 
12 months 
remain on 
contract  

If the service member has less than 12 months remaining on the contract, one of the 
following is required: 

¶ Evidence of re-enlisting or extension of borrowerôs active duty to a date 
beyond the 12 month period following the projected loan closing,  

¶ Verification of a valid employment offer from a local civilian employer following 
the release from active duty. The offer must include the start date, earnings, 
position, etc.  

¶ A statement from the service member that he intends to reenlist or extend his 
active duty to a date beyond the 12 month period and 

o A statement from the service memberôs commanding officer 
confirming the service member is eligible to reenlist or extend his 
active duty as indicated and the commanding officer has no reason to 
believe that the reenlistment or extension of active duty will not be 
granted OR 

o Documentation of unusually strong compensating factors including: 

Á 10% down payment 

Á Significant cash reserves, and 

Á Documented evidence of strong ties to the community couple 
with a nonmilitary spouseôs income so high that only minimal 
income from the active duty service member is needed to 
qualify. 

The anticipated source of income must be analyzed to determine it is stable and 
reliable. Borrower also needs to have compensating factors to offset any unknowns 
regarding future sources of income. 
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Income Types (continued) 

Active Military 
Base Pay  

The active service memberôs base pay is considered stable and reliable except if the 
service member is within 12 months of release from active duty. 

Military 
Quarters 
Allowance  

Military quarters allowance may be included in the effective income when documented. 
An additional variable housing allowance may also be included, if available. 

The military and variable housing allowances are not taxable. 

The borrower must meet the occupancy requirements as stated on VA Form 26-1820. 
The form is executed by the borrower at loan closing. 

Rations  and 
Clothing 
Allowances  

Any subsistence (rations) and clothing allowances are listed on the LES. As the 
clothing allowance is listed as an annual amount on the LES, the underwriter will need 
to convert it to a monthly amount. 

The allowances are not taxable income. 

The allowances can be included in effective income when verified. 

Other Military 
Allowances  

Other military allowances, such as flight pay, propay, hazard pay, overseas pay and 
combat pay, may be included in the effective income only if the income can be 
expected to continue due to the nature of the borrowerôs assigned duties.  

Documentation of the allowance is required to confirm the type of allowance, the 
amount of allowance and the length of receipt of the allowance. 

If the duration of the allowance cannot be determined, the income may be used to 
offset debt obligations of 10 to 24 months duration. The income may not be used in the 
effective income if the duration cannot be determined. 

Income from 
Reserves or 
National Guard  

Income received from service in the Reserves or National Guard may be used in the 
effective income provided the length of the borrowerôs total active and Reserve/Guard 
service indicates a strong probability that the income will continue. 

If there is not a strong probability of continuance, the income may be used to offset 
debt obligations of 10 to 24 months duration. The income may not be used in the 
effective income if there is not a strong probability of continuance.  

Recently Activated Members of the Reserve or National Guard 

Borrowers who participate in a Reserve/National Guard unit subject to activation will 
be evaluated for a potential change in income should the unit be activated. If the 
income will be reduced, the underwriter will evaluate the impact the reduction will have 
on the borrowerôs ability to repay the mortgage. If the income will increase, the 
underwriter will evaluate the likelihood the increased income will continue beyond a 12 
month period.  

Additionally, the underwriter will evaluate the credit history, savings ability, and overall 
employment history to render a prudent underwriting decision that does not place the 
veteran in a position of financial hardship. 

The loan must be thoroughly documented to support the use or nonuse of the reservist 
income.  
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Income Types (continued) 

Income of 
Recently 
Discharged 
Veterans  

Income for a recently discharged veteran may be used when supported by the 
standard income documentation. If the veteran has been employed for a short time, a 
letter from the employer verifying the borrower is performing the duties of the job 
satisfactorily and the probability of continued employment is favorable is required. 

When evaluating the retired veteranôs prospects for continued reliable and stable 
employment, the veteranôs military duties are considered. If the duties the borrower 
performed in the military are similar or directly related to the present position, this is an 
indicator that the current employment is likely to continue, 

If the duties the veteran performed in the military are not similar to the current position 
or if the borrowerôs current employment requires skills for which the borrower has not 
training or experience, a greater time on the current job may be needed to establish 
stability.  

If the veteranôs retirement income is sufficient to cover the total shelter expense, long 
term debts and family living expense and only a minimal amount of income from the 
current employment is needed to qualify for the loan, doubt should be in favor of the 
veteran. 

For recently discharged veterans who are now self-employed, refer to the self-
employed section for requirements.  

Voluntary 
Separation 
Payments  

There are two types of voluntary separation payments used to facilitate military 
downsizing: Special Separation Benefits (SSB) and Voluntary Separation Income (VSI) 

Special Separation Benefit:  

¶ One time lump sum,  

¶ Taxable in the year received, and 

¶ Treated the same as any substantial cash reserve. Special Separation 
Benefits are not included in effective income. 

Voluntary Separation Incentive: 

¶ Received in annual payments,  

¶ Taxable in the year received,  

¶ Include in the effective income, 

¶ Calculate by multiplying the veteranôs years of service times two, and 

¶ Requires a minimum of 6 years of service.  

¶ VSI and VA Disability: 

o If the veteran receives both VSI and VA Disability, the VSI is reduced 
by the amount of disability compensation unless the VA Disability is 
related to an earlier period of service. If the disability compensation is 
related to an earlier period of service and the VSI is related to a later 
period of service, the VSI is not reduced by the amount of disability 
compensation 

¶ VSI and reserve service: 

o If the veteran receives a base compensation for active or reserve 
service, including inactive duty training, the VSI is reduced by the 
amount of the base compensation. 
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Self-Employed Income (continued) 

Documentation 
Requirements  

The following documentation is required:  

¶ Most recent two year's personal tax returns with all schedules  

¶ Income Analysis Worksheet  

¶ Year-to-date Profit & Loss if the most recent yearôs tax return has not yet been 
filed 

¶ Current balance sheet 

¶ Most recent two years business tax returns with all schedules (except for sole 
proprietorships)  

¶ A list of all stockholders or partners showing the interest each holds in the 
business 

¶ Quarterly tax filings (if filed)  

¶ A business credit report may be required. 

Depending on when the Personal Tax Return was filed, the documentation above is 
required with the following for all loan applications: 

 Application Date  Documentation 

January 1 ï  
June 15 

¶ Most recent, available two years tax transcripts. 

¶ Most recent two years personal tax returns. 

¶ Most recent two years business tax returns, if applicable. 

¶ Year-end profit and loss and balance sheet for the last year. 

¶ Year-to-date profit and loss and balance sheet for the 
current year. 

June 16 ï  
October 15 

¶ Most recent, available two years tax transcripts. 

¶ Copy of the filing extension with any tax payments made. 

¶ Current year profit and lost. 

¶ Year-end profit and loss and balance sheet for the last year. 

¶ Year-to-date profit and loss and balance sheet for the 
current year. 

¶ Most recent two years personal tax returns. 

¶ Most recent two years business tax returns, if applicable. 

¶ W-2s for corporations. 

¶ 1009s for commission. 

¶ Canceled checks for estimated taxes due. 

After October 15 ¶ Most recent two years personal tax returns. 

¶ Most recent year(s) available tax transcripts for the number 
of years required. 

¶ Most recent years personal tax return (year-end profit and 
loss statement will not be accepted). 

¶ Most recent two years business tax returns, if applicable. 

¶ Year-to-date profit and loss and balance sheet for the 
current year. 

. 



 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 130 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

Rental Income 

Overview  The section describes acceptable rental income from each source per VA guidelines..  

Rental income for qualification purposes may be derived from one of the following 
sources:  

¶ Owner-occupied property two- to four-unit  

¶ Other real estate owned  

Calculation of 
Rental Income  

Use the requirements below to calculate net cash flow:  

¶ For properties owned for one or more complete tax years, net cash flow must 
be calculated using Schedule E from IRS form 1040.  

¶ For properties owned less than one complete tax year, net cash flow must be 
calculated using the actual rental amount from current lease agreement. The 
gross rental amount must be reduced by 25% before subtracting PITI and any 
homeowners' association dues. Using a vacancy factor less than 25% is 
acceptable with adequate documentation. 

Net Rental 
Income for 
Multiple Unit 
Properties  

Net rental income is defined as the appraiser's estimate of fair market rent from all 
units (including the unit chosen by the borrower for occupancy) less 25% vacancy 
factor. Multiple (two to four) unit properties must meet the following requirements: 

¶ Borrower must have 6 months PITI reserves after closing 

¶ Borrower must have prior experience managing rental units or other 
background involving property maintenance and rental 

For qualifying purposes, the following requirements apply: 

¶ Projected rents of rental units only (not the owner occupied unit) may be 
considered as part of the borrower's effective income if there is evidence the 
borrower will have a likelihood of success as a landlord and borrower has 6 
months PITI reserves after closing. The amount of rental income used for 
calculating the effective income is the lower of verified prior rents collected on 
the units x 75% (existing property) or the appraiserôs opinion of the propertyôs 
fair monthly rental (proposed construction). 

¶ Rental income must not be used as a direct offset to the mortgage payments.  

Borrower 
Vacating 
Current 
Residence  

When a borrower is vacating his or her current residence and purchasing another 
primary residence, rental income from the vacated property may be used to offset the 
mortgage payment but may not be included in the effective income. A copy of the 
rental agreement and with documentation supporting there is no indication the property 
will be difficult to rent are required. The prospective rental income may be used to 
offset the mortgage payment. 



 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 131 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

Rental Income (continued) 

Rental Income 
from Other 
Property  

Rental income that is verified as stable and reliable may be included in the effective 
income. If there is no prior rental history on the property, the underwriter will make a 
determination based on the following: 

¶ documentation supporting borrowerôs prior experience managing rental units 
or other background involving property maintenance and rental property 

¶ lease agreements on the property, and 

¶ the strength of the local rental market. 

Depreciation claimed as a deduction on the tax returns may be included in the 
effective income. 

Unacceptable 
Sources of Rent  

The following rental income sources are not acceptable qualifying income:  

¶ Income from roommates in a single-family property occupied as the borrower's 
primary residence.  

¶ Income from boarders  
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Other Income 

Overview  This section describes other sources of income. Other types of income may be 
counted towards the effective income is the income will continue for a minimum of 3 
years. If the income will not continue for at least 3 years, the income may not be 
counted towards the effective income but may be used to offset obligations of 10-24 
months duration.  

If any of the following types of income are used to qualify the borrower, a history of 
regular receipt and the probability of continuance for at least three years must be 
documented:  

¶ Alimony Child Support and Maintenance Payments  

¶ Auto Allowances and Expense Account Payments  

¶ Disability Income  

¶ Employer Differential Payments  

¶ Employment Gaps  

¶ Foster Care  

¶ Future Employment  

¶ Interest and Dividend Income  

¶ Leave of Absence  

¶ Non-Taxable Income  

¶ Note Income  

¶ Public Assistance Income  

¶ Retirement, Pension, Annuity and IRA Distributions  

¶ Seasonal Income  

¶ Social Security Income  

¶ Teachers  

¶ Trust Income  

¶ Union Members  

¶ VA Benefits 
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Other Income (continued) 

Alimony, Child 
Support and 
Maintenance 
Payments  

Alimony and separate maintenance income will be considered, when based on a 
divorce decree, court ordered separation agreement, court decree, or another legal 
agreement providing the payment terms confirming that the income will continue. 
Additional confirmation must be obtained to document the age of the child and the 
income continuance if the age of the child is not clearly defined.  

The following documentation must be provided:  

¶ Copy of divorce decree or court order.  

¶ Satisfactory proof of regular receipt of monthly payments that include one of 
the following for the most recent 12 months:  

o Signed federal income tax returns  

o Legal Separation Agreement 

o Voluntary Payment Agreement 

o Canceled checks  

o Bank statements or deposit slips showing the regular deposit of these 
funds  

o Payment history from the court  

¶ The availability of procedures to compel payment. 

Auto 
Allowances and 
Expense 
Account 
Payments  

If a borrower has been receiving automobile allowances for the past two years, this 
income will be considered stable income, provided all associated business 
expenditures are included in the calculation of the borrower's total Debt-to-Income 
Ratio. The employer must provide verification that these payments will continue. The 
most recent two years personal income tax returns with all schedules are required to 
document income.  

When the borrower files an IRS form 2106, any funds in excess of the borrower's 
monthly expenses are added to the borrower's monthly income and may be counted 
as effective income. The borrower's monthly car payment may be offset with the 
allowance and any overage counted towards the effective income.  

When the borrower does not report the allowance on IRS form 2106, the full amount of 
the allowance is added to the borrower's monthly income. The full amount of the lease 
or financing expenditure for the automobile must be added to the borrower's total 
monthly obligations. A copy of the most recent year's W-2 form and current paystub 
must be provided.  

For qualifying purposes, an average of the income over the two years should be 
developed. If the calculations reveal a loss, it must be treated as a recurring debt. 
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Other Income (continued) 

Disability 
Income  

Disability benefit payments (e.g., Social Security disability insurance benefits, 
maternity/parental, or Veterans disability compensation benefits, etc.) may be treated 
as acceptable, stable income as long as it is properly documented. A review date on a 
Social Security award letter for disability is not considered a defined expiration date. 
The borrower's current eligibility for the disability benefits must be confirmed by 
obtaining a statement from the benefit's payer (e.g., insurance company, employer, or 
other qualified and disinterested party).  

Permanent Disability  

If the income does not have a defined expiration date, the income may be considered 
stable, predictable, and likely to continue. Additional documentation evidencing 
continuance of the income does not need to be provided by the borrower.  

Temporary Disability or Workman's Compensation  

¶ Benefits that have a defined expiration date must have a remaining term of at 
least three years from the date of the mortgage application in order to be used 
for qualifying the borrower.  

¶ If a borrower is currently receiving short-term disability payments that will 
decrease to a lesser amount within the next three years because they are 
being converted to long-term benefits, the long-term benefits must be used as 
qualifying income.  

¶ If a borrower is currently on temporary disability (including maternal/parental 
leave), the borrower must provide a letter of intent to return to work and the 
employer must provide a letter or other communication of the borrower's right 
to return to work and a description of the employment terms (same as prior to 
leave). The temporary disability benefits must be used for loan qualification 
and must not terminate prior to the borrower returning to work, unless the 
borrower(s) has liquid reserves sufficient to offset reduced income, covering 
the gap between the benefits expiration and the return to work dates. 

¶ A copy of the borrower's disability policy or benefits statement is required to 
document income.  

¶ For automated underwriting, if a loan receives an Ineligible decision due to 
debt-to-income ratio, the loan may be Manually Underwritten. The borrower(s) 
must have liquid reserves sufficient to offset reduced income, covering the gap 
between the benefits expiration and the return to work dates. 

Employment by 
a Relative,  
Property Seller 
or Real Estate 
Broker  

A borrower employed by a family member or employed by a family-held business, 
property seller or real estate broker is eligible. If employed by a relative, the business 
accountant must verify that the borrower is not self-employed by indicating his or her 
percentage of interest in the business. The accountant must be a disinterested third 
party. 

¶ Most recent paystub(s) and two years W-2s or Written Verification of 
Employment and most recent paystub(s)  

¶ Written verification of employment 

¶ Most recent 2 yearsô W-2s 

¶ Most recent 2 years U.S. personal tax returns that include the income from 
family owned employment, with all schedules 

Current income reported on the VOE or paystub may be used if it is consistent with W-
2 earnings reported on the tax returns. 
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Other Income (continued) 

Employer 
Differential 
Payments  

If mortgage payments are subsidized by an employer through direct payments, the 
amount of the payments is considered gross income. The amount must not offset the 
mortgage payment even if the employer pays the lender directly. 

Employment 
Gaps 

The stability of income must be assessed for gaps of employment and the likelihood of 
continuance should be factored into the underwriting decision Employment gaps over 
30 days in the last two years must have written explanations provided by the borrower. 

Foster Care 
Income  

Foster care income is to be used only to balance the expenses of caring for the foster 
child(ren) against any increased residual income requirements.  The lender may omit 
any individuals from ñfamily sizeò who are fully supported from a source of verified 
income that is not included in effective income in the loan analysis, such as a child for 
whom sufficient foster care payments or child support is received regularly. 

Future 
Employment  

Income from future employment may be used in certain cases. A borrower who will be 
starting a new job must be on the job within 60 days after closing. The borrower must 
have a guaranteed non-revocable contract for employment with a guaranteed start 
date. The following documentation is required:  

¶ Fully executed contract with the employer.  

¶ Written Verification of Employment from the new employer verifying all terms 
of the employment and the start date.  

¶ Sufficient income or cash reserves to support the mortgage payments and any 
other obligations during the interim between loan closing and the start of 
employment. 

Interest and 
Dividend 
Income  

A two-year average of the interest and dividend income may be used to qualify if 
supported by the borrower's assets after settlement. The asset providing the interest 
and dividend income may not be liquidated for cash to close unless that portion used is 
deducted and the interest and/or dividend amount is recalculated based on the unused 
portion of the asset. Interest and dividend income is eligible after deducting that portion 
listed on Schedule B of IRS form 1040, which is derived from a partnership or S 
corporation.  

The following documentation is required:  

¶ Most recent two years personal income tax returns with all schedules or most 
recent 24 months personal bank statements, or most recent two years' IRS 
form 1099.  

¶ Proof of assets to support the interest or dividend income will continue for at 
least three years.  

Leave of 
Absence  

Loans involving a leave of absence should be considered on a case-by-case basis. 
The borrower should have the income and/or assets available to cover the new 
mortgage payment and all other debts in the interim until employment is resumed. 
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Other Income (continued) 

Non-Taxable 
Income  

Income is typically taxable unless it is specifically exempted by law. Non-taxable 
income may be shown on the borrower's tax return, but is not taxed. The amount by 
which the income is "grossed-up" must be documented and supported. The non-
taxable status of the income must be likely to continue for three years. 

Non-taxable income may be ñgrossed upò 15%, or the applicable marginal tax rate 
based on gross qualifying income, if higher.  The total debt ratio without gross up must 
be stated in the comments on the loan analysis.  Non-taxable income may not be 
ñgrossed upò for borrowers who clearly do not qualify.  

VA Disability income verified through a Certificate of Eligibility (COE) may be grossed 
up without tax returns. Any other income, which could be subject to taxation, should be 
validated with tax returns from the borrower prior to grossing up. 

Note Income  Ongoing revenue received from note income is recognized by CMS as eligible for loan 
qualification. A copy of the Note must document the amount, frequency, and duration 
of payments and will continue for three years.  

One of the following must be provided for the most recent 12 months:  

¶ Personal income tax returns with all schedules  

¶ Bank statements or deposit slips showing note income deposited  

¶ Cancelled checks  

Public 
Assistance 
Programs  

If income received from government assistance programs can be properly documented 
that the income has been received for the past two years and will continue for three 
years, it may be considered as acceptable income.  

A copy of the letter from the government agency providing the income amount, 
frequency, and duration and continuance must be provided.  

Income received from government assistance programs must be grossed up by 15%, 
or the applicable marginal tax rate based on gross qualifying income, if higher. See the 
Seasonal Unemployment section for details regarding the use of unemployment 
income. 
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Other Income (continued) 

Retirement, 
Pension, 
Annuity Income 
and IRA 
Distributions  

Retirement and pension income may be used to qualify provided the source of the 
income, including payment amount, receipt of the income, and evidence of three years 
continuance of the monthly annuity payment, 401k or IRA monthly distributions are 
documented. Evidence of continuance of corporate, government, or military 
retirement/pension need not be documented.  

All forms of retirement or pension income require a direct verification from the source 
of the income. This can include one of the following:  

¶ Letter from the organization providing the income  

¶ Copy of retirement award letter  

In addition, one of the following is required for the most recent 12 months:  

¶ Personal income tax returns with all schedules  

¶ W-2P forms or IRS form 1099  

¶ Copy of bank statement showing the deposit  

¶ Copy of most recently received retirement, pension and/or social security 
check  
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Other Income (continued) 

Seasonal 
Income  

Seasonal Employment  

A borrower's income may fluctuate from year to year because his or her ability to work 
may be dependent upon weather conditions. Due to these fluctuations, income will be 
averaged over the past two years based on the following income documentation:  

¶ Written Verification of Employment  

¶ Paystubs for the most recent 30-day period worked  

¶ W-2 forms for the most recent two years  

¶ Personal income tax returns with all schedules for most recent two years  

Seasonal Unemployment  

Unemployment benefits, such as those received by seasonal workers, must have been 
received for the past two years, and are predictable and likely to continue. Due 
fluctuations in income, this amount will be averaged over the past two years based on 
the following income documentation:  

¶ Personal income tax returns with all schedules for the most recent two years  

Seasonal Part-time or Seasonal Second Job  

Seasonal part-time or second job employment may be acceptable if the borrower has 
worked at the job uninterrupted for two years. Due to fluctuations in income, this 
amount will be averaged over the past two years based on the following income 
documentation:  

¶ Written Verification of Employment  

¶ Paystubs for the most recent 30-day period worked  

¶ W-2 forms for the most recent two years  

¶ Personal income tax returns with all schedules for most recent two years  

¶ Letter from employer confirming that borrower will be re-hired for the next 
season (seasonal part-time)  

If income received cannot meet this requirement, it should only be considered a 
compensating factor.  

Social Security 
Income  

Evidence of continuance of Social Security retirement income does not need to be 
documented; however, evidence of three years continuance of Supplemental Social 
Security income (children or surviving spouse) must be documented. 

A copy of the Social Security Administration award letter must be provided to 
document income. 
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Other Income (continued) 

Teachers  When a borrower is employed as a teacher, the annual salary must be verified. If 
monthly or weekly base pay is provided, the employer must verify the number of pay 
periods per year. Stipends or supplemental income must be documented as regular 
and continuous.  

For teacher income paid over a 10-month period and if financing is obtained during the 
summer months when income is not received, the following documentation is required: 

¶ Final year-end paystub from school  

¶ Written Verification of Employment  

¶ Verbal Verification of Employment  

¶ Copy of guaranteed contract indicating that borrower is paid over a 10-month 
period  

Trust Income  If constant trust income payments will continue for at least three years, this income 
may be considered for qualification. A copy of the Trust Agreement must be provided 
to document the following:  

¶ Total amount of designated trust funds  

¶ Terms of payment  

¶ Duration of trust  

¶ What portion, if any, of income to borrower is not taxable  

Union Members  Union members may hold several jobs during a year. Union members must be 
employed at the time of closing. Verification of income for a union member requires the 
following documentation: 

¶ Written Verification of Employment from Union confirming the following:  

o Borrower is in good standing with union.  

o Borrower employed by same employer and income used for 
qualification. If union cannot provide confirmation, a written Verification 
of Employment with present employer is required.  

¶ Current paystub from present employer. If there have been more than one 
employer in the current year, the last paystub from each employer will be 
required to adequately reflect year-to-date earnings.  

¶ Complete personal income tax returns with all schedules and all W-2 forms for 
the last two years.  

Due to fluctuations in income, income must be averaged over the past 24 months, 
unless income has declined and then the most recent 12 months will be averaged. 
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Unacceptable Sources of Income 

Sources of 
Unacceptable 
Income  

The following income sources are not acceptable for purposes of qualifying the 
borrower:  

¶ Any unverified source of income  

¶ Income determined to be temporary or one-time in nature  

¶ Retained earnings in a company  

¶ Stock options 

¶ Trailing spouse income  

¶ Welfare benefits  

¶ Unverifiable income  

¶ VA education benefits  

¶ Income derived from State approved marijuana dispensary, even if W-2 wages  

Income Taxes and Other Deductions from Income 

Income Tax and 
Social Security 
Deduction  

The underwriter will determine the appropriate federal, state, local and social security 
taxes for the borrower. CMS utilizes paychecks.com for validation of deductions. The 
ñEmployerôs Tax Guide,ò Circular E, issued by the IRS may also be used.  

The potential tax benefit from obtaining a home mortgage (mortgage interest) may be 
considered. The underwriter will determine the borrowerôs withholding allowances will 
be per the instructions and worksheet portion of IRS Form W-4. The underwriter will 
apply these allowances when determining the federal and state income tax deductions. 

MCC Credits  CMS does not extend financing on VA loans with MCC Credits. 
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Residual Income Requirements 

Residual 
Income  

Each VA loan must meet the Residual Income Requirements determined by VA. The 
residual income is the amount of money left over each month after all of the borrowers 
major expenses are paid (housing, taxes, and recurring debt). The residual is to cover 
food, clothing, gasoline costs and typical family living expenses 

VAôs residual income amounts are a guide. Compensating factors, particularly the 
borrowerôs credit history and previous mortgage/rent history along with payment shock 
may be applied when the residual income is marginal. Marginal residual income alone 
is not a basis for declining a loan. Inadequate residual income alone can be a basis for 
declining a loan. 

When evaluating a borrower with marginal residual income, the underwriter is to 
consider the borrowerôs credit history, previous mortgage/rent history, payment shock, 
ages of the borrowerôs dependents, and if the purchase price of the property will affect 
the family expense levels. 

When the debt ratio exceeds 41%, an additional 20% in residual income for the family 
is required.  

VA Residual Income Calculation Chart 

Loan Amounts $79,999 and below 

Family Size Northeast Midwest South West 

1 $390 $382 $382 $425 

2 $654 $641 $641 $713 

3 $788 $772 $772 $859 

4 $888 $868 $868 $967 

5 $921 $902 $902 $1,004 

Over 5 Add $75 for each additional member up to a family of seven. 

Loan Amounts $80,000 and above 

Family Size Northeast Midwest South West 

1 $450 $441 $441 $491 

2 $755 $738 $738 $823 

3 $909 $889 $889 $990 

4 $1,025 $1,003 $1,003 $1,117 

5 $1,062 $1,039 $1,039 $1,158 

Over 5 Add $80 for each additional member up to a family of seven. 
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Residual Income Requirements (continued) 

Residual 
Income by 
Region  

¶ Northeast is comprised of the following states: 

Connecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, 
Pennsylvania, Rhode Island, Vermont. 

¶ Midwest is comprised of: 

Illinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North 
Dakota, Ohio, South Dakota, Wisconsin.  

¶ South is comprised of: 

Alabama, Arkansas, Delaware, District of Columbia, Florida, Georgia, Kentucky, 
Louisiana, Maryland, Mississippi, North Carolina, Oklahoma, Puerto Rico, South 
Carolina, Tennessee, Texas, Virginia, West Virginia 

¶ West is comprised of: 

Alaska, Arizona, California, Colorado, Hawaii, Idaho, Montana, Nevada, New 
Mexico, Oregon, Utah, Washington, Wyoming 
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VA Liabilities and Debt Ratios 

Overvi ew The Liabilities and Debt Ratios standards apply to all CMS loan programs.  

This section outlines the requirements that represent VA core requirements for 
manually underwritten loans. Waivers do not apply to state specific compliance 
restrictions.  

Ratios are used to compare the borrower's anticipated monthly housing expense and 
total monthly obligations to stable monthly gross income. These ratios indicate 
limitations on the borrower's ability to meet expenses involved in home ownership.  

Mortgage ratio requirements are discussed under the following topics:  

¶ Monthly Housing Expenses  

¶ Debt Obligations  

¶ Compensating Factors  

Shelter 
Expense/ 
Monthly 
Housing 
Expense s 

Monthly housing expenses are required to calculate the anticipated total monthly 
housing expense-to-income ratio. Housing expense-to-income ratios compare monthly 
housing expenses to stable gross monthly income. The following are monthly housing 
expenses:  

¶ Interest payments for loans with Interest Only feature  

¶ Principal and Interest payment on the first mortgage  

¶ Hazard insurance premiums  

¶ Real estate taxes  

¶ Mortgage insurance premium  

¶ Homeowners' association dues  

¶ Documented payments on subordinate financing  

¶ Monthly maintenance (utilities ï calculated at $0.14 per sq. ft. of GLA) 

¶ Leasehold payments  

¶ Ground rent  

¶ Special assessments  

Total Qualifying 
Primary 
Housing 
Expense -to-
Income Ratio  

Primary housing expense-to-income ratios compare monthly housing expenses to 
monthly stable income.  

Although VA does not set a maximum primary housing expense-to-income ratio, the 
underwriter must still evaluate the borrowerôs ability to meet his financial obligations 
and future ability to meet the financial obligations when incurring additional debt.  
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VA Liabilities and Debt Ratios (continued) 

Monthly Debt 
Obligations  

The borrower's ability to repay mortgage debt is critical in evaluating the overall quality 
of the loan. CMS assess the borrower's liabilities relating to the number of active 
accounts, usage, and repayment history. Evaluation of the borrower's capacity 
includes an assessment of the borrower's financial obligations in relation to income.  

The total monthly debt obligations considered is the sum of all housing expenses plus 
any other monthly expenses incurred by the borrower. Any additional debt obtained as 
a result of a recent inquiry on the credit report must be included in the monthly debt 
obligation. See the Debt Payoff/Pay Down section for information on paying off or 
paying down debt to qualify. 

Monthly Debt Obligations  

Expenses include the following: 

¶ Monthly primary housing expense.  

¶ Installment debt with ten months or more remaining.  

¶ All revolving debt regardless of outstanding balance (in the absence of a 
stated payment, use 5% of the outstanding balance or a minimum $10 
payment).  

¶ Installment debt with less than ten months remaining where the monthly 
payment will have a significant impact on the borrower's ability to repay the 
mortgage debt in its initial months.  

¶ Auto lease payments, regardless of the number of remaining monthly 
payments.  

¶ 2106 expenses 

¶ Allotments as indicated on the LES or paystub 

¶ Principal and/or interest on short term notes.  

¶ Principal and/or interest payments on balloon notes.  

¶ Mortgage payments and related expenses on any non-income producing real 
estate.  

¶ Aggregate net negative rental income for, all rental properties.  

¶ Alimony, child support and maintenance payments with ten months or more 
remaining. Voluntary payment need not be included.  

See the VA Loan Eligibility section for information on the inclusion of a non-purchasing 
spouses' monthly debt in the monthly debt obligations and debt-to-income ratio 
calculation.  

Payment Shock 
Calculation  

Payment shock is the percentage of payment increase of the proposed payment 
compared to the existing payment. Payment shock is calculated by dividing the 
difference between the proposed payment and the existing payment by the existing 
payment.  

Example: 

Existing Payment - $1250 

Proposed Payment - $3000 

Difference - $1750 

Calculation: $3000 - $1250 = $1750 / $1250 = 1.40 or 140% 
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VA Liabilities and Debt Ratios (continued) 

Debt Pay 
Off/Pay Down  

For qualification purposes, the pay off or pay down of installment debt is permitted. If 
debts are being paid off or paid down to qualify the borrower, the payoff must be 
documented and the source of funds verified with sufficient funds remaining for closing 
costs and reserves.  

Significant installment debt (i.e., debt with high balances or large monthly payments) 
may be included in the debt-to-income ratio at the discretion of the Underwriter. 

If an account is paid in full prior to closing, the payoff of revolving accounts is permitted 
for qualification purposes. The pay off and zero balance must be documented directly 
from the creditor or be reflected on the HUD-1 Settlement Statement or Closing 
Disclosure, as applicable.  

Projected 
Obligations  

Debt payments, such as a student loan or balloon note scheduled to begin or come 
due within 12 months of the mortgage loan closing must be included in the monthly 
debt obligations for qualification. 

Debt payments do not have to be included in the monthly debt obligations if the 
borrower provides written evidence that the debt will be deferred (not forbearance) to a 
period beyond 12 months of the mortgage loan closing. 

Balloon notes that come due within 12 months of the mortgage loan closing must be 
considered in the underwriting analysis. 

How to Calculate 
a Student Loan 
Monthly Payment 

If the Veteran or other borrower provides written evidence that the student loan debt 
will be deferred at least 12 months beyond the date of closing, a monthly payment 
does not need to be considered. 

If a student loan is in repayment or scheduled to begin within 12 months from the date 
of VA loan closing, the lender must consider the anticipated monthly obligation in the 
loan analysis and utilize the payment established in paragraph (1) or (2) below. 
Calculate each loan at a rate of 5 percent of the outstanding balance divided by 12 
months (example: $25,000 student loan balance x 5% = $1,250 divided by 12 months 
= $104.17 per month is the monthly payment for debt ratio purposes). 

1. The lender must use the payment(s) reported on the credit report for each student 
loan(s) if the reported payment is greater than the threshold payment calculation 
above. 

2. If the payment reported on the credit report is less than the threshold payment 
calculation above, the loan file must contain a statement from the student loan 
servicer that reflects the actual loan terms and payment information for each 
student loan(s). The statement(s) must be dated within 60 days of VA loan closing 
and maybe an electronic copy from the student loan servicerôs website or a printed 
statement provided by the student loan servicer. It is the lenderôs discretion as to 
whether the credit report should be supplemented with this information. 

Income Based 
Repayment 
(IBR) Plan  

An IBR monthly payment reflecting as $0 must have at least 12 months or more 
remaining on the repayment plan after closing in order to be excluded.  If the loan 
repayment falls within 12 months of closing or no payment is verified, the Underwriter 
must use 1% of the outstanding balance noted on the credit report as a general 
calculation.  Any payment amount less than 1% used to qualify MUST receive 
underwriting manager approval.  The loan file must contain documentation to support 
the lower payment used in qualifying and the underwriter must notate the VA Loan 
Analysis form.  
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VA Liabilities and Debt Ratios (continued) 

Total Qualifying 
Debt -to-Income 
Ratios  

Debt-to-income ratios compare all monthly obligations/debt payments to monthly 
stable income. In evaluating the total debt-to-income ratio, the degree and frequency 
of credit usage and its impact on the borrower's ability to repay the loan must be 
considered.  

Housing Expense Ratio Limits  

Type  Loan to Value  Limitations  

Fixed Rate  All  43% gross monthly income  

Temporary Buy down  All  43% gross monthly income  

ARM  All  43% gross monthly income  
 

Contingent 
Liabilities  

When an individual is held responsible for payment of a debt if another party, jointly or 
severally obligated, defaults on the payment, this is considered a contingent liability. 
Not all contingent liabilities will have to be taken into consideration when determining 
the amount of the borrower's recurring monthly debt obligations. The most common 
types of contingent liabilities are described below: 

Mortgage Assumptions  

A contingent liability must be included in the borrowerôs recurring monthly debt 
obligations when the borrower remains obligated on an outstanding mortgage that 
meets one of the following factors: 

¶ Has been sold or traded within the last 12 months without a release of liability. 

¶ Is to be sold on assumption without a release of liability being obtained.  

The liability does not need to be included if the originating lender of the mortgage 
being underwritten obtains, from the servicer of the assumed loan, a payment history 
showing that the mortgage has been current during the previous 12 months. 

Contingent Liability on Co-signed Obligations  

If an individual is a co-signer/co-obligor on a car loan, student loan, mortgage, or any 
other obligation, continent liability applies and the debt must be included in the 
underwriting analysis. The borrower and the individual making the payments must both 
be liable for the debt repayment. 

If written evidence is provided documenting that the primary obligor has been making 
regular payments during the previous 12 months, and does not have a history of 
delinquent payments on the loan during that time, the payment does not have to be 
included in the borrower's monthly obligations. 

If joint obligations are listed in the final divorce decree and/or separation agreement as 
being the responsibility of the ex-spouse then they can be omitted from the qualifying 
DTI calculation. The divorce decree or separation agreement must be finalized by the 
court and recorded. 

Borrower is still liable for any adverse payment history or outstanding debt 
associated with these joint accounts that are dated prior to the divorce or 
separation agreement. 

Liabilities Paid by the Business 

When the borrower indicates on the loan application that certain liabilities are paid by 
the business (does not include sole proprietor Schedule C), it must be confirmed that 
the obligation was paid from company funds and meets the following requirements:  

¶ Accountant verifies that the loans are paid by the business.  

¶ Minimum of 12 months of canceled checks is required documenting the debt is 
paid by the business.  



 

Underwriting Guidelines (VA)  
Mortgage Lending Division 

Version 3.5 ï06/23/17 
 

 

CMS Policies & Procedures  Page 147 of 296 

 Proprietary and confidential. For Internal use only. Do not distribute externally. 

VA Liabilities and Debt Ratios (continued) 

Other 
Considerations  

Condominium Fees 

The portion of the condominium fee that is clearly attributable to utilities may be 
subtracted from the mortgage payment before calculating ratios as long as proper 
documentation is provided.  

New Construction Tax Escrow 

In supplemental tax states, taxes are based on the reasonable estimate of the 
improvement value, not the existing tax based on the unimproved or land value. This 
reduces the payment shock to borrowers when taxes are adjusted upon completion of 
the improvement.  

Compensating 
Factors  

CMS recognizes that there may be justification for exceeding the qualifying ratios 
limits. For manually underwritten loans, higher housing expense and total obligations-
to-income ratios may be considered as long as there are sufficient compensating 
factors and rationale that justify their use. Less flexibility is warranted for transactions 
involving layering of risk.  

CMS refers to the following list of compensating factors when evaluating a loan with 
higher qualifying ratios.  

Compensating Factor Guideline Description  

Housing Expense 
Payments 

The borrower has successfully demonstrated the 
ability to pay housing expenses greater than or 
equal to the proposed monthly housing expenses 
for the new mortgage over the past 12-24 months. 

Down Payment The borrower makes a large down payment of 10% 
or higher toward the purchase of the property. 

Accumulated Savings The borrower has demonstrated Åan ability to 
accumulate savings, and Åa conservative attitude 
toward using credit. 

Previous Credit History A borrowerôs previous credit history shows that 
he/she has the ability to devote a greater portion of 
income to housing expenses. 

Compensation or Income 
Not Reflected in Effective 
Income 

The borrower receives documented compensation 
or income that is not reflected in effective income, 
but directly affects his/her ability to pay the 
mortgage. This type of income includes food 
stamps and similar public benefits. 

Minimal Housing Expense 
Increase 

There is only a minimal increase in the borrowerôs 
housing expense. 

Substantial Non-Taxable 
Income 

The borrower has substantial non-taxable income. 
Note: This applies if no adjustment was previously 
made when computing ratios. 
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VA Liabilities and Debt Ratios (continued) 

Compensating 
Factors 
(continued) 

 

Compensating Factor Guideline Description  

Potential for Increased 
Earnings 

The borrower has a potential for increased earnings, 
as indicated by job training or education in his/her 
profession. 

Primary Wage-Earner 
Relocation 

The home is being purchased because the primary 
wage-earner is relocating, and the secondary wage-
earner has an established employment history is 
expected to return to work, and has reasonable 
prospects for securing employment in a similar 
occupation in the new area.  

Note: The underwriter must document the availability 
of the potential employment. 

Substantial Cash 
Reserves 

The borrower has substantial documented cash 
reserves (at least three monthsô worth) after closing. 
The lender must judge if the substantial cash reserve 
asset is liquid or readily convertible to cash, and can 
be done so absent retirement or job termination, when 
determining if the asset can be included as cash 
reserves, or cash to close. Funds and/or ñassetsò that 
are not to be considered as cash reserves include 
equity in other properties, and Åproceeds from a cash-
out refinance. The lender may use a portion of a 
borrower's retirement account, subject to the following 
conditions. To account for withdrawal penalties and 
taxes, only 60% of the vested amount of the account 
may be used. The lender must document the 
existence of the account with the most recent 
depository or brokerage account statement. In 
addition, evidence must be provided that the 
retirement account allows for withdrawals under 
conditions other than in connection with the 
borrower's employment termination, retirement, or 
death. If withdrawals can only be made under these 
circumstances, the retirement account may not be 
included as cash reserves. If any of these funds are 
also to be used for loan settlement, that amount must 
be subtracted from the amount included as cash 
reserves. Similarly, any gift funds that remain in the 

borrower's account following loan closing, subject to 

proper documentation, may be considered as cash.  

Note: Reserves from retirement accounts and gifts as 
described above may be considered as cash reserves 
when scoring the mortgage application through 
TOTAL.  

Reference: For information on acceptable sources of 
cash reserve funding, see HUD 4155.1 5.B. 
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VA Liabilities and Debt Ratios (continued) 

Child Care 
Expense  

A Child Care Letter or Certification is required. The letter or certification must include 
the following: 

¶ Who cares for the child or children 

¶ Where the child-care is located 

¶ What is the total monthly cost of the child-care 

Non-Occupant 
Co-Borrowers  

Non-occupant co-borrowers are not allowed on VA transactions.  

VA ASSETS 

Overview  This section provides standards that apply to all CMS VA loan programs. Generally, 
requirements that vary from one loan program to another are described in the product 
matrices.  

The requirements outlined in this section represent VA core requirements for manually 
underwritten loans. VA loans with an AUS approval recommendation for reduced 
documentation may be followed unless otherwise noted in this document or on the 
product matrices. Waivers do not apply to state specific compliance restrictions.  

Documentation Age 

Requirements  The following documentation age limitations apply:  

¶ 120 days prior to the note date for existing properties.  

¶ 180 days prior to the note date for new construction.  

Minimum Down Payment and Cash to Close 

Requirements  All down payment funds and cash to close must be documented and verified, unless 
specifically waived by the loan program or automated underwriting.  

The VA Loan Analysis VA Form 26-6393 must address any repairs that are required 
and paid by the borrower. The borrower must demonstrate that the funds are available 
to cover the additional costs incurred.  
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Asset Sources 

Overview  Borrowers must verify sufficient funds to cover down payment, closing costs, reserves 
if applicable, repairs if applicable, and payoff of collections, charge-offs, judgments, 
and/or liens if applicable. 

The following is a list of acceptable sources:  

¶ Bank Accounts  

o Individual Accounts  

o Joint Accounts  

o Trust Accounts  

¶ Earnest money Deposits  

¶ Employer Assistance Plans  

¶ Employer's Guarantee Plans  

¶ Equity from Other Assets  

o Loans Secured by Other Assets  

o Sale of Other Assets  

o Sale of Real Estate  

¶ Gifts  

o Gifts of Equity  

o Wedding Gifts  

¶ Income Tax Refund  

¶ Life Insurance  

¶ Premium Pricing  

¶ Real estate commissions  

¶ Rent credits  

¶ Retirement Accounts  

¶ Stocks/Bonds  

¶ Secured loans  
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Asset Sources (continued) 

Bank Accounts  To document the borrower's assets, one of the following items must be provided:  

¶ The two most recent consecutive monthly bank statements.  

Note: The previous month's balance should be reflected on the bank 
statements. If the previous month's balance is not stated, three months 
consecutive statements are required.  

¶ A Verification of Deposit and the most recent monthly bank statement.  

Bank accounts include funds on deposit in savings accounts, checking accounts, 
certificates of deposit, money market accounts, and individual retirement accounts 
(IRAs).  

¶ Individual Accounts: Funds in the borrower's own individual bank account 
are acceptable.  

¶ Joint Accounts: Funds held in a joint checking or joint savings account are 
acceptable since the borrower has access to all funds in the account at all 
times.  

¶ Trust Accounts: Funds disbursed from a trust account where the borrower is 
the beneficiary are acceptable if the borrower has immediate access to the 
funds. The trust manager or trustee must verify the value of the trust account 
and confirm the conditions under which the borrower has access to the funds. 
When using the trust income for qualifying, effect of the withdrawal must be 
documented.  

Any accounts that cannot be immediately accessed by the borrower, including 
accounts where the borrower is not the beneficiary (e.g., custodial accounts or ñIn 
Trust Forò accounts) are not considered acceptable assets.  

Bank Statements  

The bank statements submitted must be the most recent bank statement as of the date 
on the application. If a verification of deposit is used, at least one month's bank 
statement is also required to confirm the information. 

Bank statements must clearly identify the following:  

¶ Name and address of the depository or investment institution.  

¶ Name of account holders.  

¶ Account number.  

¶ Time period covered by the statement.  

¶ For depository account, all deposit and withdrawal transactions. 

¶ For a financial portfolio account, all purchase and sale transactions.  

¶ Ending account balance.  

¶ One month bank statement must support all written verifications of deposit.  

If a supplemental statement is necessary, any bank-generated forms (e.g., 
deposit, withdrawal slips, etc.) that show a machine-printed account number, 
balance, and date is acceptable. Supplemental information must be on a bank 
form indicating the name of the bank or on bank letterhead signed by a bank 
representative.  
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Asset Sources (continued) 

Bank Accounts 
(continued) 

Borrowers can submit bank statements obtained from the Internet as long as the 
following information is included:  

¶ Internet Uniform Resource Locator (URL) address identifying the source of the 
information.  

¶ Name of the depository or investment institution.  

¶ Account number.  

¶ Time period covered by the statement.  

¶ For depository account, all deposit and withdrawal transactions. 

¶ For a financial portfolio account, all purchase and sale transactions. 

¶ Ending account balance.  

The statements can be e-mailed from the Internet or printed and faxed to 
CMS. Statements that have been downloaded into a Word document or Excel 
spreadsheet are not acceptable.  

Verification of Deposit (VOD)  

A Verification of Deposit issued by the depository institution may be provided by the 
borrower. Each Verification of Deposit must provide the following information for each 
account listed:  

¶ Name and address of the depository or investment institution.  

¶ Name of account holders.  

¶ Account number.  

¶ Type of account.  

¶ The open date.  

¶ The account balance as of the date of the VOD.  

¶ The average balance for the previous two months.  

¶ One month bank statement must support all written verifications of deposit.  

The two-month average balance should support the current balance. In cases 
where average balances are not provided, discrepancies between the average 
and current balances exist or there is a recently opened account with a 
substantial balance, the most recent two months bank statements prior to the 
completion date of the verification of deposit must be provided.  

The Verification of Deposit must be mailed directly to the depository. 
Verification of Deposits should never be mailed to a Post Office Box or to a 
particular person's attention. If the borrower indicates this is necessary, the file 
must contain verification that the Client independently contacted the 
depository and verified this requirement. The return address on the verification 
must be identified as Correspondent Client. The hand carrying of verifications 
is strictly prohibited.  
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Asset Sources (continued) 

Bank Accounts 
(continued) 

Review of Account Statements  

Any indications of borrowed funds must be investigated. Indications of Borrowed funds 
include:  

¶ A recently opened account  

¶ A recently received large deposit  

¶ An account balance that is considerably greater than the average balance 
over the previous few months.  

When there is a recently opened account or a large increase in an existing 
account (within six months of contract signing), the source of funds must be 
explained by the borrower and verified. Unverified funds are not acceptable 
sources for the down payment, closing costs and / or reserves.  

Examine asset documentation for signs of fabrication or alteration. Analyzing 
the documentation to calculate interest, and reviewing deposits against 
income levels and sources are necessary to validate the documents. 

Earnest Money 
Deposits  

Earnest money deposits must be verified in the following circumstances:  

¶ When the borrower needs these assets to demonstrate sufficient funds to 
close  

¶ If the borrower receives a refund of the original cash deposit at closing  

¶ Where the earnest money deposit exceeds 2% of the sales price or appraised 
value  

Verification may be in the form of a written statement or escrow letter from the holder 
of the deposit or by a copy of the canceled check. The source of funds for the deposit 
must also be verified. Examples include but are not limited to a bank statement or 
documentation of gift. Verification that no recently opened debts were incurred to 
obtain the earnest money must be provided.  

The earnest money deposit need not be documented in the following instances:  

¶ The borrower has sufficient funds to close without the inclusion of the earnest 
money deposit  

¶ The sales contract reflects a deposit amount but no evidence of payment is 
provided. The earnest money deposit may not be credited as long as there is 
verification with the borrowers that no deposit has been paid. The deposit 
should not be reflected on the HUD -1 Uniform Settlement Statement or 
Closing Disclosure, as applicable. 

The VA Loan Analysis Form 26-6393 should contain an explanation that the deposit 
was not made and that this was confirmed with the borrower. This provides for an 
adequate audit trail and accounts for the difference between the sales contract and the 
HUD-1 Uniform Settlement Statement or Closing Disclosure, as applicable. 
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Asset Sources (continued) 

Employer 
Assistance 
Plans  

If the employer pays the following to attract or retain valuable employees, the payment 
is considered employee compensation and an adjustment to the maximum mortgage 
amount is not required. 

¶ Employee's closing costs  

¶ Mortgage Insurance Premiums  

¶ Any portion of the cash investment  

If the employer provides this benefit after loan settlement, the borrower must provide 
evidence of sufficient cash for closing. 

Note: A salary advance cannot be considered as assets to close since it represents an 
unsecured loan.  

Equity from 
Other Assets  

Loans Secured by Other Assets  

Borrowed funds secured by an asset owned by the borrower are an acceptable source 
of equity. Examples that may be used to secure funds include certificates of deposit, 
savings plans, stocks, bonds, real estate owned by the borrower, and life insurance 
policies.  

The following documentation is required:  

¶ The terms of the loan  

¶ Verification that the party providing the secured loan is not a party to the sale 
or financing of the property (other than a financial institution)  

¶ Confirmation that the funds have been transferred to the borrower  

¶ Evidence that the loan is secured by an asset owned by the borrower  

¶ Value of the asset (e.g., copy of the appraisal, copy of Blue Book value)  

Monthly payment for the loan must be included in the debt-to-income ratio. 
When the loan does not require monthly payments, a reasonable monthly 
payment must be calculated and considered as a debt.  

Loans secured by the borrower's own financial assets such as deposit funds, 
investment or retirement accounts or life insurance policies in which 
repayment may be obtained through extinguishing the asset do not require 
consideration of repayment for qualifying purposes. However, in such 
circumstances, the asset securing the loan may not be included with borrower 
assets for closing or otherwise considered available to the borrower.  
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Asset Sources (continued) 

Equity from 
Other Assets 
(continued) 

Sale of Other Assets  

If funds are derived from the sale of assets other than real estate, they must be verified 
by the following documentation based on the lesser of the sales price or value:  

¶ AUS Approve Loans  

o Bill of sale and evidence of proceeds or  

o Proof of ownership and  

o Support for the value of the asset and  

o Buyer's intention to purchase and  

o Evidence of liquidation  

¶ AUS Refer and Manually Underwritten Loans  

o Proof of ownership  

o Support for the value of the asset (published value estimates, 
appraisal)  

o Evidence of transfer of ownership (e.g., a copy of the bill of sale)  

o Evidence of receipt of the purchase proceeds (e.g., deposit slip or 
bank statement)  

o Evidence that a party to the property sale or the mortgage financing 
transaction did not purchase the asset  

Sale of Real Estate  

The net proceeds that will be generated from the sale of an existing property must be 
established. The transaction must be an armôs length transaction.  

Both the actual sale and the sufficiency of net proceeds must be documented with the 
following information:  

¶ A copy of the executed contract of sale for the property  

¶ A fully executed HUD-1 Uniform Settlement Statement or Closing Disclosure, 
as applicable evidencing the net proceeds received by the borrower  

¶ If the borrower is being transferred by his or her company under a guaranteed 
sales plan, obtain an executed buyout agreement and accompanying 
settlement statement indicating that the employer or relocation service takes 
responsibility for the outstanding mortgage debt  

If the actual fees for the sale of the home are known, use the following formula to 
calculate the equity in the property:  

Sales Price minus (sales costs plus payoff of all outstanding liens) = 
equity  

If the actual fees involved in the home sale are not known, an estimate of the equity in 
a property can be determined, using the following formula:  

Sales Price minus (10% of sales price (for costs / broker fees) plus payoff 
of all outstanding liens) = equity  
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Asset Sources (continued) 

Equity from 
Other Assets 
(continued) 

If a sales price has not been established, anticipated equity may be calculated with the 
following formula:  

Listing Price minus (10% of listing price plus payoff of all outstanding 
liens) = equity  

The 10% adjustment factor may need to be changed depending on market conditions 
in the area of the sale. True net equity (proceeds) must be verified upon sale of the 
property regardless of the adjustment factor used. 

Gifts  The borrower may use funds obtained as a gift from an individual with whom they have 
an established relationship to satisfy the borrower's required investment.  

Automated Underwriting  

Approve/eligible loans may receive the following message:  

ñthe borrower may list the name, address, telephone number, relationship to the 
homebuyer and the dollar amount of the gift on the loan application or in a gift letter for 
each cash gift received,ò  

Regardless of the automated underwriting message for reduced documentation, the 
loan must comply with the following guidelines for gift documentation  

A CMS Bank Gift Letter providing the following must be included in the Loan file, 
regardless of automated underwriting findings waiving a gift letter:  

¶ The amount of the gift  

¶ The donor's name, address and telephone number  

¶ The donor's relationship to the borrower  

¶ Signatures of all parties  

For loans underwritten by automated underwriting, the balance of documented gift 
funds remaining in the borrower's account after closing may not be considered as cash 
reserves. Cash gifts are never acceptable.  

¶ Acceptable Donors  

o Relatives of the borrower: (spouse, child, or dependent, or any other 
individual related by blood, marriage, adoption, or legal guardianship) 

o Borrower's employer, or labor union  

o Charitable organization  

o Government agency 
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Asset Sources (Continued) 

Gifts 
(continued) 

¶ Unacceptable Donors 

Any person with a financial interest in the transaction  

o the seller  

o realtor  

o builder  

o loan office  

These parties may never provide a gift, directly or indirectly. A gift from any of 
these sources would be considered an inducement to purchase and would 
require a reduction to the sales price.  

Transfer of Gift Funds  

Gift funds may be transferred and deposited into the borrower's account prior to 
underwriting or after underwriting. Gift funds transferred at closing must comply with 
donor ability, donor transfer and borrower receipt requirements.  

¶ Gift funds transferred and deposited prior to underwriting  

Document the transfer of the funds from the donor to the borrower with the 
following:  

o A copy of the donor's cancelled check or  

o Other withdrawal documentation from the donor's account, including 
donor name and account number  

In addition to one of the above, a copy of the borrower's deposit slip 
verifying the deposit and the updated balance information or a bank 
statement showing the gift deposit is required. ATM receipts are never 
acceptable documentation to show transfer of the gift funds from the 
donor  

The documentation evidencing the withdrawal of funds from the 
donor's account must coincide with the information disclosed on the 
gift letter (amount of gift, bank, account number etc.).  

If the donor borrowed the gift funds, documentation must be provided 
by the bank verifying the source of were financed with a bank loan. If 
the bank cannot provide verification of the loan, other evidence must 
be provided that the funds were borrowed from an acceptable source.  

o Unacceptable sources of donor's borrowed funds  

Á Any party to the transaction, including the lender  

Á Cash received from any source  

Á A loan in which the borrower is a co-obligor with the donor for 
the borrowed gift funds  
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Asset Sources (continued) 

Gifts 
(continued) 

¶ Gift funds not in borrower's account at time of underwriting prior to closing  

o If the gift funds were deposited into the borrower's account after the 
bank statement closing date, document the transfer of the funds from 
the donor to the borrower with the following:  

Á Copy of the donor's cancelled check or other withdrawal 
documentation showing the withdrawal from the donor's 
account  

Á Copy of the borrower's updated bank statement showing the 
matching gift deposit  

¶ If the funds were just deposited to the borrower's 
account and it is just prior closing, document the 
transfer of funds from the donor to the borrower with 
the following:  

o Copy of donor's withdrawal slip and either a 
bank statement or a letter from the banking 
institution verifying the withdrawal of the funds 
from the donor's account  

o Copy of the borrower's deposit slip (with the 
deposit and updated balance information 
verified on the slip) or an updated bank 
statement showing the matching gift deposit  

¶ Gifts or Grants From Non-Profits or Municipalities 

CMS prior review and approval of all non-profit or municipality gift or grant 
documentation is required. See the Product Matrices for eligibility. 

Gifts to the homebuyer from a charitable organization must meet VA 
requirements and the transfer of funds must be properly documented. CMS 
does not allow non-profit entities to provide gifts to homebuyers for the 
purpose of paying off installment loans, credit cards, collections, judgments 
and similar debts.  

A gift or grant from a church, municipality, or non-profit organization must be 
evidenced by either a copy of the letter awarding the gift or grant or a copy of 
the legal agreement that specifies the terms and conditions of the gift or grant. 
This supporting document must include language indicating that no repayment 
of the gift or grant is expected and an indication of how the funds will be 
transferred. Evidence of the transfer of the funds - such as a copy of the 
donor's canceled check or a settlement statement showing receipt of the 
check must be provided.  

If the borrower has sufficient funds to close the loan without inclusion of the 
gift or grant, the gift funds should be removed from the borrower's assets and 
the automated system should be re-run without them. Documentation of 
transfer of funds is not required. 
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Asset Sources (continued) 

Gifts 
(continued) 

¶ Gift of Equity  

Borrowers may receive a gift of equity from the seller of the mortgaged 
premises, provided the seller is an immediate family member (parent, 
grandparent, brother or sister). The gift will be reflected as a credit on the 
HUD-1 Uniform Settlement Statement or Closing Disclosure, as applicable and 
must be clearly labeled as a gift of equity. A gift of equity is not considered a 
seller contribution.  

The donor must have sufficient equity in the property to cover the gift and a gift 
letter must be signed. The sales agreement should refer to the gift of equity as 
part of the transaction. The HUD-1 Uniform Settlement Statement or Closing 
Disclosure, as applicable will satisfy the donor's ability and receipt of gift 
verification.  

¶ Wedding Gifts  

When funds are obtained from wedding gifts the following must be provided:  

o Recent marriage certificate not more than six months old  

o Verification of receipt of the funds via bank statement/deposit slip(s). 
The date of the deposit slip and the date on the marriage certificate 
must be within a reasonable time frame.  

Income Tax 
Refund  

An income tax refund not yet received may be used as funds for down payment or 
closing costs. The borrower must provide a copy of the actual signed tax return to 
verify the anticipated refund. Verification of receipt of the refund is required and must 
be documented by a copy of the refund check or electronic deposit. 

Life Insurance ï 
Cash Value  

When a borrower uses the cash value of a life insurance policy as funds for down 
payment and/or closing costs, the value must be verified by a written statement from 
the life insurance company. The statement must specify the amount of net cash value 
currently available to the borrower. Verification of receipt of the funds is required. 

Note: Borrowers cannot receive a loan for closing costs and prepaids. 
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Asset Sources (continued) 

Loan From A 
Relative  

Family members may lend the borrower up to 100% of the cash investment on a 
secured or unsecured basis. The loan payment must be included in the debt ïto-
income ratio. The following documentation is required:  

¶ An executed copy of the loan document verifying the loan terms  

¶ Transfer and receipt of the funds as part of the borrower's assets verification  

If the relative borrowed the funds, documentation must be provided by the bank 
verifying the source of funds were financed with a bank loan. If the bank cannot 
provide verification of the loan, other evidence must be provided that the funds were 
borrowed from an acceptable source.  

¶ Unacceptable sources of donor's borrowed funds  

o Any party to the transaction, including the lender  

o Cash received from any source  

o A loan in which the borrower is a co-obligor with the donor for the 
borrowed gift funds  

All VA guidelines must be followed regarding the loan, borrower qualification and 
second mortgage limitations (if applicable). The underwriter must condition the loan to 
be recorded as a second lien, when applicable and must comply with CLTV limitations 
for product. 

Real Estate 
Commission 
from Sale of 
Subject 
Property  

If the borrower is a licensed real estate agent entitled to a real estate commission from 
the sale of the property being purchased, then he/she may use that amount for the 
cash investment, with no adjustment to the maximum mortgage required. 

A family member entitled to commission may also provide it as gift funds to the 
borrower. 

Rent Credits  The cumulative amount of the rental payments that exceed the appraiser's estimate of 
fair market rent may be considered accumulation of the borrower's cash investment. 
The credit package must include the following:  

¶ Rent with option to purchase agreement  

¶ Appraiser's estimate of market rent  

The following situations are not eligible for CMS financing:  

¶ The sales agreement reveals that the renter has been living in the property (or 
another property owned by the seller) rent-free  

¶ An agreement was made allowing the renter to occupy at a rental amount 
considerably below fair market value in anticipation of eventual purchase of 
the property  

An exception may be granted in certain situations, such as when a builder fails to 
deliver a property at an agreed-to-time and then permits the borrower to occupy that or 
another unit for less-than-market rent temporarily until construction is complete.  
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Asset Sources (continued) 

Repayment Of 
A Personal 
Loan  

When funds are obtained from repayment of a personal loan made by the borrower, 
the following documentation is required:  

¶ A written agreement between the borrower and the recipient of the loan  

¶ Verification evidencing the borrower's ability to lend the funds  

¶ Evidence the funds were withdrawn from their account  

¶ Verification that repayment has been made  

o Provide statements verifying the funds being withdrawn from the 
recipient's account and deposited into the borrower's account  

Retirement 
Accounts  

Funds from individual retirement accounts (IRA, 401K, Keogh accounts) may be used 
as a source of funds for the down payment, closing costs or reserves.  

A 401(k) account may only be used to the extent the borrower is vested in the account. 
The account balance and the vested amount must be verified. When retirement 
accounts only allow for withdrawal in connection with the borrower's employment 
termination, retirement or death, the vested funds should not be considered as 
reserves.  

A copy of the most recent depository or brokerage account statement must be 
provided. When funds from these sources are being liquidated for the loan transaction, 
the funds must be withdrawn and proof of withdrawal must be provided. Subtract 40% 
from the vested amount (after the reduction of any personal loans) to account for any 
applicable withdrawal penalties or income tax so that the ñnetò withdrawal is counted 
(the portion of the account secured by a personal loan may not be considered 
available to the borrower for reserves). The loan proceeds received from a loan 
secured against a retirement account may be considered liquid funds available for the 
transaction.  

When funds from these sources are used to support the cash reserve requirement, it is 
not required that the funds actually be withdrawn from the account but the 40% 
deduction rule still applies when calculating the amount of cash reserves. A higher 
amount may be used with documentation that a higher percentage may be withdrawn 
after subtracting any federal income tax and withdrawal penalties.  

Secondary 
Financing  

Secondary financing is any loan secured by the Mortgaged Premises other than the 
first mortgage. The lien created by the second mortgage must be clearly subordinate 
to the first mortgage.  

The monthly payment on the second mortgage must be included with the PITI on the 
Mortgaged Premises when calculating the housing expense-to-income ratio.  
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Asset Sources (continued) 

Seller 
Concessions  

The maximum seller concessions on a VA loan are 4%. Seller concessions include, 
but are not limited to, the following: 

¶ payment of the buyerôs VA funding fee 

¶ prepayment of the buyerôs property taxes and insurance 

¶ gifts such as a television set or microwave oven 

¶ payment of extra points to provide permanent interest rate buy-downs 

¶ provision of escrowed funds to provide temporary interest rate buy-downs, and 

¶ payoff of credit balances or judgments on behalf of the buyer. 

Seller concessions do not include payment of the buyerôs closing costs, or payment of 
points as appropriate to the market. 

Example: If the market dictates an interest rate of 7½ percent with two discount points, 
the sellerôs payment of the two points would not be a seller concession. If the seller 
paid five points, three of these points would be considered a seller concession. 

Stocks/ Bonds  The value of stocks, bonds and other securities must be documented with one of the 
following:  

¶ Verification of Deposit  

¶ Most recent monthly statements for the past three months  

¶ A quarterly statement  

¶ Photo-copy of the stock certification accompanied by a dated newspaper stock 
list  

Government savings bonds should be valued at their purchase price unless 
redemption value can be verified.  

Verification of liquidation and receipt is required when the funds from the sale of 
stocks/bonds are used for down payment, closing costs or other costs.  

Stock ï Privately Held Corporation  

When the stock of a privately held (not publicly traded) corporation will be used as 
funds for down payment, closing costs or reserves, the price per share must be 
validated by a CPA for the corporation. A copy of the Buy/Sell Agreement is also 
required. Verification of receipt of the funds from the sale of the stock is required.  

When the privately held corporation is a source of the borrower's income, the above 
documentation will be required together with verification from the accountant that sale 
of the stock will not have an adverse effect on the business or reduce the borrower's 
current income level.  
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Cash Reserves 

Requirements  Cash reserves are not required on one unit property transactions. A minimum of six 
months PITI cash reserves are required for all 2 ï 4 unit properties when the property 
is secured by the VA loan. A minimum of three months PITI cash reserves are required 
on rental property that is not secured by the VA loan. 

For all loans underwritten by automated underwriting, verify all cash reserves available 
after closing that were submitted to automated underwriting.  

Unacceptable Sources of Assets 

Requirements  Sources of funds considered ineligible for asset evaluation include the following:  

¶ Donated funds in any form, such as cash or bonds donated by the seller, 
builder, or selling agent  

¶ Proceeds of a personal or unsecured loan unless provided by a family 
member  

¶ Cash advances on a revolving charge account or unsecured line of credit  

¶ A gift that must be repaid in full or in part  

¶ A gift that was received from an unacceptable donor 

¶ Materials furnished by the borrower that are not part of a pre-closing 
agreement with a builder  

¶ The proceeds from an IRS Tax Code 1031 Exchange on an owner occupied 
transaction  

¶ Salary advances  

¶ Cash for which the source cannot be verified (e.g., garage sales)  

¶ Funds in a Custodial or ñIn Trust Forò Account  

¶ Sweat Equity 

¶ Trade Equity 
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APPRAISAL INDEPENDENCE 

Overview  The VA appraisal requirements ensure and safeguard appraiser independence and 
enhance the overall appraisal process to provide a greater level of integrity to the 
appraisal ordering process and appraiser contact.  

Appraisal 
Selection  

All VA appraisals must be completed by a VA approved appraiser. The appraisal is 
ordered through the VA Portal 

CMS is responsible for timely issuing a NOV within 5 business days of the appraisal 
being uploaded to the VA Portal. Additionally, CMS is responsible for ensuring the 
appraiser is paid within 30 days of receipt of the appraisal.  

Mortgagees and third parties working on behalf of mortgagees are prohibited from:  

¶ Withholding or threatening to withhold timely payment or partial payment for 
an appraisal report.  

¶ Withholding or threatening to withhold future business for an appraiser, or 
demoting or terminating or threatening to demote or terminate an appraiser.  

¶ Expressly or impliedly promising future business, promotions or increased 
compensation for an appraiser.  

¶ Conditioning the ordering of an appraisal report or the payment of an appraisal 
fee or salary or bonus on the opinion, conclusion or valuation to be reached, or 
on a preliminary value estimate requested from an appraiser.  

¶ Requesting that an appraiser provide an estimated, predetermined or desired 
valuation in an appraisal report prior to the completion of the appraisal report, 
or requesting that an appraiser provide estimated values or comparable sales 
at any time prior to the appraiser's completion of an appraisal report.  

¶ Providing to the appraiser an anticipated, estimated, encouraged or desired 
value for a subject property or a proposed or target amount to be loaned to the 
borrower, except that a copy of the sales contract for purchase must be 
provided.  

¶ Providing to the appraiser, appraisal company, appraisal Management 
Company or any entity or person related to the appraiser, Appraisal Company 
or Management Company, stock or other financial or non-financial benefits.  

¶ Allowing the removal of an appraiser from a list of qualified appraisers or the 
addition of an appraiser to an exclusionary list of qualified appraisers, used by 
any entity, without prompt written notice to such appraiser, which notice shall 
include written evidence of the appraiser's illegal conduct, a violation of the 
Uniform Standards of Professional Appraisal Practice (USPAP) or state 
licensing standards, improper or unprofessional behavior or other substantive 
reason for removal.  
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Appraisal Independence (continued) 

Appraisal 
Selection 
(continued) 

¶ Ordering, obtaining, using, or paying for a second or subsequent appraisal or 
automated valuation model (AVM) in connection with a mortgage financing 
transaction unless: 1) there is a reasonable basis to believe that the initial 
appraisal was flawed or tainted and such appraisal is clearly and appropriately 
noted in the loan file, or 2) unless such appraisal or automated valuation 
model is done pursuant to written, pre-established bona fide pre- or post-
funding appraisal review or quality control process or underwriting guidelines, 
and so long as the lender adheres to a policy of selecting the most reliable 
appraisal, rather than the appraisal that states the highest value; or  

Any other act or practice that impairs or attempts to impair an appraiser's 
independence, objectivity or impartiality or violates law or regulation, including, but not 
limited to: the Truth in Lending Act (TILA) and Regulation Z and USPAP. 

Safe Harbor Act 
for Appraisals 

To ensure that the appraisal will meet the ñsafe harborò protection of the HPML 
Appraisal Rule, the list of requirements below must be met: 

¶ The appraisal must be ordered from a certified or licensed appraiser in the 
state where the property is located and require the appraiser to follow USPAP 
and Title XI of the Financial Institutions Reform, Recovery, and Enforcement 
Act of 1989 (FIRREA) and any implementing regulations in effect at the time 
the appraiser signs the appraiser certification. 

¶ CMS must confirm the appraisal: 

o identifies the creditor who ordered the appraisal, the property and the 
interest being appraised, 

o indicates whether the appraiser analyzed the contract price, 

o addresses conditions in the propertyôs neighborhood, 

o addresses the condition of the property and any improvements to the 
property, 

o indicates which valuation approaches the appraisal used and includes 
a reconciliation, if the appraiser used more than one valuation 
approach, 

o provides an opinion of the propertyôs market value and an effective 
date for the opinion, 

o indicates that the appraiser performed a physical property visit of the 
interior property, and 

o includes a certification signed by the appraiser that the appraisal was 
prepared in accordance with the requirements of USPAP and Title XI 
of FIRREA and any implementing regulations, 

¶ CMS must check the status of the appraiser. 

o Use the National Registry to verify the appraiser is certified or licensed 
in the state where the property is located on the date the appraiser 
signed the appraiserôs certification. 

The Safe Harbor applies only if CMS does not have actual knowledge contrary to the 
facts or certification contained in the written appraisal. 








































































































































































































































































