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INTRODUCTION & PROGRAM RESTRICTION 
INTRODUCTION These guides are to be used in conjunction with the Investment ARM and 

Fixed Program Summary. The topics covered in this addendum are those that 
are specific to Investment manual underwriting.  

Refer to the Freddie Mac/Fannie Mae Seller’s Guide and Investment ARM and 
Fixed Program Summary for any subject not addressed in this guide. 

ABILITY TO REPAY All loans made under this program must meet the standards of the Dodd-
Frank Act Ability to Repay Rule (ATR Rule) for mortgages. The requirements of 
ATR are as follows: 
ㆍ Current or reasonably expected income or assets 
ㆍ Current employment status 
ㆍ Monthly Mortgage payment for the loan in question 
ㆍ Monthly payments on other loans secured by the same property 
ㆍ Monthly payments for property taxes, insurance and home association 

fees 
ㆍ Debts, alimony or child support obligations 
ㆍ Monthly debt to income ratio or residual income, that was calculated 

using the total of all of the mortgage and non-mortgage obligations as a 
ration of gross monthly income 

ㆍ Credit History (Refer to Appendix Q) 

Title XIV of the Dodd-Frank Act amends the Truth in Lending Act (TILA) to 
provide that “no creditor may make a residential mortgage loan unless the 
creditor makes a reasonable and good faith determination based on verified 
and documented information that, at the time the loan is consummated, the 
borrower has a reasonable ability to repay the loan, according to its terms, 
and all applicable taxes, insurance (including mortgage guarantee insurance), 
and assessments.” 

DOCUMENTATION TYPE ㆍ Full income and asset verification per Appendix Q. 
ㆍ Completed, signed and dated final Fannie Mae 1003 Application. 
ㆍ All credit documentation must be dated within 90 days of closing. The 

most recent bank statement to verify the source of funds must be dated 
no more than 45 days earlier than the date of the loan application, and 
not more than 90 days earlier than the date of the Note. 

GENERAL GUIDELINES ㆍ Loans must be manually underwritten. Loan amounts < conforming/high 
balance loan limits must be run through AUS to determine if NMSI 
Portfolio product meets the borrower’s best execution. Loan is ineligible 
for a NMSI Portfolio product if the borrower qualifies for an Agency 
product unless the property is a Non-Warrantable Condo. 

ㆍ The following documents must be included in the loan file to verify 
borrower’s best execution requirements: 
- AUS Approve Ineligible or Refer Ineligible findings ran by the Lender 

indicating that the borrower does not qualify for an Agency product. 
(Prior to Close Review) 

- Underwriting Transmittal Summary (1008) with Underwriter’s 
signature and explanation as to why the borrower does not qualify 
for an Agency product. (Prior to Close Review) 
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GENERAL GUIDELINES - Borrower ATR Attestation (Prior to Purchase) 
- Underwriter ATR Attestation provided by the Lender (Prior to Close 

Review) 

ㆍ Cash out may not be used to pay down debt to qualify for the loan 

ㆍ Borrowers cannot pay down revolving debt within 90 days of the credit 
report in order to qualify for the loan nor pay down installment debt to 10 
payments or less to exclude payment from DTI calculations. Revolving and 
installment debt can be excluded from calculations if the accounts are 
closed and proof is provided. 

ㆍ Student loan payments may be excluded with written evidence that the 
debt will be deferred for a period outside the 12 month timeframe. 

ㆍ Student Loan Obligation Calculations: The Underwriter should determine 
the repayment amount based on the actual documented payment (from 
the credit report, obtained from the student loan lender, or supplied by 
the borrower). If the borrower is following an income-driven repayment 
plan (“IDR”), the Lender must use the IDR plan monthly payment amount. 
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PRODUCT ELIGIBILITY 
TRANSACTION 
ELIGIBILITY 

Purchase 
ㆍ Allowed 
ㆍ The Purchase contract may include an addendum for a Model Home 

Leaseback with the following restrictions: 
- Only allowed for the borrower to lease back the model home to the 

builder. The borrower may not be the builder or employed by the 
builder. 

- The leaseback is limited to 180 days. 
- If any modifications to that property are needed, the leaseback must 

include a builder provision to convert the home back to a livable space 
within 180 days. 

- A post close condition must be added to the file for a 1004D for any 
modifications to the home, such as converting the office back into a 
garage. 

Rate Term Refinance 
ㆍ Payoff of a non-purchase money closed end and HELOC 2nd liens will be 

considered a rate/term refinance if they are seasoned > 12 months and 
the draw on the HELOC is not greater than $2,000 within the last 12 
months 

ㆍ Payoff of a home improvement junior lien that is seasoned less than year 
subject to the following restrictions:  
- A final inspection is required if the appraisal is made subject to 

completion of the improvements. 
- If completed, improvements must have been completed within the 12 

months prior to the loan application, and the appraisal must note the 
improvements being made. Closing costs, financing costs, and prepaid 
costs may be financed. 

ㆍ Cash back to the borrower in an amount no greater than $2,000.00. 

ㆍ If a borroFwer owns the property for less than 1 year (measured from the 
HUD-1/Closing Disclosure closing date to the application date of the new 
loan), the valuation utilized to calculate the loan-to-value ratio will be the 
lesser of the purchase price paid by the borrower for such property OR the 
appraised value of the property unless both the Appraisal and the 
underwriter provide substantial evidence of either: 
- a rehabilitation of the property that demonstrates sound reasoning 

behind using the then current appraised value or 
- other evidence to support the increase over the purchase price. 

ㆍ No seasoning of first mortgage. 

ㆍ Refinancing a first lien that was previously a cash out refinance requires 
the loan to be seasoned for a minimum of 12 months in order to be 
considered a rate and term refinance. 

ㆍ Properties listed for sale: The listing agreement must be canceled at least 
six months prior to the application date. A copy of the canceled/expired 
listing should be placed in the file and a search of the current multiple 
listing service should be completed to verify that the property is not 
currently listed by a different agency. 

ㆍ Evidence of continuity of obligation is not required; however, evidence 
that the borrower is the owner of record on title is required. 

-  
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 Delayed Financing 
- Borrowers who purchased the subject property within the past 12 

months (measured from the date on which the property was 
purchased to the disbursement date of the new mortgage loan) are 
eligible for a rate term refinance if all of the following requirements 
are met. 

- Note: If the appraiser notes a declining market, the transaction must 
be treated as a cash-out refinance transaction. 

- The original purchase transaction was an arms-length transaction. 
- The borrower(s) may have initially purchased the property as one of 

the following: a natural person; 
- an eligible inter vivos revocable trust, when the borrower is both the 

individual establishing the trust and the beneficiary of the trust; 
- an eligible land trust when the borrower is the beneficiary of the land 

trust; or 
- an LLC or partnership in which the borrower(s) have an individual or 

joint ownership of 100%. 

ㆍ The original purchase transaction is documented by a HUD-1/Closing 
Disclosure, which confirms that no mortgage financing was used to obtain 
the subject property. (A recorded trustee's deed [or similar alternative] 
confirming the amount paid by the grantee to trustee may be substituted 
for a HUD-1/Closing Disclosure if a HUD-1/Closing Disclosure was not 
provided to the purchaser at time of sale.)The preliminary title search or 
report must confirm that there are no existing liens on the subject 
property. 

ㆍ The sources of funds for the purchase transaction are documented (such 
as bank statements, personal loan documents, or a HELOC on another 
property). 

ㆍ If the source of funds used to acquire the property was an unsecured loan 
or a loan secured by an asset other than the subject property (such as a 
HELOC secured by another property), the HUD-1/Closing Disclosure for the 
refinance transaction must reflect that all cash-out proceeds be used to 
pay down, if applicable, the loan (unsecured or secured by an asset other 
than the subject property) used to purchase the property. Any payments 
on the balance remaining from the original loan must be included in the 
debt-to-income ratio calculation for the refinance transaction. Note: 
Funds received as gifts and used to purchase the property may not be 
reimbursed with proceeds of the new mortgage loan. 

ㆍ The new loan amount can be no more than the actual documented 
amount of the borrower's initial investment in purchasing the property 
plus the financing of closing costs, prepaid fees, and points on the new 
mortgage loan. 

ㆍ May be underwritten and priced as a rate term refinance. 

ㆍ Maximum LTV is per the LTV Matrix. LTV is based on the lesser of the 
Purchase Price or current appraised value. 

ㆍ Maximum loan amount is per the LTV Matrix. Rate term cash back amount 
restriction does not apply. 
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 Cash-out Refinance 
ㆍ The mortgage amount may include the present first mortgage payoff, 

subordinate liens, closing costs, payoff of debt and additional cash to the 
borrower. 

ㆍ Borrower must have owned the property for a minimum of 6 months 
(date vested on title to note date.) 

ㆍ All liens on the property must be seasoned six months in order for the 
loan to eligible for a cash-out refinance transaction. 

If a borrower owns the property for less than 1 year, the valuation utilized 
to calculate the loan-to-value ratio will be the lesser of the purchase price 
paid by the borrower for such property OR the appraised value of the 
property unless both the Appraisal and the underwriter provide 
substantial evidence of either: 
- A rehabilitation of the property that demonstrates sound reasoning 

behind using the then current appraised value or 
- Other evidence to support the increase over the purchase price. 

ㆍ Cash back to the borrower in an amount no greater than $350,000.00. 

ㆍ The maximum cash out limit is the aggregate amount between debt being 
paid off (including non-purchase money 2nds) and cash in hand. 

ㆍ Properties listed for sale: The listing agreement must be canceled at least 
six months prior to the application date. A copy of the canceled/expired 
listing should be placed in the file and a search of the current multiple 
listing service should be completed to verify that the property is not 
currently listed by a different agency. 

ㆍ Evidence of continuity of obligation is not required; however, evidence 
that the borrower is the owner of record on title is required. 

IRS 1031 Exchange ㆍ Assets for the down payment from a ‘like-kind exchange’, also known as 
1031 exchange, are eligible if properly documented and in compliance 
with Internal Revenue Code Section 1031. 

ㆍ The proceeds from a 1031 tax exchange may be used for second home or 
investment property purchases only. 

ㆍ The sale of real estate may be exempt from capital gains tax if it is done 
under Internal Revenue Code Section 1031. 

ㆍ The loan closing must be handled by a qualified intermediary (typically an 
escrow company or licensed exchange company) and cannot be an agent, 
investment banker, broker, employee of the borrower, or related family 
member. 

ㆍ Reverse exchanges are not allowed because the borrower is not on title to 
the property at the time of closing. 

ㆍ No seller provided subordinate financing. 

ㆍ The following documentation is required for the loan file: 
- a complete copy of the fully executed exchange agreement; 
- a verification of the amount of assets being held by the intermediary 
- a copy of the HUD-1/Closing Disclosure from the sale of the property 

being exchanged; 
- purchase contract for the subject transaction; and 
- Final HUD-1/Closing Disclosure for the subject transaction 

ㆍ Clear final title policy. 
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Ineligible ㆍ Temporary buy downs 
ㆍ Conversion (modification) loans 
ㆍ Construction loans 
ㆍ Balloon Mortgages 
ㆍ Section 32 (HOEPA) 

Mortgage Insurance ㆍ Not required. 

Pre-payment Penalty ㆍ Not permitted 

HPML and QM Rebuttable 
Presumption 

NMSI will purchase Portfolio loans that exceed the federal higher priced 
mortgage loan (“HPML”) threshold and/or are classified as QM Rebuttable 
Presumption Loans. Lenders must comply with all HPML and Ability to Repay 
regulations. 
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BORROWER ELIGIBILITY 
ELIGIBLE BORROWERS ㆍ U.S Citizens 

ㆍ Permanent Resident Aliens 
ㆍ Maximum number of borrowers is four 

ELIGIBLE TITLE VESTING ㆍ Individuals 
ㆍ Joint Tenants 
ㆍ Non-Purchasing Spouse allowed 

INELIGIBLE BORROWERS ㆍ Ineligible Borrowers include, but are not limited to: 
ㆍ Non-Permanent Resident Aliens 
ㆍ Non-arms length transactions 
ㆍ Irrevocable trusts or blind trusts 
ㆍ Limited Liability Partnerships (LLPs) and Limited Liability Corporations (LLCs) 
ㆍ General partnerships, corporations 
ㆍ Foreign Nationals 
ㆍ An individual classified under Diplomatic Immunity, Temporary Protected 

Status, Deferred Enforced Departure, or Humanitarian Parole 

NUMBER OF PROPERTIES 
OWNED 

ㆍ Unlimited financed properties permitted 
ㆍ Maximum 5 financed properties with NMSI 
ㆍ Landlord History: If using rental income to qualify, borrowers with < 12 

month history of managing multiple investment properties are limited to 4 
acquired/currently owned properties in the last 12 months. 

TRUSTS Living ("inter-vivos") trusts must comply with local state regulations and the 
following requirements to be eligible for financing. 
ㆍ To be eligible the borrower must be: 
ㆍ The settler, or the person who created the trust, and 
ㆍ The beneficiary, or the person who is designated to benefit from the trust, 

and 
ㆍ The trustee or the person who will administer the trust for the benefit of the 

beneficiary, the borrower. 

Eligible borrowers include: 
ㆍ One or more borrowers with one living trust, or 
ㆍ Two or more borrowers with separate living trusts, or 
ㆍ Multiple borrowers with one or more holding title as an individual and one 

or more holding title as a living trust. 
The following documentation is required: 

- The trust was validly created and is duly existing under applicable law, 
- Attorney's Opinion Letter from the borrower's attorney verifying all of 

the following:  
- The trust is revocable,  
- The borrower is the settler of the trust and the beneficiary of the trust,  
- The trust assets may be used as collateral for a loan,  
- The trustee is:  
- Duly qualified under applicable law to serve as trustee,  
- The borrower,  
- The settler,  
- Fully authorized under the trust documents and applicable law to 

pledge, or otherwise encumber the trust assets. 
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TRUSTS ㆍ A complete copy of the trust documents certified by the borrower to be 
accurate, or a copy of the abstract or summary for jurisdictions that 
require a lender to review and rely on an abstract or summary of trust 
documents instead of the trust agreements must be provided in the loan 
file. 

Chain of Title ㆍ All transactions require 12 month chain of title that also includes sales 
price of property at time of transfer. Preliminary Title or Title 
Commitment must be no more than 60 days from the note date. 

ㆍ A date down/title supplement is required after 60 days. Property seller on 
the purchase contract or borrower (on a refinance) must be the owner of 
record on title. 

Construction to Permanent 
Financing 

A two time close in which the proceeds are used to pay off interim 
construction financing and replace with permanent financing is allowed. 
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PROPERTY REQUIREMENTS 
ELIGIBLE PROPERTY TYPES 

ㆍ Single Family (Detached, Semi Detached, Attached) 
ㆍ 2-4 units 
ㆍ PUD (Detached, Attached) 
ㆍ Townhomes 
ㆍ Modular Homes 
ㆍ Leasehold Estates 
ㆍ Multiple parcels allowed per Fannie Mae guidelines. 
ㆍ Warrantable condominiums. (Attached and Detached) Warranty must 

meet FNMA’s project review guidance. NMSI will not finance more than 
25% of the units in any one project. 

ㆍ Non-Warrantable Condominiums including Condotels. All Non-
Warrantable Condominiums will be reviewed and approved by NMSI’ 
Condo Team. Refer to the Non Warrantable Condominium Risk Level. 
Final Risk Levels are determined by the Condo Team after a Full Review is 
performed. 

INELIGIBLE PROPERTY 
TYPES 

ㆍ Cooperative units 
ㆍ Manufactured homes 
ㆍ Dome properties 
ㆍ Mixed use properties 
ㆍ Log Homes 
ㆍ Unique properties 
ㆍ Agricultural zoned 
ㆍ Properties with more than 10 acres 
ㆍ Mobile homes 
ㆍ Houseboats 
ㆍ Timeshares 
ㆍ Hobby farms 
ㆍ Working farms, ranches, orchards, and/or commercial operations 
ㆍ Property used for commercial purposes 
ㆍ Unimproved land 
ㆍ Residences lacking full kitchen and full bathroom facilities 
ㆍ Hotel Condominiums (Condominium Hotel) Hotel or motel conversions, or 

conversions of other transient properties (i.e.; lodge, motor inn, etc.) 
ㆍ Properties in less than average condition as documented by the appraisal 
ㆍ Properties sold at auction by the builder, developer, or construction 

ender are not eligible. 
ㆍ Previously approved condominium and Planned Unit Development (PUD) 

projects are not acceptable if they have been sold at auction. 
ㆍ Foreclosed properties located in a state where a redemption period is 

allowed (allowed in some states for both Tax Sales and Judicial 
Foreclosures) until: The redemption period has expired AND the 
foreclosure sale had been confirmed AND clear and marketable title can 
be obtained. 

ㆍ Land Contracts 
ㆍ Projects in current or pending litigation 
ㆍ Any property not zoned residential. 
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ACREAGE ㆍ Max 10 acres 

ㆍ Maximum land value for all acres: 
- Rural properties: Not to exceed 35%. The land value would be based 

on total acreage.  
- Non-rural Properties: No maximum land value as long as the property 

conforms to the area. 

ㆍ Working farms, commercial operations, or any other income producing 
properties are not allowed. 

ㆍ The primary use of the property must be residential and zoning must 
allow for residential use. Some communities have enacted a zone 
comprised of land located in an agricultural area but not suited to farming. 
An example of this type of zoning is A-3. Residential development is 
allowed in this zone, and while not limited to, is typically one home on one 
acre or less with sewer services or the minimum acres needed for on-lot 
sewage disposal. As the intended and allowable use of the land in this 
zone is residential and not agricultural, despite a prefix of agricultural in 
the zoning, properties are eligible as long as all other eligibility 
requirements are met. 

ㆍ Properties on privately owned and maintained streets require a private 
road maintenance agreement, except for properties in California. If the 
property is located within a state, other than California, that has statutory 
provisions that define the responsibilities of property owners for the 
maintenance and repair of a private street, no separate agreement or 
covenant is required as long as the statutory provisions provided in the 
file. 

ㆍ The appraiser must consider all acres of the subject property and the 
comparables must be of similar size. 

ㆍ The property must be appraised and the final conclusion and estimate of 
value must be based on the actual acreage and lot size. 

FEDERALLY DECLARED 
DISASTER AREAS 

ㆍ If the property is located in a county where a Disaster Declaration has 
been issued, an acceptable recertification of value is required prior to 
closing the loan. 

ㆍ If the property is not in a county where a Disaster Declaration has been 
issued, no additional action is required. 

ㆍ If the property is in a county with an Emergency Declaration, no 
additional action is required. Should the county receive a Disaster 
Declaration by FEMA at a later date; a recertification will be required prior 
to closing the loan. 

ㆍ NMSI, at its discretion may choose to require a property inspection in 
advance of a FEMA Disaster announcement to confirm no property 
damage prior to closing/funding. 

ㆍ Lock extensions due to a disaster related delay will be handled on a case 
by case basis. 

ㆍ Properties located in or within close proximity to federally declared 
disaster areas for which individual assistance is available are subject to 
additional restrictions. 

ㆍ Note that these restrictions do not apply to counties for which no 
individual assistance is available unless otherwise determined by NMSI or 
individual Investor requirements. 
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FEDERALLY DECLARED 
DISASTER AREAS 

ㆍ All federally declared disaster areas with incident end dates within the 
past 12 months can be found on FEMA’s Disaster Website. 

DISASTER INSPECTION 
AND APPRAISAL 
REQUIREMENTS 

All loans with appraisals: 
ㆍ If the appraisal was performed on/after the FEMA incident end date, the 

appraiser must comment on the condition of the property and any affects 
to the marketability. If the appraisal indicates damage, a disaster 
inspection is required, refer to the below inspection requirements. 

ㆍ If the appraisal was performed before the FEMA incident end date, then a 
Disaster Inspection must be performed, but before closing. Refer to the 
below inspection requirements. 

INSPECTION 
REQUIREMENTS 

Standard Disaster Inspection 
ㆍ The Disaster Inspection must include exterior photos, verifying that the 

property is undamaged and that the recent disaster event has had no 
effect on the property’s value or marketability. Inspection should be 
performed by the original appraiser when possible, or may be performed 
by another licensed appraiser, by a licensed Property Inspector, or by a 
nationally recognized field company. 

ㆍ If Damage is Noted by the Inspection:  
◦ If the property has been damaged and the damage does not affect 

the safety, soundness, or structural integrity of the property and the 
repair items are covered by insurance, the loan may close/fund 
before the damages are completed. A certified 
contractor/vendor/appraiser (not the borrower) must provide a 
written estimate itemizing all incomplete work and the cost to 
complete each item. Evidence that proof of sufficient insurance is 
available for the borrower's benefit to guarantee the completion of 
the repairs must be documented. Form 1004D/442 “Appraisal Update 
and/or Completion Report” (Part B) must be provided to document 
that the repairs have been completed within 30 days of closing. 

◦ If the property was damaged and the damage is uninsured or the 
damage affects the safety, soundness, or structural integrity of the 
property, the property must be repaired prior to closing. 

PROPERTY FLIPPING ㆍ Property flip transactions refer to the process of purchasing an existing 
property, then immediately reselling it for a profit. Property flips are not 
necessarily illegal unless the transaction includes an act of fraud or 
misrepresentation such as an inflated appraised value. Property flip 
transactions most often, but not always, involve distressed properties 
acquired at a discounted price, then resold at an increased sales price to 
an uninformed buyer.  
- Acceptable property flip transactions are sales of properties that have 

been substantially improved through legitimate and verified 
renovations since the property was acquired by the seller. Any 
increase in the sales price over the seller’s acquisition cost should be 
representative of the market given the improvements made to the 
subject property.  

ㆍ Property flip transactions will be considered as follows:  
- The property seller must be the owner of record.  
- A complete/full appraisal is required.  
- Loan must not reflect any interested party characteristics. 
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PROPERTY FLIPPING ㆍ There are several indications that are common to property flipping. Loan 
files with property flipping indication(s) require a higher level of scrutiny 
during the loan review. Some examples of indicators include, but are not 
limited to:  
- Several ownership changes within a few months reflected on title or 

in Core Logic report.  
- The appreciation of the subject property exceeds the typical 

appreciation in the market. 
- The seller recently acquired the property for a significantly lower price, 

or there have been several transfers of the property according to the 
tax assessment records.  

- No real estate agent is involved in the transaction.  
- The property was recently in foreclosure, or acquired at an REO sale at a 

considerably lower sales price.  
- Parties to the transaction are affiliated by business relationships, or 

related by birth or marriage.  
- Owner listed on the appraisal and/or title does not match the property 

seller on the sales contract.  
- Sales contract has an unusually large earnest money deposit held by the 

property seller.  
- Unusual fees or credits are reflected on the HUD-1/Closing Disclosure.  
- Title commitment references other deeds to be recorded 

simultaneously.  
- Property seller is a corporation such as an LLC.  
- Comparable sales used in the appraisal report are properties involving 

the same seller and/or the same real estate broker as the subject 
property in an attempt to artificially inflate the market. 

ㆍ Exempt transactions include:  
- Re-sales of properties purchased by an employer or relocation agency 

in connection with an employee relocation. A relocation agency DOES 
NOT include individual real estate agents that advertise themselves 
as relocation experts and who purchase properties from persons who 
are relocating from the area.  

- Property inherited by the seller.  
- Sales of properties by state and federally charted financial 

institutions (lender or servicer), Government Sponsored Enterprises 
(e.g. Fannie Mae and Freddie Mac), U.S. Government, local or state 
agencies, or MI Companies when the property was acquired through 
foreclosure or deed in lieu of foreclosure.  

- Sales of properties acquired through a divorce settlement. 

HPML FLIPPING 
GUIDELINES 

Applies to loans exceeding the Higher Priced Mortgage Loan threshold under 
1026.35: 
ㆍ Sales within 0 – 90 days of seller’s acquisition and purchase price 

increased > 10% 
ㆍ Sales within 91 – 180 days of seller’s acquisition and purchase price 

increase > 20% an additional appraisal with an interior inspection of the 
subject property is required (borrower cannot be charged for the 2nd 
appraisal) 
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NON-HPML FLIPPING 
GUIDELINES 

Sales within 0-90 days of the seller’s acquisition 
ㆍ Properties acquired by the seller within 90 days preceding the current 

sales contract are acceptable provided the increase in the sales price is 
less than 20%. 

ㆍ Properties with a sales increase of 20% or more require either a Collateral 
Desktop Analysis (CDA) or Desk Review to support the increase in value.  
- If the value increase is due to recent renovations or improvements, 

the appraiser must supply interior photos of the renovations and 
comment on the cost of the repairs/renovations and likely 
contribution to the value increase.  

- Receipts, building permits and/or signed contracts must be 
submitted. 

Sales > 90 days of the seller’s acquisition 
ㆍ If the sales price has increased 20% or more since the most recent 

purchase, the increase must be justified.  
- If the value increase is due to recent renovations or improvements, 

the appraiser must supply interior photos of the renovations and 
comment on the cost of the repairs/renovations and likely 
contribution to the value increase.  

- Receipts, building permits and/or signed contracts must be 
submitted. 

ESCROW HOLDBACKS ㆍ Not allowed. 

SUBORDINATE FINANCING ㆍ Not allowed. 
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CREDIT AND HOUSING REQUIREMENTS 
CREDIT SCORE  ㆍ Residential Mortgage Credit Report or tri-merged in file from all three 

repositories is required 

ㆍ The representative credit score for each borrower is the median of the 
three scores (or lesser of two, if only two scores are returned); the 
representative score for the loan is that of the borrower with the lowest 
representative score 

ㆍ Each Borrower must have a minimum of 2 open tradelines (installments, 
revolving, mortgage, etc.) that have been reporting for a minimum of 12 
months. Joint accounts count as one tradeline for each borrower. 

- 1 of the 2 must be open and active within the last 12 months 

ㆍ Authorized User Accounts cannot be used to satisfy minimum trade line or 
FICO requirements. 

ㆍ A borrower not using income to qualify and showing $0 earned or is not 
employed; does not need to meet the minimum tradeline requirements 
listed above. 

HOUSING PAYMENT 
HISTORY ㆍ 0x30 in most recent 12 months on all mortgages/rentals. Rental history 

must be evidenced by canceled checks or VOR. A private VOR is allowed 
with 12 months canceled checks or bank statements to document an 
acceptable payment history. 

ㆍ All borrowers must meet the housing payment history requirement. If all 
borrowers are currently residing together and at least 1 of the borrowers 
is on the current note, then the housing payment history may be used for 
each borrower. 

ㆍ Borrowers owning their primary residence free and clear: For any time 
period where a mortgage payment was not required, proof that all 
property tax payments, hazard insurance premium payments, flood 
insurance premium payments, ground lease payments, and homeowners’ 
assessments, as applicable, have been paid on must be included in the file. 
The monthly (or annual) payments may continue to be recognized as a 
monthly housing liability. 

ㆍ Gaps in primary housing history are not allowed. 

ㆍ The borrower's credit report must be reviewed to determine the status of 
all mortgage accounts. If a borrower had previous mortgages, the lender 
does not have to independently verify the mortgage’s payment history 
provided the credit report includes a reference to the mortgage (or 
mortgages) and reflects 12 months of the most recent payment activity. 

ㆍ If adequate mortgage payment history is not included in the borrower’s 
credit report, the following must be used to verify the borrower’s 
payment history on a previous mortgage(s): 
- Loan payment history from the servicer; 
- The borrower’s canceled checks for the last 12 months; or 
- The borrower’s year-end mortgage account statement; provided the 

statement includes a payment receipt history and, if applicable, 
canceled checks for the months elapsed since the year-end mortgage 
account statement was issued. 
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HOUSING PAYMENT 
HISTORY 

ㆍ When the mortgage is a privately held mortgage and is being paid off with 
the subject loan on a refinance transaction, 12 months canceled checks or 
bank statements showing the checks have cleared, must be provided to 
document an acceptable payment history. 

ㆍ When a lender relies on standard mortgage verifications from servicers or 
holders, it must ensure that the verifications include: 

- The unpaid principal balance of the mortgage and monthly payment 
amount; 

- The present status of the mortgage, such as current, 30 days’ 
delinquent, etc.; AND 

- The borrower’s payment history 

ㆍ When a servicer fails to provide all of the requested information, the 
lender must rely on information provided through the borrower’s 
canceled checks. The checks must: 
- Be legible, 
- Identify the mortgage servicer or mortgage holder as the payee, 
- Indicate that the servicer or holder endorsed the check for deposit, 

AND Indicate the date the servicer or holder deposited the check. 

DEROGATORY HOUSING  
EVENTS 

ㆍ Bankruptcy, pre-foreclosure, foreclosure, mortgage charge-off, deed-in-
lieu, and Short Sales:  
Derogatory housing event must be complete. 24 months seasoning is 
measured from BK Dismissal/discharge date or PFC/FC/MCO/DIL/SS 
completion date to application date. If a foreclosure is included in a 
Bankruptcy, the foreclosure must be transferred out of the borrowers 
name prior to the application date, but the waiting period is measured 
from the Bankruptcy dismissal/discharge date to application date. A letter 
of explanation from the borrower is required to explain the reason for 
why the derogatory housing event occurred. 

ADDITIONAL CREDIT 
REQUIREMENTS 

ㆍ A written explanation for all inquiries within 90 days is required 
ㆍ All Judgments or liens affecting title must be paid 
ㆍ Non-title charge-offs and collections exceeding $1,000 (either individually 

or in aggregate) must be paid subject to the below additional factors. 
ㆍ Medical Collections: 

- IF the aggregate balance is < $ 2,000, the balance does not need to be 
paid off prior to close 

- IF the aggregate balance is > $2,000 but < $5,000, the borrower is not 
required to pay off the collection but is required to have a 5% 
payment included in the DTI calculation based upon the balance 
reported on the credit report. 

- IF the aggregate balance is > $5000, the borrower is required to pay 
off the collection prior to closing with proof paid provided. 

ㆍ Student Loan Collections: 
- If the aggregate balance is < $ 25,000, the borrower is not required to 

pay off the collection but is required to have a 5% payment (or actual 
payment if in payment plan) included in the DTI calculation based 
upon the balance reported on the credit report. 

ㆍ All past due accounts (other than student loan collections) must be 
brought current prior to closing. Excluding student loans and medical 
collections that meet the above parameters. 
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ADDITIONAL CREDIT 
REQUIREMENTS 

ㆍ Borrowers with a history of collection accounts are to provide a Letter of 
Explanation. 

ㆍ Disputed Tradelines 
- Unresolved disputed accounts must be removed. 
- However, unresolved disputed accounts with both a $0 balance and 

last active date greater than 24 months ago are not required to be 
removed. 

- Unresolved disputed accounts that were either active within the last 
24 months or have a balance, must have documentation in the file to 
support the dispute or the dispute must be removed. 

- Upon review of the documentation the Underwriter must determine 
if the dispute should be removed or may be allowed to remain on 
credit (such as in the case of consumer identity theft). 

ㆍ Non Traditional credit is not allowed. 
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INCOME REQUIREMENTS 
Eligible Income 

- Full income documentation is required per Appendix Q. 

- Employed Borrowers: Most Recent Paystub dated within 120 days of note 
date, but no more than 30 days prior to application date. Paystub should 
cover a minimum of 30 days. Two years W2’s are required. If a Request for 
Verification of Employment, Form 1005 is used, the file must also include 
paystubs covering a 30 day period and the most recent year’s W-2. If an 
automated verification system, such as The Work Number is utilized, then 
no paystub or W-2 is required. If the paystub does not contain YTD 
earnings, then a WVOE of employment is required. 

- Bonus or Overtime:  
- Bonus and overtime income can be used for qualifying if the income 

has been received for the past two years, and income is likely to 
continue. 

- Periods of less than two years may be acceptable, provided the 
underwriter can justify and document in writing the reason for using 
the income for qualifying purpose.  

- If either type of income shows a continual decline, the underwriter 
must document in writing a sound rationalization for including the 
income when qualifying.  

- A period of more than two years must be used in calculating the 
average overtime and bonus income if the income varies significantly 
from year to year.  

- Obtain the following documents:  
◦ A completed Form 1005 or Form 1005(S), or. 

◦ The borrower’s recent paystub and IRS W-2 forms covering the 
most recent two-year period. 

ㆍ Military Income: Military personnel may be entitled to different types of 
pay in addition to their base pay. Flight or hazard pay, rations, clothing 
allowance, quarters’ allowance, and proficiency pay are acceptable 
sources of stable income, as long as the lender can establish that the 
particular source of income will continue to be received in the future. 

ㆍ Commission Income: Commission income must be averaged over the 
previous 2 years; however, commission income that has been received for 
12 to 24 months may be considered as acceptable income, as long as the 
income will continue and sound rationale for accepting the commission 
income.  
- To qualify commission income, the following must be provided:  

◦ Copies of signed tax returns for the last two years; and  
◦ The most recent pay stub  

- Any non-reimbursed business expenses must be subtracted from the 
gross commission income. 

ㆍ Secondary Employment:  
Verification of a minimum history of two years of uninterrupted 
secondary employment income is recommended. However, income that 
has been received for a shorter period of time (no less than 12 months) 
may be considered as acceptable income, as long as there are positive 
factors to reasonably offset the shorter income history.  
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- A borrower may have a history that includes different employers, 

which is acceptable as long as income has been consistently received. 

ㆍ Seasonal Employment:  
- Verify that the borrower has worked in the same job (or the same 

line of seasonal work) for the past two years. 
- Confirm with the borrower’s employer that there is a reasonable 

expectation that the borrower will be rehired for the next season. 

ㆍ Self-employed Borrowers (sole proprietorships, corporation, “S” 
corporation/limited liability, or partnership), where borrower has >25% or 
more ownership interest, must provide the following documentation:  
- Signed, dated individual tax returns, with all applicable tax schedules 

for the most recent two years; and  
- For a corporation, “S” corporation, or partnership, signed copies of 

Federal business income tax returns for the last two years, with all 
applicable tax schedules; and  

- Full profit and loss (P&L) statement and balance sheet for current 
year to date. The previous year P&L and Balance Sheet are also 
required if the previous year’s income is not documented by 
validated personal and business income tax returns.  

- Income documents are required regardless of whether income is 
being used for qualifying purposes per Appendix Q.  

- Follow FNMA’s calculation for Self Employed borrowers. 

ㆍ Gaps in Employment (per Appendix Q): The borrower’s employment must 
be verified for the most recent two full years. Allowances can be made for 
seasonal employment, typical for the building trades and agriculture, if 
verified. 
- The end dates/start dates of any job changes within the most recent 

two full years must be verified with either paystubs, VOEs, or 
employment contracts to ensure that there are no gaps in 
employment history.  

- Any gaps in employment over one month in the past two years must 
be satisfactorily explained in writing by the borrower.  

- Multiple job gaps or frequent changes in employment in the past 24 
months should be carefully reviewed to determine if the borrower’s 
employment is stable and likely to continue.  

- If the borrowers have been employed less than two years but were 
previously in school or in the military, a copy of the diploma or 
discharge papers must be obtained. 

- If the borrower is re-entering the workforce, obtain documentation 
to support that the borrower has been at the current employment for 
a minimum of six months and documentation to show a previous 
work history. 

ㆍ In addition, Verbal Verification of Employment required for all borrowers 
and must be completed:  
- Within 10 business days prior to the closing date for employment 

income  
- Within 30 calendar days prior to the closing date for self-employment 

income (VVOE for Self Employed income should include verification 
of a phone listing and address for the borrower’s business OR 
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verification through a third party such as a CPA, regulatory agency or 
applicable licensing bureau. If contact is made verbally, the loan file 
must be documented to identify both the source of the information 
obtained and the name & title of the person who obtained the 
information. 

ㆍ 4506T/Tax Transcript Policy: 
- IRS Form 4506T is required to be signed and executed during the 

origination process, and transcript documentation for the most recent 
two years must be provided in the closed loan file. 

- For self-employed borrowers, this applies to both personal returns 
and business returns (for businesses where borrower has 25% or more 
ownership and the income from the businesses are being used for 
qualification). 

- Full 1040 tax transcripts for all years of income received must match 
W-2s and signed tax returns. 

- Form 4506T must also be signed at closing. 
- Income not used in the Qualifying Income (either as income or 

liability) should not require IRS transcripts. 

ㆍ Rental Income Calculation:  
- Rental Income derived from subject property can be used as effective 

income for both purchase and refinance transactions. Rental income 
derived from the subject property on a purchase transaction is 
allowed as long as the borrower currently owns another property. The 
following documentation is required: 
◦ New signed lease and or 
◦ Transfer of existing lease 
Rental income must be supported by a market rent analysis from 
applicable appraisal form. Underwriter must use lower of the two 
amounts for qualification 

- If the property was acquired subsequent to the most recent tax filing 
year, a signed lease agreement should be used to calculate qualifying 
rental income.  

- Rental income should be calculated using the 1040 tax return 
(Schedule E) information. 
◦ In the event rental income is reporting for only 1 year, a 12 month 

average of the rental income can be used. 
◦ If the rental property has been owned by the borrower for equal 

to or more than two years, the rental income should be calculated 
using 1040 tax return (Schedule E) information averaged for the 
last 24 months. If the rental income declined in the most recent 
tax return then a 12 month average of the prior year rental 
income should be used. 

◦ Current lease is required to be provided on each rental property. 
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Residual Income 
Requirements 

ㆍ All loans are required to be validated thru the NMSI Residual Income 
Calculator and verified with the Residual Income Table. 

ㆍ The residual income must be equal to or more than the minimum 
requirement per the Residual Income Table. Loans that fail to meet the 
minimum requirements are not eligible for loan approval. 

ㆍ Residual income is calculated per the below: 
- Add all proposed housing costs, including monthly mortgage 

payments, insurance and taxes or the monthly escrow account 
charges. Also include the estimate of monthly utility charges, such as 
electricity, water, and if applicable heating oil or natural gas. For 
estimated maintenance and utilities, multiply the square feet living 
area of the property by $0.14.  

- Add the total monthly payments that the borrower makes for car 
loans, credit cards, alimony, child support and other regularly 
recurring monthly debts.  

- Add the proposed housing costs and monthly payments together.  
- Subtract the combined total of the proposed housing costs and 

monthly payments from the monthly gross income, and, if applicable 
the spouse’s gross income. 

Ineligible Income ㆍ Asset Dissipation 
ㆍ Asset Depletion 
ㆍ Educational benefits, such as VA benefits or scholarships 
ㆍ Lump sum payments such as inheritances or lawsuit settlements (may 

be verified as assets to close) 
ㆍ Payments that are received for purchase or reimbursement of 

specified items 
ㆍ Retained earnings 
ㆍ Reverse Mortgage Loan proceeds 
ㆍ Secondary income that will continue for less than three years 
ㆍ Taxable forms of income that the borrower does not declare on 

federal income tax returns 
ㆍ Unverifiable income 
ㆍ Value of a company furnished automobile 
ㆍ Value of employment benefit packages that are not received as cash 

wages 
ㆍ Lump sum payments of lottery earnings that are not ongoing 
ㆍ Non-borrower spouse income 
ㆍ Student loans/grants 
ㆍ Allowance income (for example, an allowance received from a family 

member) 
ㆍ Stock options 
ㆍ Room and board received for the borrower’s principal residence. 
ㆍ Severance Pay 
ㆍ Trailing wage earner income 
ㆍ Projected Income 
ㆍ Marijuana Related Business (MRB) employment and income 

 



PORTFOLIO 104 MANUAL UNDERWRITING GUIDELINES   
 

 

 

 

 21 | 27 P a g e  09/18/2017 

ASSET REQUIREMENTS 
Eligible Assets 

ㆍ Full Asset Documentation is required for both funds to close and 
reserves. For all asset types, this would include all pages of the most 
recent two months statements or the most recent quarterly statement or 
Verification of Deposit. 

ㆍ Digital Verification: Assets, reserves, and down payments can be verified 
via 3rd Party Providers with asset verification ID per GSE guidelines. 
Documentation must be in the file. 

ㆍ The Down Payment must be sourced and seasoned at least 60 days 
before application date. 

ㆍ Borrower can provide an acceptable paper trail to source the funds if two 
months bank statements cannot be provided (inheritance, insurance 
settlement, lottery, legal settlement, etc.). Borrower must disclose, and 
lender must verify, all liquid and retirement assets. 

ㆍ Business accounts may be used for down payment, closing costs, and 
reserves if the borrower is 100% owner of the business. A cash flow 
analysis or a letter from the business accountant is required to confirm 
that the withdrawal will not negatively impact the business. 

ㆍ Stocks/Bonds/Mutual Funds - 70% may be used for reserves. 

ㆍ Vested Retirement Account funds – 60% may be considered for reserves, 
unless borrower is of retirement age (59 ½) at time of application. (70% 
can be used for reserves). The terms of withdrawal must show the 
borrower has access to the funds. 

ㆍ If needed to close, verification that funds have been liquidated (if 
applicable) is required. 

ㆍ Large deposits in excess of 25% of monthly qualifying income or any large 
deposit that is out of the ordinary are required to be explained and 
source documented in the file.  

Reserve Requirements Each program requires a minimum number of assets in reserve to ensure 
the borrower’s ability to repay the loan according to its terms. Months in 
reserve will be measured based on the Total Monthly Housing Payment (as 
defined herein). Refer to the Program Summaries for Reserve 
Requirements. 

Interested Party 
Contributions 

Amounts in excess of the below limits or additional cash back to the 
borrower for any contributions that exceed the actual amount of closing 
costs are considered to be sales concessions and must be treated 
accordingly (deducted from sales price when calculating LTV). 
ㆍ All LTV: Max. 6% 

Ineligible Assets ㆍ Gift and Gift of Equity 
ㆍ Grant Funds 
ㆍ Builder Profits 
ㆍ Employer Assistance Assets 
ㆍ Cash advance on credit card 
ㆍ Cash for which the source cannot be verified (cash on hand) 
ㆍ Commission from sale of subject property 
ㆍ Proceeds from an unsecured loan are ineligible assets 
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Ineligible Assets ㆍ Salary advance 
ㆍ Sweat equity (contribution to the construction or rehabilitation of a 

property in the form of labor or services rather than cash) 
ㆍ Unverifiable source of funds 
ㆍ Margined Assets listed within client accounts are not eligible as a source 

of funds or reserves. 
ㆍ Stock options and non-vested restricted stock 
ㆍ Non-vested stock 
ㆍ Reverse mortgage 
ㆍ Pension fund 
ㆍ Seller Real Estate Tax Credit 
ㆍ Foreign Assets 
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APPRAISAL REQUIREMENTS 
Appraisal Requirements Appraisal Overview: 

ㆍ Purchases: 
- One appraisal required for all loans < $1,500,000. 
- Two appraisals required for all loans > $1,500,000 

ㆍ Refinances: 
- One appraisal required for all loans < $1,000,000. 
- Two appraisals required for all loans > $1,000,000. 

Comparable Sale Requirements: 
ㆍ Appraiser must provide at least 5 comparable sales. Preferably all 

comparable sales should be closed sales. If the appraiser is unable to 
provide 5 comparable closed sales, the appraiser may use comparable 
listings or pending sales, but at a minimum 3 of the comparable sales 
must be closed sales. 

Collateral Review Requirements: 
ㆍ One-unit properties require a Collateral Desktop Analysis (CDA) ordered 

by the Lender. The CDA must be obtained from Clear Capital. If a CDA is 
not included in the loan file, NMSI will obtain one. If 2 appraisals are 
required based on the loan amount and transaction type, the CDA must 
be ordered on the lower of the 2 appraisals. 

ㆍ Two-four unit properties require a field review ordered by the Lender. If 
a field review is not included in the loan file, NMSI will obtain one. 

ㆍ Value will be assessed at the lesser of the appraised values or field 
review. If the difference of value between the appraisal and the CDA is 
within the acceptable variance tolerance percentage per the below 
waterfall, the appraised value may be utilized. 

ㆍ Investor will order an acceptable Due Diligence Report required for the 
subject property. 

ㆍ Refer to the chart below for collateral requirements 

Appraisal Requirements General Documentation Requirements: 
ㆍ The appraisal must be Appraisal Independence Requirements (AIR) 

compliant. 
ㆍ Transferred appraisals are acceptable. Refer to Transferred Appraisal. 
ㆍ Appraisals may be transmitted electronically as a PDF or XML file. The 

appraisal report must adequately identify the appraiser, include a 
reproduced signature of the appraiser whose name appears on the 
report, and the appraisal was created by the identified appraiser and is 
complete and unaltered. 

ㆍ An appraiser may use computer software programs that are designed to 
reproduce the appraisal report forms. However, the sequence of the 
information - as well as all of the specific information (including the 
instructions, entries, directions, etc.) - must be exactly as it appears on 
the March 2005 hard-copy version of the form(s). 

ㆍ The appraiser must complete the forms in a way that will clearly reflect 
the thoroughness of his or her investigation and analysis and provide the 
rationale for the opinion of market value. 

ㆍ The appraiser’s analysis should go beyond any limitations of the forms, 
with additional comments and exhibits being used if they are needed to 
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 adequately describe the subject property, document the analysis and 
valuation process, or support the appraiser’s conclusions. 

ㆍ The appraiser is required, at a minimum, to: 
- Perform a complete visual inspection of the interior and exterior 

areas of the subject property;  
- Inspect the neighborhood;  
- Inspect each of the comparable sales, at least from the street;  
- Research, verify, and analyze data from reliable public and/or private 

sources, and;  
- Report his or her analysis, opinions, and conclusions in the appraisal 

report 

ㆍ The following exhibits are required for appraisal reports based on interior 
and exterior property inspections: 
- Evaluation of the Market Conditions Addendum, FNMA Form 

1004MC/FHLMC Form 71.  
- A street map that shows the location of the subject property and of 

all comparables that the appraiser used.  
- An exterior building sketch of the improvements that indicates the 

dimensions. (For a unit in a condominium or cooperative project, the 
sketch of the unit must indicate interior perimeter unit dimensions 
rather than exterior building dimensions.) Generally, the appraiser 
also must include calculations to show how he or she arrived at the 
estimate for gross living area; however, for a unit in a condominium 
or cooperative project, the appraiser may rely on the dimensions and 
estimate for gross living area that are shown on the plat. In such 
cases, the appraiser does not need to provide a sketch of the unit as 
long as he or she includes a copy of the plat with the appraisal report. 
A floor plan sketch that indicates the dimensions is required instead 
of the exterior building or unit sketch if the floor plan is atypical or 
functionally obsolete, thus limiting the market appeal for the 
property in comparison to competitive properties in the 
neighborhood.  

- Clear, descriptive interior photographs that, at a minimum, include 
the main living areas, including bedrooms, bathrooms, kitchen, rec 
rooms, any/all recent updates, such as restoration, remodeling, 
renovation, if present, all deferred maintenance, unfinished repairs 

or adverse condition. Photos are required for all Real Property 
including outbuildings and structures, pools, spa, etc. 

- Clear, descriptive photographs (either in black and white or color) 
that show the front, back, and a street scene of the subject property, 
and that are appropriately identified. (Photographs must be originals 
that are produced either by photography or electronic imaging.) 

- Clear, descriptive photographs (either in black and white or color) that 
show the front of each comparable sale and that are appropriately 
identified. (NMSI requires ALL photos to be current and taken by the 
approved appraiser, (comparable sales, listings and comparable 
rentals). MLS photos can only be used to exhibit the condition of the 
comp at the time of sale (if dated sale) but NOT as a replacement for a 
recent photograph taken by the appraiser.  
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If there is no access to the dwelling (cannot be seen from the street), 
please include a photo of the mail box or driveway in addition to the 
MLS photo.  

- The following additional forms, if applicable: Appraisal Update and/or 
Completion Report; Operating Income Statement; Single-Family 
Comparable Rent Schedule.  

- Any other data - as an attachment or addendum to the appraisal 
report form - that is necessary to provide an adequately supported 
opinion of market value. 

ㆍ Each of the appraisal (or property inspection) report forms includes an 
appraiser’s certification (and, if applicable, a supervisory appraiser’s 
certification) and a statement of assumptions and limiting conditions. 
The appraiser may not make a change or a deletion to the appraiser’s 
certifications, although he or she may make additional certifications on a 
separate page or form. Acceptable additional certifications might include 
those required by state law, those related to the appraiser’s continuing 
education or membership in an appraisal organization, or those related 
to the appraiser’s compliance with privacy laws and regulations in the 
development, reporting, and storage of an appraisal and the information 
on which it is based. (An appraiser may not add additional limiting 
conditions.) The underwriter is responsible for reviewing any additional 
certifications made by an appraiser to ensure that they do not conflict 
with any of the agency policies or with the standard certifications on the 
various appraisal forms. 

ㆍ The appraiser’s certification # 23 is an acknowledgment that certain 
parties to a mortgage finance transaction, other than the lender/client 
and/or intended user, often rely on the appraisal report. If an appraisal 
contains additional notices or statements that conflict with certification 
# 23, the appraisal may not be accepted. 

Age of Appraisal ㆍ The appraisal report must not be more than 12 months old on the note 
date of the subsequent transaction. When an appraisal report will be 
more than 180 days old on the date of the note (regardless of whether 
the property was appraised as proposed or existing construction), then 
the appraiser must inspect the exterior of the property and review 
current market data using FNMA Form 1004D/FHLMC Form 442, to 
determine whether the property has declined in value since the date of 
the original appraisal.  
- At a minimum, when completing the Appraisal Update portion of 

the report, a photograph of the front of the subject property must 
be included. 

- If the appraiser indicates that he or she believes that the property 
has declined in value, a new appraisal must be obtained.  

- If the appraiser indicates that he or she believes that the property 
has not declined in value, the appraiser must provide an update to 
the appraisal, based on his or her exterior inspection of the 
property and knowledge of current market conditions.  

- The inspection and the appraisal update must occur within the 90 
days that precede the date of the note. 



PORTFOLIO 104 MANUAL UNDERWRITING GUIDELINES   
 

 

 

 

 26 | 27 P a g e  09/18/2017 

Uniform Residential 
Appraisal Report –  
FNMA Form 1004/FHLMC 
Form 70 

ㆍ The Uniform Residential Appraisal Report is used to appraise one-unit 
properties and units in planned unit developments (including those that 
have an illegal second unit or accessory apartment) based on interior and 
exterior property inspections. 

ㆍ In addition, appraisals for units in condominium projects that consist 
solely of detached dwellings may be documented on this form, if the 
appraiser includes an adequate description of the project and 
information about the owners’ association fees and the quality of the 
project maintenance. 

Individual Condominium 
Unit Appraisal Report - 
FNMA Form 1073/FHLMC 
Form 465 

ㆍ The Individual Condominium Unit Appraisal Report is used to appraise 
one-unit properties in condominium projects based on interior and 
exterior property inspections. 

ㆍ If the project is a new project, a newly converted project, or in an area 
where the property seller owns a substantial number of units, at least 2 
of the comps must be outside the influence of the developer, builder, or 
property seller. Re-sales from within the subject property may be used to 
meet this requirement. When comps from outside the project are used, 
they must also be outside the influence of the subject property’s 
developer, builder, or property seller 

Small Residential Income 
Property Appraisal Report - 
FNMA Form 1025/FHLMC 
Form 72 

ㆍ The Small Residential Income Property Appraisal Report is used to 
appraise two-unit to four-unit properties (including two-unit to four-unit 
properties in PUD, condominium or cooperative projects) based on 
interior and exterior property inspections. 

ㆍ When rental income from the 2-4 unit subject property is being used to 
qualify the borrower, a Small Residential Income Property Appraisal 
Report must be used to support the income-earning potential of the 
property. 

Transferred Appraisal Transferred Appraisals are allowed per the following guidelines: 
ㆍ Appraisal Report PDF 1st generation 
ㆍ Appraisal Independence Requirements (AIR) Certification 
ㆍ Paid Invoice 
ㆍ Successful Uniform Collateral Data Portal (UCDP) Fannie & Freddie 

Submission Summary Report (SSR) 
ㆍ Appraiser License if not within appraisal report 
ㆍ Transfer letter authorizing NMSI 
ㆍ Appraisal will not be in NMSI 
ㆍ Note: Corrections/Addendums are not allowed to the original appraisal. If 

supplemental reports require corrections/addendums to the original 
appraisal, then a new full appraisal report will be ordered and must 
follow the guidelines in the collateral requirements as addressed in the 
Appraisal Analysis Chapter. 

Declining Market 
Adjustment 

If appraiser denotes declining market, reduce LTV by 5% from maximum 
financing limits. 
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COLLATERAL REQUIREMENTS 
Screening  
Criteria 

Initial  
Review 
Type 

CDA  
Recommends  
Field Review 

Variance <= 65.00% 65.01 - 75.00% 75.01 - 80.00% 

1 Unit CDA No No Variance Approve Approve Approve 

> 0% and < 5% Approve Approve Review and  
Approve CDA 

>= 5% and < 8% Approve Review and  
Approve CDA 

Subsequent 
Field Review 
Required 

>= 8% or  
Indeterminate 

Subsequent 
Field Review 
Required 

Subsequent 
Field Review 
Required 

Subsequent 
Field Review 
Required 

Yes No Variance Approve Approve Approve 

> 0% and < 5% Approve Review and  
Approve CDA 

Review and  
Approve CDA 

>= 5% and < 8% Review and  
Approve CDA 

Review and 
Approve CDA 

Subsequent 
Field Review 
Required 

>= 8% or  
Indeterminate 

Subsequent 
Field Review 
Required 

Subsequent 
Field Review 
Required 

Subsequent 
Field Review 
Required 

2-4 Units Field Review N/A N/A Default to 
Field Review 

Default to 
Field Review 

Default to 
Field Review 

Field Review Variance Threshold 8% 8% 5% 

 


