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UNDERWRITING
These guidelines describe AAA Lendings’s underwriting requirements for one-to-four family non-agency
mortgages. The guidelines are designed to establish and implement sound underwriting criteria, as well as to
serve as a reference tool in tandem with the product descriptions. Please refer to our productdescriptions
for specific program criteria, which may vary from the following requirements. Our full range of product
descriptions is available to our customers at https://www.wholesaleaaalendings.com/.

AAA Lendings reserves the right to reject any loan, regardless of the AUS response when applicable. AAA
Lendings will evaluate all aspects of the loan file, including but not limited to, LTV/CLTV, debt-to-income ratios,
program parameters, reserves, credit, property type and value. Although no one area of a particular loanmay
be weak enough to merit a denial, a compilation of several weak areas with no or limited strength to
compensate can be sufficient to deny.

All loans will be underwritten by AAA Lendings underwriters. Delegated underwriting is not allowed. Jumbo
loans are fully manually underwritten unless the product description requires a DU response.

All Non-Agency products, including Jumbo Construction products, may be subject to management reviewprior
to a clear to close.

ABILITY TO REPAY (ATR)
Prior to consummation, the underwriter must make a reasonable and good faith determination of the
consumer’s ability to repay the loan. This determination must be based on a consideration of the
consumer’s current or reasonably expected income, debt obligations, and assets (other than the value of
the subject property) so that a monthly debt-to-income ratio or a monthly residual income amount, as
appropriate, can be calculated.

The underwriter must verify the consumer’s current income, debt obligations, and assets using themore
restrictive of the AAA Lendings Elite Jumbo Underwriting Guidelines or by the AutomatedUnderwriting
System Desktop Underwriter, when applicable per the product description. This verification must occurby
utilizing third-party records that provide reasonably reliable evidence of the consumer’s income, debt
obligations and assets.

Recurring Obligations include, but not limited to the following:
 All installment loans
 Revolving charge accounts
 Real estate loans – including the new loan (PITIA)
 Alimony
 Child support
 Other continuing obligation

ATR DOCUMENTATIONREQUIREMENTS
Documentation must be retained in file to demonstrate the reasonable determination of theconsumer’s
ability to repay the loan. The verification must reflect, at minimum the current income and debt
obligations considered in the ability-to-repay determination.
 For Products requiring DU, the most recent response feedback prior to the Note date must be

retained in file.
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 A copy of a Transmittal Summary (1008 or other equivalent) must be retained in file along with any
applicable income worksheets used in the determination of the qualifying income.

All documentation submitted with the loan file is subject to review and may be considered during
underwriting for qualification purposes regardless of the minimum documentation requirements addressed
within these guidelines.

COMPLIANCE WITH LAWS/REGULATIONS
These guidelines are intended to be consistent with all applicable legal and regulatory requirements
regarding their subject matter.

AAA Lendings is committed to the fair and equal evaluation of credit applications. Discrimination basedon
the basis of the following factors is prohibited and will not be tolerated: race, color, religion, national origin,
sex, marital status, family status, age (provided the applicant has the capacity to contract), disability status,
sexual orientation, the fact that all or part of an applicant’s income derives from any public assistance
program or the fact that the applicant has in good faith exercised any right under the Consumer Credit
Protection Act (including Truth-in-Lending, Equal Credit Opportunity, Fair Housing Act, Fair Credit
Reporting, Fair Debt Collection Practices and Consumer Leasing Acts.)

LOAN DISCLOSURES/LOAN SUBMISSIONS
The addition or deletion of a borrower, a program change or a loan parameter change (loan amount, LTV,
etc.) does not require an existing non-closed loan to be re-registered.

LOAN INTEGRITY
It is the responsibility of AAA Lendings to protect borrowers, our own company, investors, and insurers
from becoming victim to mortgage fraud. Mortgage fraud is generally categorized as one of the following:
fraud for housing, fraud for profit, or fraud for criminal enterprise. While the presence of one or more red
flags in a file does not necessarily mean that there is fraudulent intent by parties involved in the transaction,
red flags indicating a material misstatement, misrepresentation, or omission of information in relation to a
mortgage loan, relied upon by AAA Lendings to meet the guidelines, must be addressed accordingly
during the origination process.

SEGREGATION OF DUTIES
The person who originates the loan application cannot be the person making the credit decision.
Applications will be taken by authorized personnel or via online banking. All credit decisions will bemade
by the Underwriting Department.

U.S. TERRITORIES
AAA Lendings does not currently lend on properties located in the following U.S. Territories: Guam,Puerto
Rico, American Samoa and Northern Mariana Islands.

HIGH-COST LOANS AND HIGHER PRICED MORTGAGELOANS
High-cost loans (Section 32) as defined by applicable state and/or local regulations and higher priced
mortgage loans are not permitted.
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PREPAYMENT PENALTY
None

TEMPORARY BUYDOWNS
Not eligible

PRIVATE TRANSFER FEE COVENANTS
AAA Lendings will not purchase any loans where the property is encumbered by a Private Transfer Fee
(PTF) if those covenants were created on or after February 8, 2011. If the purchase agreement or if
Schedule B of the title commitment has a PTF, the loan is not eligible if the PTF was created on or after
February 8, 2011.

PRIVATE MORTGAGE INSURANCE
Mortgage insurance providers may have additional restrictions not listed within this document. Due to rapid
changes within the industry, please refer to each mortgage insurance company's website for completedetails.

The handling of MI coverage for purchase transactions with a property address in the state of New Yorkare
handled differently than the rest of the country. The rule for loans with a property address in the state ofNew
York is as follows:

Policy for Determining If Mortgage Insurance is Required inNY

Property Type Loan Purpose Policy

SFR, 2 to 4-Unit, Condo and
PUD

Purchase and all
refinance transactions

The appraised value is used to determine if mortgage
insurance is required.

Co-op Purchase The sales price is used to determine if mortgage insurance
is required.

Co-op Refinance The appraised value is used to determine if mortgage
insurance is required.

Policy for Determining the Level of Mortgage Insurance Coverage inNY

Property Type Policy

LTV ratio based on the lower of
the sales price or appraised
value (standard LTV ratio
calculation) for all property types

Irrespective of the use of appraised value or sales price for determiningwhether
mortgage insurance is required, the standard LTV ratio calculation must be usedto
determine the level of mortgage insurance coverage that is required.

BORROWER ELIGIBILITY
ELIGIBLE BORROWERS
A borrower is any individual credit applicant(s) whose credit is used for qualifying purposes to meet loan
eligibility requirements.

 All borrower must have a social security number.
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o In the event of social security number discrepancies, Social Security NumberVerification,
Form SSA89 results may be required.

 US Citizens
 Lawful Permanent and Non-Permanent Resident Aliens, see below
 The borrower must have reached the age at which the mortgage note can be legally enforced in the

jurisdiction in which the property is located. There is no maximum age limit for a borrower. All
applicants are evaluated on their ability to meet our underwriting guidelines.

RESIDENT AND IMMIGRATIONREQUIREMENTS
PERMANENT RESIDENT ALIEN
A permanent resident alien (immigrant) is an individual who is lawfully accorded the privilege of residing
permanently in the United States. Permanent Resident Aliens must be employed in the U.S. for the last
12 months and document lawful residency as follows:

Documentation and Expiration
Permanent Resident Alien status must be documented with a copy of the borrower(s)’ green
card.
 Conditional 2-year green card- borrower must provide evidence of petition for permanent

resident status if the card is expiring within 90 days of the application.
 Permanent green card with 10-year renewal- If the green card contains an expiration date,

and will expire within 6 months of the application, the borrower must provide evidence of
filing an I-90 form to replace the card. Note: an expired 10-year green card does not, in
itself, impact the borrower’s status to lawfully reside in the United States.

Refugees and Asylum Status
Refugees and others seeking political asylum, who are immigrating to and seeking permanent
residency in the United States, are classified under the permanent resident alien status. The INS
has special immigration programs that enable these individuals to seek and accept employment
while they are in the process of obtaining their permanent resident alien status, which generallywill
take from 2 to 3 years.

Documentation and Expiration
 Refugees and asylees may provide valid form I-94 with the indicator of refugee or asylum

admission status and copy of EAD card showing classification of A03 through A05.
 Refugee and Asylum status- If an EAD card expiration is within 6 months of the application

the borrower must show evidence they have applied for an extension

DACA Status
For borrower’s with DACA, a work status that is under a deferred action, an unexpired employment
authorization status (EAD Card C33) is required.

Citizens of U.S. Territories
For Citizens of Micronesia, Marshall Islands or Palau, an unexpired employment authorization
status (EAD Card A08) is required
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NON-PERMANENT RESIDENTALIEN
Due to the inability to compel payment or seek judgment, transactions with individuals with diplomatic
immunity who are not subject to United States jurisdiction are not eligible. Non-PermanentResident
Aliens must be employed in the U.S. for the last 24 months and document lawful residency as follows:

Documentation and Expiration
All nonpermanent resident alien borrower(s) must verify they are legally present in theUnited
States with a copy of one of the following:
 VISA

o If expiration is within 6 months of the loan application and the borrower has not
changed employers, a copy of the employer’s letter of sponsorship for visa renewal
must be provided.

o If Visa has expired, a valid USCIS Form I-797 confirming submitted application to
renew.

 EAD Card
o If expiration is within 6 months of the application the borrower must show evidence

they have applied for an extension or provide letter from the employer indicating they
will continue to sponsor their employment

 For residents of Canada or Mexico, H1-B status stamped on an unexpired passport
 For borrowers with income being used for qualification, see below for eligible VISA

classifications.

VISA Eligibility for Borrower’s with Income forQualification

Borrowers with any source of income being used for qualification must have one of the followingVISA
classifications and submit the appropriate documentation to support they are legally able to work within the
United States.
 Some VISAs automatically grant work authorization and an EAD will not be issued.
 For certain VISA classes, spouses and dependents must be issued an EAD to work within theU.S.
 When an EAD is provided it must be associated with one of the acceptable VISA classes notesbelow.
 Refer to uscis.gov for the further guidance on associated VISA and EAD categories.
VISA Series Acceptable VISA Class Description

A Series A-1, A-2 and A-3

Must document that the
borrower does not have
diplomatic immunity.

Diplomat and foreign government official such as an
ambassador, consular officer or other top government
official, spouse, dependents and employees of a
diplomat or official. A-2 can also classify as lower ranked
foreign government employees.

EAD class C01 issued to dependents.

E Series E-1, E-2, E-3, E3D Trade Treaty. International trader or investor, spouse and
dependents. Employer Sponsored

EAD class A17 issued to spouse.
EAD class C02 may also be issued to dependents.

G Series G-1, G-2, G-3, G-4, and G-5

Must document that the
borrower does not have
diplomatic immunity.

Employees of International Organizations and NATO.
Internationally recognized staff, spouse and dependents

EAD class C04 issued to spouse and dependents
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H Series H-1B, H-1B1, H-1B2, H-1B3,
H-1C, and H-4

Temporary Work VISA. An individual who is in the U.S.
performing services of a professional nature in a specific
position for a sponsoring employer

EAD class C26 issued to spouse
I Series I Foreign media representatives

K Series K-1 and K-3 Finance or spouse of U.S. Citizen

EAD class A06 issued to fiancé(e) or dependent of K-1.
EAD class A09 issued to spouse or dependent of K-3

L Series L-1A, L-1B, L-2 Temporary Work VISA. Intracompany transfer of an
executive or an employee with specialized knowledge,
spouse and dependents

EAD Class A18 issued to spouses
NATO NATO statuses 1 through 7

Must document that the
borrower does not have
diplomatic immunity.

Employees of International Organizations and NATO.
Representative of member state to NATO, officials of
NATO, support staff, spouse and dependents

EAD class C07 issued to dependents
O Series O-1 and O-2 An individual who possesses extraordinary ability in the

sciences, arts, education, business, or athletics, or who
has a demonstrated record of extraordinary achievement
in the motion picture or television industry and has been
recognized nationally or internationally for those
achievements. Employer Sponsored.

R Series R-1 Religious Workers. Employer Sponsored

TN TN Nonimmigrant NAFTA Professional visa (only issued to
citizens of Canada and Mexico) Employer sponsored

PRESENT ADDRESS
The borrower’s present address must be within the U.S. territories, or an Army Post Office (APO),Fleet
Post Office (FPO) or Diplomatic Post Office (DPO) military address.

INELIGIBLE BORROWERS
 Non-Resident Aliens
 Foreign Nationals
 Borrowers with diplomatic status
 Guardianships
 LLCs, Corporations or Partnerships
 Non-Occupant Co-Borrowers, unless product allows
 Borrower(s) with any ownership in a business that is federally prohibited, regardless if the income is

not being considered for qualifying, will be considered an ineligible borrower.

AAA LENDINGS CONCENTRATION LIMIT OF MULTIPLE LOANS TO THE SAMEBORROWER
 If a borrower is applying for more than one loan through AAA Lendings, all loans must be submitted

to Underwriting at the same time and each loan must reference the other loan(s).
 AAA Lendings will not approve or close more than 10 loans to any one borrower with an aggregate

loan amount total of no more than $4,000,000. When determining if the limit has been met, new loan
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submissions for a borrower must take into consideration any of that borrower’s outstanding loans with
AAA Lendings that are:

o Non-closed
o Closed and currently serviced by AAA Lendings; and/or
o Closed but the servicing rights have been sold within the last 24 months

NUMBER OF BORROWERS
The maximum number of borrowers on a loan transaction is limited to four.

NUMBER OF FINANCED PROPERTIES
Unless otherwise specified under the product description, the maximum number of financed residential
properties is limited to 4 regardless of the transaction type.

 The number of financed properties, defined as borrower(s) personally obligated on Note, is
combined for all borrowers on the loan to determine the total number of financed properties,
regardless of whether the borrowers are married. It is not acceptable to calculate the total number
of financed properties by each individual borrower.

 Refer to Product Description for additional reserve requirements pertaining to additional financed
properties.

PROPERTY TYPES
ELIGIBLE PROPERTY TYPES

 1 to 4-unit properties
 Detached Condos
 Low, mid and high-rise condos (Must be FNMA warrantable)
 Planned unit development (PUD)
 Leaseholds
 Properties with up to 20 acres (total property acreage must be included on appraisal)

o For properties >10 to 20 acres
 Maximum 35% land to value
 No income producing attributes

OCCUPANCY
Please refer to the product description for eligible occupancy types. AAA Lendings, at its discretion, may
determine the occupancy based on its current and best use. Properties occupied by a party(ies) other than
the borrower(s) will be considered an investment property.

Inconsistencies in the loan file that raise questions about the authenticity of the proposed occupancystatus
as disclosed must be addressed to validate loan integrity. Examples may include but not limited to a
borrower is downsizing to the new home in terms of square-footage, number of rooms, property, disposition
of borrower’s current principal residence, significant or unrealistic commuting distance, close proximity
between subject property and current primary residence.

Applications for an owner-occupied transaction after closing on a previous owner-occupied transactionwith
AAA Lendings on a different property within the last 12 months are not eligible. This guideline will not apply
if the previous subject property has been or will be sold or has been refinanced as a non-owner-occupied
residence. For owner occupied transactions, the borrower warrants they will occupy the property for at
least 12 months.
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PRIMARY RESIDENCE
The residential property physically occupied by the borrower(s) as owner(s) as their principal home
domicile.

SECOND HOMES
Second Homes must meet the following criteria:
 Must be located a reasonable distance away from the borrower’s principal residence
 Restricted to 1-unit dwellings
 Must be suitable for year-round occupancy
 Must not be subject to any timeshare arrangement or other shared ownership agreement
 Property may be rented out on a short-term basis provided the following requirements are met:

o The borrower must keep the subject property available for personal use for more than half of
calendar year

o The property is not subject to rental pools or agreements that require the borrower to rent,
give a management company or entity control over occupancy of the property or involve
revenue sharing between owner and developer or another party. Underwriting validation
must be completed to confirm (e.g. property cannot be listed on a rental property
management site such as Airbnb.com, tax returns do not indicate payments to a
management company which controls occupancy)

o Rental income from the subject property may not be used

PROPERTIES SUBJECT TO OIL AND/OR GAS LEASES
The following requirement must be met:

 Title endorsement providing coverage to the lender against damage to existing improvements
resulting from the exercise of the right to use the surface of the land which is subject to an oil and/or
gas lease.

 No active drilling.
 No lease executed after the home construction date (re-recording date of lease after home

construction is permitted).
 Must be connected to public water.
 The appraiser would also need to address if there are any marketability issues associated to the

presence of the oil/gas lease.
 Title endorsement T19 (TX Only).

COOPERATIVE PROPERTIES
Refer to Eligible Property Types under the product descriptions to determine Coop eligibility with the
restrictions as follows:

 Must be located in one of the five boroughs of New York:
o Bronx
o Brooklyn
o Manhattan
o Queens
o Staten Island

 Must meet FNMA Cooperative eligibility requirements. The following restrictions applying to
Non-Agency Cooperative properties:

o Leaseholds are not eligible
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o The sponsor may own more than 20% of the stock or shares in the corporation and the
related occupancy rights provided that any such stock or share ownership above the20%
limitation pertains to units that are subject to statutory rent regulations that limit the
sponsor’s ability to sell his or her ownership interest in such shares or stocks.

 Each cooperative project must be reviewed and approved by AAA Lendings’s project review
department.

PLANNED UNIT DEVELOPMENT
 The individual unit owners own or have a leasehold interest in a parcel of land improved with a

dwelling. This ownership is not in common with other unit owners.
 The development is administered by a homeowners’ association that owns or has a leasehold

interest in and is obligated to maintain property and improvements within the development, i.e.,
greenbelts, recreation facilities, and parking areas, for the common use and benefit of the unit
owners.

 The unit owners have an automatic, non-severable interest in the homeowners’ association and pay
mandatory assessments.

 Zoning is not a basis for classifying a project or subdivision as a PUD.
 Cannot be an ineligible project. Please refer to the Agency CondominiumGuidelines.
 For the purposes of these guidelines, a condominium is not considered a PUD. If a condominium

unit is located in a PUD, the lender must comply with all condominium requirements andwarranties.
If the PUD unit or any PUD common property is on a leasehold estate, the project must complywith
leasehold estate requirements.

WARRANTABLE CONDOMINIUMS
 FNMA Types R, S and T (Type R & S eligible with CPM, Type T with PERS or FannieMae

approval)
 2 to 4-unit projects are subject to FNMA requirements
 Detached Condos
 Each condominium project must be reviewed and approved by AAA Lendings’s Condo

Review Department.
 Limited review is not eligible.
 Please refer the Agency Condominium Guidelines for project eligibility.

NEW CONSTRUCTION
All new construction property loans must have a Certificate of Occupancy or equivalent document issued
by the local municipality.

INELIGIBLE PROPERTY TYPES
 Properties in C5 or C6 conditions or QC 6 quality
 Manufactured/Mobile homes (single or double-wide)
 Units in Transient Housing Condo or Cooperative projects, (e.g. Condo-hotels)
 Unique properties, including but not limited to non-traditional property types such as:

o barndominiums,
o berm earth houses,
o geodesic domes,
o container homes
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 Properties without utilities and/or utilities not meeting community standards (e.g. off-grid homes)
 Properties that are not suitable for year-round occupancy regardless of location
 Log homes
 Mixed-use properties and properties converted to commercial/business use, including but not

limited to:
o Boarding Houses
o Group Homes
o Bed and Breakfasts
o Daycares
o Beauty/Barber Shops
o Doctor offices

 Income producing properties with acreage, including but not limited to:
o working farms,
o ranches
o orchards

 Model home leaseback to builder
 Properties located on Native America Tribal Land
 Properties in Lava Zones 1 and 2
 Properties with evidence of activities that are federally, state, or locally prohibited (e.g.marijuana

growth, processing, etc.) are ineligible. Property alterations cannot be made to achieve collateral
eligibility.

 See Environmental Hazard properties for additional limitations.

POWER OF ATTORNEY
A Power of Attorney (POA) is a legal document giving one-person (described as the agent or attorney-in-fact)
power to legally bind the borrower enacting the POA to the mortgage transaction.

Eligible Loan Purpose Purchase and Rate-and-Term Refinance only. Cash-out transactions are not eligible.

Note: POAs are not eligible for loans classified as TX 50(a)(6) liens.

Power of Attorney

 Must be specific to the transaction referencing the property address, unless the
POA is a Military Durable POA.

 Signatures on the POA must match signatures in the file to AAA
Lendings’s satisfaction (may not be eSigned).

 POA must be notarized.
 The POA must executed by the borrower prior to its use by the agent.

Application

The application and Purchase Agreement (if applicable) must be signed by allparties
of the loan.

A POA may sign the initial application only when the borrower is on militaryservice
servicing outside the U.S. or deployed on a U.S. vessel, as long as the POA
expressly states the intent to secure a loan on the subject property.

Eligible Agent/
Attorney in Fact

Family member of the borrower.

Title The title policy must not make any exceptions to the use of a POA.

AAA Lendings
Secondary
Financing

The use of a POA under a AAA Lendings concurrent secondary lien (e.g.
HELOC) is eligible when approved under the concurrent first lienmortgage.
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ELIGIBLE TRANSACTION TYPES ANDTERMS
PURCHASE LOANS
The purchase contract must be executed between the seller(s) and the borrowers as buyers (assignment
of contract is not permitted). LTV/CLTV/HCLTV is based on the lesser of the current appraised value or
acquisition cost.

NON-ARMS-LENGTHTRANSACTIONS
Any purchase transaction where there is a relationship or business affiliation between the buyer, seller,
real estate agent, or originator in the transaction is considered non-arms-length. Non-arms-length
transactions also include, but are not limited to:
 Applicants related by blood or marriage to the seller
 Owners, employees or family members of originating broker.
 Fiancé, fiancée, or domestic partner
 Employer or business partner
 Renters buying from landlord
 Trading properties with seller
 Builder/developer
 Seller purchased subject property on behalf of the buyer (e.g. cash-offer programs)

Non-arms-length transactions are not eligible unless specifically permitted below.

Eligible Non-Arms-Length Transaction Types
 Property sellers are representing themselves as agent in real estate transaction
 Relative of the borrower acting as the buyer’s real estate agent
 Relative of the property seller acting as the seller’s real estate agent
 Borrower acting as their own real estate agent
 Originating lender may submit employee loans
 For approved AAA Lendings builder owned mortgage companies it is acceptable when

the builder is the property seller.
 Renters buying from landlord when a 12 months of satisfactory payment history from

borrower to landlord can be documented with one of the following:
o 12 months cancelled checks
o ACH withdraw from borrower’s account
o VOR (not acceptable if private party)

PERSONAL PROPERTY
 Any personal property transferred with a property sale must be deemed to have zero transfer value

as indicated by the sales contract and appraisal.
 If any value is associated with the personal property, the sales price and the appraised valuemust

be reduced by the personal property value for purposes of calculating the LTV/CLTV/HCLTV.

FINANCINGCONCESSIONS
 Interested party contributions include funds contributed by the property seller, builder, real estate

agent/broker, mortgage lender or their affiliates and/or any other party with an interest in the real
estate transaction. The following restrictions for interested party contributions apply:

o May only be used for closing costs and prepaid expenses and may not be used for down
payment or reserves
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o Funds contributed by the lender from premium pricing are not considered to be contributions
and may be used toward closing costs only.

SALES CONCESSIONS
 All seller concessions must be addressed in the sales contract, appraisal and CD. A seller

concession is defined as any interested party contribution beyond the stated limits (as shown in the
prior section, financing concessions) or any amounts not being used for closing costs or prepaid
expenses.

 If a seller concession is present, both the appraised value and the sales price must be reducedby
the concession amount for the purposes of calculation LTV/CLTV/HCLTV.

 In cases where the appraisal does not clearly and adequately reflect the presence and effect of any
financing and/or sales concessions, the underwriter must make a downward adjustment to the
appraised value of the Mortgaged Property to reflect the cost of the contribution. The revised LTV is
based on the lesser of the appraised value or reduced sales price.

UNDISCLOSED SELLERCONTRIBUTIONS
Some seller contributions, such as moving expenses, payment of various fees on the borrower’s behalf,
silent second mortgages held by the property seller, principal and interest (P&I) abatements and other
contributions not disclosed on the Closing Disclosure are often given to home buyers outside of loan
closing. These undisclosed contributions tend to reduce the effective sales price of a property;
therefore, they may compromise the LTV ratio for a mortgage. Consequently, a mortgage with
undisclosed seller contributions is not eligible.

INTERESTED PARTYCONTRIBUTIONS
Please refer to the applicable product description for restrictions.

SHORT SALE FEES PAID BY THE BORROWER
Borrowers may pay additional fees or payments in connection with acquiring a property that is a pre-
foreclosure or short sale that are typically the responsibility of the seller or another party. Any fees that
do not represent a common and customary charge must be treated as a sales concession if any portion
is reimbursed by an interested party to the transaction. Examples of additional fees or payments
include, but are not limited to the following:
 Short sale processing fees, also referred to as short sale negotiation fees, buyer discount fees,

short sale buyer fees. This fee does not represent a common and customary charge and therefore
must be treated as a sales concession if any portion is reimbursed by an interested party to the
transaction;

 Payment to a subordinate lien holder. This fee does not represent a common and customary charge
and therefore must be treated as a sales concession if any portion is reimbursed by an interested
party to the transaction; and

 Payment of delinquent taxes or delinquent HOA fees.

The following documents will be required:
 Purchase agreement must disclose all fees and/or payment associated to the short sale that the

borrower has agreed to pay
 Copy of the Short Sale Approval Letter
 Closing Disclosure must include all short sale fees and payments paid by the borrower.
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CONTINUITY OF OBLIGATION FOR REFINANCETRANSACTIONS
When at least one (1) borrower on the existing mortgage is also a borrower on the new refinance
transaction, continuity of obligation requirements has been met. If continuity of obligation is not met, the
following permissible exceptions are allowed for the new refinance to be eligible:

 The borrower has been on title for at least 12 months but is not obligated on the existingmortgage
that is being refinanced and has been making the mortgage payments (including any secondary
financing) for the most recent 12 month.

 The borrower on the refinance inherited or was legally awarded the property by a court in the case
of divorce, separation or dissolution of a domestic partnership.

 The borrower on the new refinance transaction has been added to title through a transfer froma
trust, LLC or partnership. The following requirements apply:

o Borrower must have been a beneficiary/creator (trust) or 25% or more owner of the LLCor
partnership prior to the transfer.

o The transferring entity and/or borrower has had a consecutive ownership (on title) for at
least the most recent 6 months prior to the disbursement of the new loan.

o Transfer of ownership from a Corporation to an individual does not meet the continuity of
obligation requirement.

RATE-AND-TERM REFINANCE LOANS
 Refer to Continuity of Obligation section for additional requirements.
 The new loan amount is limited to payoff the current first lien mortgage, any seasoned non-first lien

mortgages, seasoned solar financing, closing costs and prepaids:
o If the first mortgage is a HELOC, evidence it was a purchase money HELOC or it is a

seasoned HELOC that has been in place for 12 months. In addition, the total draws cannot
exceed $2000 in the most recent 12 months.

o A seasoned non-first lien mortgage is a purchase money mortgage or a mortgage that has
been in place for 12 months.
 A seasoned equity line is defined as not having draws totaling over $2000 in the

most recent 12 months. Withdrawal activity must be documented with a transaction
history.

o A seasoned PACE or solar financed loan against the subject property that has been in place
for at least 12 months.

o Cash to borrower is limited to the lesser of 2% of the principal amount of the newmortgage
or $2,000.

 Properties currently listed for sale (at the time of application) are not eligible for refinance
transactions.

 Properties listed for sale within 6 months of the application date are acceptable if the following
requirements are met.

o Rate-and-Term refinance only
o Primary and second homes only
o Documentation provided to show cancellation of listing
o Acceptable letter of explanation from the borrower detailing the rationale for cancelling the

listing.
 Construction loans are not eligible
 If borrower has less than 6 months ownership in the property (defined as prior Note date to subject

Note date), LTV/CLTV/HCLTV is calculated from the lesser of the purchase price or appraised
value, with the exception of the below circumstances:
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o Properties where capital improvements have been made after purchase, the
LTV/CLTV/HCLTV can be based on the lesser of the current appraised value or the
purchase price plus documented improvements (file must contain receipts).

o In the case of an inherited property, the appraised value may be used to determine the
LTV/CLTV/HCLTV.

 If the borrower has owned the property for more than 6 months (defined as prior Note date to
subject Note date), the LTV/CLTV/HCLTV is based on the appraised value.

DELAYED FINANCING
Defined as the refinance of a property purchased by the borrower for cash within 6 months of loan
application. Transaction is eligible if it meets the following criteria:
 Property was purchased by borrower for cash within 6 months of the loan application.
 HUD-1/CD from purchase reflecting no financing obtained for the purchase of the property.
 Preliminary title reflects the borrower as the owner and no liens.
 Funds used to purchase the property are fully documented and sourced and must be theborrower's

own funds (no gift funds or business funds).
 Funds drawn from a HELOC on another property owned by the borrower, funds borrowed against a

margin account or funds from a 401(k) loan are acceptable if the following requirements aremet:
o The borrowed funds are fully documented
o The borrowed funds are reflected on the Closing Disclosure (CD) as a payoff on the new

refinance transaction
 LTV/CLTV/HCLTV for Rate-and-Term refinances must be met. The loan is treated as aRate-and-

Term refinance except for primary residence transactions in Texas.
 Investment properties are allowed if borrower is not a builder or in the construction industry and

prior transaction was arm's length.

REFINANCES TO BUY OUT AN OWNER’S INTEREST
A transaction that requires one owner to buy out the interest of another owner (for example, as a result
of a divorce settlement or dissolution of a domestic partnership) is considered a rate-and term
refinance if the secured property was jointly owned for at least 12 months preceding the disbursement
date of the new mortgage loan.

All parties must sign a written agreement that states the terms of the property transfer and the
proposed disposition of the proceeds from the refinance transaction. Except in the case of recent
inheritance of the subject property, documentation must be provided to indicate that the security
property was jointly owned by all parties for at least 12 months preceding the disbursement date of the
new mortgage loan.

Borrowers who acquire sole ownership of the property may not receive any of the proceeds from the
refinancing. The party buying out the other party’s interest must be able to qualify for themortgage.

If the borrower is seeking additional cash-out equity the loan must be qualified as a cash-out
transaction however the buy-out amount will not be included toward the total cash-out limitation. Buy-
out figure must be reflected on the Closing Disclosure as paid directly to the interested party.

LAND CONTRACT REFINANCES
When the proceeds of a mortgage loan are used to pay off the outstanding balance on an installment
land contract, also known as contract or bond for deed) that was executed and signed more than12
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months before the date of the loan application the transaction will be treated as a rate-and-term
refinance. 12 months seasoning must be verified with a copy of the signed land contract and 12months
canceled checks.

The LTV ratio for the mortgage will be determined by dividing the new loan amount by the appraised
value of the property at the time the new mortgage loan is closed.

Cash-out refinances are not eligible when paying off a land contract. Land contracts executed within 12
months are considered purchase transactions.

CASH-OUT REFINANCES
 Borrower must have owned property for at least 6 months prior to the application date unless

requirements for Delayed Financing are met.
 Refer to Continuity of Obligation section for additional requirements.
 Maximum cash-out limitations include the payoff of the following:

o unsecured debt,
o unseasoned liens,
o any cash in hand, and
o an unseasoned non-purchase money second(s)

 Properties that have been listed for sale within 12 months of loan application are not eligible for a
cash-out refinance transaction.

 Construction loans are not eligible.
 If the borrower has owned the property for more than 12 months (defined as prior Note date to

subject Note date), the LTV/CLTV/HCLTV is based on the appraised value.
 If borrower has less than 12 months ownership in the property (defined as prior Note date to subject

Note date), LTV/CLTV/HCLTV is calculated from the lesser of the purchase price or appraised
value, with the exception of the below circumstances:

o Properties where capital improvements have been made after purchase, the
LTV/CLTV/HCLTV can be based on the lesser of the current appraised value or the
purchase price plus documented improvements (file must contain receipts).

o In the case of an inherited property, the appraised value may be used to determine the
LTV/CLTV/HCLTV.

 Cash-out refinances where the borrower is paying off a loan from a pledged asset/retirement
account loan, secured loan, unsecured family loan or replenishing business funds used to purchase
the property, the following guidelines apply:

o Cash-out limitation is waived if previous transaction was a purchase.
o Seasoning requirement for cash-out is waived (borrower does not have to have owned for 6

months prior to subject transaction).
o Funds used to purchase the subject property must be documented and sourced.
o HUD-1/CD for subject transaction must reflect payoff or pay down of pledged

asset/retirement account loan, secured loan, unsecured family loan or business asset
account. If cash-out proceeds exceed payoff of loans, excess cash must meet cash-out
limitations.

o The purchase must have been arm’s length.
o Investment properties are ineligible.

CONSTRUCTION-TO-PERMANENT
Paying off interim construction financing used to construct the subject property.
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 The borrower must hold title to the lot which may have been previously acquired or purchasedas
part of the transaction.

 A certificate of occupancy is required when the property is deemed a new construction property.
 The loan is treated as a rate-and-term refinance.
 LTV/CLTV/HCLTV is determined based on the length of time the borrower has owned the lot. The

time frame is defined as the date the lot was purchased to the Note date of the subject transaction.
o For lots owned 12 months or more, the appraised value can be used to calculate the

LTV/CLTV/HCLTV.
o For lots owned less than 12 months, the LTV/CLTV/HCLTV is based on the lesser of the

current appraised value of the property or the total acquisition costs (documented
construction costs plus documented purchase price of lot).

TEXAS REFINANCES
All owner-occupied refinance loans in the State of Texas will be reviewed to determine the applicable
guidelines under which they must be originated, underwritten, and closed. Refer to product descriptions for
eligibility to close under the criteria of a Texas Home equity loan transaction. The underwriter must conduct
a review of the title commitments to verify if any prior lien was a Texas Home Equity or 50(a)(6) lien.

TX Refinance Eligibility
Refinance loan applications must be reviewed for eligibility as follows:

 If the existing loan(s) is not a Texas Home Equity lien, the subject transaction may be
considered a rate-and-term transaction without applying Texas Home Equity, TX (a)(6),
requirements if the following criteria is met:

o New loan amount is less than or equal to the unpaid principal balance plus
reasonable closing costs and prepaids

o New loan amount is also paying off a purchase money second
o New loan is also paying off or down an existing secured home improvement loans

(mechanic lien).
o New loan is used to satisfy a court ordered divorce equity buyout. SeeException

requirements below.
o No cash back may be received at closing.

 If it is determined that any subordinate financing to be paid off with the proceeds of the loan
does not meet the requirements under the Rate-and-Term Refinance section, but is also not
classified as a Texas Home Equity lien, then the new loan will be treated as cash-out
transaction however identified as non-Texas Home Equity cash-out refinance.

 If the title commitment shows a lien was originated as a Texas Home Equity lien, TX (a)(6)
lien, the following criteria must be followed:

o If the existing lien is being paid off from the proceeds of the new first mortgage, the
loan will be underwritten as a Texas Home Equity cash-out refinance transaction.
Even if no new cash-out is sought, the refinance is subject to the samedisclosures
and closing requirements as new Texas Home Equity loans as listed below.

o If an existing Texas Home Equity or 50(a)(6) lien is being fully subordinated, (only
non-(a)(6) loan(s) being paid off), the new loan can be underwritten as a rate-and-
term.

 A refinance Conversion of a TX 50(a)(6) into a Non-TX 50(a)(6) standard refinancemust
meet the following:

o The refinanced loan is signed at least a year after the original home equity loan was
signed.
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o The refinanced loan cannot provide any additional money to the borrower other than
to cover the costs to do the refinancing.

o The refinanced loan cannot exceed 80% of the fair market value of the house.
o The borrower must be provided with the Notice Concerning Refinance of Existing

Home Equity loan to Non-Home Equity Loan Disclosure within 3 days of the
application and at least 12 or more days before the date of refinance.

Eligible Homesteads
 The subject property must be a one-unit primary residence that is the borrower’s

homestead, as that term is defined under Texas law. The subject property must be
residential and not be a farm, ranch or used for any agricultural purposes.

 Two-to-four-unit properties, second homes and investment properties are ineligible and
must have homestead exemption removed prior to closing.

 Eligible property types are attached or detached dwellings, a unit in a condominium project,
or a unit in a Planned Unit Development. Eligible property types may be further restricted by
the applicable loan program guidelines.

 Homesteads located in urban areas must be no larger than 10 acres and may consist of one
or more contiguous lots, together with any improvements thereon. A homestead is
considered to be urban if the property is:

o Located within the limits of a municipality or its extraterritorial jurisdiction or a platted
subdivision

o Served by police protection, paid or volunteer.

Eligibility Criteria for all Texas 50(a)(6) Transactions
 Refinance lien, fixed-rate or intermediate term ARM with an initial fixed-rate period of not

less than 2 years, fully amortizing, level payment, conventional mortgage. Balloon
mortgages and short-term ARMs are not eligible.

 The maximum LTV/CLTV allowable is 80% (or less based on the applicable loan program
guidelines).

 Full appraisal is required on either Form 1004 or Form 1073.
 Additional fee limitations and closing requirements.

Applications with New Cash-Out
Loan applications intended to refinance existing mortgage indebtedness, if any, and to withdraw
equity from the property will be underwritten as Texas Home Equity cash-out refinance
transactions. Such loans must be originated under the guidelines laid out in Section 50(a)(6), Article
XVI, of the Texas Constitution and accompanying regulations.

Exception
A buy-out as a result of a divorce settlement to be treated as a rate-and-term refinance and allows
up to a 90% LTV as long as the borrower who will be acquiring sole ownership of the property
receives no cash-out of the proceeds from the transaction. A copy of the final divorce decree
mandating the buy-out is necessary.

Loan applications that are not determined to fall under the requirements of Section 50(a)(6) of the
Texas Constitution will follow the same eligibility standards outlined within the applicable loan
program guidelines.
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Miscellaneous Provisions
 All borrowers and all owners on title and their respective spouses, regardless of whether or

not owners on title or spouses are also borrowers on the loan, must each sign a Notice
Concerning Extensions of Credit, or VMP Form 8032 (TX), as defined by Section 50(a)(6),
Article XVI, Texas Constitution) as a Prior to Close condition.

 Non-occupant co-borrowers are not allowed; all borrowers must occupy the subject property
as their primary residence.

 Power of Attorney may not be used on a Texas Home Equity loan
 Borrowers may only obtain one (1) Texas Home Equity loan in any 12-month period
 Borrowers may only obtain one (1) Texas Home Equity loan filed against the property

Cooling Off Period
Each Texas Home Equity/50(a)(6) loan requires a cooling off period of at least 12 days prior to
closing. The cooling off period begins from the latter of the application date or the date the last
borrower, owner or spouse signs the Notice Concerning Extensions of Credit, orVMP Form 8032 (TX)
(as defined by Section 50(a)(6), Article XVI, TexasConstitution).

Title Insurance
At closing, each Texas Home Equity/50(a)(6) loan requires a commitment of title insurance
provided on Form T-2 and must include all standard endorsements plus the following:

 Equity Loan Mortgage Endorsement (Form T-42)
 Supplemental Coverage Equity Loan Mortgage Endorsement (Form T-42.1)

Texas Home Equity/50(a)(6) Right of Rescission
In addition to the Federal Right of Rescission for primary residence refinance transactions,Section
50(a)(6), Article XVI, of the Texas Constitution provides for an additional rescission period under
state law for Texas Home Equity/50(a)(6) loans.

The Texas 3-day right of rescission and Federal 3-day right of rescission must run after closing.The
Texas 3-day right of rescission refers to calendar days, while the Federal 3-day right of rescission
refers to business days. Therefore, compliance with the Federal rescission period satisfies the
Texas rescission period.

SUBORDINATE FINANCING
 Only institutional financing up to the maximum LTV/CLTV/HCLTV is eligible.

o For mortgages that are subject to subordinate financing under a home equity line of credit,
the HCLTV is obtained by dividing the sum of the first lien mortgage amount and the total
HELOC credit line limit and any other secondary financing, by the lesser of the purchase
price or appraised value.

 Subordinate liens must be recorded and clearly subordinate to the first mortgage lien.
 Full disclosure must be made on the existence of subordinate financing and the repayment terms.
 Acceptable subordinate financing types:

o Mortgages with regular payments that cover the interest due so negative amortization does
not occur.

o Mortgage terms that require interest at a market rate.
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 Ineligible subordinate financing types:
o Seller subordinate financing.
o Property Assessed Clean Energy programs (PACE).

 Employer subordinate financing is allowed with the following requirements:
o Employer must have an Employee Financing Assistance Program in place.
o Employer may require full repayment of the debt if the borrower’s employment ceases

before the maturity date.
o Financing may be structured in any of the following ways.

 Fully amortizing level monthly payments
 Deferred payments for some period before changing to fully amortizing payments
 Deferred payments over the entire term.
 Forgiveness of debt over time
 Balloon payment of no less than 5 years, or the borrower must have sufficient

liquidity to pay off the subordinate lien.

PURCHASE TRANSACTIONS
For purchase transactions, a copy of the note or 2nd lien approval is required to confirm the terms ofthe
subordinate financing.

REFINANCE TRANSACTIONS
For refinance transactions, a copy of the current note and mortgage/deed of trust must be provided. A
recorded subordination agreement is required for all loans closing with subordinated financing.

CREDIT
AUTHORIZED USER ACCOUNTS
Authorized user accounts are not allowed as an acceptable tradeline. The borrower must qualify with the
payment unless the authorized user tradeline belongs to another borrower on the mortgage loan or it can
be documented someone else other than the borrower is making the payments.

CREDIT SCOREREQUIREMENTS
FICO (Fair, Isaac and Company) scores are required to be obtained from the three national credit bureaus.
Each borrower must have at least two credit scores.

 If there are (3) valid credit scores for a borrower, the middle score (numerical middle of the three
scores) is used.

 If there are (3) valid scores for a borrower but two of the scores are the same, the duplicate score is
used.

 If there are (2) valid scores for a borrower, the lower of the two scores is used.

If there is more than one borrower on a mortgage loan, the lowest of the median FICO scores for all
borrowers (as calculated above) is used for credit qualification purposes.

CREDIT REPORTS-FROZEN BUREAUS:
Credit reports with bureaus identified as “frozen” are required to be unfrozen and a current credit report
with all bureaus unfrozen is required.
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CREDIT INQUIRIES
The report must list all inquiries that were made in the previous 120 days. All loan applicants will be
required to provide an explanation for all inquiries that were made in the previous 90 days on their credit
report and any new debt must be added to the liabilities section of the 1003 and be supported by applicable
documentation. All applicants will be required to provide an explanation for all credit inquiries found during
the loan process. A written explanation from a borrower may be in the form of a letter, an email, or some
other form of written documentation provided by the borrower.

EXTENDED FRAUD ALERTS OR ACTIVE MILITARY ALERTS
Applicants with credit reports containing extended fraud alerts or active military alerts will be contacted bya
AAA Lendings employee prior to a commitment letter being issued.

COLLECTIONS
Collections over $250 individually or $1,000 aggregate, must be paid.

DEROGATORY CREDIT EVENTS
The presence of significant derogatory credit events dramatically increases the likelihood of a futuredefault
and represents a significantly higher level of default risk. Unless otherwise noted in the product description,
the below timing requirements must be met for after a derogatory credit event:

 A Bankruptcy, foreclosure, short sale, deed-in-lieu and loan modification must be seasoned for 7
years from the date of the loan application.

 Multiple derogatory events, regardless of age, are not eligible.

TIMING REQUIREMENTS WITH DURESPONSE
Significant derogatory credit events will follow DU findings, when the product allows, with theexception
of Chapter 13 bankruptcies and loan modifications:
 Reduced seasoning due to extenuating circumstances is not permitted (e.g. DU responsemessage

codes that allow DU to disregard a valid derogatory event or reduce timing due extenuating
circumstances are not eligible for use)

Fannie Mae DU Eligibility Standards

Derogatory Event Recovery Time

Bankruptcy
Chapter 7,11, and 13 4 years from the discharge or dismissal date

Multiple Bankruptcy
Filings

5 year waiting period is required from the most recent
dismissal/discharge date if multiple bankruptcies within the last 7
years.

Foreclosure
7 years from the completion date of the foreclosure action as
reported on the credit report or other foreclosure documents
provided by the borrower

Deed-In-Lieu of Foreclosure,
Short sale, or
Charge-off of mortgage account

4 years date of completion or sale
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Loan Modifications

7 years from the modification date

See Verification of Mortgage Requirements for specific details on
COVID-related forbearance servicer resolutions where standard
timing requirements listed above may not apply.

DISPUTED TRADELINES
 All disputed tradelines with a balance must be included in the DTI if the account belongs to the

borrower
 A disputed account with a zero balance and no late payments, can be disregarded.

DISPUTED CREDIT INFORMATION
If a borrower indicates that any significant information in the credit file is inaccurate, such as reported
accounts that do not belong to the borrower or derogatory information that is reported in error, theborrower
should request the credit reporting company that provided the information to confirm its accuracy. If the
credit reporting company confirms that the disputed information is incorrect, the information should be
corrected and a new report obtained if the erroneous information significantly effects the underwriting of the
file.

FEDERAL INCOME TAX PAYMENTS
Payment plans on prior year tax liens/liabilities are not allowed and must be paid in full.

MORTGAGE/RENT HISTORY
If the borrower(s) has a mortgage or rental history in the most recent 12 months, a VOM or VOR mustbe
obtained reflecting 0X30 in the last 12 months from the date of application. See product descriptions for
variations to allowable late payments. Applies to all borrowers on the loan.

 If the landlord is a party to the transaction or relative of the borrower, cancelled checks or bank
statements to verify satisfactory rent history is required; otherwise if not related or a party to the
transaction a satisfactory VOR can be provided.

 A verification of mortgage is not required if the credit report reflects the payment history is reporting
current as of the date of the application unless otherwise indicated below.

VERIFICATION OF MORTGAGEREQUIREMENTS
Additional due diligence and documentation must be provided to support the payment history
requirements on any mortgage containing the following:
 The credit report reflects trending data indicating partial, missed payments within the last 12

months.
 Credit report indicates an active forbearance.
 A mortgage or payoff statement indicates past-due or deferred balance owed or an active

forbearance.

The documentation provided must support the accurate payment history of the borrower and will be
accepted at the discretion of AAA Lendings. Borrower’s actively late on their mortgage(s) at timeof
application are not eligible.
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Loans with COVID-Related Forbearances
Due to the stipulations of the CARES Act, partial or missed payments while a borrower was undera
COVID-related forbearance are not be reported as late on a credit report. As such, the followingwill
apply when documentation discloses missed or late payments on all mortgages held by the
borrower(s):

 Any missed or late payments documented within the last 12 months will be assessed
according to the guidelines as a late, regardless of current or previous COVID forbearance
status.

 Any outstanding deferred balances or servicer resolutions aged over 12 months,
documented as occurring during a COVID-related forbearance on the subject property, may
be paid off with the proceeds under a rate-term refinance.

 Always refer to product descriptions for variations to the above tolerances.

OUTSTANDING JUDGMENTS/TAX LIENS/CHARGE-OFFS/PAST-DUEACCOUNTS
Tax liens, judgments, non-mortgage related charge-offs and past-due accounts must be satisfied or
brought current prior to or at closing. Cash-out proceeds from the subject transaction may be used to
satisfy judgments, tax liens, charge-offs or past-due accounts.

TRADELINE REQUIREMENTS
An acceptable tradeline is one from a traditional credit source. Traditional credit is typically presented in the
form of a credit report that provides sufficient information with which to make an underwriting decision.
Non-traditional/Alternative credit tradelines, or items such as collections, charge-offs, “authorizeduser”
accounts, deferred loans with no payment history, or transferred accounts, non-traditionally reported
obligations (e.g. utilities) are all considered unacceptable tradelines.

If tradelines do not meet the required payment history per the product the credit data is deemed insufficient
to determine a borrower’s credit behavior, regardless of the presence of an acceptable credit score.

TRADELINE OPTIONS WITH FULL MANUALUNDERWRITE
Manually underwritten products must meet one of the following options for each individual borrower
contributing income for qualifying purposes unless otherwise stated in the product description.

Option 1
 A minimum of 3 open and active tradelines reporting with a satisfactory12-month

history on each tradeline.
 A total length of credit history reporting for at least 24 months

Option 2

 A minimum of 2 tradelines reporting with a satisfactory 12-month history oneach
tradeline.
o One account must be a mortgage reporting within the last 5 years (open orclosed

account)
o Secondary tradeline must be open and active within the last 12months

Option 3

 A total length of credit history reporting for at least 5 years.
 4 Tradelines reporting with a satisfactory history of 12 months (open or closed).

o At least one tradeline must be active within the last 24 months;
o One tradeline must be a mortgage with a 12-month history, or if the borrower has

not owned a home, a Verification of Rent for at least 12 months is required; and
o All reporting tradelines must be paid as agreed within the last 48months
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TRADELINE REQUIREMENTS WITH DURESPONSE
For products utilizing DU response, the credit report(s) must meet one of the following tradeline
requirements. All reports used to qualify must meet the tradeline requirement in total, not individually:
 2 tradelines with a minimum 12-month history or
 1 tradeline with a minimum 12-month history and a 12-month housing reference.

TRI-MERGE
Credit report must be a 3-file merged credit report or an RMCR. Every submitted credit bureau reportmust
include the full name, address and social security number of each borrower. If any of this information is
inconsistent with that on any document in the file, a new report and/or explanation will be required.

LIABILITIES
AAA Lendings considers debt the borrower owes to be a liability. Debt is defined as borrowed money, the
repayment of which may be either secured or unsecured, with various possible repayment schedules.

RECURRINGOBLIGATIONS
 All installment loans
 Revolving charge accounts
 Real estate loans
 Alimony
 Child support
 Other continuing obligations

Obligations to be considered as possible recurring debt may be identified on sources including but not
limited to the application, credit report, paystubs, asset account statements, and legal orders.

DEBT TO INCOME RATIO (DTI)(DTI)
The underwriter must include the following when computing the debt to income ratios for recurring
obligations:

 Monthly housing expenses including rent, real estate loans, taxes, insurance and anyassociation
fees

 Additional recurring charges extending 10 months or more
o Payments on installment accounts
o Child support or separate maintenance payments
o Revolving accounts
o Alimony

 Debts lasting less than 10 months must be included if the amount of the debt affects the consumer's
ability to pay the mortgage during the months immediately after loan closing, especially if the
consumer will have limited or no cash assets after loan closing.

Monthly payments on revolving, open-ended and/or lease, regardless of the balance, are counted as a
liability for qualifying purposes even if the account appears likely to be paid off within 10 months or less.

REVOLVING CHARGEACCOUNTS
If the credit report shows any revolving accounts with an outstanding balance but no specificminimum
monthly payment, the payment must be calculated by one of the following:
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 The minimum payment from a current statement, or
 the greater of $10 or 5% of current balance.

ALIMONY/CHILD SUPPORT/MAINTENANCEPAYMENTS
When the borrower is required to pay under a legal written order or agreement, and the payments are
required to continue to be made for more than 10 months the obligation must be included.
 Child support is treated as a liability
 Alimony payments:

o must be considered as part of the borrower’s recurring monthly debt obligations, or
o Reduced from the qualifying income by the amount of the alimony obligation in lieu of

including it as a monthly payment in the calculation of the DTI ratio.

ASSOCIATION DUES
For Condominiums, Cooperatives and Planned Unit Developments, provide evidence of the amount
and frequency of the HOA/Association Dues when not provided on appraisal report. Documentation
may include, but is not limited to:
 Current HOA/Association statement
 Verification from the HOA/Management Company or co-op board
 Verification from the builder if the project has not been turned over to the unit owners.

BORROWED FUNDS AGAINST A FINANCIALASSETS
A loan (in lieu of liquidation) secured by stocks, bonds, or any other investment account, life insurance
policies, 401(k) accounts, CDs, or other financial assets will be eligible for down-payment and closing
costs.
 Documentation from a financial institution for the amount of the loan must be provided.
 The debt will not be counted in the borrower’s qualifying ratios if the loan instrument, or other

supporting documentation (e.g. paystub), shows the asset as collateral for the loan.
 Loans against digital currency (e.g. cryptocurrency) are not considered eligible. Any existing debt

against digital assets must be included in the DTI.

BRIDGE/SWING LOANS
A bridge (or swing) loan that is collateralized by a borrower’s present home, so that the funds from that
loan can be used for closing on a new home, may only be excluded when Departure Residence
Pending Sale requirements are met.

CALCULATING MONTHLY REAL ESTATE TAX PAYMENT – SUBJECTPROPERTY
Real estate tax amounts included in the monthly qualifying housing expense must be based on the
value of the improvements plus the value of the land.
 Existing (not new construction) properties, except California purchases, one the following

documents must be used:
o The taxes listed on the title commitment or property tax bill/cert; or
o Evidence from the local assessor’s office of the current tax rate calculated by theappraised

value; or
o When disclosed that a property is located in a jurisdiction where transfer of ownership

causes or results in a recalculation of taxes (e.g. purchase of an investment propertywith
current homestead exemption), the monthly housing expense must include an estimate of
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the recalculated tax amount using the tax rate information provided on the title commitment,
tax bill, tax aggregator website or local assessor’s office.

 New construction (or major renovation), except California purchases, and the property has not been
fully assessed, the taxes must be reasonably estimated based on the purchase price or total
acquisition cost of the value of the land plus purchase price and improvements, calculated using
one of the following:

o The current tax rate as obtained from the local assessor’s office, tax bill, or title commitment;
o Evidence of tax rate from a tax aggregator website, such as smartasset.com;
o Tax certificate provided by the title company; or
o A rate of 1.5%:

 Cannot be used if documentation is present in file to support a higher tax rate as
noted above.

 In the event 1.5% method of calculation results in an unacceptable debt-to-income
ratio, one of the documents listed above must be provided to validate the qualifying
property taxes.

 California purchases only, for both new and existing properties, the property taxes must be
reasonably calculated based on the purchase price or total acquisition cost of the value of the land
plus purchase price and improvements, using one of the following:

o The current tax rate as obtained from the local assessor’s office, tax bill, or title commitment;
o Evidence of tax rate from a tax aggregator website, such as smartasset.com;
o Tax certificate provided by the title company, or
o A rate of 1.25%:

 Cannot be used if documentation is present in file to support a higher tax rate as
noted above.

 In the event 1.25% method of calculation results in an unacceptable debt-to-income
ratio, one of the documents listed above must be provided to validate the qualifying
property taxes.

DEMAND LOANS
A demand loan or balloon loan with no monthly payment, unsecured or secured, which it becomesdue
and is payable in full on a particular date must meet the following:
 Demand notes, such as a balloon-payment note scheduled to begin or come due within 12months

of the mortgage loan closing must be considered in the underwriting analysis for the debt to income
ratio.

HOME EQUITY LINES OF CREDIT
HELOCs with a current outstanding balance with no payment reflected on the credit report mayhave
the payment documented with a current billing statement. HELOCs with a current $0 balance donot
need a payment included in the DTI unless using for down payment or closing costs.

GARNISHMENT
Garnishments, generally disclosed as a deduction on paystubs, with more than 10 months remaining
must be included in the monthly debt obligations.

INSTALLMENT
All applicable monthly liabilities must be included in the qualifying ratio. Installment debts with tenor
less payments remaining must be included in the DTI ratio unless sufficient reserves to cover the
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remaining debt, over and above those required, are evidenced in the loan file. The Borrower maynot
pay down the balance in order to meet the 10-month requirement.

Timeshares
Timeshares to be considered installment debt and not classified as real estate owned, regardless if
reported on credit as a mortgage loan.

LEASE PAYMENTS
The lease payments must be considered a recurring monthly debt obligation, regardless of thenumber
of months remaining on the lease. This is because the expiration of a lease typically leads to a new
lease or debt obligation.

OPEN 30-DAYCHARGE ACCOUNTS
For open 30-day charge accounts (for example, Amex), the borrower must have sufficient verified liquid
assets to pay off the balance and meet the reserve requirements for the loan program to exclude the
payment from the qualifying DTI.
 If sufficient liquid assets are verified exclude the reported monthly payment from the DTI.
 If sufficient liquid assets are not verified obtain evidence that the account has been paid in full and

exclude the reported monthly payment from the DTI, or include the monthly payment (equal to the
outstanding account balance) in the calculation of the qualifying DTI.

 If the account provides for a monthly payment option other than the total outstanding balance, the
account is not considered a 30-day charge account and these requirements do not apply.

PAYMENTS ON REAL ESTATE CO-OWNED
When the borrower is on title to a property as an owner but is not a signor on the note or mortgage they
must qualify with the taxes and insurance for the said property.

PAYMENTS ON REAL ESTATE MORTGAGES
For other properties owned, documentation to confirm the P&I, taxes, insurance, HOA dues, lease
payments or other property-related expenses must be provided.

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

If the credit report does not provide a monthly payment for the student loan, or if the credit report shows
$0 as the monthly payment, determine the qualifying monthly payment using one of the options below:
 A payment equal to 1% of the outstanding loan(s) balance;
 A fully amortizing payment using the documented loan repayment terms;
 If the borrower is on an income-driven payment plan, obtain student loan documentation to verify

the actual monthly payment. If the payment is $0 the borrower must qualify using one of the
following:

o a payment equal to 1% of the outstanding student loan balance, or
o a fully amortizing payment using the documented loan repayment terms.

 For student loans in deferment or forbearance, an anticipated income-based repayment maybe
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used when completed by the loan servicer.
o Letter(s) must be obtained directly from the loan servicer stating the payment amount once

repayment begins or resumes and must include the income used to calculate.
 The income determined by the loan servicer must align with the income submitted to

the loan file.
o An estimated payment using an IBR calculator, even if from the loan servicer website

matching the loan debt, is not acceptable.

OMITTING PERSONAL LIABILITIES
BUSINESS DEBT IN BORROWER’S NAME
Business debts for which the borrower is personally liable are usually included in long term debt
according to the requirements for revolving or installment accounts. Installment debts with 10 ormore
monthly payments remaining and revolving debts may be excluded if the account has a satisfactory
payment history and all of the following is provided as evidence that the business is paying thedebt:
 The account does not have a history of delinquency.
 Minimum of 12 months of consecutive canceled checks from the business.
 The cash flow analysis of the business takes the payment obligation into consideration.

CONTINGENT LIABILITY (CO-BORROWER/CO-SIGNEDDEBT)
Contingent Liabilities exist when an applicant co-signs another person’s loan or is a co-borrower on an
existing loan and may include auto, student, mortgage or other obligations. As aco-borrower/co-signer,
the individual has equal responsibility in repaying the loan should the loan go into default.

In order to exclude a debt for which the borrower is a co-borrower/co-signer the following conditions
must be met:
 Documentation to support the other party making the payments is the primary obligator to thedebt

and
 Has been making timely payments over the last consecutive 12 months.

o Acceptable documents include canceled checks, other party’s bank statements showing
monthly amounts disbursed, canceled cashier’s checks, money order receipts.

If payments are not made on a timely basis, the person making the payments is not obligated to the
liability, or cannot be sufficiently documented, the debt should be included as a recurring liability.

COURT ORDERED ASSIGNMENT OFDEBT
If the obligation to make payments on a debt has been assigned to another person by court order, such
as a divorce decree, the payment may be excluded from long term debt. The following documents are
required:
 Copy of the court order or divorce decree.
 For mortgage debt, a copy of the documents transferring ownership of the property; or
 If a transfer of ownership has not taken place, late payments associated with the loan repayment of

the debt owing on the mortgaged property must be considered per the guidelines.

DEPARTURE RESIDENCE PENDING SALE
In order to exclude the payment for a borrower’s primary residence that is pending sale but will close
after the subject transaction, the following requirements must bemet:
 A copy of an executed sales contract for the property pending sale and confirmation all

contingencies have been cleared/satisfied.
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 The pending sale must be an arms-length transaction.

 The closing date for the departure residence must be within 30 days of the subject transactionNote
date.

 An additional 6 months reserves must be verified for the PITIA of the departure residence.

MORTGAGEASSUMPTIONS
When the borrower remains obligated on an outstanding mortgage secured by property that has been
assumed by another party, the payment may be excluded when the following conditions aremet:
 A copy of the executed formal assumption agreement, with or without a release of liability,
 Evidence must be provided of the transfer of ownership,
 Document timely payments made by the assignee from the servicer during the most recent 12-

month period on the assumed property

RENTAL PROPERTY REPORTED THROUGH A PARTNERSHIP OR A SCORPORATION
When a borrower is personally obligated on a mortgage debt with the gross rents and related expenses
reporting through a Partnership (1065) or S Corporation (1120s) the following requirements must be
met:
 The property and obligation are disclosed in the real estate section of the application.
 To omit a portion or all of the debt, Form 8825 from the business returns must be used to calculate

the rental net cash flow of the property to offset the borrower’s obligation, up to but not to exceed
the PITIA. Any resulting loss from the calculation must be added to the borrower’s total monthly
obligations. No positive income may be given in the real estate section of the application.

 The mortgaged property is considered toward the total count of the borrower’s financed properties.
 Total reserves required must be include the property PITIA in the calculation.

PAYOFF OR PAYDOWN OF DEBT FORQUALIFICATION
 Paying down revolving and/or installment debt to qualify is not acceptable.
 Lease payments may not be paid down or paid off for qualifying purposes.
 Paying off revolving and/or installment debt to qualify is allowed with the following requirements:

o On purchase transactions, debt must be paid prior to closing and source of funds must be
documented.

o On refinance transactions, the debt payoff must be reflected on the Closing Disclosure.
o Gift funds are not a viable source of funds to pay off debt to qualify with the exception of

paying off student loan obligations.

OBLIGATIONS NOT CONSIDEREDDEBT
Obligations not considered debt, and therefore not subtracted from gross income, include:

 Federal, State, and local taxes
 Federal Insurance Contributions Act (FICA) or other retirement contributions, such as 401(k)

accounts (including repayment of debt secured by these funds):
 Commuting costs
 Union dues
 Open accounts with zero balances
 Automatic deductions to savings accounts
 Child care
 Voluntary deductions
 Stock pledges and any loan payment associated with the pledge account
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ASSETS
ACCEPTABLE ASSET TYPES

Asset Type % Eligible for Calculation
of Funds

Documentation
Requirements

Funds to
Close Reserves

Depository Accounts

Checking/Savings/Money
Market/CDs

100%

2 months most recent
statements or Verification of
Deposit.

When a VOD is used for
verification, the source of funds
must be verified if:
 Accounts opened within the

last 90 days of the
application date, and/or

 Account balances that are
considerably greater than
the average balance
reflected on the VOD (e.g.
large deposit).

X X

Stocks/Bonds/Mutual
Funds

100% of the value less any
margin loans held against

the assets
2 months most recent
statements.

Non-vested stock is ineligible.

X X

Retirement Accounts
(401(k), IRAs etc.)

If borrower is >59 ½, then
70% of the vested value
after the reduction of any
outstanding loans.

Most recent statement(s)
covering a 2 month period.

Evidence of liquidation if using
for down payment or closing
costs.

Retirement accounts that do not
allow for any type of withdrawal
are ineligible for reserves.

X X

If borrower is <59 ½, then
60% of the vested value
after the reduction of any
outstanding loans.

X X

Cash Value of Life
Insurance/Annuities (Net
Proceeds)

100% of value unless
subject to penalties.

Most recent statement(s)
covering a 2 month period. X X
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Foreign Assets

100% when exchanged
into U.S. dollars and held
in a U.S or state regulated
financial institution

Most recent statement(s)
covering a 2 month period.

Documented evidence of the
foreign assets exchanged into
U.S. dollars and held in a U.S.

X X

Asset Type % Eligible for Calculation
of Funds

Documentation
Requirements

Funds to
Close Reserves

or state regulated financial
institution prior to closing.

1031 Exchange

Allowed on second home
and investment purchases
only.

Reverse 1031 exchanges
not allowed.

HUD-1/CD for both properties

Exchange agreement.

Sales contract for exchange
property.

Verification of funds from the
Exchange Intermediary.

X

Business Funds 100%

Cash flow analysis required
using most recent 3 months
business bank statements to
determine no negative impact
to business.

Business bank statements must
not reflect any NSFs (non-
sufficient funds) or overdrafts.

Borrower must be 100% owner
of the business.

Any documented PPP loan or
other COVID related loan(s) are
not considered an eligible
source of business funds for
down payment, closing costs or
reserves.

X X
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Gift Funds

Allowable for Primary and
Second Homes as follows
(unless product indicates
otherwise):
 LTV >80%, The

borrower must make a
5% minimum borrower
contribution from their
own funds before gift
funds may be used.

 LTV ≤ 80%, Minimum
borrower contribution
from the borrower’s

Acceptable Donor:
 a relative, defined as the

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

 a fiancé, fiancée, or
domestic partner.

The donor may not be, or have
any affiliation with, the builder,
the developer, the real estate

X

Asset Type % Eligible for Calculation
of Funds

Documentation
Requirements

Funds to
Close Reserves

own funds is not
required.

Gift funds not allowed for
reserves.

Gift funds not allowed on
investment properties.

agent, or any other interested
party to the transaction.

Executed gift letter with gift
amount and source, donor's
name, address, phone number
and relationship.

Underwriter must verify
sufficient funds to cover the gift
are either in the donor's
account or have been
transferred to the borrower's
account.

Acceptable documentation
includes the following:
 Copy of donor's check and

borrower's deposit slip. If
the gift was provided in the
form of a cashier’s check
the donors most recent
statement documenting
available funds must be
provided

 Copy of donor's withdrawal
slip and borrower's deposit
slip.

 Copy of donor's check to
the closing agent.

 A settlement statement/CD
showing receipt of the
donor's gift check.



Elite Jumbo Underwriting Guidelines

37 / 72
Return to Top 10/31/2023

Anticipated Net Proceeds
from concurrent sale of
property

100% of the net proceeds
based on a Preliminary
Closing Disclosure may be
used for cash to close

No more than 50% of the
net proceeds may
comprise the borrower’s
reserve requirement

Preliminary Closing Disclosure
provided prior to close.

Final Closing Disclosure or
equivalent closing statement
must be provided at time of
closing.

Underwriter to breakdown the
amount of both funds to close
and reserves which must be
verified in the at close
condition.

X X

Asset Type % Eligible for Calculation
of Funds

Documentation
Requirements

Funds to
Close Reserves

Proceeds from Sale of
Personal Assets

Including but not limited
to vehicles, art, and
cryptocurrency such as
Bitcoin

100% of proceeds

No more than 50% of the
proceeds may comprise
the borrower’s reserve
requirement

Proof of the borrower’s original
ownership interest in the asset
(e.g. vehicle title)

Value of the asset as
determined by an independent
and reputable source (e.g. blue
book)

Transfer of ownership of asset
with bill of sale

Receipt of proceeds from the
sale from purchaser and
deposit into borrower’s account

Note: Cryptocurrency
ownership may be difficult to
document; before using as an
asset, sufficient paper trail must
be provided to document the
borrower’s ownership of the
digital account, sale of the
digital currency and deposit into
a depository account.
Cryptocurrency must be sold
and loans against digital
currency are not considered
eligible.

X X
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Secured Borrowed
Funds from Real Estate 100%

Documentation of new
qualifying payment to be
included in the debt to income
analysis

Evidence of withdrawal of funds
from an existing HELOC and
deposit into financial account
prior to closing

Documentation of new Bridge
loan and either receipt of
proceeds prior to close or Final
Approval Commitment to
demonstrate funds will be
received simultaneously with
subject loan closing

X

Asset Type % Eligible for Calculation
of Funds

Documentation
Requirements

Funds to
Close Reserves

Borrowed Funds Against
a Financial Asset 100%

A loan (in lieu of liquidation)
secured by stocks, bonds, or
any other investment accounts,
life insurance policies, 401(k)
accounts, CDs, or other
financial assets.
 Documentation from a

financial institution for the
amount of the loan must be
provided

 Loans against digital
currency (e.g.
cryptocurrency) are not
considered eligible for
down-payment or closing
costs.

 The value of the asset must
be reduced by the proceeds
from the secured loan, and
any related fees, to
determine remaining funds
which may be applied
toward asset reserves.

X

LARGE DEPOSIT
When bank statements, typically covering the most recent 2 months are used, the lender must evaluate
large deposits, which are defined as a single deposit that exceeds 50% of the total monthly qualifying
income (includes income derived from the asset calculation for establishing the debt payment-to-income
ratio) for the loan. Requirements for evaluating large deposits vary based on the transaction type. For
refinance transactions, the following requirements must be met only if the funds are needed to close. For
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purchase transactions, the requirements are always required:
 If funds from a large deposit are needed to complete the transaction, i.e., are used for the down

payment, closing costs, or financial reserves, the lender must document that those funds are from
an acceptable source. Occasionally, a borrower may not have all of the documentation required to
confirm the source of a deposit. In those instances, the lender must use reasonable judgment
based on the available documentation as well as the borrower’s debt-to-income ratio and overall
income and credit profile.

o Verified funds must be reduced by the amount, or portion, of the undocumented large
deposit, as defined above, and the lender must confirm that the remaining funds are
sufficient for the down payment, closing costs, and financial reserves. When the lender uses
a reduced asset amount, net of the unsourced amount of a large deposit, that reduced
amount, must be used for underwriting purposes. When a deposit has both sourced and
unsourced portions, only the unsourced portion must be used to calculate whether or not it
must be considered a large deposit.

If the source of a large deposit is readily identifiable on the account statement(s), such as a direct payroll
deposit from an employer, the Social Security Administration, IRS or state income tax refund, or a transfer

of funds between verified accounts, and the source of the deposit is printed on the statement, the lender
does not need to obtain further explanation or documentation. However, if the source of the deposit is
printed on the statement, but the lender still has questions as to whether the funds may have been
borrowed, the lender should obtain additional documentation.

MINIMUM BORROWERCONTRIBUTIONS
Unless otherwise indicated in the product description the following borrower contributions must bemet:
Occupancy LTV Minimum borrower contribution

Primary and
Second Home

≤ 80% Minimum borrower contribution from the borrower’s own funds is not required.

> 80% The borrower must make a 5% minimum borrower contribution from their own funds
before gift funds may be used.

Investment All funds used for the transaction must be the borrower’s own funds. Gift funds are notallowable

RESERVES
Please refer to applicable product description for reserve requirements. Reserves are based on the
qualifying PITIA payment of the subject and documented PITIA of any additional properties (if applicable).

EARNEST MONEY DEPOSIT
All EMD funds must be verified. If EMD reflected on 1003 is different than the EMD disclosed on thePA,
the underwriter will require verification of those funds.

DONATIONS FROM ENTITIES
Owner-occupant borrowers may use donated gift or grant funds from acceptable entities to pay or
supplement part of the closing costs or part of the financial reserves. Acceptable entities includechurches,
municipalities, nonprofit organizations, excluding credit unions, and public agencies.

 All programs must be reviewed by product development.

INCOME AND EMPLOYMENT
REQUIREMENT FOR STABLE MONTHLY INCOME

 Stable - 2-year history of receiving the income from a verifiable source(s).
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 Income may not be used in calculating the consumer's debt-to-income ratio if it comes fromany
source that cannot be verified, is not stable, or will not continue.

 Income with a defined expiration date must continue for at least the first 3 years of themortgage
Note date.

ANALYZING A CONSUMER'S EMPLOYMENT AND INCOMERECORD
When analyzing a consumer's employment and income history, the underwriter must examine:
 The consumer's past employment record; and
 The employer’s conformation of current, ongoing employment status.
 See Income below income types and requirements.

DECLINING INCOME
When the borrower has declining income, the most recent 12 months should be used. In certain cases,
an average of income for a longer period may be used when the decline is related to a one-time capital

expenditure and proper documentation is provided. In all cases, the decline in income must be
analyzed to determine if the rate of decline would have a negative impact on the continuance of income
and the borrower's ability to repay.

If declining income is for a non-self-employed borrower, the employer or the borrower should provide
an explanation for the decline and the underwriter should provide a written justification for including the
declining income in qualifying.

UNACCEPTABLE INCOME
Unacceptable income sources include, but are not limited to:
 Any unverified source
 Deferred compensation
 Income that is temporary or a one-time occurrence
 Rental income received from the borrower’s single-family primary residence or second home.
 Retained earnings
 Education benefits
 Income from trailing co-borrowers
 Stock Options & Restricted Stock Grants
 Income based on future wage increases
 Income derived from virtual currency, such as cryptocurrency, including but not limited to:

o Income paid to or earned by the borrower in the form of cryptocurrency
o Assets to establish income continuance such as retirement distributions, trust or

dividend/interest income
o Use in assets as a basis for repayment of obligations
o Rental payments. When a lease is necessary the payment method on the lease must be

reflected in U.S. dollars.
 Income derived from an activity that is prohibited by federal, state or local law, rules and regulations

cannot be considered This applies to both W2 and self-employment, regardless if reporting income
or loss. Income sources may include, but not limited to:

o Foreign shell banks
o Medical marijuana dispensaries
o Any business or activity related to marijuana or CBD (e.g. growing, processing, distribution,

etc.) even if legally permitted under state or local law.
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o Businesses engaged in any type of internet gambling.

EMPLOYMENT RELATED INCOME
VERIFYING EMPLOYMENT HISTORY
The underwriter must verify the borrower’s employment for the most recent 2 full years, and obtain the
following, if applicable:
 Year-to-date pay stub up through and including the most current pay period at the timeof

application.
 W-2 forms or personal tax returns, including all schedules, for prior 2 years.

o Loans closing in January prior to receipt of W-2’s may use the prior year year-end paystub.
 See Verification of Employment for additional requirements
 Explain any gaps in excess of 60 days during the past 2 years.

o Allowances can be made for seasonal employment gaps beyond 60 days, typical for the
building trades and agricultural, if documented.

o Income received from secondary employment or multiple job sources, there may be no gap
greater than 30 days in the last 12 months.

 Written Verification of Employment may be required for a borrower's income sourced from
commissions, overtime and or other income when the income detail is not clearly documentedon
W-2 forms or paystubs. Written VOEs cannot be used as a sole source for verification of
employment, paystubs and W-2s are still required.

CALCULATING INCOME
Individuals either receive a fixed regular annual income, usually paid monthly, semimonthly, biweekly,
or weekly, or they may work and get paid by the hour, day, or week. All receive regular compensation in
the form of a paycheck and year-end income is reported via a W-2. Each type of qualifying income is
calculated differently.

Pay Period Monthly Income (without overtime, bonus, commission, etc.)
Annual Salary Annual Pay divided by 12
Monthly Salary Monthly Rate of Pay as shown
Semi-monthly Salary Base Pay Rate x 24 / 12
Bi-weekly Salary Base Pay Rate x 26 / 12
Weekly Salary Base Pay Rate x 52 / 12
Hourly Rate of Pay x # Hours worked per week x 52 / 12

EMPLOYMENT RELATED INCOME TYPES
Income Type Required Documentation
Salary and
Non-
Fluctuating
Hourly

Large increases in salary/base pay over the previous 2 years must be explainedand
documented.
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Variable
Income

Stable to increasing income should be average over a minimum 2-year period.

When declining income has occurred, the most recent 12 months should be used. In all
cases, the decline in income must be analyzed to determine if the rate of decline wouldhave
a negative impact on the continuance of income and the borrower’s ability to repay.Declining
income must be explained by the employer/borrower and a written determination by the
underwriter must be provided if declining income is used for qualifying.

Secondary or
Multiple
Income
Sources

Secondary employment or multiple-job income is generally considered stable incomefor
qualifying use when received and documented for the last 2-years.
 There is flexibility of accepting less than a 2-year history, but no less than a12-month

history for a borrower if there is a strong likelihood that the borrower will continue to
receive that income and there are positive factors to offset the shorter incomehistory

 There may be no gap in employment beyond 1-month in the most recent 12-month
period.

 It should be determined if there has been any recent change in the borrower’s overall
employment status that might jeopardize the continuance of income from additional
employment. For example, review of borrower’s historic ability to handle multiple jobs ona
continuing basis.

 For secondary income or income from multiple-jobs, refer to Variable Income section for
additional eligibility requirements.

Income Type Required Documentation

Seasonal
Income

Seasonal income is considered uninterrupted and may be used to qualify when a2-year
history of maintaining seasonal employment can be documented with plans to continue.Refer
to Variable Income section for additional eligibility requirements.

Unemployment may be averaged and used in conjunction with seasonal income and must be
documented with tax returns to show a minimum of 2-year history of receipt.

Overtime &
Bonus

A period of at least 2 years must be used in calculating the average overtime andbonus
income if the income varies significantly from year to year.
 Periods of overtime and bonus income less than 2 years may be acceptable, provided

when the underwriter can justify and document in writing the reason for using the income
for qualifying purposes. Periods of less than 1 year are not considered effective income.

 When income is declining, the most recent 12 months or year to date, as applicable,must
be used. Additional analysis must be conducted to determine if any variable incomehas
stabilized and determine the rate of decline would have a negative impact on the
continuance of income and the borrower’s ability to repay. In no instance may it be
averaged over the period when the declination occurred.

If either type of income shows a continual decline, income should not beused.
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Commission

Commission income must be averaged over at least the previous 2 years.

Consumers whose commission income was received for more than 1 year, but less than2
years may be considered favorably if the underwriter can:
 Document the likelihood that the income will continue, and
 Borrower has a minimum 2-year employment history prior to receipt of commission.
 Commission income must be common for the industry in which the borrower is currently

employed.

Commission income earned for less than 1 year is not considered effective income.
 Exceptions may be made for situations in which the consumer's compensationwas

changed from salary to commission within a similar position with the sameemployer.
Commission income must be common for the industry in which the borrower is currently
employed.

Tip Income Must be received for the last2 years. See variable Income section for additionalrequirements.

Employer
Differentials

If the employer subsidizes a consumer's mortgage payment through direct payments, the
amount of the payments:
 Is considered gross income, and
 Cannot be used to offset the mortgage payment directly, even if the employer pays the

servicing creditor directly.

Automobile
Allowance and
Expense

The full amount of an automobile allowance may be included as income and the leaseor
financing expenditure must be included as a debt in the calculation of thedebt-to-income
ratio.

Payments The borrower must have received the payments for the last 2 consecutiveyears

Borrower Provide the most recent 2 years personal tax returns with all schedules to determine stability
Employed by of income and potential ownership interest to document less than 25%ownership
Family
Member

Income Type Required Documentation

Foreign
Income

Foreign income may be used only if its stability and continuance can beverified.
 Personal tax returns, including all schedules, for prior 2 years.
 Year-to-date pay stub up though and including the most current period at the timeof

application.
 All income must be converted to U.S. currency.
 Foreign Earned Self Employment Income is not acceptable.

Housing or
Parsonage
Allowance

A housing or parsonage allowance may be considered qualifying income if there is
documentation that it has been received for the most recent 12 months and the allowance is
likely to continue for the next 3 years. The housing allowance may be added to incomebut
may not be used to offset the monthly housing payment.

Newly
Entering the
Workforce

For a Borrower who has less than a 2-year employment and income history, theBorrower's
income may be qualifying income if the Mortgage file contains documentation to support that
the Borrower was either attending school or in a training program immediately prior to their
current employment history. School transcripts must be provided todocument.
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Temporary
Leave of
Absence
(Maternity
Leave)

Temporary leave from an employer may encompass various circumstances (e.g. familyand
medical, short-term disability, maternity, other temporary leaves with or withoutpay).
Temporary leave is generally short in duration. The period of time that borrower is on
temporary leave may be determined by various factors such as applicable law, employer
policies and short-term insurance policy and/or benefit terms. Leave cannot be a result ofan
employer-initiated action such as a furlough or layoff. Leave ceases being considered
temporary when the borrower does not intend to return to the current employer or does not
have a commitment from the employer to return to employment.

During a temporary leave, a borrower’s income may be reduced and/or completely
interrupted. The lender must determine that during and after the temporary leave the borrower
has capacity to repay the mortgage and all other monthly obligations.

Determining qualifying income and borrower capacity to meet obligations while ontemporary
leave:

For borrowers returning to their current employer prior to the first mortgage payment duedate:
 The lender may for qualifying income the borrower’s gross monthly income amount that

will be received upon the borrower’s return to their current employer.
 For borrowers returning to their current employer after the first mortgage paymentdue

date the lender must determine the income amount that will be received upon the
borrower’s return to their current employer. The lender must take into account any
temporary reductions in income when determining qualifying income, as follows:

 The lender may use for qualifying income the Borrower’s gross monthly incomeamount
being received during the temporary leave. In the event that the income has been
reduced or interrupted, the lender may use for qualifying income the monthly reduced
amount (this amount may be zero) being received during the temporary leave combined
with thepartial or complete income supplement up to the amount of the income reduction.

 The total qualifying income must not exceed the gross monthly income that will be
received upon the borrower’s return to current employer.

 Assets that are required for the transaction, e.g., down payment, closing costs, financing
costs, prepaids/escrow, and reserves, may not be considered as available assets to
supplement the income.

Documentation Requirements
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Income Type Required Documentation
 The following documents must be retained in the loan file:
 Verification of the Borrower’s pre-leave income and employment
 Documentation from the current employer confirming the borrower’s statutory right to

return to work, or the employer’s commitment to permit the borrower to return towork.
The confirmation date of return, and the borrower’s post leave employment and income.

 Written statement signed by the borrower confirming that the borrower will return totheir
current employer stating the confirmation date of return that has been agreed upon
between the borrower and the employer.

In addition, the following documentation is required for borrowers returning to thecurrent
employer after the first mortgage payment due date:
 Documentation evidencing amount, duration, and consistency of all temporary leave

income sources being used to qualify the borrower, e.g., short-term disability benefitsor
insurance, sick leave benefits, temporarily reduced income from employer, that arebeing
received during the temporary leave

 All available liquid assets used to supplement the reduced income for the duration of the
temporary leave must meet requirements of and be verified.

Returning to
Workforce
After an
Extended
Absence

A borrower’s income may be considered effective and stable for use in qualificationwhen
recently returning to work after an extended absence (defined as 6 months) if theborrower:
 Is employed in the current job for 6 months or longer; and
 Can document a 2-year work history prior to an absence of employment using:

o Traditional employment verifications; and/or
o W2 forms, for prior 2 years

Employment with less than 6 months return to the workforce may be considered when the
following can be documented:
 At least 30-day employment with new employer
 Primary residence transactions only
 Purchase and rate-and-term refinance only. Cash-out transactions not eligible
 Document a two-year work history prior to an absence of employment
 Base income only
 Borrower to provide letter of explanation for gap in employment and financial

management during the gap.

Projected
Income from
Employment
Contract

Projected income is acceptable for qualifying purposes for aborrower:
 Scheduled to start a new job within 60 days of loan closing
 Salary or non-fluctuating base pay only may be used for qualification
 Contract must be fully executed by borrower and employer or borrower acceptance letter

provided.
 All contingencies contained within the contract or offer letter must be met.
 Creditor must verify that the consumer will have sufficient income or cash reserves to

support the mortgage payment and any other obligations between loan closing and the
start of employment.

Contracts with start date between 61-90 days may be considered with theadditional
restrictions when the above requirements are otherwisemet:
 Primary residence transactions only
 Purchase and rate-and-term refinance only. Cash-out transactions not eligible

Income Type Required Documentation
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RSU Income

Income derived from restricted stocks may be granted as a component of employee
compensation and are subject to a restriction period during which recipients are notallowed
access to granted shares until either performance-based or time-based vestingrequirements
are met.

Vesting may be based on the following:
 Performance-based- percentage of total granted shares vest based on individual or

corporate performance; or
 Time-based- percentage of total granted shares vest after a pre-determined periodof

employment.

Restrictions of Use
 May only be used for income if the income has been consistently received for 2 yearsand

is likely to continue at a similar level for the next 3 years. No exceptions.
 Owner-Occupied and Second Homes only. Ineligible for use on investmentproperty

transactions.

Documentation Requirements
 Current paystub, 2 years W2s and tax returns evidencing two-year history of receipt of

restricted stocks. If not clearly identifiable on the W2s, year-end paystubs may alsobe
required to identify receipt.

 If the borrower has less than 2 years with current employer, must document the
borrower’s prior employment compensation included restricted stocks and theborrower
has received at least one award with the current employer that is vested. The previous
employment must have been a similar position and industry and issuance of restricted
stock must be common for the industry.

 Vesting schedule to provide schedule of distribution of units and show no indicationsthe
borrower will cease to receive future restricted stocks at the same historical level.

Restricted Stock Requirements
 Stocks must be vested. Non-vested stocks are not eligible
 Stocks must be publicly traded
 May not be used for reserves if using for income to qualify

Calculation of Income
 A 24-month average of the prior shares received should be used to calculate income

using the lower of the current stock price or average two-year stock price.
 If distributed as a cash equivalent, average the last 2 years total amount distributed from

the cash equivalent of the vested shares over 24 months
 If the prior 2-year history is from a previous employer, the more conservative the two-year

history, current stock price or 36-month future vesting should be used for qualifying
purposes.

Declining restricted stocks may result in an ineligible income source for qualification

SELF-EMPLOYMENT RELATED INCOME
A consumer with a 25 percent or greater ownership interest in a business is consideredself-employed.

MINIMUM LENGTH OF SELFEMPLOYMENT
Income from self-employment is considered stable, and effective, if the consumer has been self-
employed for two or more years.
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Due to the high probability of failure during the first few years of a business, the requirementsdescribed
in the table below are necessary for consumers who have been self-employed for less than 2 years.

If the period of self-employment is: Then:

Between 1 and 2 years

For the individual’s income to be effective, the individual must have at
least 2 years of documented previous successful employment in the
line of work in which the individual is self-employed, or in a related
occupation

A combination of 1 year of employment and formal education or
training in the line of work the individual is self-employed or in a
related occupation is also acceptable.

Less than 1 year The income from the borrower may not be considered effective income

SELF-EMPLOYED QUALIFYING INCOMEANALYSIS
Self-Employment Required Documentation

Self-Employed
Income All

Self-employment must be documented with2-years personal tax returns with all
schedules
 Personal returns must be signed in the event third-party tax transcripts arenot

provided. See Tax Transcript section for further details.

Signed Business returns, when applicable, along with K-1s showing ownership interest
for the most recent 2 years
 A signed 4506-C for each business will be required for all business’ in which the

business income/loss is being used to qualify the borrower(s)
 When a consumer's percentage of ownership does not appear on the tax returns, the

creditor must obtain the information from the corporation's accountant, alongwith
evidence that the consumer has the right to any compensation.

Sole Proprietorship
(Schedule C)

YTD Profit and Loss (P&L) dated within 120 days of the Note date is required when the
borrower has filed an extension for the most recent tax years filing (e.g. typicallybetween
April 15th and October 15th)

Partnerships (1065)
Limited Liability
Or “S” Corporations
(1120S), or
Corporations
(1120)

 YTD Profit and Loss (P&L) dated within 120 days of the Note date is required
 YTD balance sheet dated within 120 days of the Note date is required.

When qualifying income, establish the consumer's earnings trend from the previous 2 years using the
consumer's tax returns. Annual earnings that are stable or increasing are acceptable, while businesses
that show a significant decline in income over the analysis period are not acceptable
 Follow Fannie Mae Cash-Flow Analysis (form 1084) or any other cash-flow analysis that follows the

same principles to determine the ordinary business income
o A self-employment income analysis worksheet must be retained in file.
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o Notes due and payable within 1-year do not require reduction from self-employment analysis
if there is evidence that these obligations roll over regularly or the business has sufficient
liquid assets to cover them

o Any documented proceeds from a Small Business Administration PPP loan or any other
similar COVID related loan or grant to a business may not be considered in the analysis of
self-employment income.

o 1120 Corporation Earnings (not reported on personal returns)
 Earnings may not be used unless the borrower(s) owns 100% of the business.
 Losses do not need to be subtracted from the qualifying income. However, the ability

to continue receiving W-2 wages consistent with the income used for qualification
must be analyzed and support the stability of the business. If unable to support, the
W-2 wages should not be used to qualify.

 When declining income has occurred, the most recent 12 months should be used. In all cases, the
decline in income must be analyzed to determine if the rate of decline would have a negative impact
on the continuance of income and the borrower’s ability to repay.

o If the Profit and Loss (P&L) statements submitted for the current year show an income
stream considerably greater than what is supported by the previous year's tax returns, the
creditor must base the income analysis solely on the income verified through the tax returns.

o If the consumer's earnings trend for the previous 2 years is downward and the most recent
tax return or Profit and Loss (P&L) is less than the prior year's tax return, the consumer's
most recent year's tax return or Profit and Loss (P&L) must be used to calculate their
income.

 If the borrower has self-employment income and/or zero income reported on personal returns/K-1
and it is not needed to qualify, it is not required to obtain the Profit and Loss (P&L) and balance
sheet.

 If the borrower has a loss, regardless of the amount, the documentation will be required on the self-
employment type and will be used to qualify the borrower(s)

o Exception to the above, it is not required to account for self-employment loss when the
borrower is qualified using only income that is not derived from self-employment and self-
employment loss is a secondary and separate source of income (or loss). Examples of
income not derived from self-employment include, but not limited to, a salaried borrower or
borrower receiving retirement income.

RENTAL INCOME
Rental Income Required Documentation

Eligible
Properties

Rental Income is allowable on the following subject and non-subject properties whenguidelines
are met:
 2-4-unit primary residences
 Investment Properties, including conversion of primary residence to a rental property.
 1-unit primary residence with allowable boarder income when allowable
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Rental Income Required Documentation

Documentation

 The most recent 1-year tax returns with all schedules including schedule E is required forall
properties acquired prior to the most recent tax filing year

o In the event 2 years tax returns are required for other income purposes, the
underwriter should analyze the rental history based on 2 years in lieu of themost
recent 1-year.

 For business returns, the 8825 is required to calculate expense offset for personallyheld
mortgage liability.

 When lease agreement is permitted per the guidelines,
o the lease must be fully executed for the term of at least 12 months.
o Lease must be arms-length (e.g. no family members, employers, etc.)
o Income payments must be received in the form of U.S. dollars. Cryptocurrencyor

other methods of payment are not acceptable.
o Leases are not eligible for use when rental income is reporting on the tax returns.
o Short term-rental (e.g. AirBNB) agreements are not eligible for newly acquired

properties, Due to the fluctuating nature of the income, short-term rental property
income must be annualized from the tax returns.

 All Subject property transactions require 1007 or 1025, as applicable, to support rental
income

Calculation
Methods

 Schedule E- net rental income should be calculated as the total of (Income + depreciation+
interest + taxes + insurance+ HOA (if applicable) divided by the applicable monthsminus
the current PITIA.

 Lease agreement or 1007/1025- net rental income should be calculated as thegross
monthly rent multiplied by 75% minus the current PITIA.

 Schedule 8825, for personally obligated real estate reporting through a business,calculate
rental income in same method as Schedule E. The personal liability may be offset in the
real estate section of the application. Any resulting loss from the calculation must beadded
to the borrower’s total monthly obligations. No positive income may be given in the real
estate section of the application. Follow self-employment requirements for determining
business income/loss from business.

 Net rental income must be added to the borrower’s total monthly income.
 Net rental losses must be added to the borrower’s total monthly obligations.

Subject Property
Lease

Agreement

2-4-unit Primary
and

Investments

Purchase

Lease agreement(s) or a 1007/1025 are allowable to use as rental incomewhen
the following conditions can bemet:
 For investment purchases, the borrower must have a current housing

payment (i.e. cannot live rent-free).
 Rental management history of at least 1 year is required in order to use

positive rental income, otherwise only the PITIA may be offset.
 Existing lease(s) transferring from the seller to borrower are acceptablewhen

addressed in the purchase contract.
 The lower monthly rental amount of the lease agreement or 1007/1025 will be

used.
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Rental Income Required Documentation

Refinance

Acceptable Lease agreements are allowable for use on the subject property for
refinance transactions when the following conditions aremet:
 For investment properties, the borrower must have a current housing

expense (i.e. cannot live rent-free).
 Documentation is provided to demonstrate the property wasacquired

subsequent to the last tax filing year.
 Rental management history of at least 1 year is required in order to use

positive rental income, otherwise only the PITIA may be offset.

Other Real

Lease agreements are allowable for use on other real estate owned when thefollowing
conditions are met.
 The borrower must have a current housing expense (i.e. cannot live rent-free).
 Documentation is provided to demonstrate the property was acquired subsequent to the last

tax filing year.
o See departing primary residence with lease for additional tolerance.

 Rental management history of at least 1 year is required in order to use positive rental
income, otherwise only the PITIA may be offset.

Estate Owned

Lease
Agreement

Boarder Income

Income from boarders in the borrower’s principal residence is not considered acceptablestable
income with the exception of the following:
 When a borrower with disabilities receives rental income from a live-in personalassistant,

whether or not that individual is a relative of the borrower, the rental payments can be
considered as acceptable stable income in an amount up to 30% of the total gross income
that is used to qualify the borrower for the mortgage loan. Personal assistants typicallyare
paid by Medicaid Waiver funds and include room and board, from which rental payments
are made to the borrower.

o Obtain documentation of the boarder’s history of shared residency (such as acopy
of a driver’s license, bills, bank statements, or W-2 forms) that shows theboarder’s
address as being the same as the borrower’s address.

o Obtain documentation of the boarder’s rental payments for the most recent 12
months.

Departing

When a consumer vacates a principal residence in favor of another principal residence, the
rental income, reduced by the appropriate vacancy factor (25%), may be considered in the
underwriting analysis with a new lease under the circumstances.
 An acceptable lease agreement must be provided, see documentation requirements.
 Rental income from a new lease may only be used to offset the PITIA of the primary

property and no positive rental income may be used to qualify unless the borrower hasa
minimum of 1-year investment property management experience.

Primary
Residence with
a lease

OTHER INCOME TYPES
Income sources with a defined expiration date must continue for at least the first 3 years of themortgage
unless otherwise indicated.
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Other Income Required Documentation

Retirement
Income from
Pension or
Annuity

Fixed income payments such as pension income can be used at full value/distribution and may
not be considered in any annuitization calculation.

Retirement Income may be verified with one of the following:
 statement from the organization
 award/benefit letter
 tax return
 W2
 1099
 or proof of current receipt (e.g. bank statement)

Retirement

Existing distribution of assets from an IRA, 401K or similar retirement asset account mustbe
sufficient to sustain income continuance for the first 3 years of the loan

 Verification of the assets of the plan and verification of receipt of the distribution ofat
least 2 months is required

 Asset account(s) balance must support 3-year continuance of distributions

See Employment Related Assets as Qualifying Income when the distributionrequirements
above cannot be met for additional tolerances.

Income from
Established
Employment
Related Asset
Distributions

Employment-

All of the following loan parameters must be met in order for employment-related assets tobe
used as qualifying income:
 Maximum LTV/CLTV/HCLTV – 70%
 Purchase and rate-and-term refinance only
 Principal residence and second home only
 Divide “Net Documented Assets” by amortization term of the mortgage loan (inmonths).

Asset Requirements
Assets used for monthly income stream must be owned individually by the borrower, or theco-
owner of the asset must be a co-borrower of the subject property. Assets must be liquid and
available to the borrower.
 Non-self-employed severance package or non-self-employed lump sum retirement

package, i.e. a lump sum distribution, must be documented with a distribution letter fromthe
employer (1099R) and deposited to a verified asset account.

o Funds deposited into stocks, bonds, and mutual funds: 70% of the value (remaining
after costs for the transaction) may be used to determine the income stream.

o Retirement based account must use 70% of the value subject to the following:

Related Assets
as Qualifying
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Income

Other Income Required Documentation

Ineligible Assets
Non-employment related assets (e.g. stock options, non-vested restricted stock, lawsuits, lottery
winnings, sale of real estate, inheritance, divorce proceeds, etc.)

Net Documented Assets
Net documented assets are equal to the sum of eligible assetsminus:
 The amount of the penalty that would apply if the account was completely distributed at the

time of calculation;
 The amount of funds used for down payment, closing costs, and required reserves.
 30% of the remaining value [after the calculation in (b)].

Social Security
Income

 A copy of the Social Security Administration’s award letter OR current bankstatement
confirming deposit is required when the borrower is receiving social security benefitson
their own account/work records.

 A copy of the Social Security Administration’s award letter AND current bank statement
confirming deposit is required when the borrower is receiving social security benefits from
another person’s account/work record.

o Benefits from another person (e.g. child or spouse) with a defined expirationdate
must have a remaining term of at least 3 years documented.

 See non-taxable income for social security income treatment.

VA Benefits

Document current receipt of VA benefits with a letter or distribution form from theVA.

Verify that the income can be expected to continue for3-years (Verification is not required for VA
retirement or long-term disability benefits).

Alimony,
Separate
Maintenance &
Child Support
Income

Will be considered with a divorce decree, court ordered separation agreement, court decree,or
other legal agreement providing the payment terms confirming that income will continue forat
least the first three years of the loan 3 years.
 Documentation evidencing that the borrower has been receiving full, regular, andtimely

payments for the past 6 months.
 See non-taxable income for child support income treatment.
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Capital Gains
(Schedule D)

Capital gains for like assets may be considered as effective income. The earnings trend or loss
must be considered in the overall analysis of this income type. If the trend results in a gain, it
may be added as effective income.
 Tax returns for the prior 2 years, including Schedule D.
 Gains must be consistent amounts from consistent sources.
 Verified assets to support continuance must be documented.
 Capital Gain losses are not required to be reduced from the qualifying income

Other Income Required Documentation

Disability

Disability benefit payments should be treated as acceptable income unless the terms of the
disability policy specifically limit the stability or continuity of the benefit payments. Benefits that
have a defined expiration date must have a remaining term of at least 3 years from the dateof
the mortgage application in order to be used for qualifying the borrower. For example, if a
borrower is receiving disability benefits that are scheduled to be discontinued when they reacha
certain age and the borrower will reach that age within 3 years of loan closing, the lendershould
not count the disability benefit as stable income. When a borrower is currently receivingshort-
term disability payments that will decrease to a lesser amount within the next 3 yearsbecause
they are being converted to long-term benefits, the lender must use the amount of the long-term
payments in determining the borrower’s stable income.

Generally, long-term disability will not have defined expiration date and must be expected to
continue. The requirement for re-evaluation of benefits is not considered a definedexpiration
date. Verification of long-term disability must be documented with one of the following:
 Obtain a copy of the borrower’s disability policy or benefits statement from the benefits

payer (insurance company, employer, or other qualified disinterested party) todetermine:
o The borrower’s current eligibility for the disability benefits, and
o The amount and frequency of the disability payments, and
o If there is contractually established termination or modification date
o Document current receipt with a bank statement, pay statement, benefit verification

letter, notice of award letter, or other equivalent documentation.

Dividend/Interest
(Schedule B)

Interest and Dividend income may be used as long as documentation supports a two-year
history of receipt.
 Tax returns for the prior 2 years
 Proof of asset(s) to support the 3-year continuation of interest and dividend income.

o If the interest-bearing asset will be liquidated as a source of funds to close or for
reserves, the balance must be adjusted accordingly.

Royalty Income
(Schedule E)

Royalty Income may be used when the following areprovided
 Royalty contract, agreement, or statement confirming amount, frequency, and durationof

the income;
 borrower’s most recent signed federal income tax return, including the related IRSForm

1040, Schedule E.
 Confirm that the borrower has received royalty payments for at least 12 months and
 that the payments will continue for a minimum of 3 years after the date of themortgage

application.
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K-1 Income with
less than 25%
ownership

Average 2 years K-1 income
 2 years tax returns and applicable K-1s reflecting less than 25% ownership

o Average 2 years using 1065 K-1 boxes 1-4 or 1120s K-1 boxes 1-3. Add backs
from business returns are not permissible.

o Less than 2 years receipt of income may be considered when all of the
following are met:

 Income must be received from guaranteed payments
 Must reflect 12 months receipt on most recent K-1
 Borrower has recently acquired ownership in a professional services

partnership after having an established employment history
 Losses from K-1s are not required to be reduced from the qualifying income when the

most recent K-1(s) reflects less than 25% ownership.

Farm Income Document consistent receipt with 2 years tax returns

Other Income Required Documentation
(Schedule F)  Add back the amount of any deductions the borrower claimed on Schedule F for

depreciation, amortization, casualty loss, depletion, or business use of their home.
 If not considered stable or continuous, may be a one-time occurrence and should notbe

used as an eligible income source.

Notes
Receivable
Income

A copy of the Note must document the amount, frequency and duration of payments.
 Regular receipt of note income for the past 12 months must be documented.
 Verification that income is expected to continue for the first 3 years of the loan.

Trust Income

Income from trusts may be used if guaranteed and regular payments will continue for the first3
years of the loan
 Must be documented with current 1-month receipt of income.
 A copy of the Trust Agreement or Trustee Statement showing:

o Total amount of borrower-designated trust funds
o Terms of payment
o Duration of trust
o Portion of income that is not taxable.
o Non-taxable trust income must include proof of distribution

Foster Care
Income

Document that the borrower has a two-year history of providing foster-care services andreceipt
of income. Verify the foster-care income with letters of verification from theorganizations
providing the income.

If the borrower has not been receiving this type of income for two full years, the income maystill
be counted as stable income if the borrower has
 at least a 12-month history of providing foster-care services, and
 the income does not represent more than 30% of the total gross income that is used to

qualify
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Mortgage Credit
Certificates
(MCC)

A copy of the MCC is required from the state or municipality. A reissue certification isrequired
on refinance transactions.

[(Mortgage Amount) x (Note Rate) x (MCC %)] ÷ 12 = Amount added to borrower’smonthly
income

Note: MCCs are issued to the requesting lender. Loans utilizing MCC not issued toAAA
Lendings cannot close in AAA Lendings’s name.

Public
Assistance

 Document the borrower’s receipt of public assistance income with letters or exhibits from
the paying agency that state the amount, frequency, and duration of the benefit payments.

 Verify that the income can be expected to continue for a minimum of 3 years

Non-Taxable
Income

(including child
support,
disability, foster
care, military,
etc.)

 Tax returns must be provided to confirm income is non-taxable.
 Income may be grossed up by the applicable tax amount (must use the tax rate tocalculate

the consumers last year’s income tax). If the consumer is not required to file a tax return,
the tax rate to use is 25%.

 The non-taxable portions of these items may be added back to the adjusted gross income, if
the income is expected to continue for the first 3 years of the mortgage

VERIFICATION OF EMPLOYMENTREQUIREMENTS
VERBAL VERIFICATION FOR EMPLOYMENT RELATED INCOME
Verbal VOE must be completed within 10 business days prior to the note date.
 The verifier must independently obtain a phone number, and if possible, an address for the

borrower’s employer. This can be accomplished by using a telephone book, the internet or
directory assistance, or by contacting the applicable licensing bureau.

 If the contact is made verbally, the conversation must be documented. It should include the name
and title of the person who confirmed the employment, the date of the call, and the source of the
phone number. The written documentation should also include the name and title of the personwho
performed the verification of employment.

VERIFICATION FORSELF-EMPLOYMENT
The existence of the business must be documented within 120 calendar days prior to the notedate
 The existence of the borrower’s business must be verified from a third-party source.Acceptable

third-party sources include the following:
o CPA who performs regular services for the business,
o Regulatory agency, or the applicable licensing bureau, if possible, or
o By verifying a phone listing and address for the borrower’s business using the internet or

directory assistance.

REQUIREMENTS
 IRS 4506-C for all borrowers on the transaction is required for all loans.
 When business returns are provided, a 4506-C for each business must be provided.

TAX TRANSCRIPTS
Tax transcripts will be required for the following income types used for qualification:
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 Self-Employment.
 Rental Income documented on Schedule E.
 Employed by family.
 When tax returns are utilized to determine qualifying income, in lieu of alternative documentation

options when applicable.
 Hand written income documentation.

TAX TRANSCRIPT REQUIREMENTS
 Tax transcripts must be obtained via a 4506-C request through the IRS from an acceptable third-

party source. Borrower obtained results are not eligible unless otherwise noted below.
 Tax transcripts must be obtained for all applicable personal tax return years used for qualification

including any amended returns must include a record of account transcript.
 In the case where the most recent tax year has been filed and the tax transcripts are not yet

available from the IRS, the tax returns may be used for qualification when the following aremet:
o Individual product description does not restrict the use of alternative documentation to third-

party transcripts.
o The IRS response to the request must reflect “No Record on File”.
o The most recent tax year does not represent a large increase, defined as greater than 10%

of the previous year’s income. If large increase is needed for qualification, third-party
transcripts must be obtained.

o All additional required prior year(s) and amended tax returns must obtain third-party tax
transcript(s), regardless of the tax year.

o Alternative Documentation must be provided to document tax filing for the most recent year
with one of the following:
 Borrower-obtained tax transcripts for the applicable year, or
 A bank account statement reflecting amount received from or paid to the IRS that

aligns with the amount reflected on the most recent year returns. The information
reflected on a bank statement is subject to standard asset review requirements. The
IRS printout “Where’s My Refund” or Record of Account confirming refund or
payment will also be acceptable in lieu of a bank statement.

 In the case where taxes for the prior year have not been filed (between January 1 and the tax filing
date (typically April 15) the following are required:

o IRS form 1099 and W-2 forms from the previous year, as applicable.
o For borrowers using 1099’s, evidence of receipt of 1099 income must be provided.
o Year-end Profit and Loss (P&L) for prior year (signed by the borrower), when applicable

 Between the tax filing date (typically April 15) and the extension expiration date (typicallyOctober
15), the following are required (as applicable):

o Copy of the filed extension
o Evidence of payment of any tax liability identified on the federal tax extension form.
o IRS form 1099 and W-2 forms from the previous year, as applicable.
o Year-end Profit and Loss (P&L) for prior year (signed by the borrower)

 After the extension expiration date (typically October 15), loan is not eligible to close anddisburse
without the most recent year tax returns.

VICTIMS OF TAXPAYER IDENTIFICATIONTHEFT
When a borrower(s) is a victim of taxpayer identification theft, the following conditions must be met in
order to validate the borrower(s) income:
 Proof of identification theft as evidenced by one of the following:

o Proof of identification theft was reported to and received by the IRS (IRS form 14039)
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o Copy of notification from the IRS alerting the taxpayer to possible identification theft
 Additionally, provide each of the following secondary documents (as applicable) to validate the

reported income on the tax returns in question:
o W-2 or 1099 transcripts which match the W-2 or 1099 income shown on the 1040s
o 1099 mortgage interest should match the reported interest on Schedule A or Schedule E
o 1099-G unemployment should match reported unemployment
o 1099-DIV and 1099-INT should match reported dividend and interest
o Validation of prior tax year(s) income (income for current year must be in line with prior

year(s)

The IRS has announced that criminals used taxpayer-specific data acquired from non-IRS sources to
gain unauthorized access to information on approximately 100,000 tax accounts through the IRS “Get
Transcript” application. Due to this breach, AAA Lendings is unable to obtain the full tax transcripts for
taxpayers that may have been impacted. The Reject Code 10 is being used by the IRS “Income
Verification Express Service” (IVES) application when there is possible identity theft on the taxpayer’s
account. In cases where the IRS will not provide the transcripts to the vendor, the following
documentation will be acceptable in lieu of the tax transcripts.

Tax Returns are Required to Document Income
 4506-C results indicating, due to limitations, the IRS cannot process the request, taxpayer

will receive a mailed notice. If any questions, please call the IRS Customer Service at 800-
829-1040; “no record found” or “data mismatch” is not acceptable; and

 Copy of the signed tax returns; and
 Bank statement or copy of check to evidence that the tax payment made or refund received

for each tax year matches the amount on the 1040; and
 Signed 4506-C for each required tax year.

W2 and/or 1099’s Are Required to Document Income:
 4506-C results indicating, due to limitations, the IRS cannot process the request, taxpayer

will receive a mailed notice. If any questions, please call the IRS Customer Service at 800-
829-1040; a “no record found” or “data mismatch” is not acceptable; and

 Copy of all W2’s; and one of the following:
 IRS Provided Transcripts mailed to the borrower and uploaded to Paperless File Manager,

or
 Year End Paystub for each required with Year-to-Date earnings in line with W2’s, or
 Fully Executed Verification of Employment completed by employer with Year End Figures in

line with W2(s).

PROPERTY ANDAPPRAISAL
PROPERTY VALUES
Extreme care must be applied to ensure that the appraiser is specific with regard to the impact themarket
decline has upon the transaction being evaluated. Typically, appraisals should not contain comparables
greater than 6 months old at time of underwriting review. Properties with values significantly in excess of
the predominant value of the subject’s market area may be ineligible.

AAA Lendings reserves the right to establish guidelines based on current market conditions when conditions
suggest an increased risk in property values.
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ACCESSORY UNITS

An accessory dwelling unit is typically an additional living area independent of the primary and bathroom.
Some examples may include a living area over a garage and basement units. Whether a property is a one-
unit property with an accessory unit or a two-unit property will be based on the characteristics of the
property, which may include, but are not limited to, the existence of separate utilities, a unique postal
address, and whether the unit is rented. The appraiser is required to provide a description of the accessory
unit, and analyze any effect it has on the value or marketability of the subject property.

If the property contains an accessory unit, the property is eligible under the followingconditions:
 The property is a one-unit.
 The property contains only one accessory unit, multiple accessory units are not permitted.
 Accessory unit cannot be a manufactured home.
 The appraisal report demonstrates that the improvements are typical for the market through an

analysis of at least one comparable property with the same use.
 The borrower qualifies for the mortgage without considering any rental income from theaccessory

unit.

If it is determined that the property contains an accessory dwelling unit that does not comply with zoning,
the property is eligible under the following additional conditions:

 The lender confirms that the existence will not jeopardize any future property insurance claim that
might need to be filed for the property.

 The use conforms to the subject neighborhood and to the market.
 The property is appraised based upon its current use.
 The appraisal must report that the improvements represent a use that does not comply with zoning.
 The appraisal report must demonstrate that the improvements are typical for the market throughan

analysis of at least 3 comparable properties that have the same non-compliant zoning use.

ADDITIONS WITHOUT PERMITS
If the appraiser identifies an addition that does not have the required permit, the appraiser must comment
on the quality and appearance of the work and its impact, if any, on the market value of the subject
property.

ADDRESS DETERMINATION
Use the standardized (USPS address) but compare it to the legal description on Schedule A on the title
commitment. If the legal description’s city/township is different, use the legal city/township, but maintain the
street address portion provided by USPS.

 The appraiser must provide the legal address on an addendum
 For multi-unit properties, it is acceptable to use the legal street address.
 The city indicated on the appraisal can be either standardized or legal.

For condominiums and Planned Unit Developments that have a unique address, i.e., street number is
different for each unit), the unit number does not need to be included on the closing documents (e.g. note,
mortgage, etc., if the unit number is not part of the appraisal or purchase agreement and is referenced in
the legal description. If the unit number is part of the appraisal or purchase agreement and is referenced in
the legal description, the unit number must then be included on the closing documents.

APPRAISALS



Elite Jumbo Underwriting Guidelines

59 / 72
Return to Top 10/31/2023

 Appraisals should be dated within 120 days from the date the Note is signed.
 An appraisal update on form 1004D is permissible after the original appraisal has exceeded 120

days from the Note date. The recertification of value is subject to the following requirements:
o For loans with multiple appraisals, the update must be ordered against the lower appraisal

used for loan qualification.
o Updates should be provided from the original appraiser and must indicate the value has not

declined since the original date or a new appraisal will be required.
o With the appraisal update the original appraisal date may be extended up to, but never to

exceed, 180 days from the Note date.
 Appraisal is required on the applicable standard Fannie Mae form:

o Single Family (one-unit including those with ADU, PUD, Detached Condos) Form 1004.
o 2-4 Unit properties Form 1025.
o Condominiums Form 1073
o Cooperative properties Form 2090
o No limited appraisals (including Form 2055, 1075, or valuation alternatives) will be accepted

 We will only accept an electronically submitted PDF copy of the appraisal report. The document
must have an electronically reproduced signature of the appraiser and the report must complywith
the applicable requirements outlined in this section.

 Interior photos must be included of all rooms.
 Appraiser must address current MLS listing price and history in the report.
 If transaction includes seller concessions, the appraiser must include comps that had seller

concessions.
 Escrow holdbacks are not eligible unless otherwise permitted per the product description.
 Appraisals identified as being located in a declining market should be given additional scrutiny to

ensure the value is supported by the most recent sales and market data and that all of the appraiser
comments are taken into consideration.

 If the appraisal indicates subject property is in a flood zone, but CoreLogic FloodDetermination
does not, a corrected appraisal is required.

 A minimum of three comparable sales (must be actual closed sales).
 The utilities of the property must meet community standards.
 On newly constructed projects, properties within a condominium or PUD project must provide at

least one comparable sale that is inside the development and one that is outside the
development

 The appraisal must analyze and report in reasonable detail the sales history for the past 36months
for the subject property and the last 12 months for any comparable sales used in the report.

 The appraisal must analyze any current purchase agreement, option or listing for the subject
property within the last 12 months.

 The broker or correspondent is responsible for ensuring that the appraisal vendor is made aware of
the requirements of this program when placing their order. AAA Lendings will not request
enhancements to reports that do not meet program guidelines, nor be responsible for any fees
incurred to update an appraisal report to comply with these requirements.

 Broker and non-AIR compliant Correspondent appraisals must be ordered throughAAA Lendings.
Appraisals will be eligible from any approved AMC.

 AIR compliant Correspondent appraisals must meet the following guidelines:
o Additional requirements when one appraisal is required:

 Appraisal is not required to be ordered from one of our approved AMCs.
o Additional requirements when two appraisals are required:

 Two separate appraisal orders are required. However, appraisals may be completed
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from the same AMC.
 Only one appraisal is required to be ordered from one of our approved AMCs.

 Any physical deficiencies stated on the appraisal that affect the health or safety of the property’s
occupants must be corrected. If the appraised value is “subject to” by an appraiser, the appraiser
must give a final “as-is” value after the requested conditions are met and reviewed by the same
appraiser. Please also note that while AAA Lendings does permit an appraiser to add some
certifications to appraisal report forms, AAA Lendings will not allow if the appraiser has added,
modified, or deleted a Limiting Condition on the appraisal report.

 Properties in C5 and C6 condition are not saleable. The property must have a condition rating of
C1, C2, C3, or C4 and appraisal completed as is.

APPRAISAL REVIEW AND VALUATION SUPPORTREQUIREMENTS
 All appraisals will be reviewed by the Appraisal Review Department and upon acceptancea

reconciliation of value will be used to determine the loan to value.
 When multiple appraisals are obtained, the lower value will be utilized for qualification purposes.

 Refer to the applicable Non-Agency product description for the required number of appraisals.

REPORT REQUIREMENTS
Appraisers must give special attention to the valuation of the one-to-four family dwellings intended for
or currently used as, rental properties. For 2 to 4-unit properties, the appraiser must use the Small
Residential Income Property Appraisal report. Fannie Mae Form 1025. The income approach would be
given equal consideration with the market approach in the appraiser’s final value reconciliation. The
appraisal must include:
 The property’s legal description
 Layout sketches showing unit entries
 A location map
 Clear photos of property, street scene, and comparables used

On the single-family properties that will be rented, the appraiser must use the Single-Family
Comparable Rent Schedule (Fannie Mae Form 1007) as an attachment provided the borrowers do not
qualify with the full payment. The appraiser must develop an income approach to value that is
supported by rent comparable and must consider that information in the final reconciliation. The
comparables should be in close proximity to the subject in order to establish the existence of a viable
rental market in the neighborhood. For properties that are in established condominium or PUDprojects
(those that have resale activity), the appraiser should use comparable sales from within thesubdivision
or project as the subject property if there are any available. Resale activity from within the subdivision
or project should be the best indicator of value for properties in that subdivision or project. If the
appraiser uses sales of comparable property that are located outside of the subject neighborhood, they
must include and explanation with the analysis.

The appraiser must state the effect of value of any non-realty items included in a sale, such as closing
costs paid by the seller or any subordination agreements with the property.

COMPARABLES
In selecting the comparables, the appraiser should keep in mind that re-sales from within the subject
neighborhood or project are preferable sales more distant from the subject property. Sales prices of
comparables should be in the same general range as the property. If the appraiser utilizes comparable
sales outside of the subject’s neighborhood when closer comparable sales appear to be available, the
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appraiser must provide an explanation as to why they used the specific comparable sales in the
appraisal report. Because rural properties often have large lot sizes and rural neighborhoods can be
relatively undeveloped, there may be a shortage (or absence) of recent truly comparable sales in the
immediate vicinity of a subject property that is in a rural location. This means that the appraiser will
often need to select comparable sales that are located a considerable distance from the subject
property. The appraiser should include an explanation of why the particular comparables wereselected.

It is important for the appraiser to ensure that the data they are providing in the appraisal report is
accurate. When the appraiser is provided with comparable sales data by a party that has a financial
interest in either the sale or financing of the subject property, the appraiser is required to verify the data
with a party that not have a financial interest in the subject transaction. However, when appraising new
construction, the appraiser may need to rely solely on the builder of the property they are appraising to
provide comparable sales data, as this data may not yet be available through typical data sources such
as public records or multiple listing services. In this scenario, it is acceptable for the appraiser toverify

the transaction of the comparable sale by viewing a copy of the Closing Disclosure from thebuilder’s
file.

NEIGHBORHOOD
The appraiser must report on the primary indicators of market condition for properties in the subject
neighborhood by noting the trends of property values, the supply of properties in the subject
neighborhood, and the marketing time for properties as of the effective date of the appraisal. The
appraiser’s analysis of the property must take into consideration all factors that affect value. This is
particularly important in markets where value is fluctuating. The most recent and similar sales available
should be used in these markets.

COMMUNITY-OWNED OR PRIVATELY MAINTAINEDSTREETS
If the property is located on a community-owned or privately-owned and maintained street, an adequate
legally enforceable agreement or covenant for maintenance of the street is required. The agreement or
covenant should include the following provisions and be recorded in the land records of the appropriate
jurisdiction:
 Responsibility for payment of repairs, including each party’s representative share;
 Default remedies in the event a party to the agreement or covenant fails to comply with their

obligations; and
 The effective term of the agreement or covenant, which in most cases should be perpetual and

binding on any future owners.

If the property is located within a state 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.

DISCLOSURE OF INFORMATION TOAPPRAISERS
If the contract is amended after the effective date of the appraisal in a way that does not affect the
description of the property, then it is not required to provide the amended contract to the appraiser nor
obtain a revised appraisal. Some examples of amendments that do not require the lender to provide the
amended contract nor obtain revisions to the already-completed appraisal report include:
 Sale price
 Transaction terms
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 Financing concessions
 Seller-paid closing costs
 Names or initials
 Closing date
 Correction of minor clerical errors such as misspellings

Disclosure of changes to financing information, such as loan fees and charges, and subordinate
financing provided by interested parties only must be provided to the appraiser for purchase
transactions.

EFFECTIVE AGE
When adjustments are made to the appraisal for the effective age, the appraiser must provide an
explanation for the adjustments and the condition of the property.

ZONING
Zoning of the property must constitute a legally permissible use of the land. The property must
represent the highest and best use of the land. For non-conforming property use, the appraisal analysis
must reflect any adverse effect that the nonconforming use has on the value and the marketability of
the property. Comparable must have the same zoning influence.

Properties that are subject to coastal tideland, wetlands or setback laws and/or regulations that prevent
the rebuilding of the property improvements if they are damaged or destroyed are ineligible. The intent
of these types of land-use regulations is to remove existing land uses and to stop land development,
including the maintenance or construction of seawalls, within specific setback lines.

SITE/VIEWADJUSTMENTS
The appraisal must include the actual size of the site and not a hypothetical portion of the site. For
example, the appraiser may not appraise only 5 acres of an un-subdivided 20-acre parcel. The
appraised value must reflect the entire 20-acre parcel.

APPRAISAL PORTABILITY
ACCEPTING AN APPRAISAL FROM ANOTHERLENDER
All requests to transfer an appraisal that was ordered from another lender should be sent to
appraisal@aaalendings.com.

SURVEY
If title work/purchase agreement requires a survey, a copy must be provided. Survey exceptions on title
render a loan ineligible for purchase. Any encroachment or restriction violations mentioned in the titlepolicy
must have insuring language.

If any survey includes an exception or encroachment the final title policy must include an ALTA9
endorsement.

TITLE COMMITMENT
It is the responsibility of AAA Lendings to review title to ensure the bank has a first lien position that is
perfected in accordance with applicable state law.

mailto:appraisal@aaalendings.com.
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Generally, title commitments have a 90-day effective date, however a title commitment cannot exceed 120
days. If the title commitment exceeds 120 days, the title insurer is required to provide a gap letter (good for
an additional 60 days) or an updated/new title commitment. Under no circumstances can a title
commitment with a gap letter exceed 180 days.

VESTING ON TITLE
AAA Lendings lends to individual credit applicants with the following eligible ownership interest:
 Individuals
 Revocable Living Trusts, see below for additional guidelines.

Ineligible Vesting
AAA Lendings Does not lend when title is held in any of the following manners unless the product
description states otherwise.

 Business Entities such as LLCs, Corporations, Partnerships
 Life Estates
 Trusts such as Blind Trusts, Irrevocable Trusts, Qualified Personal Residence Trust, Land

Trusts and Community Land Trusts
 Properties with fractional TIC interest (e.g. borrower owns a percentage of amulti-unit

building rather than the individual unit through an agreement in lieu of a recorded deed).

CLOSING IN REVOCABLE TRUST
The following guidelines must be met when closing in trust(s). In the event of multiple trusts, each trust
must meet the guides:
 An attorney’s opinion letter stating all below warranties are met will be required on all loans closing

in trust; or Certificate of Trust or equivalent form.
 The trust(s) must be a living revocable trust also known as a family trust or an inter vivos trust.
 The title company must agree to insure over the trust with no exceptions for the trust or trustees.
 A copy of the trust(s), or pertinent pages within the trust, must be included in the submission

package.
 The Settlor or grantor must be a natural person. The settlor must also be the trustee or one of the

co-trustees.
 The primary beneficiary of the trust must be the settlor or the grantor. If there is more than one

settler or grantor, then there may be more than one primary beneficiary, as long as the incomeor
assets of least one of the grantors or settlors will be used to qualify for the mortgage and that
grantor or settlor will occupy the property and sign the mortgage instruments in their individual
capacity.

 The trust document must give the trustee or trustees the authority to mortgage trust assets, to incur
debt on behalf of the trust, and to hold legal title to and manage trust assets.

 Texas 50(a)(6) loans may not close in trust and must close in an individual’s name only.

LIENS
The mortgage must be a valid first lien on the mortgaged premises. The mortgaged premises must be
free and clear of all liens and encumbrances and no rights may be outstanding that could give rise to
such liens, except for liens for real estate taxes and special assessments not yet due and payable.Any
additional liens to the aforementioned mortgage must be either paid off or subordinated with a recorded
and approved subordination agreement.
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DEED RESTRICTED PROPERTIES
Deed restricted properties or resale restrictions are a right in perpetuity or for a certain number of years,
stated in the form of a restriction, easement, covenant, or condition in any deed, mortgage, ground lease
agreement, or other instrument executed by or on behalf of the owner of the land. Resale restrictionsmay
limit the use of all or part of the land to occupancy by persons or families of low-income ormoderate-
income or on the basis of age, senior communities must comply with applicable law, or may restrict the
resale price of the property to ensure its availability to future low-income and moderate-incomeborrowers.
The restricted resale price provides a subsidy to the homeowner, in an amount equal to the difference
between the sales price and the market value of the property without resale restrictions. The resale
restrictions are binding on current and subsequent property owners, and remain in effect until they are
formally removed or modified, or terminate in accordance with their terms, such as at a foreclosure saleor
upon acceptance of a deed-in-lieu of foreclosure.

REVIEW OF PROGRAM TERMS ANDCONDITIONS
AAA Lendings must review the terms and conditions of the affordable housing program, including any
document that describe the resale restrictions.

ELIGIBLE SUBSIDY PROVIDERS
Eligible subsidy providers, or sponsors, of resale restrictions must be nonprofit organizations, churches,
employers, universities, municipalities, including state, county, or local housing agencies, or entities
that are otherwise administering government sponsored, federal, state, or local subsidy programs. The
subsidy provider must have established procedures for screening and processing applicants. The
procedures may not be administered by the developer.

ELIGIBLE BORROWERS
Eligible borrowers must satisfy the specific eligibility criteria and resale restrictions established by the
subsidy provider.

ELIGIBLE OCCUPANCY
 Age-related is permissible for all occupancy types.
 Affordable is restricted to owner-occupied only.

ELIGIBLE PROPERTIES
Properties must be secured by one-unit properties, including eligible condominium projects and
planned unit developments (PUDs), or two-unit properties. The property must be an owner-occupied
principal residence. Mortgage secured by three-unit or for-unit properties are not eligible.

TITLE SEARCH
The source and terms of the resale restrictions must be included in the public land records so that they
are readily identifiable in a routine search.

DEFAULT REMEDIES
The presence of resale restrictions must not impair AAA Lendings’s legal rights to cure a default under
the mortgage terms, to foreclosure on the mortgage, or to otherwise protect its interests under the
mortgage. The subsidy provider also may have rights to remedy a borrower default.

RIGHTS TO INSURANCE SETTLEMENTS AND CONDEMNATIONPROCEEDS
AAA Lendings must have first claim to insurance settlements or condemnation proceeds.
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ALLOWABLE RESALE RESTRICTIONS
Mortgages that are subject to one or more of the following types of resale restrictions are eligible,
although some restrictions are likely to occur only in combination with others:
 Income limits
 Age limits, senior communities must comply with applicable laws.
 Purchasers must be employed by the subsidy provider.
 Principal residence requirements
 First-time homebuyer requirements as designated by the subsidy provider.
 Properties that are group homes or that are principally used to serve disabled residents in

compliance with local law.
 Resale price limits.

DURATION OF RESALERESTRICTIONS
There is no restriction on the length of the period in which resale restrictions remain in place on the
property. If the resale restrictions survive foreclosure, the resale restrictions cannot impair the servicer’s
ability to foreclosure on the restricted property.

If the resale restrictions terminate at foreclosure, the subsidy provider is not entitled to obtain any
proceeds from future sale(s) or transfer(s) of the property after foreclosure or acceptance of a deed-in-
lieu of foreclosure. If the resale restrictions survive foreclosure, the subsidy provider is not entitled to
obtain any proceeds from the initial sale or transfer of the property after foreclosure, from the
foreclosing mortgage holder who obtained the property at foreclosure or pursuant to a deed-in-lieu of
foreclosure.

CALCULATION OF LOAN-TO-VALUERATIOS
The lesser of the sales price or appraised value of the property with resale restrictions must beused
when calculating the LTV ratio.

APPRAISING PROPERTIES SUBJECT TO RESALE RESTRICTIONS
In cases where the resale restrictions survive foreclosure or deed-in-lieu of foreclosure, theappraisal
must reflect the impact the restrictions have on value and be supported by comparables with similar
restrictions. The appraisal report must note the existence of the resale restrictions comment on any
impact the resale restrictions have on the property’s value andmarketability.

RIGHT OF FIRST REFUSAL OR OPTION TOPURCHASE
The subsidy provider may retain the right of first refusal or option to purchase a resale restricted
property when the borrower is in default or the property is in foreclosure. The terms of the right of first
refusal or option to purchase must be specified in the terms of the resale restrictions. The subsidy
provider must exercise its right of first refusal or option to purchase the property within 90 days of
receiving notification of the borrower default or the property foreclosure. The option to purchase the
property must not be less than the lower of the current market value or resale restricted value.Options
to purchase the property for the balance owned on the first mortgage are not eligible.

NOTIFICATION TO THIRD PARTIES
We will purchase mortgages when the resale restrictions require AAA Lendings to notify a third party
when the property is in foreclosure. Properties that require AAA Lendings to notify a third party if the
borrower is delinquent are not eligible. The servicer must ensure that proper notification is provided, as
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required in the provisions of the resale restrictions.

MORTGAGE INSURANCE
If a mortgage is subject to resale restrictions that survive foreclosure or deed-in-lieu of foreclosure and
mortgage insurance is required, the lender must first contact its mortgage insurance provider and
obtain confirmation that the mortgage insurance provider is willing, on a program basis, to insure these
mortgages under the lender’s master primary policy.

LOAN REFINANCES
The subsidy provider may permit borrowers to refinance their mortgage and to take cash out of the
transaction. However, the resale restrictions may limit the cash out amount in order to protect the
subsidy invested in the property. Documentation must be provided to evidence the subsidy provider has
approved the refinance transaction and should ensure that the cash out amount complies with the
provisions of the specific resale restrictions.

DISASTER POLICY
Disaster and Property Re-Inspection maybe required.

ENVIRONMENTAL HAZARD
When the property is subject to environmental risk exposure, the following requirements must bemet:

 The appraiser must consider and report the presence of Contaminated Sites or Hazardous
Substances and other adverse environmental risk conditions. Appropriate adjustments to reflect any
impact on market value, and comment on any effect on the marketability of the subject property
must be included in the appraisal.

o Subject comparables must contain similar environmental characteristics as the subject to
demonstrate common and marketable for the area.

o In the event a particular environmental hazard has a significant effect on the value of the
subject property, although the actual effect is not measurable because the hazard is so
serious or so recently discovered that an appraiser cannot arrive at a reliable opinion of
market value because there is no comparable market data available, the loan will not be
considered eligible.

 Any property made subject to inspections or conditions due to detrimental conditions, evidence of
corrective action as called for by the inspector or appraiser must be completed and documented in
file (e.g. mold remediation, radon testing, etc.).

 In the event the appraiser notes an environmental risk but is not able to address the condition or
notes potential for contamination, AAA Lendings reserves the right to request a report from a
licensed inspector (e.g. well inspection).

 For Condominium and Cooperative Projects, see applicable guidelines for additional requirements.

Environmental risk exposures include but are not limited to:

 Any presence of asbestos, urea-formaldehyde or any similar insulation in the dwelling
 Presence of radon, mold, or other environmental hazards
 Proximity of the property and/or its neighborhood to a Contaminated Site
 Proximity of the property to ground water contamination, chemical or petroleum spills or

other Hazardous Substances that are expected to impact the area for more than 1-year
 Proximity of the property to areas that may affect the value or marketability of theproperty

including, but not limited to, the following:
 Industrial sites
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 Waste or water treatment facilities
 Commercial establishments (other than retail establishments that serve the residential

neighborhood)
 Airport approach paths
 Floodplains
 Landslide areas
 Railroads

FLOOD INSURANCE
Refer to Agency requirements.

HAZARD INSURANCE
Refer to Agency requirements.

LEASEHOLDS
An attorney’s opinion letter stating all warranties are met will be required on all loans. Lender retains first-
lien enforceability as part of the terms of the lease as follows:

 The mortgage must be secured by the property improvements and the borrower’s leasehold interest
in the land.

 The leasehold estate and the improvements must constitute real property, must be subject to the
mortgage lien, and must be insured by the lender’s title policy.

 The leasehold estate and the mortgage must not be impaired by any merger of title between the
lessor and lessee or by any default of a sub-lessor.

 The term of the leasehold estate must run for at least 5 years beyond the maturity date of the
mortgage, unless fee simple title will vest at an earlier date in the borrower’s name, or ahome
owners association.

 All lease rents, other payments, or assessments that have come due must be paid.
 The borrower must not be in default under any other provision of the lease nor may such a default

have been claimed by the lessor.
 The lease must provide that the leasehold can be assigned, transferred, mortgaged, and sublet an

unlimited number of times by the lessee either without restriction or on payment of a reasonable fee
and delivery of reasonable documentation to the lessor.

 The lessor may not require a credit review or impose other qualifying criteria on any assignee,
transferee, mortgagee, or sub-lessee.

 The lease must provide for the borrower to retain voting rights in any homeowners’ association.
 The lease must provide that the borrower will pay taxes, insurance, and homeowners’ association

dues related to the land in addition to those they are paying on the improvements.
 The lease must be valid, in good standing, and in full force and effect in all respects.

 The lease must not include any default provisions that could give rise to forfeiture or termination of
the lease except for nonpayment of the lease rents.

 The lease must include provisions to protect the mortgagee’s interests in the event of a property
condemnation.

 The lease must be serviced by the designated loan servicer.
 The lease must provide lenders with the right to receive a minimum of 30 days’ notice of anydefault

by the borrower and the option to either cure the default or take over the borrower’s rights under the
lease.

 The lease may, but is not required to, include an option for the borrower to purchase the fee interest
in the land.
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o If the option is included, the purchase must be at the borrower’s sole option and there can
be no time limit within which the option must be exercised.

MULTIPLE PARCELS UNDER ONEMORTGAGE
When the security property consists of more than one parcel of real estate, the following requirementsmust
be met:

 Each parcel must be conveyed in its entirety.
 Parcels must be adjoined to the other, unless they comply with the following exception:

o Parcels that otherwise would be adjoined, but are divided by a road, are acceptable if the
parcel without a residence is a non-buildable lot, e.g., waterfront property where the parcel
without the residence provides access to the water. Evidence that the lot is non-buildable
must be provided.

 Each parcel must have the same basic zoning, e.g., residential, agricultural.
 The entire property may contain only one dwelling unit. Limited additional non-residential

improvements, such as a garage, are acceptable. For example, a home built across both parcels
where the lot line runs under the home is acceptable.

 The mortgage must be a valid first lien that covers each parcel.

OIL TANKS
Specific to oil tanks located on a residential property, buried or not buried, AAA Lendings requires
properties with an oil tank to meet the following guidelines:

 The appraiser must state oil tanks are common to the area and have no adverse effect on
marketability.

 The appraiser must make a statement that they detected no evidence of leakage from the oil tank.

PRIVATE WELLS
Subject properties with a water source provided by a shared well, with the well located on anotherproperty
must be approved by management. A recorded shared well agreement and title commitment must be
submitted for review. The shared well agreement must provide irrevocable water rights to the subject
property.

REO PROPERTIES
UNEXPIRED RIGHTS OFREDEMPTION
Certain state laws provide a “redemption period” after a foreclosure or tax sale has occurred, during
which time the property may be reclaimed by the prior mortgagor. The length of the redemptionperiod
varies by state and does not expire automatically upon sale of the property to a new owner. AAA
Lendings will not approve and/or purchase any loan having an unexpired right of redemption unless the
following conditions are met:
 the property must be located in a state where it is common and customary to sell the property

during the redemption period.
 the mortgage must be paid off directly out of the redemption proceeds with no requirement for any

further action or claim for repayment.
 purchase agreement, title, and appraisal all show the same seller who is the original mortgagor.

o title may show lis pendens notices from the bank or mortgagee.
o purchase contract may indicate a short sale.

SOLAR PANELS
Ownership and financing/leasing structure of the subject property solar panels must be determined by
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evaluating the credit report, copy of related solar panel documentation and title commitment to address if
the related debt is reflected in the land records. If insufficient documentation is available and the
ownership status of the panels is unclear, no value for the panels may be attributed to the property value
on the appraisal unless the lender obtains a UCC “personal property” search to confirm the solar panels
are not claimed as collateral by any non-mortgage lender.

Solar Power
Purchase

Agreement (PPA)
Solar Panel Lease

Solar Panels
Financed as

Personal Property

Solar Panel
Financed as a
Fixture to Real

Estate

Solar Panels
Owned Free and

Clear

Description The Borrower
purchases power
produced by the
solar panels, and
the Borrower is not
the owner of the
solar panels.

The Borrower does
not own the solar
panels and the
Borrower pays
monthly lease
payments to have
access to the solar
panels.

The Borrower owns the solar panels,
purchased the solar panels with a
note/security agreement and is entitled to
power produced by the panels.

Borrower owns the
solar panels and
has no related
debt.

Title UCC-1 Financing Statement or lease agreement associated
with the solar panels recorded in the applicable land
records (e.g. precautionary filing) and claiming an interest in
the solar panels but not the real estate; the Seller does not
need to obtain a subordination agreement of the UCC-1
Financing Statement.

UCC-1 Financing
Statement recorded
against title to
the Mortgaged
Premises (e.g. fixture
filing), creating a lien
on the real estate
itself (i.e., claiming
an interest in both
the solar panels and
the real estate, not
just the solar panels);
it must be
subordinated or
released.

There must be
no UCC-1
Financing
Statement or notice
recorded against
the Mortgage
Premises.

In the event there is
a UCC-1 Financing
Statement, it must
be released.

Solar Power
Purchase

Agreement (PPA)
Solar Panel Lease

Solar Panels
Financed as

Personal Property

Solar Panel
Financed as a
Fixture to Real

Estate

Solar Panels
Owned Free and

Clear

Appraisal The solar panels must not be included in the appraised
value of the property.

The appraiser must comment on the marketability of the
home with solar panels present and identify solar panels
and system features.

Property must maintain access to an alternate source of
electric power that meets the community standards

The solar panels
must not be included
in the appraised
value of the property
if the lender may
repossess the solar
panels for default on
the financing terms.

Seller must ensure
the appraiser has
recognized the
existence of the
solar panels and
considered the
solar panels in the
appraiser’s opinion
of the market value
of the property.
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Debt payment-
to-income (DTI)
ratio

Lease payments for solar panels may
be excluded from the monthly DTI ratio
if the lease:
 Provides for delivery of a specific

amount of energy for an agreed
upon payment during a given
period, and

 Includes a production guarantee
under which the Borrower is
compensated on a prorated basis
when the energy produced by the
solar panels is less than the level
required by the lease agreement

Payments for solar panels subject to a
PPA or similar type of agreement may
be excluded from the monthly DTI ratio
if the payment is calculated based only
on the generated energy.

Payment to solar
company or lender
is included in the
DTI ratio

Payment to solar
company or lender is
included in the DTI
ratio

N/A – no payment
required

Total loan-to-
value (TLTV)
ratio

Not included in the TLTV ratio Included in the TLTV
ratio

N/A

Obtain a copy
of the lease,
PPA or
note/security
agreement

Review sufficient documentation (credit, title, appraisal and/or UCC financing
statement, related promissory note and related security agreement) that reflects
terms of secured loan to determine if the solar panels are recorded as part of the
real property as a UCC filing against the real estate or considered personal
property as collateral.

Copy of lease or power purchase agreement which must indicate all of the
following:

 Any damage that occurs as a result of installation,
malfunction, manufacturing defect, or the removal of the solar
panels is the responsibility of the owner of the equipment and
the owner must be obligated to repair the damage and return
the improvements to their original or prior condition (for
example, sound and watertight conditions that are
architecturally consistent with the home); and

 The owner of the solar panels agrees not to be named loss
payee (or named insured) on the property owner’s insurance

N/A
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Solar Power
Purchase

Agreement (PPA)
Solar Panel Lease

Solar Panels
Financed as

Personal Property

Solar Panel
Financed as a
Fixture to Real

Estate

Solar Panels
Owned Free and

Clear

policy covering the residential structure on which the panels
are attached. As an alternative to this requirement, the lender
may verify that the owner of the solar panels is not a named
loss payee (or named insured) on the property owner’s
property insurance policy; and

 In the event of foreclosure, the lender or assignee has the
discretion to

o Terminate the lease/agreement and require the third-party owner to
remove the equipment;

o Become, without payment of any transfer or similar fee, the
beneficiary of the borrower’s lease/agreement with the third party; or

o Enter into a new lease/agreement with the third party under termsno
less favorable that the prior owner.

Homeowner’s
Insurance

The owner of the solar panels agrees to not be a loss payee (or named insured)
on the homeowner’s insurance policy covering theproperty.

N/A

ADDITIONAL REQUIREMENTS
ADJUSTABLE RATE MORTGAGES
Per Federal Regulation Z it is required that an ARM disclosure is signed by the borrower within 3 days of
initial application. In order to comply with this regulation, Underwriting will condition for the ARMdisclosure
prior to closing.

ADVERSE ACTION LETTERS
Please refer to guidelines for information regarding adverse action letters.

A loan placed in a final HMDA status of Denied, Withdrawn or Cancelled may not reactivated. A new loan
application must be submitted along with all the required documentation.

INELIGIBLE PARTICIPANTS
If any of the participants associated to the loan transaction are listed on AAA Lendings’s internal
ineligible list, the loan may not be approvable.

DOCUMENT EXPIRATION
 The maximum age of credit documents is 120 days for existing construction and newconstruction.

Credit documents include credit reports, employment, income, and asset documentation.
o All active tradelines with balances on a credit report must be reporting within 120 days of the

credit report date. See verification of mortgage for additional requirements.
 The appraisal should be dated within 120 days of the Note date (180 with an appraisal update)
 The effective date of the title commitment must be dated within 120 days of closing.
 The age of documents is measured from the date of the document to the date the note is signed.

DOCUMENTS IN FOREIGN LANGUAGES
Documentation provided in a foreign language (income, asset accounts, etc.) must include anattached
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third-party translation document in English.

ELECTRONICALLY SIGNED APPLICATION DISCLOSURES
Please refer to guidelines.

ESCROW/IMPOUND FUNDS
AAA Lendings requires monthly deposits of escrow funds to pay taxes, MI premiums, hazard insurance
premiums and assessments as they come due. If a special assessment levied against the property is not
paid at loan closing, the monthly payment must include 1/12 of any estimated annual payment toward the
assessment. A recorded subordination agreement is required if the assessment is a lien on theproperty.
We do not require escrow deposits for hazard insurance on condominiums that are covered by a blanket
insurance policy.

ESCROW/IMPOUNDWAIVER
AAA Lendings will consider a request for an escrow waiver. Underwriting must approve theescrow
waiver prior to closing. The application should meet the following requirements:
 Escrow waiver request should be noted on the Transmittal Summary 1008 Form
 LTV must be 80% or less (CA only permitted up to 90%, see limitations below)
 Allowable on owner-occupied and second home properties with a minimum credit score of 620.
 Allowable on investment properties with a minimum credit score of 700. An additional 1-year of

taxes must be verified.
 A pricing adjustment will be charged for all approved full escrow waivers, see rate sheet and/or

AAA Lendings pricing engine for applicable LLPA.
 For cash-out transactions, the new loan amount cannot include the financing of real estate taxes

when the taxes are more than 60 days delinquent and an escrow account is not established, unless
requiring an escrow account is not permitted by applicable law or regulation.

Escrow Waiver Limitations
 The standard escrow provision must remain in the mortgage documents. AAA

Lendings may, at its discretion, enforce the requirement if the borrower fails to act
responsibly.

 Due to state law, for California loans only, escrow waivers are permitted up to a 90%LTV;
however, MI must be escrowed by AAA Lendings.

 Products utilizing Lender Paid Mortgage Insurance (LPMI) or the NO MI option are not
eligible for escrow waivers.

 Under no circumstances, in any state, can mortgage insurance premium escrows bewaived
when MI is required.

 It is the responsibility of the originator to understand and be in compliance with individual
state regulation regarding escrow waivers and fees.

 Flood insurance must be included in the borrowers’ escrow account even if no other
escrows are collected or escrows have been waived.

EXCEPTIONS
A loan file may be submitted to AAA Lendings for an exception to the guidelines. The exception can be
reviewed only by a designated employee of the bank on a case by case basis depending on the overall
loan file.

LOAN VERIFICATIONS
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All Verifications of Deposit (VOD), Verifications of Employment (VOE), and Verifications of Mortgageor
Rent (VOM) must be sent directly by the lender and received back directly to the lender without being
transmitted through the applicant or any other party. We do not allow verifications to be hand carried. AAA
Lendings may verbally verify the information on a VOE or VOD with the borrower’semployer/asset holder.

NOTARY
Refer to guidelines for details.

PROPERTY OWNERSHIP HISTORY
Underwriting will take into consideration the number of properties owned and the length of time the
properties have been owned. Investors who demonstrate a rapid acquisition (acquired within themost
recent 24-month period) of investment properties will be reviewed cautiously. Underwriting reserves the
right to request documentation to evidence the borrower had the funds required to purchase any property
acquired within the last 24 months and/or sufficient verified asset to provide adequate reserves for the
investment portfolio.

PURCHASE COMMITMENTS
Commitments are non-transferable to any other purchaser, property, etc. Funds are reserved upon
registration even if the rate and fees are not locked-in. Once the rate is locked-in, transfers are not
acceptable. Any participant who knowingly does not perform or deliver a loan may be restricted from future
business with AAA Lendings.

SUBJECT ADDRESS CHANGE
If the subject property has changes, the existing loan must be withdrawn and a new loan and loannumber
created. New loan documents must be submitted to underwriting for consideration; documents from the
withdrawn file cannot be moved to the new file.

RIGHT OF RESCISSION
Please refer to compliance requirements.
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