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UNDERWRITINBEQUIREMENTS
ResMac is committed to the policy of originating sound mortgage loans of investment quality. Investment
guality is determined by evaluating the three components of the underwriting analysis.

Credit An acceptable credit reputation is established by a history that, when viewed as a whole, evidences a
02ZNNRGSNRE gAffAydySaa GansYl 1S GAYSEe LIeavySyda 2y

Capacity The borrower must have the ability to repay the mortgage in the amount and terms stated.
Adequate capacity is established by documenting stable monthly income and/or assets along with other
information about how the borrower paid obligatisrin the past that, when viewed as a whole, evidences a
02ZNNBGgSNRA |oAfAGE G2 YIS LISNA2RAO LI e&yYSyda | LILIN
LI @8YSyidod wSIINRfSaa 2F GKS tS@St 2F (KS o idi®&g SND A
2F GKS 02NNRgSNNa FtoAfAde G2 YSSO Ittt yS¢ 206ftA3FGA
obligations will increase significantly with the mortgage, the Transmittal Summary (1008) must contain an
explanation as to how the borrowerilvmeet the higher payment.

Collateral The collateral must meet minimum property requirements as specified herein. Each property must
also have an established value to support the loan transaction. This value will help in determining the risk
associatedvith the loan transaction.

Each of the above components must be found to be acceptable. Investment quality is determined by the

02NNRgSNNRa ONBRAGE OFLIOAGEEZ IyR O2fftFGSNItEd 1| S
compensated by strengths ome or both of the remaining two components
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1.0PROGRAMS

1.1 Overview
ResMad\onrAgencyprogram guidelies are structured to guide itdients towards making common sense
lending decisions on loans to borrowessekingfinancing forloans on residential real estate.

1.2 Eligible Products

1 30 Yeafrully Amortizing Fixed Rate
15 YearFully Amortizing Fixed Rate
5/1 Fully Amortizind-IBORArm
7/1 Fully Amortizing LIBOR Arm
10/1 Fully Amortizing LIBOR Arm

= =4 -4 =

1.3Arm Index,Margin, Floor Caps

Index: LIBORThe average of the interbank offered rates feydar U.S. dollar denominated deposits in the
London Market, as published in the Wall Street Journal. The index figure is the most recent index figure from
the Wall Streetlournal that is available on the day that is 45 days before the interest rate change date.

Margin: 2.25% CAPS
5/1 Arm- 2/2/5
Floor:2.25% 7/1 & 10/1 Armg 5/2/5

1.4Underwriting
AllNon-AgencyPraducts are manually underwritten

1.5Loan Amounts
1  Minimum loan Anount is $124,101
1 Maximum ban Amounts
o Primary Residence$3,000,000
o0 Second Home ankhvestment- $2,000,000

1.6 Maximum LTV/CLTV
Please see matrices fanaximum LTV/CLTV permitted bycupancy/transactiomype.

1.7 Interested Party ContributionsSeller Concessios
The maximum allowable contributions from interested parties are basethe lesser of the purchase price
or appraised value.

Property Type CLTV Maximum Contribution
: : > 80% 3%
Primary Residence <80% 6%
Second Home <80% 6%
Non-Owner Occupied Any 2%
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All Interested Party Contributionsiust be properly disclosed in the sales contract, appraisal, loan estimate
and closing disclosure and be compliant with applicable federal, state and local law.

Interested party contributions include funds contributed by the property seller, builder| estate
agent/broker, mortgage lender, or their affiliates, or any other party with an interest in the real estate
transaction.

Interested party contributionsmay only be usedfor closingcostsand prepaid expensesand may never be
appliedto anyportion ofthe downpaymentor contributedto the 6 2 NNXRfigahdisfederverequirements HOA
fees/dues prepaid by any party other than the borrower are not permitted.

1.8 Escrows
Escrowfunds/impoundaccounts aranot requiredto be establishedIf a borrower chooses to waive property
tax escrowResMaavill impose a norescrow fee.

For all Loans where the property is located in a Special Flood Hazard Area (SFHA), an escrow/impound account
must be established for the payment of flood insnce pemiums

1.9 Secondary Financing

Secondary financing must be institutional. Existing secondary financing must be subordinated and recorded
or refinanced.HCLT\must be calculated at the maximum available line amount unless the borrower can
provide documenrdtion the line of credit is past its draw period.

1.10Fees
Underwritingfee: $995

1.11 Automatic Payment Authorization (ACH)

Borrower(s) must executean AutomaticDebitPaymentAgreement{ACH)Yorm,and provide either a copyof

a voided checkimprinted g A G K G KS 02 NNE g S Na&widedydepsst slip yhprintdd Wik NGB & &
02NNR2GgSNRA yEYSYByYyR2YV RKRRNBaaAVOY The AChbrin Shwikliidudethe bank
routing number,accountnumber,andaccount type seeExhibitA.

1.12 State and Federal High Cost Loans
Not Permitted

1.13 Listing Seasoning

For all castout refinances, propertiepreviously listed for sale should be seasoned at least 6 months from
the listing contract expiration date.
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1.14 Delayed Financing
If borrowers have purchased a primary, second home, or investment property for cash within the preceding
90 days, an application may be considered to provide@aglali | & | NBAYOodzNASYSy G 27
investment providingll of the following are ret:
9 HUDA1 or Closing Disclosure indicating cash purchase within 90 days prior to the application.
Maximum LTV/CLTV based on the purchase LTV/CLTV matrix.
Maximum DTI based on the purchase DTI requirements.
Minimum Loan Score based on the purchase LoaneSeguirements.

The LTV/CLTV will be based off the lesser of the original purchase price or current appraised value.
Borrower has exhibited a historic level of assets to support the cash purchase (supported by Schedule
2F GKS f1 ad (ogothersuBdomiie dbcuinentatioN VedENGEeipl of such funds.

A paper trail evidencing the funds used to acquire the subject property is acceptable as long as the
funds had been on deposit at least 90 days prior to the date of the original transactio
9 Funds used for the original purchase cannot be borrowed, except by means of a fully secured Loan
(for example, margin account, or other real estate). These wiltbewedon a caseby-case basis.
1 Notpermittedin Texas.
9 The Loan must be registered a@tbsed as a Caslut refinance since the borrower is already in title
to the property. The Loan can be underwritten based on purchase transaction guidelines.

=A =4 =4 -4 -9

1159 N¥é& tlFé& h¥TFfa 0609t hQavo
In the event doan is paid off in fullwithin the first 180 daygollowing the closing dateany premium paid
out must be repaid to ResMac

1.16 Early Payment Default (EPD)

If any of the first four (4) monthly payments due after the loan sale date becomes delingasMac, Inc.
considers this an Early Payment DefgBPD). EPD loans are subject to repurchase byrtilerpursuant to
the Mortgage Loan Purchase Agreemant] a norrefundable fee of $1,50fust be paid

1.17 Legal Documentation
Available Fannie Mae security instruments, notes, riders/addenda,spedial purpose acuments can be
utilized forloan documentation.

1.18Assumability
1 Fixed Rate Notes are not assumable
T ! N¥QMay be assumableluring the adjustable rate period by qualified borrowers who meet
investor guidelines. Assumption fees are dhe outstanding principal balance plus any actual costs
(e.g., credit reports, mortgage insuraneadappraisal fees) which are subject to change
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2.0PROPERTYIGIBILITY

2.1 Appraisals
Full Interior / Exterior appraisal required. FanMae/Freddie Mac Forms 1004/70 073/465 must be used.
The licensed appraiser must complete an inten@mpection of the subject property.

The following Appraisal Management Companies (AMCs) are authorized to provide valuation products for

NonConformhy 3 [ 2l yaz SEOSLII ¢ KSBordLogb Baju&idtrSAutideSpadifigdNy | + a
1 Assurant® Valuations

Clear Capital

CoreLogr Valuation Solutions

PCV Murcor

ServiceLink

Solidifi

= =4 =4 4 -4

The gpraisal should be dated no more than 120 days pricgtheoNote Date. After a 128ay period, a new
appraisal is required. Reertification of value is not acceptable.

ResMac will not acceptrpperties for which the appraisal indicates condition ratings of C5 or C6 or a quality
rating of Q6, each as determideinder the Uniform Appraisal Dataset (UAD) guideliResMaavill consider
properties onlyif the issuds) havebeen corrected prior to loan funding with proper documentation.

2.1.1Number of Appraisals Required
Appraisal requiremets are determined byhe total loan amount

Loan CLTV <4 times Median Home Price >4 times Median Home Price
Amount
<$1,000,000 All One full appraisal
One full appraisalcompleted by a
<70% One full appraisal certified appraisetand a Residential
$1,000,001- . ) )
Valuation Services (RVS) Desk ReVi
$1,500,000
> 70%
<80% . - . . ,
One full appraisalcompleted by a certified appraisesnd a Residential
$1,501,000 All Valuation Services (RVS) Desk Review
$2,000,000

> $2,000,000 All
IA full appraisal isne prepared on form 1004/70, 2090, or 1073. A PIA/PIW, 2055, 1075 or 2095 Summary Report is not
acceptable.
2When ordering the appraisal, Seller must specify that the appraisal be completed by a certified appraiser and, upon
receipt of the appraisal, Setlmust confirm the appraisal was completed by a certified appraiser.
3RVS review products will be ordered by Wells Fargo Funding. LTV/CLTV will be based on the lower of the reviewed value
or the sales price.
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2.12 Sales Contract Changes
If the contract $ amended prior to the appraisal completian updated contractmust be providedo the
appraiser. This ensures the appraiser has the opportunity to consider any changes and their effect on value.

If the contract is amended after the effective date okthppraisal but prior to closing (whether or not it
results in an addendum to the purchase contract), the amendment does not need to be provided to the
appraiser when:
1 Lower renegotiated sales contract reducing sale price resulted from low appraised value
1 A change to interested party contributions provided:
o The wderwriter determines that the change / revision would not impact value or
methodology;and
o Interested party contribution change is for:
1 Financing contributions / concessions where tatahtributions fall within published
loan limits applicable for the transactioog
1 Total sales concessions do not exceed 3%.

2.1.3Minimum Square Footage

Property Type Minimum Square Footage
Single Family Residence 700 Sq. ft.
Condominium 600 Sq. ft.
2-4 Unit 400 Sq. ft. per unit

2.1.4 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 the appraisal. If any value is associated with the p@reqeaty, the

sales price and appraised value must be reduced by the personal property value for purposes of calculating
the LTV/CLTV/HCLTV.

2.2 Disaster Policy

The following guidelines apply to properties located in FEMA declared disaster areaenafed by
reviewing the FEMA web site dittp://www.fema.gov/news/disasters.fema In addition, when there is
knowledge of an adverse event occurringar and around the subject property locati®uch as earthquakes,
floods, tornadoes, or wildfires, additional due diligence should be used to determine if the disaster guidelines
should be followed.

2.2.1 Appraisals Completed Prior to Disaster
An interior and exterior inspection of the subject peasty, performed by the original appraiser if possitie,
required.
71 Atno time are unlicensed appraiser assistants authorized to perform this inspection.
1 Loan transactions for which an appraisal may not generally be required must have full apprdisal wit
an exterior and interior inspection.
1 If the inspection notes the property is uninhabitable, unsound, or the condition of the property has
been affected by the disaster, a new full appraisal is required.
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1 If the inspection notes the property is habitablgund, and the property has not been affected by
the disaster, the original collateral valuation obtained can be used.

The following are acceptable inspection formats:
1 Afinal inspection or appraisal update of the property signed by the original appraiser
o A substitute appraiser may be used when the original appraiser is not available.

T ! {StftSNDaE OSNIAFTAOIFIGAZY SESOdziSR o6& | LISNBR2Y S
compensation from the subject transaction, stating an acceptable ingpeof the property was
completed.

1 Freddie Mac Form 2070.
1 Fannie Mae Form 2075.

2.2.2 Appraisals Completed After Disaster Event
In the event of a FEMA declaration for counties eligible for individual assistance the following products are
not acceptable:

9 DSYSNAO 9/ ¢hwu ! *a

1 PIA/PIW

1 2070/2075

1 2055/1075
2.3 Property types

Eligible Property Typemclude:
1 Single Family detached or attached
2 Units
3-4 Units
tl 5Qa
Warrantable Condominiums

=a =4 4 =4

Ineligible Property typesinclude, but are limited to:
T Co2LIQa

Timeshare projects

Unimproved land

Mobile home type manufactured housing

Condoteld Resort Condominiums

Hotel Condominium

Log, earth or dome homes

Hobby farms

= =4 =4 =4 -8 -4 -9

2.4 Acreage Limitations
1 MaximumlOacres
1 Notruncatingpermitted

Pageb of 97



ResMac

ResMadNon-AgencyUnderwriting Guidelines
V6.20.17

2.5 GeographicaRestrictions

ResMac will permit No#gency loanfocated in all 50 states and the District of Columbia. Properties
located outside of the United States, or properties located in a Territory, Province or Commonwealth in
which the USA has an interest, aret eligible for financing. Properties that woutwt be eligible include
those located in Guam, Puerto Rico and the Virgin Islands.

2.6 Leasehold Properties

In areas where leasehold estates are commonly accepted and documented via the Appraisal, losats secu

by leasehold estates are eligible for purchase. The mortgage must be secured by the property improvements
YR GKS 02NNRgSNNRa fSraSK2tR AydiSNBad Ay GKS I yR
constitute real property, be subjecttothemo@d I 3S f ASy > IyR 0SS Ayadz2NBER o6&

Originatormust provide documentation and Leaseholds must meet all FNMA eligibility requirements (i.e.
term of lease).

2.7 Limitations on Financed Properties
The following guidelines apply to tmmber of 24 unit financed properties owned by all borrowers on the

Loan transaction, not just the primary borrower.

The maximum number of & unit properties the

Property Type borrower may own
Primary 4
Second Home 4
Investment Property 4

When aggregate financing for all properties owned by borrower exceeds $3 million one of the following is
required:

1 Minimum reserve (postlosing liquidity) is 36 months PITI or

1 Maximum 50% LTV/CLTV

Property ownership limitations
There are no restrictions aine number of properties that a borrower owns free and clear.

2.8 Condominiums

2.81 Ineligible Projects
The following projects are considered ineligible projects as defined by Fannie Mae published guidelines and are
not eligible.
1 Condotels, defined asandominium project in a resort or destination area, which, while units are
individually owned, are used frequently for shtetm transient, vacation rentals
1 Mandatory rental pool agreements
1 Occupancy restrictions mandated by zoning
1 Timeshare or segmentieownership projects
1 Houseboat projects
9 tNr2SOGa GKFd NBaGNAROG (GKS 2gySNRa loAtAGe G2 2

O
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1 Investment securities (i.e., projects that have documents on file with the Securities and Exchange
Commission, or projects where unit ownership is cha@atd or promoted as an investment
opportunity)

1 Any project identified with a blanket insurance policy that covers multiple unaffiliated associations or
projects.

1 Common interest apartments or community apartment projects are projects or buildingsrthathaed
by several owners as tenaritscommon or by a homeowners association in which individuals have an
undivided interest in a residential apartment building and land, and have the right of exclusive occupancy
of a specific apartment in the building.

1 bSg LINRB2SOGAaA 6KSNBE (KS aStfSNIAa 2FFSNAy3I &l fSk¥
policies for individual mortgage Loans. These excessive structures include, but are not limited to,
builder/developer contributions, sales concessiai®A or principal and interest payment abatements,
and/or contributions not disclosed on the Closing Disclosure.

1 Multi-dwelling unit condominium projects that permit an owner to hold title (or stock ownership and the
accompanying occupancy rights) to méran one dwelling unit, with ownership of all of his or her
owned units (or shares) evidenced by a single deed and financed by a single mortgage (or share Loan).

1 Condominium projects that represent a legal, but rsmmforming, use of the land, if zoniregulations
prohibit rebuilding the improvements to current density in the event of their partial or full destruction.

1 Projects that have been converted from a hotel or motel with short term rentals.

2.8.2 General Project Criteria

1 Projecthasbeencreated and exist® full compliancewith applicabldocaljurisdiction,Stateandall other
applicabldawsandregulations

1 Projectmeetsall FNMAInsurancaequirementsfor property, liability andfidelity coverage

1 Borrowermust carry HO6 coveragefor replacement ofsuchitems asflooring, wall covering,
cabinets, fixtures,built-insandany improvementsnadeto the unit.

1 Projectdocumentsdo not givea unit owner or any other party priority overthe rightsof the 1st
mortgagee.

1 Projects thaare FNMAWarrantablemaybe reviewedandapproved byrResMac

2.8.3 Additional Project Review Required
In addition to ineligible projects defined by Fannie Mae published guidelines, the following combination of
characteristics require additional review the underwriter for eligibility:

1 The project is located in a resort destination.

71 Live/work or segmented ownership projects.

1 Projects with norincidental business operations owned or operated by the homeowners
association such as, but not limited to, a restt; a spa, a health club, etc.
Conventional NotConforming condominium projects with units less than 400 square feet.
Transactions under which the borrower will own more than one unit in the project.
More than one unit within the project is less than Gaft.
¢KS LINRP2SO0 yIYS AyOfdzRSE aO2yR2GSt £ GO02yR2 K2
The project shares facilities with a hotel or motel.
The project is in an area zoned primarily for transient accommodations.
The unit is in a buildindpat functions like a traditional condominium, yet the project contains
additional resort type amenities or other buildings with resort type amenities.

=A =4 =4 -4 A -8 -1
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Projects with leased back recreational facilities.

The unit is fully furnished.

The unit does not hava full kitchen.

The project provides any of the following services:
Management desk

Bellman

Daily maid service

Maid service

phone service

Centralized utilities, for example: central telephone or cable
Centralized key system not in negotiated terms

=a =4 =4 -4
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2.8.4 Special Assessments
Newly constructed projects generally have pending special assessments. Details of the special assessments
are evaluated to determine impact on all units and marketability.

2.8.5 Multiple Ownership

Number of Units in Project Multiple ownership Requirements
> 20 A maximum of 10% of the units may be sold to one party
5¢20 A single entity is permitted to own no more than two units

A single entity may not own more than one unit, unless;
1 The condominium project is athit project;and
1 The LTV is80%; and
1 If the current transaction is an investmetnansaction, the other
unit must be a primary residence or second home. Bothsunit
cannot be investment, primanor a second home.

2c4

2.8.6 Commercial Use
Commercial use within thproject may not exceed 25% of the total square footage for the project and must
be compatible with residential use. Unacceptable commercial space includes, but is not limited to:
1 Restaurant
Medical
Chiropractic / alternative medicine
Manufacturing
Industrial
Any commercial space requiring multiple employees, machinery, or nuisance
Any business that generates significant customer traffic

=A =4 =4 -4 -8 -4

2.8.7 Right of First Refusal
Any right of first refusal in the condominium project documents will not adversely impagights of a
mortgagee or its assignee to:

1 Foreclose or take title to a condominium unit pursuant to the remedies in the mortgage.

1 Accept a deed in lieu of foreclosure in the event of default by a mortgagor.

9 Sell or lease a unit acquired by the mortgage
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2.8.8 Litigation
Loans secured by condominiums where the project is involved in litigation due to construction defects, are
not eligible for Prior Approval. Condominium projects involved in other types of litigation may be approved
depending on the risknd marketability. If the HOA is involved in any litigation, arbitration, mediation or
other dispute resolution process, obtain the details from the HOA. This information should be verified with
Fy FGd2NySeQa fSGGSNE A yd dodbrytieSdoduyiehatd | G A 2y X a i NHzO
1 The following types of litigation generally pose little or no risk to the project and are acceptable:
0 HOA is suing individual owners for unpaid dues.
o lh! Aa 0SAy3a &dzSR FT2NJ I aaf A lequbtgliBoiligl £ £ ¢ € Al G
insurance to cover the damages being sought by the plaintiff.
o Other suits filed by the HOA that do not impact the value or livability of the project.
0 Projectis involved in a minor matter described below and has been reviewed byR4igjts
project review:
1 Nonmonetary litigation involving neighbor disputes or rights of quiet enjoyment;
1 Litigation for which the claimed amount is known, the insurance carrier has agreed
G2 LINPOPARS (GKS RSTSyaSsz | yR iskburahc¥ 2 dzy (i A :
or
1 The homeowners association is named as the plaintiff in a foreclosure action, or as a
plaintiff in an action for past due homeowners association dues
1 The following types of litigation may impact the project's marketability and are not teaiokep
0 HOA is suing the developer for construction defects or other property deficiencies that
impact health and safety.
0 Suits filed against the HOA in which the damages exceed or are not covered by the HOA's
insurance.
1 Projects involved in pending litigah (lawsuit has not yet been filed) may be approved when the
risk to the project is assessed and it is determined that:
0o HOA insurance will cover potential damages, or
0 HOA is in a position to benefit from the lawsuit.

2.8.9 Delinquent HOA Dues
1 If more than 15% of the units are delinquent on their HOA dues, the project is ineligible for
financing.
1 In the event that the mortgagee acquires a unit through foreclosure or dediéu, the mortgagee
may not be responsible for more than the greater of six momthdshe maximum amount
permitted under applicable state law, of delinquent HOA dues.

2.8.10 Insurance Requirements
Minimum requirements for hazard (including applicable unit interior coverage, commonly known as H06),
general liability, and flood insuranege as established by Fannie Mae

Fidelity Insurance

Fidelity insurance is required if the condominium project has more than 20 units and fidelity crime
insurance coverage is greater than $5,000.The policy must name the condominium project as the insured
and premiums must be paid as a common expense by the condominium project, apportioned to each
shareholder, or by the HOA.
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1 The condominium project must carry fidelity bond or employee dishonesty insurance to cover losses
resulting from dishonest draudulent acts committed by the directors, managers, trustees,
employees, or volunteers who manage the funds collected by the project. A management company
Ydzad 0SS O2@0SNBR a ¢Stttz GeLmAOrtte @GAF Iy SyR2N
management company as a designated agent.

71 Directors and officers insurance is not the same as fidelity insurance

Crime insurance alone is not the same as fidelity insurance

1 Employee dishonesty insurance is the same as fidelity insurance

|

Coverage Requirements
The amount of coverage must be equal to the greater of either:
1 Three months of assessments/maintenance fees for all units in the project
71 The sum of all cash and reserve fund monies that are in the custody of the condominium project or
its management agen

Reduced Coverage Requirements

If the sum of all cash reserves is the greater amount, but the fidelity insurance coverage is at least equal to
GKNBS Y2yiGKa 2F YIAYyGSyryoOS ¥SSasx GKS GKNBS Y2ydKa
documents require the condominium project and any management company to adhere to certain financial
controls listed below.

WSRdzOSR FARStAGE AyadzaNI yOS O020SNI3IS YIe& 6S I OOSLIt
controls take one or more ohe following forms:

1 The condominium project or the management company maintains separate bank accounts for the
working account and the reserve account, each with appropriate access controls, and the bank in
which funds are deposited sends copies of the thgnbank statements directly to the
condominium project;

1 The management company maintains separate records and bank accounts for each condominium
project that uses its services and the management company does not have the authority to draw
checkson,ord (N} yaFSNJ Fdzy Ra FNRBYX G(G(KS O2yR2YAYAdzy LI

1 Two members of the board of directors must sign any checks written on the reserve account.

Blanket Insurance (Pooled Insurance)
Condominium projects with a blanket insurance policy t@aters multiple projects are only allowed if all of
the insured locations are legally affiliated. Blanket insurance policies that insure multiple unaffiliated
projects are not allowed.
9 Affiliated projects are defined as those projects that are under theesmaster association or that
share the use of common facilities; either owned individually or as part of a master development.
1 Projects that do not meet the above definition, including projects managed by the same
management company, are considered ungifed.
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2.9 New Projects
A Projecis considerechew if anyof the followingapply:

1
1

T

Projectis not fully completedor is subjectto additionalphasingor annexation

Fewerthan 90 percenbf the total numberof unitsin the projecthavebeenconveyedo ownersother
thanthe developeror

Control oftheK 2 Y S 2 gagsdiiainasnot been turned overto the unit owners.

NewCondominiunProjectshat meetall the following requirementsareeligible.

1

Subject legal phase and any prior legal phasé®re units have been offered for sale are
substantially complete. Substantially complete means that a certificate of occupancy or its
equivalent has been issued and all units in the subject unit building are complete.

OccupancyA minimum of 50% of the tal number of units in the project are conveyed or under
contract to purchaser other than developer or successor as primary or second home OR at least 50%
of the total number of units in the subject legal phase and a minimum of 50% of the units in subject
phase plus all prior legal phases must have been conveyed or under contract as primary or second
home.

Developer must be responsible for assessments on unsold units built but not yet closed.

Budget A minimum of 10% of thé a & 2 O Adnriudl dydgea musiprovide for funding of
replacement reserves for capital expenditures and deferred maintenance.

Budget must reflect adequate funding for insurance deductible

Delinquent Assessments: Delinquent assessments greater than 60 days cannot exceed 15% of the
total number of units

Commercial space up to 35% of building space allowed whersgleeexceeds 70%. Otherwise
limited to 25%. Commercial entity cannot control HOA.

2.10Required Documentationdr New Project Approval

T

= =4 =4 4 -8 9

= =4 =4 4 -8 9

Completed Condo Project Questionnaire and Developer/Builder Questionnaire, or similar, found in
ExhibitE andexhibitF of this guide.

Current Annual Budget

Current Balance sheet (dated within the last 60 days),

Evidence of current HOA/Project Insurancedmpliance with FNMA guidelines

FNMA Warranty of Project Presale signed by Developer/Builder as Authorized Rep (form1029)
FNMA Final Certification &ubstantiaProject Completion completed by Developer (form1081)
FNMA Warranty o€ondominiumProject Legl Documents (form 1054) aomparable_enders
Warranty

Project legal documents: Declaratiomylawsand any Amendments

Schedule of outstanding loan info

Letter from construction lender stating financing is in good standing

Evidence there are no contraatbiens outstanding

Project marketing analysis: sales and marketing plan

Photos of subject project including site, improvements, facilities/amenities, parking and same on 2
to 3 comparable projects

PERS preliminary Approval, if applicable
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2.11EstablishedProjects
Established Projects, as defined by FNMA, which meet all the following requirements are eligible for
purchase.

1

1

A minimum of 30% of ta total number of units in the pject must be conveyed to ovems who

occupy their unit as a primary residencesacond lmme. Theproject may not have deliojuencies

greater than 15%, therpject reservefund must represent a minimum of 1006F t N2 2SO0l Qa
budget and gpraisal must support rental market.

Budget and Reserve Fund Balangeminimum eservefund balance of 30% of annual budget must

be in place. A minimum of 10% of thead & 2 O Aahniidl Bugdg@tashould provide for funding of
replacement reserves for capital expenditures and deferred maintenance. If not, a lower percentage
of annual income may be neidered if the appraal notes no major repairs andservefund balance
supports a lower allocation as follows:

0 7% to 9.99% requires a Reserve Fund balance of 50% of annual budget

0 5% to 6.99% requires a Reserve Fund balance of 75% of annual budget

0 3% to4.99% requires a Reserve Fund balance of 100% of annual budget

Delinquent Assessments: Delinquent assessments greater than 60 days may not exceed 15% of the
total number of units in the project. ®day delinquency up to 20% may be allowed as-non
warrantabk if HOA reserve fund represents 120% of its annual budgeted income.

Commercial space limited to 35% of builglispace. Commercial entity aast control HOA.

2.12Required Documentation foStreamline Review
This option requires only the appraisal to verify property and project marketability.

In addition to the General Condominium Project Eligibility Requirements, the following eligibility
requirements apply when reviewing a project usitige&mlinereview:

T

1
)l
1

Primary residence and second home transactions only
Maximum of 75% LTV/CLTV
Property must be located in an established project
Established project requirements:
0 Project must be 100% complete, including all units and common elements
0 Control of the HOA haskn turned over to the unit owners
0 90% of units have been conveyed to the unit owners
0 Project is not subject to additional phasing or annexation
Project must have, at minimum, five units
At least 70% of the units in the project must be sold to individoetsipying as a primary residence
or second home
Project must have demonstrated market acceptance
Maximum financing for an established project in the state of Florida is the lesser of the
product/program maximum or:
0 75% LTVICLTV for a primary residencesopsd/vacation home.
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2.13Required Documentatiorior Homeowners Association Certification Review
In addition to the General Condominiumdggct Eligibility Requirementshe following eligibility
requirements apply when reviewing a project using thi@iPApproval Homeowners Certification Review.
Refer toForm 25(Exhibit Bfor projects with greater than 4 units arkébrm 24(Exhibit Cjor 2-4 unit
projects.
1 Minimum eligibility requirements
0 Project may be subject to additional phasing or -ahs
0 Atleast 50% of the units sold must be sold to owseecupants for use as primary residence or
second home
0 Atleast 70% of the units in the project or subject phase must be sold. This includes closed sales
and units under contract with bona fide purchasers.

1 Ina project subject to additional phasing a section or phase may be included with existing
sections or phases to meet the psale requirement. If, however, there is evidence that
units in the subject phase are not selling at an acceptable rate, prior pshsesd not be
included in determining the preale requirements.

1 For conversion projects when all units are not for sale;qae may be calculated using the
total number of units available for sale in the project.

o0 Project has demonstrated market accepte.
o Maximum financing for an established project in the state of Florida is the lesser of the
product/program maximum or:

1 75% LTV/90% CLTV for a primary residence.

1 70% LTV/75% CLTV for a second/vacation

o Documentation requirements:

91 Individual Condominiurmppraisal Report.

1 Homeowners Association Certification (Form 25/24) completed by a representative of the
HOA orCondoCerts.cor{Note: if condominium association information obtained
through CondoCerts.corthe information must be no older than 45 days).

2.19Full Project Review
This option is available for new construction or recent conversion condominium projects, full gut
rehabilitation conversions of condominium projects, or when the prbfioes not meet eligible
condominium project reviews listed above. The Seller should be aware of the following:
1 Full Project Review includes andapth analysis of the legal, financial and other documents.
1 ResMagrovides Full Project Reviews upon requasly; contact a member of your sales team for
details.
1 The fee for these services varies by the type of approval requested. Please $eejtioe Review
Fee Schedule, Exhilid in this Seller Guide.
1 Maximum financing for an established project in thate of Florida is the lesser of the
product/program maximum or:
0 75% LTV/CLTV for a primary residence
0 70% LTV/CLTYV for a second/vacation home
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2.14RecCertification of Projects
Projects must be recertified every 6 months or at expiration of the prdjadget or insurance, whichever is
earlier.
Documents Required:
1 Project Approval Certification Form
Current Annual Budget
Current balance sheet (dated within the last 60 days)
Evidence of current HOA/project insurance
Any amendments, supplements, etc. teetproject legal documents

= =4 -4 A

3.0TRANSACTION TYPES

3.1ldentity of InterestTransactions

Identity of Interest Transactions includes both HorNJY Q& f S y-idtérdst trangaktions.Certain
transactions pose an increased risk and additional precautions must be taken to evaluate and prudently
underwrite for that risk.

In-depth analysis of transactions between parties with family or business relationships may reveal
unsupported valuesstraw borrowers, nofarm's length or ainterest influences, inflated sales prices, or
excessive fees or disbursements. Wells Fargo uses the term Identity of Interest Transaction to describe these
scenarios generally.

3.1.4Non! N¥YQa [Sy3adK ¢NIyalOlAzy
Anon-arm's length transactiois one where the parties to the transaction are related such as family
members, employer/employee, or principal/agent. This relationship may influence the transaction.
Commontypesofnoh NY Q& f Sy3dK GNFXyalOldAzya AyOf dzRSY
1 Fanmily sales
1 Property in an estate
1 Employer/employee sales
1 Flip transactions

3.1.2At-Interest Transactions
Anat-interest transactiorinvolves persons who are not closely tied or related but may have a greater vested
interest in the transaction, such as marty who plays more than one role in the same transaction
(selling/listing agent and mortgage broker, for example)indgrest transactions carry increased risk due to
the greater vested interest in the transaction by one of the parties. Examplesiofea¢st transactions
include:

71 Builder also acting as Realtor/broker

1 Realtor/broker selling own property

1 Realtor/broker acting as listing/selling agent as well the mortgage broker

Allnont NY Q& € Sy 34K NI y a-int&déshtrangactions ibeved atyitarasRrangastonsl
arenotalwaysno NY Qa f Sy3dKo
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3.1.3Title Changes
Title changes from LLC or partnership to an individual ar@eonhitted.

Title Changes within the Last 12 Months

These are transactions where the borrowers have beensferred into title, perhaps by a quit claim deed,

and may include a transfer from one individual to another or from an LLC or another business entity to an
individual. The borrowers are attempting to refinance the existing mortgage from the previoiSow@ a y I Y S
to their name. This situation presents red flags for credit and transaction risk similar to the risks of a flip
transaction.

The following title changes are eligible with appropriate documentation to evidence the relationship and to
show that here is not an unrelated party entering the chain of title:

Eligible Title Changes Required Documentation
. . L Marriage, domestic partnership, or civil union
Marriage/domestic partnership/civil union - g P P
certificate

Courtordered, including but not limited to, .
. . . Divorce decree, court order, or estate documents

divorce, death, or inheritance

LLC certification or Articles of Organization show

no members other than the borrowers on the

subjed transaction

Transfer out of an LLC where the borrowers mat
the members of the LLC

Transfer in or out of a trust where the borrowers .
Trust agreement or Trust Certification
match the settlor/trustor/grantor of the trust
In addition to the documentation requirements above, the following must be met:

1 Borrower(s) qualify uner standard underwriting requirements.

1 Transaction is considered a rate/term or caslt refinance (refer to eligible transaction requirements

specified previously in this section).
1 The reason for the title transfer is explained.
{1 Status of the new title hiders is identified and listed in Scheduld Bf the preliminary title policy.

Transactions that do not meet the requirements above are eligible when the following are met:
1 The borrower has been on title for more than six months, and
1 The reason for thditle transfer is explained, and
1 The requirementsistedfor Identity of Interest transactions, with thexception that the transaction
must be considered a rate/term or castut refinance (refer to eligible transaction requirements
specified previously ithis section).

3.2 Transaction Types
3.2.1 Purchase

Proceeds from the transaction are used to finance the acquisition of the subject property
LTVI/CLTV based upon the lessor of the sales price or appraised value
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3.1.2Assignment of Sales Contract
Transactions where the purchase contract has been assigned to the borrower are generally not acceptable
but may be eligible for consideration provided there was no increase in sales price and the explanation for
the assignment seems reasonable.

If the eanest money is being transferred it is treated as a sales concession and deducted from the sales
price.

3.1.3Employer/Employee Sales
This is a transaction in which a builder or developer is selling a property to one of its employees who does
not hold aprincipal ownership interest.

3.1.4Family Sales

This is a transaction where one family member is selling to another. Often there is no real estate agent
involved or the agent may also be a family member. These transactions carry the potential forddaieks

as they may be bailout situations (e.g. the selling party has financial problems and is unable to refinance).

3.1.5Gift of Equity
Gift equity in the subject property is an acceptable source of down payment, as long as the amount of
equity has ben verified. The donor must provide a gift letter. Equity gifts are only allowed after the
NEIljdZA NER YAYAYdzy R2¢y LI &YSyld KFra 0SSy YIRS FNRBY i
Documentation Requirements:
1 Copy of the canceled earnest money check to verify paymethteseller.
1 Verification that the borrower is not now, nor has been in the previous 24 months, in title to the
property.
T tFeYSyid KAAG2NE F2NJ G6KS SEA&lGAY3 Y2NI3AlF3IS 6OFSNA
must be provided and show no path of delinquency within the past 12 months.
1 Letter of explanation from the borrower stating the relationship to the seller and the reason for
purchase.

3.1.6Properties purchased for occupancy by a direct family member

When the subject property is bagrpurchased for occupancy by a direct family member (parents, siblings,
children):

Z A

YR (K 0 2 NNE ¢ Then The Occupancy is

LTX .

is considered
hyteée GKS 2 00dzJd N/A (borrowers do not have to Primary residence
income is needed to qualify be related)
Only the noroccupant 3 Direct family members Second home
02 NNR g SNRa Ay O (parent/child or siblings)
qualify Not direct family members Investment property
Both the occupant and nen N/A (borrowers do not have to
200dzLJ yi 02 NNEP be related; relationship does no Investment property
are neededo qualify impact occupancy type)
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When qualifying using only the néhO OdzLJt Yy 062 NNB SSNRA AyO02YS O0ADPSPT i
required to be on the Loanfhe following applies:

L¥X Then
i 3 T . -
CKS LINARYFENE AyoO2ys SFi N The maximum LTVICLTV is 5% below the secon
home policy.

¢KS LINAYINE AyO2YS SI N ThemaximumLTV/CLTV is 10% below the seco
and <740 home policy.

3.2.2Rate & Term Refinance

I NI} GSkGSNY NBTAYFYyOS Aa F yS¢g FANRG fASYy GKFG NBLI
purpose of any simultaneous secondary financing does not impact the rate/term classification of the new

first lien.

The new first lien amount for a rate/term refinance may not exceed the sum of:

1 Payoff of the current mortgage (principal balance plus accrued interest, and any required
prepayment penalty, only; other costs such as late fees andgasamounts may not begid with
the new Loan)

o If the first mortgage is a Home Equity Line of Credit (HELOC) a copy of tke $#tiizment
Statement or Closing Disclosure from the borrower's purchase of the subject property, or
documentation of home improvements made to the pesfy, must be provided evidencing the
proceeds were used in their entirety to acquire or improve the subject property.

1 Payoff (as defined above) of any subordinate mortgage lien used in its entirety to acquire or
improve* the subject property

1 Payoff (as ditned above) any other mortgage lien against the subject, provided:

o The lien has been open at least 12 months, and

o Total draws in the past 12 months do not exceed 2% of the new first mortgage amount.

1 Standard Loan fees (e.g., closing costs on themevigage; prepaids, such as interest, taxes and
insurance, etc. and points).

71 Incidental cash to the borrower not to exceed 1% of the principal balance of the new Loan amount.

Home improvement costs may include: Materials, Architectural fees, Supplies, Liability insurance on laborers,
Installation costs (water, sewer, well, etc.), Permits, and-idonrring costs of obtaining financing, including
origination fees, discount points, title searches, recording fees.
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3.2.2.1 Texas Ownebccuped, Homestead Property

TexasGeneral Requirements

In addition to standard guidelines, the following guidelines apply to all first mortgage transactions secured
by owner occupied, homestead properties in the state of Texas:

Transactions in the state of Taxare defined four ways depending on investor and state law requirements:

1 PurchaseAcquiring or buying a property (therefore exempt from Section 50(a)(6) provisions*).

1 Rate/Term RefinanceThe transaction is considered a rate/term refinance by bothitivestor and
the state of Texas (therefore exempt from Section 50(a)(6) provisions*).

1 Cashout RefinanceThe transaction is considered a caslit refinance by the investor, but a
rate/term refinance by the state of Texas (therefore exempt from Sectioa)d) provisions*).

1 Home Equity/Castout RefinanceThe transaction is considered a caslt refinance by both the
investor and the state of Texas, therefore ineligible for purchase by Wells Fargo.

Note: Transactions with subordinate financing subjecBtction 50(a)(6) provisions are limited to a
maximum LTV/TLTV/CLTV of the lesser of 80% or the maximum allowed by product or loan amount.

TexasPurchase Requirements

Purchase transactions that include subordinate financing subject to Section 50(a)(@)qreare limited to
a maximum LTV/TLTVICLTV of the lesser of 80% or the maximum allowed by product or loan amount.

TexasRefinance Requirements
To determine the type of refinance the transaction is considered, review the following:

TexasHome Equity/Cah-out Refinance Transactions under Section 50(a)(6) are not eligible for purchase.

1 Once the borrower has executed a home equity/cash refinance on an owner occupied,
homestead property under Section 50(a)(6), Article XVI of the Texas Constitutsamssdfuent
transactions are considered home equisishout refinances until title is transferred. In other
words, once a casbut, always a casbut. Therefore, a rate/term refinance originated to pay off an
existing home equity/casbut mortgage is inegjible.

1 ResMac requires the lender to provide documentation (commitment for title insurance,
mortgage/deed of trust and/or HUD/Closing Disclosure) in each Loan package to verify that a
home equity/caskout loan under Section 50(a)(6) has not previouslgrberiginated against the
subject property. If the purpose of the loan is not clearly identified on the commitment for title
insurance, it will be necessary to provide previous mortgage/deed or trust or HODsing
Disclosure for each transaction origiad on or after January 1, 1998, to verify the purpose of the
existing loan.
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Texas Refinance Transactions
Lien Being Paid off or

Down with New Non-Conforming Policy
Mortgage

Home Improvement Lien,

To ensure Valid First lien,
Must Be Closed As

. Rate/Term Rate/Term
regardless of seasoning
Purchase _Money Lien, regardles Rate/Term Rate/Term
of seasoning
Section 50(a)(6) Lien, seasoned - . .
less than 12 months Ineligible for financing N/A
Section 50(a)(6) Lien, seasoned . , .
least 12 months Ineligiblefor financing N/A
Federal Tax or Owelty Lien Cashout Rate/Term

TexasRate/Term Refinances

In addition to standard rate/term refinance guidelines and those set forth above, the following guidelines
apply to all rate/term refinances secured by owmecupied, homestead properties in the state of Texas:

1 Total financed closing costs are limited to 10% of the new loan amount. 10% is deemed reasonable.

71 Special title insurance coverage must be obtained when impounds for prepaid expenses* are
included in tle new loan amount. The following must be included &hedule B Exception

9 t2aaA0tS RSTSOGU Ay tASYy 2F GKS AyadaNBR Y2NI3l 3IS
impounds for taxes and insurance in the original principal of the indebtednesseskby the
insured mortgage.

1 Prepaids are defined as funds collected for the payment of:

o real estate taxes (includes natelinquent taxes which are due and payable, as well as
reserves)

o hazard insurance premiums
o monthly MI premiums covering any periodexfthe settlement date

Texadncidental Cash Back
Incidental cash back to the borrower at closing is not allowed.

TexasOptions When POCs are Credited to Closing Costs

1 The amount of paid outside closing (POC) costs up to $1,000 may be applipdrecspal reduction
at closing. However, the principal and interest payment on the loan may not be adjusted and the
loan may not be reamortized. If the amount to be credited exceeds $1,000 the loan amount must be
reduced and the closing documents redrawn.

1 The amount of the POC may be applied as a credit towards closing costs reducing the amount of
cash needed to close.

1 ¢KS 02NNRgSNRa th/ AdGSya Yleée oS FLWIXEASR a I ON
the borrower of not more than the amounaid prior to closing. Please note this is the only
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circumstance when the HUDor Closing Disclosure may reflect any cash back to the borrower on
rate/term refinance transactions of Homestead property in Texas.

TexasSubordinate Liens
Certain restrictios apply to Rate/Term refinance transactions that include subordinate liens. These
restrictions include:
1 Only one loan subject to Section 50(a)(6) provisions may be secured by the subject property at any
given time, regardless of lien position.
1 When the subrdinate lien is subject to Section 50(a)(6) provisions, the maximum LTV/TLTV/CLTV is
the lesser of 80% or the maximum allowed by product or loan amount.

If the subordinate lien wagsed entirely for home improvementsthe lien is eligible for pay off as
rate/term refinance.

1 The subordinate lien must have been originally closed using the entire amount for home
AYLNRGSYSyGa a SOARSYOSR o6& || aSOKIyA0Qa tASy
Documenting the home improvements by obtainicenceled checks, invoices, receipts, lien
waivers, etc., is not acceptable.

Refer to subordinate lien requirements for Casltt Refinance transactions if the subordinate lien does not
meet the above parameters.

3.2.3CashOut Refinance
Allowed. Anyrefinance transaction not meeting the requirements for a rate/term refinance is a-casth
refinance.

Delayed Financing/Allowable Casbut for Properties Recently Purchased with Cash
If borrowers have purchased a primary, second home, or investment profmrcash within the preceding
90 days, an application may be considered to provide-@askai & | NBAYodzNESYSyid 27
investment providing all of the following are met:
1 Closing Disclosure indicating cash purchase within 90 days ptioe tpplication.
Maximum LTV/CLTV based on the purchase LTV/CLTV matrix.
Maximum DTI based on the purchase DTI requirements.
Minimum Loan Score based on the purchase Loan Score requirements.
The LTV/CLTV will be based off the lesser of the original p@rghae or current appraised value.
Borrower has exhibited a historic level of assets to support the cash purchase (supported by Schedule
2F GKS tl1aid G2 @SIENARQ GFE NBGdzNYV&0 2N 20 KSNJ
A paper trailevidencing the funds used to acquire the subject property is acceptable as long as the
funds had been on deposit at least 90 days prior to the date of the original transaction.
1 Funds used for the original purchase cannot be borrowed, except by meanfsllbf secured Loan
(for example, margin account, or other real estate). These will be treated on dyasse basis.
1 Not allowed in Texas.
1 The Loan must be registered and Closed as a-Qastefinance since the borrower is already in title
to the propety. The Loan can be underwritten based on purchase transaction guidelines.

= =4 =4 -4 A
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4.0BORROWER ELIGIBILITY

4.1 Social 8curity Number¢ U.S. Citizensrad NonU.S. Citizens
Each borrower on the Loan transaction must have a valid Social Security nlmrdmidition, any borrower
who is not a U.S. citizen must meet the requirements in this following section.

4.2 Residency
Eligible:
w U.SCitizen
w PermanenResidenAlien
w NonPermanenResidenfAlien

Ineligible:
1 Foreign Nationals
Applicants possessimiplomatic immunity
Borrowers from OFAC sanctioned countries
Politically exposed borrowers
lye YFAOGSNAIFE LI NIASE 602YLIl ye 2N AYRAGARdzZE 0 (2
Participation (LDP) list, the federal General Services Administr&iya)(Excluded Party list or any
other exclusionary list.

= =4 =4 =4

Referto FannieMae guidelinedor alldefinitionsof eligibility status.

4.3 US Citizen
Eligiblewithout guidelinerestrictions

4.4 Permanent Resident Alien
An alien admitted to the United States a lawful permanent resident. Lawful permanent residents are
legally accorded the privilege of residing permanently in the United States.

A copy of the green card is required for all permanent resident aliens whose income and/or assets are being
used toqualify for a Loan. A copy of the front and back of the card is required and must be included in the

Loan file.

2 KAES GKS ANBSY OFNR AdGaSt¥ adldSa a52 b2d 5dzLJ A Ol
Citizenship and Immigration ServidgkSCIS) allows photocopying of the green card. Making an enlarged

copy or copying on colored paper may alleviate any concerns the borrower may have with photocopying.
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4.5Non-Permanent Resident Alien

All nonpermanent resident aliens must proviéeidence of a valid, acceptable visa.

A copy of the unexpired visa (see expired visa requirements below) must be included in the loan file evidencing
one of the following visa classes:

il

f
f

A Series (A, A2, A3): these visas are given to officials of foregpvernments, immediate family
members and support staff. Only those without diplomatic immunity, as verified on the visa, are
allowed.

E1 Treaty Trader and-E Treaty Investor: this visa is essentially the same as-AoH-1; the title

refers to the breign country's status with the United States.

E3: these visas are given to Australian nationals employed in a specialty occupation.

G Series (@, G2, G3, G4, Gb5): these visas are given to employees of international organizations
that are located irthe United States. Some examples include the United Nations, Red Cross, World
Bank, UNICEF and the International Monetary Fund. Verification that the applicant does not have
RALX 2YFGAO AYYdzyAdGe Ydzad o6S 2060l Ay SRiedingBheay (GKS
FLILX AOI yiQa LI &daLl2NILo

H-1 Temporary Worker (includes-HB and HLC): this is the most common visa given to foreign
citizens who are temporarily working in the United States.

H-4: these visas are given to dependents (spouse and unmarried ahildiaer 21 years of age) of a
gualified H1 visa holder. When income is being used to qualify, a current (unexpired) Employment
Authorization Document (EAD) issued by United States Citizenship and Immigration Services (USCIS)
is also required.

L-1 IntraCampany Transferee: anlvisa is given to professional employees whose company's main
office is in a foreign country.

L-2: these visas are given to dependents (spouse and unmarried children under 21 years of age) of a
qualified L1 visa holder. When incormie being used to qualify, a current (unexpired) EAD issued by
USCIS is also required.

O-1A: individuals with an extraordinary ability in the sciences, education, business, or athletics (not
including the arts, motion pictures or television industry).

O-1B individuals with an extraordinary ability in the arts or extraordinary achievement in motion
picture or television industry.

O-2: individuals who will accompany anl10Q artist or athlete, to assist in a specific event or
performance.

TN, NAFTA visa: usbd Canadian or Mexican citizens for professional or business purposes.

TC, NAFTA visa: used by Canadian citizens for professional or business purposes.

A Borrower with an expired visa may be considered, subject to each of the following:

f
f

Visa classificatin is one of the eligible visas listed above.
Confirmation that the Borrower has submitted an application for extension of the visa or an
application for a green card. Documentation includes, but is not limited to:
o USCIS FormrB7 (Issued when an applidan or petition is approved)
o USCIS FormrB7C ord797E (must not state that the application has been declined)
o application for extension of current visa (USCIS FoeBR9I or equivalent) or copy of
application for green card (USCIS Fori8% or equivalet) and electronic verification of
receipt from the USCIS web site
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If the borrower is sponsored by the employer, the employer may verify that they are sponsoring the visa
renewal.

All standards for determining stable monthly income, adequate credit histodysufficient liquid assets must

be applied in the same manner to each borrower including borrowers who argpaomanent resident aliens.

Restrictions
All nonpermanent resident aliens must have a minimum tyaar history of credit and employment ingh
U.S. or another country. In addition, n@ermanent resident aliens who meet at least one of the following
requirements are generally eligible for the same financing terms as U.S. citizen:

1 Minimum two-year history of residence, employment and credithie U.S., or

1 Borrowing with a U.S. citizen or permanent resident alien.

4.6] A @AY VivagTyisis S NJ
Living ("inter vivos") trusts must comply with local state regulations and the requirements to be eligible
below for financing.

Eligible borrowers
Tobe eligible the borrower must be:
1 The settlor, or the person who created the trust, and
1 The beneficiary, or the person who is designated to benefit from the trust, and
1 The trustee or the person who will administer the trust for the benefit of the benefictae
borrower.
1 One or more borrowers with one living trust, or
Two or more borrowers with separate living trusts, or
1 Multiple borrowers with one or more holding title as an individual and one or more holding title as a
living trust.

=

Documentationrequirements

A Trust Certification, where allowable under state law in the state where the property is located.

Where state law does not allow for a Trust Certification, the following requirements must be met:
1 Attorney's Opinion letter from the borrowerattorney verifying all of the following:

0 The trust was validly created and is duly existing under applicable law,

The trust is revocable,

The borrower is the settlor of the trust and the beneficiary of the trust,

The trust assets may be used as collatérah loan,

The trustee is:

A Duly qualified under applicable law to serve as trustee,

A Is the borrower,

A s the settlor,

A Is fully authorized under the trust documents and applicable law to pledge or otherwise
encumber the trust assets

1 Complete copy of the trst documents certified by the borrower to be accurd@Ra copy of the
abstract or summary for jurisdictions that require a lender to review and rely on an abstract or
summary of trust documents instead of the trust agreements.

(0]
(0]
(0]
(0]
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Other title and closing equirements

1 The title to the property must be vested in the trustee on behalf of the trust (or such other customary
practices).

1 Title binder may not contain any exceptions to coverage based on the mortgaged property being held
by the living trust.

1 The Notemust be executed individually by the settlor and by the trustee on behalf of the trust.

1 The Mortgage or Deed of Trust must be executed by the trustee on behalf of the trust. The Revocable
Trust Rider must be used with the mortgage or Deed of Trust.

1 The dae of the Trust must be reflected on the Note as part of the description below the Trustee's
signature (e.g., Jane Doe, Trustee of the Jane Doe Trust dated April 1, 2000).

4.7 Separated Borrowers
When the borrower indicates that he/she is separated, itstrioe determined whether it is a legal separation.

If the borrower is legally separated, a copy of the legal separation agreement must be provided to determine
the division of assets, liabilities and potential obligations. If there is no legal separatletier from the
attorneys of both parties involved specifying the proposed settlement terms must be provided. If no
documentation can be obtained to verify the division of assets and liabilities, the Loan will generally be
considered an unacceptable kis

If the borrower states there are no plans for a legal separation, no further documentation is necessary; he/she
is legally married and qualified accordingly.

5.0 CREDIT

5.1 Credit Reports

All NorAgency loans require that @oreLogic®redco®or Equifax®@redit report be utilized for
underwriting If - y & 2 G KSNJ @8 prievadetai theNiBé adddn is submitted toResMacfor
underwriting,ResMaavill obtain a credit report fronCorelLogicCredco or Equifaxprior to underwriting the
loan.

5.1.1Credit Score Selection
¢tKS TF2ftt26Ay3 ONRGSNAI YIFed& o6S dzaSR (2 RSGSNNYAYS
GYARRE Skt 26SNE YSGK2RO®
9 If there are three valid credit scores for a borrower, the middle score (humerical middle of the three
scores) is used.
1 If there are three valid scores for a borrower but two of the scores are the same, the duplicate score
is used.
9 If there are two valid scores for a borrower, the lower of the two scores is used.
9 If there is one valid score for a borrowdnat score is used.
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5.1.2Loan Score Selection
After selecting the appropriate credit score for each borrower, the Loan Score must be determined
1 The credit score of the borrower with the highest income and a valid credit score is used as the Loan
Scaoe.
1 When there is a nowccupant ceborrower, the credit score of the occupying borrower with the
highest income is used as the Loan Score.
1 Inthe event that both borrowers have equal income, the score of the borrower with the lower credit
score will be tle Loan Score.

5.1.3Rescoring and Credit Repair

For NonAgency products ResMac prohibits the use of credit repair vendors designed to help a borrower
falsely repair their credit profile by intentionally manipulating data to improve their credit scogufgoses

of loan eligibility, pricing improvement, and/or creditworthiness.

Loans where the borrower utilizes:
1 Credit monitoring services,
9 Fraud alerts,
1 Non-profit credit counseling services, or
9 Credit reporting agencies as defined by tear Credit Reporting Aate eligible.

ResMac reserves the right to determine if the credit history and Credit Scores are legitimate, acceptable and
meet guideline requirements. If usage of credit repair services is revealed at any time during the loan process,
the Loan will be deemed ineligible.

5.1.4Minimum FICO requirements
{700 for purchase and rate/term transactions with fixed rate product
1 740 for nvestment property transactions
{720 for all other transactions
1 Nontraditional credit is not allowed

5.2Insufficient Credit

Insufficient credit is defined amy of the following:
1 Fewer than three tradelines.
1 No tradeline with activity in the most recet2-months.
1 No tradeline with at least a 2chonth history.

CKSNBE YIF& 0SS AyaildlyOSa ¢KSNBE (GKS 02 NNP g hnaaisionONBRA
the credit risk of the entire borrower profile must be evaluated to determine ifdtealit history supports the
02ZNNRBGgSNRAE FoAfAde YR gAffAyaySaa (2 NBLI& (GKS [ 2
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5.3 Credit Inquiries

Creditormustobtainverificationfrom borrowerin the form of asignedstatementattestingthat their current
obligations areaccurate. Additionally,any credit inquirieslisted on the report within 90 daysof the report
date mustbe explainedif new credit wasextendedborrowersmust provide documentationon the current
balanceand payment;if no credit was extendedborrower must state thepurpose ofthe inquiry. Lenders
mustinform borrowers that they are obligatedto inform the lenderof anynew extensionof credit, whether
unsecuredor securedthat takes placeduringthe underwritingprocessand up to the consummatiorof the

loan.

5.4 HousingHistory

Housing payment history (mortgage, rental or combination of the two) covering the most recent 12 months
(minimum) with no late payments must be verified either by the credit bureau or by direct verificétion.
professional management company or an individual landlord may verify rental housing payments.

If an individual landlord provides a reference, either directly or on a credit report, the borrower must provide
evidence of timely payment for the most redet? months with:
Canceled checks, or
Bank statements showing the payment, or
Money order receipts, or
Cash receipts
o Cash receipts are not allowed, and canceled checks, bank statements, or money order receipts are
required, if the landlord:
1 Is arelativepr
1 Hasan established relationship, prior to the Loan transaction, with the borrower beyond their
connection as renter and landlord (examples include, but are not limited tajorkers, close
personal friends, partner, business associate, relator, etc.).
o If using cash receipts, the name, address, and telephone number of the individual receiving the
payments must be provided.

= =a 4 -4

In the event the borrower is living with family, or when no mortgage or rental payment history can be obtained
the following documetation must be provided:
1 A letter of explanation, and
1 Credit report verifying an acceptable traditional credit history and evidencing compliance with
minimum Loan Score requirements.

5.5Bankruptcy, Foreclosure, Dedd-Lieu, Short Sale, and Loan Modiftaans
Borrowers with a bankruptcy, foreclosure, deedlieu, short sale, repossession, or Loan modifications are
subject to the following requirements:
1 LTV/CLTV greater than 70%: Not allowed
1 LTV/CLTV less than or equal to 70% is allowed when:
o The adverseCredit was due textenuating circumstanceand a minimum of 60 months fe
establishment of credit since the discharged/dismissal/completion date,
o The Adverse Credit was due financial mismanagemernd 84 months restablishment of
credit since the dicharged/dismissal/completion date.
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5.6 Collections, Judgments, and Judgment Liens
'Y LI AR O2ftftSOGA2yas 2dzRAYSyYydasx yR 2dzRIYSyd fASya
or may impact title to the property.

A collection account is ban that has been turned over to a thighrty debt collection agency due to
negligent payment practices of the borrower. The collection agency assumes the responsibility of collecting
the debt for the original creditor. While the borrower makes paymeamtghe collection account, the account

gAtft NBYIFIAYy 2LSYy FyR gAtt 6S tAaGSR Fa | aO02fttSOGA

A judgment, or judgment lien, is a court order to pay a certain amount of money to someone who has filed a
lawsuit againsthe borrower. If a creditor, lender, debt collector, attorney, or another party files a lawsuit
against the borrower and wins, a judgment is made against the borrower. With a judgment the creditor often
has the ability to levy wages, bank accounts oreotproperty to collect the judgment, depending on state
law.

Collections, judgments, and judgment liens must be:
1 Considered in the overall evaluation of the credit, and
1 Reviewedf 2 NJ LI2aaAofS AYLI OGa (G2 (GKS 02 NNMRoditeNrWa | 6 A f
1 Explainedn a letter of explanation provided by the borrower.
Collections, judgments, and judgment liens that have not already been satisfied are subject to payoff and
requirements as indicated in the table below:

Collections, Judgmentsnd Judgment Liens

Account TypegNot DollarAmount per RequiredPayoff Included in DTI
Attachedto Title) Tradeline
Judgment or Judgment Any Yes Does Not Apply
Lien
Collection <$500 No* No
Collection >$500 Yes Does Not Apply

1Accounts may not beaid down to $500 to avoid payoff.

2Collection accounts >$500 must be paid off unless the borrower can document a formal dispute. The rationale for not
paying the collection must be documented and reasonable. The borrower must have the funds to bpaplafftthe
collection in the future, if necessary.

5.7 ChargeOffQ a

1 0O02dzyila NBLR2NIAY3I & | GaOKIFNBS 2FF¢ AYRAOFNGS GKI
as a loss and it is closed to future charges. When an account displaysahii I 1 dza 2 F G OKI NHS 271
closed for future use, although the debt is still owed. If the customer pays the account, the status will reflect

Fa | GLIZFRE ®OKI NBS

The following requirements apply to accounts reporting as chaffe
1 Individual, paid or unpaid account that was charegmtiwithin two years of the application date for an
amount greater than $500 is npermitted.
1 Individual, unpaid account that was chargeffl more than two years from the application date for an
amountgreaterthan $500 is not permitted
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5.8 Non-Real Estate Settlecbf Less Accounts

{SGdGft SR F2NJ fSaa (KlIy TFdzZft LIe&YSyd | O002dzyia YlI& AY
impact title to the propertyLoans with norReal estate settled for less accounts that settled less than two

years prior to application date are npermitted.

6.0 ASSETS
Thefollowing applyto all transactionsunlessotherwise stated.

6.1 Documentation Options

Variousforms ofdocumentationare acceptablelependingon borrower assettype. Assetsandreserves
shouldbe calculatedanddocumentedto FannieMae guidelines unlesstherwisespecifiedn ResMac
guidelines.

6.2 Reserves

1 Theloanprogramincludes minimumeserves asutlined onthe Productmatrices;

1 EacHhinancedproperty inadditionto the subjectproperty,will increasethe applicable reserve
requirementbytwo (2) monthsPITI on thesubject property tca maximum requirementf 24
months (Additionalreserveshaseduponthe PITbf the subjeciproperty);

1 Reservesustbe sourcechndseasonedccording td-annieMae guidelines;

Proceeddrom a cashout refinance cannobe used to meethe minimumreserve requirements.
1 Proceeddrom 1031Exchangeannot beusedto meetreserve requirements.

=

6.3 Down Paymerd

6.3.1 Minimum Down Payment
For Loans with a LTV less than or equal to 80%, the full down payment may be gifted.

6.3.2 Bonus Income Used for Cash to Close
I 02NNRSSNRA NBOSY(l 02y daKSYl & KBS AdASROGT AN GIR2ANNRHBHS N
analyzed.
It may be required to deduct the bonus from qualifying income when it is used as cash to close if the Underwriter
determines that the borrower is unable to meet all financial obligations amjlikpenses until the next bonus
payout. Considerations may include, but are not limited to:
1 How often is the bonus paid (i.e. quarterly, seannual, annual) and what is the date of the last bonus
payout?
! What is the amount of the bonus used for cashltzse?
1 Are base income and liquid reserves sufficient to allow borrower to meet all obligations and living
expenses until the next bonus is received?
1 Are liquid reserves sufficient to ensure the borrower has the ability to repay obligations in a timely
fasth 2y YR (2 &dzLIR2 NI (GKS 02NNRgSNRAE 20SNItf AyO?2
In addition to standard liquid assets, the following are considered to be cash assets at 100% of the verified
amounts:
1 A gift or grant from a municipality, nonprofit religiouganization, nonprofit community organization,
2NJ 0KS 02NNRgSNDa SYLX 28 SNJ
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6.3.3 Gift or Grant from aMunicpality, Non-Profit Organization © Employer
A gift or grant from a municipality, ngprofit religious organization, nonprofit community organizatianttoe
02NN2GSNDAa SYLX 28SNJ Ydzad 0SS SOARSYOSR o0& | O2LR 27FY
1 The award letter sent to the borrower, or
1 The legal agreement that specifies the terms and conditions of the gift or grant.
9 LT GKS 3IAFAO 2N ANyl Aa FNERrma dftSrogramiing be 8eNfladi S Y LI
Examples of acceptable documentation include, but are not limited to:
o Copy of gift program guidelines from employee handbook
o [ SGGSNI FNRY SYLX 28SNDRa KdzyYly NB&az2dzZNOSa RSLI N
1 File must contain evidence of the transtdrthe funds.
1 The award letter or the legal agreement must verify all of the following:
o No repayment of the gift or grant is required
o How the funds will be transferred (e.g., to borrower, closing agent, Lender, etc.)
o There will be no lien against the prape
The borrower is not required to contribute 5% of the down payment from his own funds. The gift or grant can
be used as the down payment

6.3.4 Use of Credit Card for Paymerftfeees
A credit card may be used to pay fees associated with the Mortgageptable fees are:
1 Appraisal

7 Credit Report

1 Origination fee

1 Commitment fee

1 Lockin fee

1 Extended Lock fee
Acceptable credit cards are:

1 Visa

1 MasterCard

1 Discover

The Loan must meet all of the following requirements:

1 Borrower must have sufficient liquassets to pay the amount charged (in addition to all other Closing
costs).
1 The maximum amount charged or advanced may not exceed 2% of the Mortgage amount.

Under no circumstances may credit card financing be used for the down payment.

91 The amountcharged dr R@F Yy OSR Ydzad o6S Ay Of dzZRSR Ay (GKS 02NN
repayment of that amount must be included when determining qualifying ratios (greater of $10 or 5%
of the outstanding balance).

1 A copy of the charge receipt must be included inltban file.

1 The HUEL or Closing Disclosure must reflect a paid outside/before Closing (POC) credit to the borrower
for the amount charged.

=

6.3.5 Gift Funds
For primary homes, the full down payment may be from a gift when the LTV/CLTV is 80% or less.
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6.3.6 Useof Business Funds

When a borrower has insufficient personal liquid assets to qualify or close, but has sufficient verified funds in a
100% owned business, the business funds may represent an adequate source of down payment and reserves
(postliquidity) if both of the following conditions are met:

1 Business average annual cash flow is greater than the amount to be withdrawn/reserves.

1 Cash on company yeand balance sheet for each of the previous three years is greater than the
amount to be withdrawn/eserves. This information is found on line 1 of the schedule L for the
Partnership, &orporation and the Corporation. A thrgear history of a balance greater than or equal
to the amount being considered for reserves (polsising liquidity) or down payemt is required. Two
years of the schedule L will show three years of cash on hand for the company.

Full analysis of the business must consider the effect of the withdrawal of the assets and how it will impact the
strength and viability of the businesstire future.

The following questions need to be considered:
1 What is the pattern of company cash flows? Do we have declining gross or net income?
1 Do we have concerns about the type of business? Is the business experiencing a downturn?

Extreme care need® be taken when considering business use of funds and in some cases even though a
business is profitable, it may not be prudent to use the business assets in our transaction.

6.3.7 Proceedsrdm Secured Loans

Subordinate Financing

Subordinate financing;losed End or HELOC, is allowed subject to the guidelisestion 8.3The maximum
LTV/CLTV* may not exceed the guideline limitsHerproduct and occupancy type.

IRA, 401(k), SEP, KEOGH, 403(b), anduBi8ied employer plans
May be used for dowpayment and closing costs, up to the ptet and posfpenalty amount available to the
borrower for distribution.

A copy of the plan statements for the most recent two months is required. The statement should be reviewed
G2 RSGSNX¥AYS {&dnountdnNadplaniSthel & a geBadtylifd® withdrawal, discount the asset
by the applicable amoun¥erification of liquidation is required.

TRADES

Equity from trading a borrower's existing property is acceptable after the borrower has made a 5e86wash
payment. The amount of equity is determined by subtracting the outstanding Loan balance of the property that
is being traded, plus any transfer costs, from the lesser of that property's appraised value or i tvatlee,

as agreed to by both paes.

A separate written appraisal for the property that is being taken in trade is required. A search of the land records

to verify ownership of the property and to document if there are any existing liens on the property is also
required.
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6.3.8 1031 Tabeferred Exchanges

Section 1031 of the Internal Revenue Code allows investors to defer payment of state and federal capital
gain taxes bgxchangingnvestment property rather thasellinginvestment property. This code section
provides a strategy for thdeferral of capital gains taxes, which in turn provides a property owner with
substantially more proceeds to reinvest in a replacement property.

A tax deferred exchange, therefore, is the process of rolling over funds from one investment property into
another, without having access to those funds. In a taxable sale, the property owner is taxed on any gain
realized by the sale of the property. In an exchange; however, the tax is deféhisdsection of the IRS

code does not apply to primary residences.

Equity from exchange can be used for all or part of the down payment.

Restrictions
ResMacwill allow 1031 exchanges to be used towards down paymensdoond home and investment
property purchases onlhyith the following restrictions:

1 Reverse exchangese not allowed because the borrower is not in title to the property at the time of
closing.

71 Product grade must allow second homes and investment properties.

1 No Seller provided subordinate financing.

f The Loan closing must be handled by a qualified interergdA qualified intermediary is an entity
(usually a subsidiary of a title company) who enters into a written agreement with the taxpayer. The
jdzt t AFASR AYUGSNNYSRAINE OlFlyy2i 06S (GKS 02NNRBgSNDa
broker. ThisExchange Agreement requires the qualified intermediary to acquire and transfer the
relinquished property and to acquire and transfer the replacement property. The relinquished
property is the property "sold" and the replacement property is the propertyqtared".

1 Copies of all closing documents and Purchase Agreement on the relinquished property must be
obtained. Required documentation includes:

o 1031 Exchange Agreement

o Settlement Statement

o Title Transfer

1 Both Purchase Agreements (relinquished and repla@nproperties) must contain appropriate
language to identify the 1031 exchange. An example of satisfactory language is:

o Phase | (Sale)Buyer is aware that Seller is to perform a 1031 Tax Deferred Exchange. Seller
requests Buyer's cooperation in such exchange and agrees to hold Buyer harmless from any
and all claims, liabilities, costs or delays in time resulting from such an exchange. Buyer agrees to
an assignment of this contract by the Seller."

o Phase Il (Buy)Seller is aware that Buyer is to penfio a 1031 Tax Deferred Exchange. Buyer
requests Seller's cooperation in such an exchange and agrees to hold Seller harmless from any
and all claims, liabilities, costs or delays in time resulting from such an exchange. Seller agrees to
an assignment of tBicontract by the Buyer.
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Seller Accommodation

If a borrower is purchasing a Seller's 1031 investment property to occuppranary residence, the
borrower isaccommodatinghe Seller. The transaction is not considered a 1031 Tax Deferred Exchange and
is permitted.

6.3.9 Stock, Bonds, Mutual Fde, U.S. Government SecuritieadPublicly Traded Securities

Publicly Traded Stocks, Bonds, Mutual Funds, U.S. Government Securities
A copy of the account statement for the most recent two months/quarteeguired; proof of liquidation is
required provided that the existence of these accounts is fully documented. When the asset is needed to
complete the transaction, verify:
1 ¢KS 02NNRBOSNRA 26yYySNBKALI 2F GKS | aas
1 The value of the asset at the time of saldiguidation, and
1 ¢KS 02NNRBoSNR& | OlGdzd t NBOSALII 2F Fdzy Ra NBI f Al

2

(et

Restricted Stock Subjetb U.S. Securitieand Exchange Commission (Sec) Rule 144
Many executives receive a portion of their compensation in the form of comg#ock. When using vested
company stock that is subject to SEC Rule 144 the following documentation is required:
1 When stock is used for down payment provide proof of liquidation.
1 When stock used for reserves provide:
o Evidence that stock is eligible fasale as defined by theEC Rule 144
o A letter from the company which includes:
A Vesting statement
Eligibility to liquidate stock
Current stock price
Addresses any additional restrimtis on liquidating stock other than those imposed
under SEC Rule 144
Refer toSEC websitfor the current Trading Volume Formula for calculating eligible value.

> > D

6.3.10 DepositonAccounts

For all transactions, generally, single deposits that are greater than 50% of the borrower's monthly qualifying
income should be explained and documented. Consideration will also be given to total monthly income, type of
employment, totalamount® I ff | daSG&a FyR NBlFaz2ylofSySaa ol aSR
profile.

6.3.11Sale ¢ Personal Property
The following are required to document the sale of personal assets for funds to close:
1 Bill of sale reflecting:
o Date of sale
o Assetto be sold
o Sales price
o Signatures of buyer and seller
T /2L 2F GKS OKSO{l FNRBY (KS LJzZNOKFaSNI 2F GKS
deposit of proceeds from the sale.
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6.3.12 Ineligible Assets

The following assets are not allowed:

Sweatequity

Group Savings

Pooled Funds

Saving cash to close

Stock options in a qualified plan but not fully vested

Stock options in a nequalified plan

Assets held in a UGMA (Uniform Gift to Minors Act) or UTMA (Uniform Transfers to Minors Act)

= =4 =4 -4 4 -4 -

6.3.13Suspicious Activity Related to Deposits or Payments

Underwritersare required to review for patterns of unusual payments, deposits, and/or gift fuhdscan be
indicative of structuring to avoid compliance with laws and regulatory reporting requirenodéritee United

States or foreign countriesegardless of when they were provided to the borrower. Unusual patterns can
include, but are not limited to, large cash deposits, large and humerous gifts, and any other unexplained activity
not typical for theborrower.

Any indication of possible structuring and/or unsourced assets will result in an increased level of review from
the underwriter.

Red Flags
Transactions which include any of the following characteristics should be given additional scrutiryoéthea
{StftSNNR&a dzy RSNHINRGAYy3IsS Of2aAy3a FyR ljdad tAGe O2y NPTt
1 A borrower receives multiple gifts of similar amounts wired from outside the U.S.
1 A borrower receives gift funds in the form of a wire transfer from an individual with no ties to the
borrower or the transaction.
1 A borrower receives a wire from a business not associated with the transaction and it is explained as
payment for services rendered or products provided.
1 A borrower receives large deposits listed as tuition expenses comingledunds for down payment
from the same account.
1 A borrower receives gift funds from a donor that transferred the funds through multiple financial
AyaiAalbdziazyas LINA2N G2 RSLRaAl Ay (GKS 02NNERgSSND:

6.4 Asset Documentation
In additionto documentingminimum PITIreserverequirements all borrowersmust discloseand Seller must
verifyall other liquid assets. FannieMae guidelinesprevailregardingsourcesandtypesof assetsaswell as
assetswhich are not eligiblefor closingcostsand/or reserves.
1 AccountStatementsshouldcovermostrecent60-dayperiod.
1 VODshouldbe datedwithin 30 daysof loanapplication date.
1 Stocks/Bond/MutuaFunds- 100%of stockaccounts can be considergtthe calculationof assetsor
closingandreserves.
1 VestedRetirementAccountfunds¢ 60%maybe consideredor closingand/or reserves.
Nonvestedor restrictedstock accounts are naligiblefor useasdown paymentor reserves.
1 Anyassets whictproduceincomeor areused asncomealreadyincludedin the incomecalculation
are not eligiblefor useasdownpaymentor reserves.

=
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1 Whenbankstatements araised,largedeposits must bevaluated. Largedepositsare definedasany
singledeposit that representmore than75% ofthe monthly averagedepositbalance.

Assetsheld in foreign accountsnay be usedasa sourceof fundsto closeandto meet applicablereserve
requirements.Thesefunds mustbe transferredto a U.Sdomiciledaccountin the borrower@ nameat least
ten (10)daysprior to closing.

6.5 Borrower Liquidity Requirements
Evidence the borrower meetsy S & a lré@eddv@ (postlosing liquidity) requirements for certain Non
Conforming programer parameters must be provided.

Liquid assets verified to meet the reserve (poktsing liquidityyequirements may be in the form of:
1 Cash equivalents (checking, savings, or money market accounts)
1 100% of the vested value of publicly traded stocks, mutual funds, and government securities may be
used.
1 Cash surrender value of life insurance (less outditag loans, if repayment not included in debt ratio
calculation)
7 Retirement funds may be used to meet up to 50% of the minimum reserve requirements.
o Gross retirement funds must be discounted by 30% to account for tax consequences (less any
outstandingloan balances) to determine the actual funds available for reserve requirements.
o There must be an additional 10% reduction if an early withdrawal penalty exists.
o 100% of Roth IRA (less outstanding loans)
1 Equity proceeds from the sale of a residence.
1 Fundsheld in business accounts may be eligible for use if the requirements detaifgdction
6.3.6are met.

6.5.2 Stock Options
Stock options may be used in certain situations as reserves, but not as qualifying istookeoption grants:
1 Must be fully vestd and not restricted (either by the company or IRS, such as being subject to Rule
144)
1 Must be from a publicly traded company listed on the NYSE, AMEX, or NASDAQ
1 May be part of a qualified or nequalified plan

To calculate the value:
1 Subtract the strikgorice/optioned price (the price at which the employee was issued the stock) from
the current stock price and multiply by the number of shares.
1 Discount the value by 40% (to account for taxes).

6.5.3 Ineligible Assets
The following assets aireligiblefor purposes of meeting the minimum reserve (pagtsing liquidity)
requirement:
1 Gift funds
Borrowed funds
Stock in a closely held corporation
Proceeds from the sale of assets other than the sale of a residence.
Proceeds from a casbut refinancetransaction.

= =4 =4 =4

Page34 of 97



ResMac

ResMadNon-AgencyUnderwriting Guidelines
V6.20.17

7.0INCOME
All income used in qualifying must be verified, stable, and have a reasonable expectation of continuance.

Generally, the greater the job tenure and stability, the greater the ability to repay obligations in a timely
fashion. Employmnt should be stable with at least a twear history in the same job or in a similar job or
jobs.

Underwriters may assume that salary or wage income from employment verified in accordance with above

Oy ©S NBLFazylofeée SELISOinpRyeriveriie©@iyeitenfpia@nerit and income2 NNE 6
and does not indicate that employment has been, or is set to be, terminated.

Underwriters shouldhot assume that income can be reasonably expected to continue if a verification of
current employment includean affirmative statement that the employment is likely to cease, such as a
statement that indicates the employee has given (or been given) notice of employment suspension or
termination.

alye 02YLRySyida YIS dz Ay O2YS lddentSeyiuiel dpdortunitie@ fotNE ¢ S NJ
future advancement, educational background, and occupational training.

7.1 Job Changes

A borrower who changes jobs frequently to advance within the same line of work should receive favorable
treatment if this can beverified. Frequent job changes without advancement or in different fields of work
should be carefully reviewed to ensure consistent or increasing income levels and likelihood of continued
stable employment.

7.2 Employment Gaps

The borrower must provide detailed twoyear employment history. Obtain a written explanation from the
borrower for any gaps in employment that span one or more months. The underwriter must determine that
any gaps do not affect employment stability. Gaps in employment due to theWwer attending training or
schooling for a specific profession should be favorably considered. Verification of the schooling (for example,
diploma, or transcripts) must be provided.

7.3Employment Beginningféer Subject Loan Closing
Loans may closgrior to the start date with a newmployer provided the following requirements are met:
1 Primary residence and-unit only.

1 Maximum 80% LTV.

1 Purchase transactions only.

1 Salaried borrowers only.

1 Fully executed nowontingent employment contract or offer letténdicating salary and start date is
required. The contract must be fully guaranteed and snewocable.

1 The time period between closing date & commencement of employment must not exceed 60 days.

71 Borrower must have adequate cash reserves to cover PITI demipgpyment gap plus two additional

months over and above any other reserve requirements that may apply.
1 Post Close verbal Verification of Employment (verbal VOE) and Paystub not required.
1 Documentation evidencing all contingencies have been satisfied beugtovided prior to closing.

Page35of 97



ResMac

ResMadNon-AgencyUnderwriting Guidelines
V6.20.17

7.4 Employment Less Than Two Years
The following apply:

1 For borrowers who are reentering the workforce after an absence of six months or more, the
02NNRgSNDRa AyO2YS Yl & 0S5 |ljdzr £ AFecunedempyerdors AT
minimum of six months and can document a tywar work history prior to an absence from
employment using:

o traditional employment verifications and/or
o copies of Form W2s or pay stubs

1 A move from dependence on public assistanceet@nce on employment and earned income should

be viewed as a positive factor.

Note: One, but not the only example of an acceptable employment situation, includes individuals who took
several years off from employment to raise children and then retuiioeithe workforce.

7.5 Income Verification
Income used to qualify the borrower must be verified by an independent third party source. This includes
documents prepared by an individual or institution with no interest in the transaction.

7.6 Continuance olncome

Income sources that may have a finite period of receipt such as the income types listed below must have a
continuation period of at least five years. The continuance requirement may be reduced to three years if this
income source contributes 25% lass of the qualifying income.

Alimony or separate maintenance payments

Child support

Note income

Trust Income

IRA/401K/Keogh income

Certain types of retirement income, such as annuities (excluding social security income)

Social Security survivor beneffts children

Foreign income

/I SNI Ay GellSa 2F o0SYySTAlG AyO02YS:I adzOK a ¢2NJ] SN
Public assistance income

Mortgage differential

Relocation compensation

Royalty income

= =4 =4 =4 4 -4 -8 -8 4 -8 -8 -9 A

Because these income sources have a defined expiration date, care ntakebevhen this is the sole source

2NJ YF22NAGe 2F ljdzah t AFe@Ay3a AyO2YSod ! yRSNBNRGSNAE Ydza
Loan when the income source expires or the distributions will deplete the asset prior to maturity of the
mortgage.

Effective income for borrowers planning to retire during the first thyear period must include the amount
of:

1 Documented retirement benefits

1 Social Security payments or

1 Other payments expeetl to be received in retirement
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7.7Form W2 Alternative Documentation
IRSWage and Income TranscrifM/-2 Transcript) may be provided in lieu of RBm W2 Wage and Tax
Statement(Form W2) when Form W2 is required to document income. The-2ATranscript must:

1 Be obtained directly from tax transcript vendor or the IRS by the Seller.

1 Reflect all information that would be included on the actual Fora2 W

7.8 Tax Return Signature Requirements

When tax returns are used to verify qualifying income, regardless of income type, tax siunature
requirements must be met.

Any one of the following are acceptable documents:

Tax returns signed by borrower(s), regardless of date, or

Tax returns with Form 8879, indicating thasignatures are filed, or

Tax returns signed or stamped by the CBA

Tax returns with a cover letter prepared by the CPA, or

A Preparer Tax Identification Number (PTIN).

= =4 =8 -4 4

7.9 Declining Income Policy (Sdimployment, Bonus, Overtime, Commission, Restricted Stock)

LT Fye 2F GKS 02 NNESSNDA erdeflde i Seleriployed, GdndsSavertime, H 8
commission and restricted stock income in the past two years or year to date, risk/offset factors must be
considered by the underwriter when determining if the Loan should be approved, restructured, or denied.

When income has declined less than 20%, underwriters should use judgment to determine whether similar
assessment is warranted (for example, Loans with debt ratios at or near maximum allowed could be impacted
with even small income declines).

The list d risk/offset factors include but are not limited to the following:

Is the decline an isolated or a onetime occurrence?

Has the decline been addressed and expectations forreoarrence documented / supported?

Are the bonus or commission income prograneilgy used to qualify still in place?

Has it been verified that the amount of income used to qualify will continue?

Is the proportion of declining income relative to total income?

Selfemployment income is frequently more volatile and less stable than gihefessional income
sources.

71 Additional years of income trending may be required to support stability and expected continuance.

= =4 =4 8 4 A

If the selfemployed, bonus, and commission income has declined more than 20%, then:
1 The lower income must be useddunalifying.
9 LyO2YS Olyy2i 6S F@SNI3ISR gAGK LINBGA2dza KAIKSNJI
following apply:
o Decline is an isolated, onetime occurrence.
o The reason for onetime decline has been satisfactorily addressed and documentgubtwtsu
a strong expectation of nerecurrence or further decline in income.
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If there have been declines over multiple years or further declines are possible, an additional risk offset of
one of the following is required:

1 DTl ratio at least 5% less thesquired.

71 Housing ratio less than 36%.

1 Reserve (postlosing liquidity) over minimum required.

1 Another equivalent offset as documented and supported by the underwriter.

Additional supporting documentation required:
1 For selfemployed borrowers, the CRAust be contacted to provide documentation and support for
income trends and continuance.
1 For borrowers with bonus or commission income, the employer must be contacted for income trends
and continuance as well as verification the employee is still eligitdethat programs are ongoing:
{1 If a publicly held company, earnings reports can be used to evidence favorable business trends.

Reserve (postlosing liquidity) exceptions with declining income are generally not available.
Loans that do not meet all theeclining income guidelines may not be eligible for approval as submitted.

7.10Income Analysig Restricted Stock

Restricted stock refers to stock of a company that is not fully transferable until certain conditions have been
met. Upon satisfaction of thse conditions, the stock becomes transferable to the person holding the grant.
Restricted stock should not be confused with stock options. Restricted stock must be vested as well as
received on a regular, recurring basis.

The following documentation iquired:

Issuance agreement or equivalent (part of the benefits package), and
Schedule of distribution of units (shares), and

Vesting schedule, and

Evidence that stock is publicly traded, and

Evidence of payout of the restricted stock (e.g., YTD pay stdl2 gears W2s)

= =4 =4 -8 4

Calculation of income:

1 To determine the restricted stock price use the lower of:
o Current stock price, or
o The two year stock price average.

1 Qualifying income will be calculated using an average of the restricted stock income for the past tw
years, and year to date stock earnings. The average stock price should be applied to the number of
stock units vested each year.

T Future vesting must support qualifying income.

7.11Income Analysig SelfEmployed Borrowers

Borrowers are considered sadmployed when their income is derived from a business in which they maintain
I YF22NAGEe 26ySNI AyiSNBaid 2N OFy 20KSNpyAasS SESNDAA
greater ownership interest in the busass is considered a majority.
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There are circumstances where borrowers may be consideregsgifoyed if they own less than 25% of a
business.

Example
In partnerships with each of five general partners owning 20%, the borrower is considerengkdfed if
OKAA HmE?: 26YSNARKALI A4 (GKS 02NNBSSNRA YI 22N &42dzNDOS

Increased Risk Consideration
Seltemployed borrowers present a greater credit risk than salaried borrowers because their income is directly
linked to the success of their business. Thiowing additional risks are associated with ssifiployed
borrowers:
1 Difficulty in verifying actual income/cash flow.
Cash flow may not be regular because it is affected by marketplace fluctuations.
Business may decline if borrower becomes ill.
Borrowermay be liable for business debts.
Business may suffer from inadequate control or dissension among partners.
Maximum financing for a borrower sedimployed less than two years.

= =4 =4 -4 -4

Two-year history

Income from selemployment may be considered stable if therrower has been seémployed two or more
years. Stable income is the average income for the previous two years. Any income fremgelyment
earned by the borrower must be documented with tax returns or financial statements prepared by the
0 2 NN acc®Tart.

Income of a borrower with at least one year, but less than a-ywar history of selemployment may be
considered stable if both of the following requirements are met:
1 Borrower must have had at least two years of previous successful empfbyimethe same
occupation.
1 Borrower must be able to document a reasonable probability of business success based on market
feasibility, research, or studies and pro forma financial statements.

The following factors must be carefully considered when a heerchas been seémployed for at least one
year, but less than two years:

T ¢KS 0602NNRS6SNR& G(NIAYAYy3I [ yR SELSNASYyOS®

1 The location and nature of the business.

1 The demand for that type of business in the area.

Less than ongyear history
Income from a selemployment of less than one year may not be considered effective income.
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7.12Business Classifications

7.12.1SoleProprietorship

A sole proprietorship is a business owned by one person. Itis the least expensive and simplest form of business
to establish. As long as the establishing individual uses his own name, no fees, registrations, agreements, or
taxes are involved.

1 Sole proprietorship liability- In a sole proprietorship, the individual owner is personally liable for all
debts of the busines and, therefore, has unlimited liability. No distinction is made between the
26y SNDa LISNER2YIf FaasSida yR GKS |aasSdia dzaSR Ay
satisfy business obligations.

1 Sole proprietorship death of owner With a sole poprietorship, the death of the owner would
terminate the business and place the assets into probate, delaying the disposition of assets to
creditors and heirs. There is no legal provision for continuity of sole proprietorships.

1 Sole proprietorship risks Management control of the business is concentrated in the owner. While
this is useful for rapid decision making, continuity of the business may be endangered by:

o A lack of checks and balances.
o lliness or long absence of the owner.
o Inability to raise adecate capital.

1 Sole proprietorship taxes The business income or loss is reported on Schedule C, Internal Revenue
{ SNBAOS o6Lw{0 C2NXY wmnnnX YR AyOtdzZRSR gA0GK (KS

1 Sole proprietorship qualifying incomelncome based on the inddual tax returns, IRS Form 1040,
for the previous two years is averaged. If the earnings trend for the previous two years is downward
FYR GKS Y2&aid NBOSyid GlIE NBGdzNYy 2N ts][ Aa fSaa
NBEOSy il @& &rhoiR&. miist He usedaicalculate his/her income.

7.12.2Partnership
A partnership is basically a sole proprietorship multiplied by the number of people involved. A partnership is
based upon a contractual relationship formed to carry on a tradeusiness.
1 In a general partnership, each partner is personally liable for the total debts of the business.
1 In a limited partnership, a limited partner is liable only to the extent of his own investment in the
business.

7.12.2.1 General Partnership

1 Generalpartnership liability- A general partnership is formed so that each partner is personally liable
for the debts of the whole business. Therefore each partner is responsible for the actions of every
other partner. This can create significant control prabgeand the necessity for a written partnership
agreement. The personal liability to partnership creditors exists even after the partnership is
dissolved.

1 General partnership dissolution Unless specified in the partnership agreement, a partnership is
disolved immediately upon the death, withdrawal, incompetence, or insolvency of any one partner.

1 General partnership risksThere may be a lack of prompt and centralized control particularly where
loose assignment of responsibilities exists. The conceptdljaal partners have equal voice may
produce more reasonable judgment but may also cause more frequent argunteeterally, large
amounts of capital are difficult to obtain because of the relative instability of this form of organization.

1 General partnerhip taxes - Partnerships are treated like sole proprietorships. Although the
partnership is not subject to taxation, it is required to calculate and report partnership income on IRS
Form 1065, United States Partnership Return of Income. The net incomibutisble to each partner

Page40of 97



ResMac

ResMadNon-AgencyUnderwriting Guidelines
V6.20.17

isreportedon Schedulet 2 F Lw{ C2NXY wmncp | YR 2yPaitieSthdny RA JAF
pay taxes on their proportionate share of net partnership income at their individual tax rate, whether
or not the income wasdctually withdrawn from the partnership.
1 General partnership qualifying incomeRefer to evaluating partnership tax returngRSform 1065)
and schedulé-1 below.

7.12.2.2Limited Partnership

1 Limited partnership liability- Limited partnerships arasually formed for the purpose of investing
money. Limited partners usually take a loss on this invested money. In turn, this reduces their taxable
income. Limited partners have limited decisioraking opportunities and their liability is limited to
thean2 dzy & GKS& Ay@Sadoe ! yEA1S ISYSNIf LINIYSNARZI |
terminate the partnership.

71 Limited partnership capitat Limited partnerships raise capital by attracting investors in the form of
limited partners. As a result,nlited partners are an excellent source of capital for the general
partners without any loss of management control.

7 Limited partnership taxes- Limited partnerships carry the same tax implications as general
partnerships and sole proprietorships. Both timaited and general partners in a limited partnership
pay taxes on their proportionate share of net income as reported on their individual tax returns.
Limited partners report their income or loss to the IRS on ScheddleoKForm 1065 and the
individual 8hedule E, Part Il.

{1 Limited partnership qualifying income Refer toevaluating partnership tax returngRSform 1065)
and schedulé-1 below.

7.12.3Corporation

Corporations are statehartered businesses owned by stockholders. The stockholder is not personally
NEBalLR2yaAroftsS T2NJ 0KS RSodGa 2F (GKS O2N1LERNIlIA2y® ¢KS
the business or are distributed to stockhotdes dividends. A corporation may choose to do both.

The ultimate legal control of a corporation rests with its owners, the shareholders. These shareholders
delegate their control to an elected board of directors. The board of directors, in turn, ¢hectsficers of
the corporation who are responsible for the darday operations of the business.

1 Corporation taxes Corporations report their income and losses on the United States Corporation
Income Tax Return, Form 1120. Schedule L of IRS Form 1120 presents the current year corporation
balance sheet. Income to the officers is reported by a For® &d is reflected w IRS Form 1040.

1 Corporation qualifying income Qualifying income is determined by using a tyear average of
income reported on Form VZs.Refer tdevaluating Corporate Tax Returns (IRS Form HEIO).

1 Corporation additional income

o For an analysis obeporate tax returns, refer t€€orporation qualifying incomieelow.
o For an analysis of financial statements in this document, refdfinancial Statements
Analysishelow.
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7.12.3.1 Subchapte$ Corporation

This entity is formed as a result of an elective provision of the federal law, which permits certain small business
corporations and their shareholders to elect special income tax treatment. It has the characteristics of a
corporation, excepfor the special tax treatment.

1 Subchapter S corporation substantial riskBecause S corporations are generally small, start
businesses, which are taxed like partnerships, they are in the developmental stage and present a
substantial underwriting riskl'his is particularly true because the limit on the number of shareholders
allowed affects sources of borrowing and limits management options.

1 Subchapter S corporation taxesS corporations pass gains and losses onto their shareholders, who
are then, taxe at the tax rates for individuals. Income is detailed on IRS Form 1120S (U.S. income tax
NEBOGdzZNY F2NI Ly { O2NIRNIdA2yo0X FyR Aa (NI yaFSNNB
Schedulen® ¢ KS 2gySNBQ alfl N’Sa INB NBLR2NISR 2y C2

1 Subchapter S corporation qualifying incomeRefer toEvaluating S Corporation Tax Returns (IRS
Form 1120s) And Scheduled Kelow.

7.13 Required Documentation
The following documents are required for all sethployed borrowers on loans that requid®cumentation
of income:

Verbal Verification of Employmeng selfemployed required documentation If any borrower on a loan is
selfemployed, a verbal VQRust be completed not more than 30 calendar days prior to the date printed on
the note. Employmentheeds to be verified by analyzing tax returns and financial statem&h&inderwriter
must perform additional diligence to verify income stability and continuance including but not limited to:
7 Confirm with a disinterested third party, for example, a ClRggulatory agency, contractor or
professional organization and
1 Provide supporting documentation verifying the existence of the business including, but not limited
to:
0 Yellow page ads.
o Copies of business licenses.
o Internet websites. Acceptable Internetwed A 1 S& Ay Of dZRS (G KS 02 NNR g SN
government, union, and professional association websites or accessing LexisNexis.

The verification must be documented in writing, including:
1 Independentlyverified source of the employment information.
9 NarS yR (GAGfS 2F GKS LISNER2Y 6K2 OSNAFASR GKS o2

Tax returns- Copies of signed individual income tax returns for the past 2 years including all applicable
schedules are used to document income. RefefFda Return Signature Requiremeatsove.

If the borrower is selemployed and the seémployment income is not used to qualify, the seffiployed

borrower must provide a copy of the first page of the most recent individual federal tax return to determine
whether there was a businessdada G KIF G yS3Fr dA@Ste AYLIOGa (GKS 062NNERSJ
case, additional documentation about the s8lifY Lt 28 SR 02NNR gSNNa odzaAySaa A
evaluate the impact of the business loss.
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7.13.1Corporations, Sorporations,and Rartnerships
The following additional documentation is required if the business is a corporation, Subchapter S corporation,
or partnership:

Business income tax returns
Copies of signed federal business income tax returns for the prewiasgears with all applicable schedules
attached:

1 Corporation- IRS 1120.

1 S corporation IRS Form 1120S and Schedule K

1 General partnershipIRS Form 1065, and Schedulg. K

1 Limited partnership IRS Schedule K

Financial statements The individuapreparing financial statements cannot be an immediate relative of the
applicant.A yearto-date profit and loss (P&L) statement and balance sheet are required if more than four
months have lapsed since the last fiscal year end.

Since balance sheet infoition is not included on the Schedule C, balance sheets are also required for sole
proprietorships when less than four months have lapsed since the last fiscal yedihenddividual preparing
or reviewing the financial statements must be an approprihied party:

1 An unrelated and qualified individual (e.g. accountant / bookkeeper), including employee of the

F LI AOI yiQa o0dzaAySaasz LI NIAOdzZ F NY & AF GKIFG SYLJX

1 An appropriate third party who has reviewed the documamnt other record prepared by the
consumer is also acceptable.

Additional reviewed or audited financial statements prepared by a certified public accountant may be
required at the discretion of the underwriter. Cases which may warrant reviewed or aufiitedcial
statements are:

1 An applicant who has been semployed for less than two years.

1 Excessive variation in income or expenses from year to year.

1 Reported delinquencies on the business credit report.

7.13.2 Sole Proprietorships
The following additinal documentation may be required if the business is a sole proprietorship:

Balance sheet! ol f | yOS &KSSO ¥T2NJ 4KS LINB@A2dza (o2 &SI Na
the business has significant assets, employees other than fameilgbers, and regularly prepares separate

business financial statements.

Request for tax returns from IRS (Form 450%- Seller to obtain fully executed IRS Form 4508om the
borrower for each business tax return that was used in the Loan decision.
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7.14Income Calculation Methods
The Cash Flow Method must be used to qualify the borrower, taking into account any supported adjustments
made during the analysis of income.

Two calculations must be performed to validate cash flow:
1 The Cash Flow Methggash Flow Method) considers distributions that the borrower is taking from
the business.
1 The Baseline Method (Cash Flow Method) considers the net income from the business.

The Baseline Method allows the underwriter to determine if distributions arettesms or greater than the

net income from the business. If positive adjustments to cash flow are made, further analysis and
documentation are required to determine if the adjustments are supported, considered stable, and likely to
continue.

If the income fom the Cash Flow Method, including any adjustments, exceeds the income from the Baseline
Method, careful consideration and analysis must be given to documenting the income is available, considered
stable, and likely to continue.

Calculations for each miebd are shown in the sections below for the various business classifications/tax
return types (sole proprietorship, corporate, or partnership).

7.14.1Written analysis of income
Underwritersmust provide documentation to evidence the income calculations above were performed.

7.14.2Evaluating Tax Returns

Introduction

To determine the income of the sedimployed borrower, personal and business tax returns must be obtained
and evaluated.

Averaging
Because self YL 2@ YSyid AyO2YS YI& OKIFy3aS SIFOK &@SIFENE |y |
longterm earning ability.

Earnings trend

9aidlrofAaK 0KS 02NNRgSNNa SIFENYyAy3aa 0GNBYyR® Howeyedzt £ S| 1
a large decline in gross income over two or three years may result in an unacceptable income source, even if
0KS 02NNRgSNRa OdNNByld AyO2YS FyR RSoid NrdAiAza YSSi

Earnings trends from the previous two years are established usingtheturns. If borrower:
1 Provides quarterly tax returns, the income analysis may include income through the period covered
by the tax filings, or
1 Is not subject to quarterly tax returns, or does not file them, then the income shown on the P&L
statement ma be included in the analysis, provided the income stream based on the P&L is consistent
GAOGK GKS LINB@A2dza &8SIFNBRQ SIENyiAy3aao
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If the P&L statements submitted for the current year show an income stream considerably greater than what
issupported by the pregidza & Sl NRa GFE NBlOGdaNyaz o6FasS GKS Ayo2YS |
the tax returns.
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to calculate his/her income.

Income source

Give particular attention to the actual income source, not just the total income. For example, the adjusted
gross income (AGI) may be increasaingually due to income not related to the business, such as real estate
capital gains, while the business income may be declining.

Only sources of income that are likely to continue may be used for qualifying.

7.14.2.1 Schedule C
Business income or loss
This is the business income or loss for a sole proprietor&ep.table below.

Baseline Method Cash Flow Method
Schedule G Teéxpg)rfges for business wféhome
Profit or Loss Net Profit P )
+ Depletion

From Business + Depletion
(Sole + Depreciation
Proprietorship)

+ Depreciation
- Meal & Entertainment exclusion
+ Amortization / Casualty loss

Note: Thecash flow method is used to qualify the borrower, taking into account any supported adjustments
made during the analysis of income.

7.14.2.2Schedule D

Capital gain or loss
Capital gains or losses generally occur only one time, and should not be considered when determining
effective income. However, if the individual has a constant turnover of assets resulting in gains or losses, the
capitalg Ay 2NJ f2aa Ydzald 0S O2yaARSNBR 6KSY RSUSNNAYAYS3
to evaluate an effective earning trend. If the trend:

7 Results in a gain, it may be added as effective income, or

1 Consistently shows a loss, it must be dedddi®m the total income.

71 Anticipated continuation of income must be documented through verified assets.

Example Capital gain for an individual who purchases old houses, remodels them, and sells them for a

profit. When using income from capital gains, ti®/ RS NB NRA G SNJ Ydzai RSGSNXYAYS GKI
asset portfolio is sufficient to support future capital gains. The underwriter must also consider whether an
incomegenerating asset was sold during the year, as future business income may be raduxegsult of

the sale.
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7.14.2.3Schedule E
Part I(For sedemployed borrowers who also have rental income)
Refer torental income in sectioi.16

Part Il
Income or loss from partnerships and S corporation income or loss is determined by reviewlinggithess

tax returns.

7.14.2.4Schedule F

Farm income or loss

This is the profit or loss from farming.
Income is calculated as follows:

Baseline Method Cash Flow Method

Net profit (loss)
- nonrecurring other income/loss

Schedule F Net Profit + depreciation
Farm Income or L o
Loss + Depreciation + amortization/casualty loss

+ expenses for business use of home
+ NonTax Portion Ongoing Coop and QZyments

Note: Thecash flow method is used to qualify the borrower, taking into account any suppadgs$tments
made during the analysis of income.

7.14.3Evaluating Corporate Tax Returns (IRS Form 1120)

Purpose of review

The primary purpose for reviewing business tax returns is to analyze the financial strength of the business and
to confirm that itwill continue to generate the income the borrower needs to qualify for the requested Loan.
When the individual tax return confirms sufficient borrower income and the business tax return indicates a
viable company, the corporation need not be investigatag further.

Additional income
Qualifying income is determined by using a tyear average of income reported on Form2s. However, if
the borrower needs (and has the legal right) to draw additional income from the corporation to qualify for
this Loan, futher evaluation is necessary to verify that the business is capable of contributing additional
income. The following are required:
1 Borrower has the legal right to withdraw income from the corporation, per corporate resolution or
comparable document.
1 Withdrawal of additional income will not impact the business operations, based on careful analysis of
the corporate financial statements.
1 The business has positive sales and earnings trends.

Verify right to business funds

Before proceeding with the analysisartditional income, it should be verified that the owner / borrower has
a right to these funds. Verification includes corporate resolution or other comparable document.
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7.14.3.1 Corporate Incom€alculation
Income is calculated as follows:
BaselineMethod Cash Flow Method
Officer's compensation (V¥) Officer's compensation (W -2)
+ Borrower's share of: + dividends/distributions
_ taxable income + loans to shareholders
GCorporation - tax liability - loans from shareholders
+ depreciation - unreimbursed employee
. expenses
+ depletion

Note:¢ KS 2 Sffa CINH2Qa OlFakK Ff2¢ YSIK2R A& dzaSR (2 |d
adjustments made during the analysis of income.

Fiscal year

Many corporations operate on a fiscal year that idalé#nt from a calendar year. In these cases, a time
adjustment is necessary to relate the corporate income to the individual tax return because the individual
return is on a calendar year.

Individual percentage of ownership

1 ¢KS 02 NNEgSNDAIE netsBNGArShs étemBned2frdm tAesCompensation of Officers
section of the corporate tax return.

9 LT GKAA AYF2NNIGA2Yy Ad y20 LINPOARSRI 20KSNJ S@AR
this business income to be considered. A statement by@®N1J2 NI G§A 2y Qa | 002dzy i
evidence.

1 ¢KAA& LISNOSyidl3S aKz2dzZ R 6S FLIWXASR (G2 GKS G20l f
of corporate aftertax income and noftash expenses.

7.14.3.2Evaluating S Corporation Tax Retur(il®S Form 1120s) and Schedule$ K

Calculation

The gains or losses of an S corporation are passed on to the shareholders who are then taxed at the tax rates
for individuals. This income or loss is reflected on Schedtl¢l RS Form 1120S) and transferre@&chedule

E of the individual tax return.

The primary source of income for an owner of an S corporation comes freédmfes, which are traced to

the Compensation of Officers line of the IRS Form 1120S and reported on IRS Form 1040. However, if the
borrower needs (and has the legal right) to draw additional income from the corporation to qualify for this
Loan, further evaluation is necessary to verify that the business is capable of contributing additional income.

The following are required:
1 Documentaion of ownership and access to income.
1 The business must have adequate liquidity to support the withdrawal of earnings.
1 The business must have positive sales and earnings trends.
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If the borrower meets the above requirements, calculate income as follows
Baseline Method Cash Flow Method
SCorporation Officer's compensation (V¥) Officer's compensatio(W-2)
+ Borrower's share of: + cash distributions
Ordinary income/loss + loans to shareholders
+ net rental real estate income (loss) -loans from shareholders
+ depreciation - unreimbursed employee expenses
+ depletion

- total obligations payable in < 1 year

Note: Thecash flow method is used to qualify the borrower, taking into account any supported adjustments
made during the analysis of inconiehe Schedule-K (IRS Form 1120S) must be reviewed to determine the
02NNB gSNRA LISNODSydGlr3IsS 2F 26y SNEKA LD

7.14.4Evaluating Partnership Tax Returns (IRS Form 1065) and Schedule K

All Partnerships

Both general and limited partnerships use the IRS Forrb i€iferal income tax return. The gains or losses of

a partnership are passed on to the partners who are then taxed at the tax rates for individuals. This income
or loss is reflected on ScheduldlKIRS Form 1065) and transferred to Schedule E of thedodivax return.

If the borrower is a general partner and needs (and has the legal right) to draw additional income from the
partnership to qualify for this Loan, further evaluation is necessary to verify that the business is capable of
contributing addiional income.

The following are required:
1 Documentation of ownership and access to income.
1 The business must have adequate liquidity to support the withdrawal of earnings.
1 The business must have positive sales and earnings trends.

If the borrower meetghe above requirements, calculate income as follows:

Baseline Method Cash Flow Method
Partnership Partner's share of: Guaranteed Payments to Partner
Ordinary income/loss - capital contributed during year
+ net rental real estate income (loss) + withdrawals and distributions
+ guaranteed payments + loans to partners
+ depreciation - loans from partners
+ depletion - unreimbursed partnership expenses

- total obligationspayable in < 1 year
Note: The cash flow method is used to qualify the borroviaking into account any supported adjustments

made during the analysis of incomEhe Schedule-®t o6 Lw{ C2NXY wMncp0 A& dzaSR (2
percentage of ownership.
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7.14.5ReEvaluation of Business Income
Once the additional business incomastbeen credited to the borrower, the overall business financial position
must be reevaluated.

Recent withdrawals

Additional borrower withdrawals of cash may have a severe negative impact on the business and may lead to
negative cash flow. When thixcurs, it may not be possible to confirm the stable;gming income needed

to approve the mortgage.

¢KS GFIEFOofS AyO2YS tAyS Ydzad 0685 NBRdAzO8 eternide thieK S | Y
impact on the business, income and expenses forpghevious twayears must be compared with yeto-

date income and expenses. In addition, a current balance sheet should be reviewed to determine that the
business has adequate funds to cover skertn liabilities.

7.14.5.1Financial Statements Analysis

Purpose of analysis
SelfSYLJX 28 SR 02NNRPSSNBQ FoAftAde G2 NBLFE& GKS Y2NIL I3
business because the net income from that business will be used to repay the mortgage.

Financial statements of the business shdugdreviewed if there are any doubts about the continued stability
of the business. Income statements and balance sheets can be evaluated for solvency (the ability to repay
debts) and profitability (the ability to achieve monetary gain).

By reviewing finacial statements for two or more years, the underwriter can develop a historical view of
operations.

The two principal business statements that reveal the financial status of a company are:
9 . FftFyOS aKSSGY 'y 2@0SNIWASH 2finantial @osiidriaycheipaidt ing K A O K
time.
1 Income statement: The shoeterm (one year or less) look at a business, which shows the income
realized and expenses incurred over that period.

The balance sheet
The balance sheet presents what a company or iddal owns and owes at a specific point in time, usually
GKS frad RIFe 2F (GKS @SIFENW® ¢KS olflyOS akKSSd Aa |y

Balance sheet organization
The balance sheet has two sides and lists the general ledmp®unt balances in three main categories:
1 Assets are things of value owned by the company or individual and are shown on the left side of the
balance sheet.
1 Liabilities are debts owed by the company or individual to its creditors in exchange for gubds a
services required to operate the business. They are shown on the right side of the balance sheet.
9 {201 K2t RSNna SljdAaidezr az2vySiaySa OFftSR OFLAGHET .
business by its stockholders, owners, or both and @swshon the right side of the balance sheet.
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Must balance
Both sides of the balance sheet must be equal as shown in the following formula:

raasSia I tAlLoOAfAGASAE b aG201K2f RSNRa

Typical balance sheet categories

Assets Liabilities
Current assets: Current liabilities:
1 Cash 1 Accountgpayable
1 Accounts receivable 7 Notes payable (current portion)
1 Inventory 71 Federal income tax payable
1 Prepaid expenses Longterm liabilities:
1 Marketable securities 1 Mortgages
Fixed assets: 1 Notes payable

1 Property, plant, and equipment (les: 1 Bonds
accumulated depreciation)

Intangibles and other assets: Stockholder's equity
1 Goodwill 1 Capital stock
1 Patents 7 Capital surplus
1 Trademarks 1 Retained earnings
1 Copyrights
Assets

The assets column lists all the goods and propewiyed. It also shows amounts to be collected. There are
three major sections: current assets, fixed assets, and other (intangible) assets.

Current assets
Current assets can be converted to cash quickly within a current year. Current assets are in it cyokia
of being changed into cash to pay debts and operating expenses.

The test usually applied to distinguish current assets from fixed assets or other assets is whether the business
will consume these assets within the operating cycle of the business

Current assets include:
{ Cash all money on deposit or in petty cash.
1 Accounts receivablemoney owed to the business for goods and services.
1 Inventor- finished goods, goodim-process or raw materials.

Fixed assets

Fixed assets are of a relativelgrmanent nature. They are the assets the business needs to operate its
ongoing activities. Fixed assets last longer than the current operating cycle and are depreciated over their
useful lives to allow for normal wear and tear. Fixed assets are itemsasualildings, furniture, fixtures, and
automobiles.
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Other assets
Other assets are loagrm rights and privileges which are intangible but add value to a business because of
their worth. These include:
1 Copyright: Exclusive rights to publish and sell aioal, literary, or artistic piece of work for a number
of years.
1 Patent: A document granting a privilege to someone who has invented a product or a concept.
1 Goodwill: Accrues when a business's rate of expected future earnings is greater than the rate of
earnings normally realized in the industry.
1 Trademark: The right to use an identifying name or mark given exclusively to a company (for
example,CocaCola®).

Liabilities
Liabilities are the debts owed by an individual or corporation in exchange for gomtiservices. The two
categories of liabilities are:
1 Current liabilities: All amounts owed and due within the coming year. The portion of adang
liability, such as a mortgage, that is due within the coming year is classified as a current liability.
1 Longterm liabilities: Debts due more than one year from the balance sheet date.

{201 K2t RSNRa Sljdzade
The stockholder's equity is the third section of the balance sheet and is also known as the capital section. It
reflects the business's net worth and isuadjto the assets minus the liabilities.
There are three categories:
1 Capital stock: A share of interest or ownership in a company. There are two types:
o Common stock.
o Preferred stock.
1 Capital surplus (sometimes called additional paidapital): This is thexcess of market value over
the stated (par) value of stock paid by shareholdEssampleL ¥ G KS LJ NJ @I £ dzS 2F |
$6 and one share is purchased for $10, the capital surplus has a balance of $4 and the capital stock
account has a balanad $6.
1 Accumulated retained earnings is the amount of afi@ earnings that is put back into the business
to conduct ongoing operations. Retained earnings cannot be used as income to qualify or as cash to
close.

7.14.5.2Income statement
The income stiement presents the income and expenses over arighth period. The net profit or loss for
the year is shown on the income statement.

By reviewing the income statements for two or more years, the underwriter can develop a historical review
of operations,especially in terms of net profit and net loss, and be better able to predict how the business
might perform in the future.

Organization

The income statement is made up of two major sections:
1 Inflow of revenue
1 Outflow of expenses
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Matching concept
The accounting principle, matching concept, refers to matching expenses with the revenue they help
generate. Expenses are subtracted from revenues. Net profit or net loss for the year is what remains.

Sample hcomeSatement
Sales (revenue, including returrand allowances) $65,000
Less: cost of goods sold

($15,000)
Gross profit on sales $50,000
Less:
1 selling expenses ($1,700)
1 general administrative expenses ($2,600)
1 other expenses ($1,750)
Other sources of income $5,000
Less: federal income taxes ($8,500)
Net income $40,450

Income Definitiors

Sales

Sales are generally the major source of revenue for the business. Gross sales are reduced by sales returns and
allowances. The result is referred to as net sales.

Cost of goods sold

Cost of goodsold is the cost of materials used to produce the goods sold or cost of items to be resold during
the accounting cycle. This account may be inappropriate if the business sells a service or other intangible item
such as insurance.

Gross profit on sales
Grass profit on sales is also called gross margin, the results from subtracting the returns and cost of goods
sold from the gross sales.

Expenses

Selling expenses

Selling expenses are incurred to produce the sales revenue. Included in the selling expercsesmissions
and salaries to salespeople, advertising, and travel and entertainment.

General and administrative expenses
General and administrative expenses include office expenses, staff salaries, and other overhead expenses,
which are unrelated talirectly producing sales revenues.

Other expenses
Other expenses are the expenses incurred outside of the main operations of the business. These include
dividend and interest expense.

Federal income tax
Federal income tax is generally the last expensgudted from income.
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7.15 Income Analysig Salaried Income
A salaried worker is paid on a regular, recurring basis by an employer. Income is reported to the Internal
Revenue Service (IRS) on a Forfd.\WWhe borrower has minimal (less than 25%) or no @gein the business.

Income is verified with one of the following:
1 Verification of Employment (VOE) form, completed by the employer.
1 Current pay stubs, a verbaDE& not more than 20 business days prior to the date printed on the
note, and most recentwo years of Form \A2s.

Employment verification for the most recent two full years must be documerdoorrower with a 25% or
greater ownership interest in a business is consideredesalfloyed and is evaluated as a seffployed
borrower for underwritng purposes.

Seesection 7.1lincome analysiselfemployed borrowerg Definition/risk/stability for circumstances when
borrowers may be considered se&mployed if they own less than 25% of a business.

7.15.10vertime Income

Overtime may be used asable monthly income if the employer verifies:
1 Two year history of receipt
91 Probability of continued receipt
1 Dollar amount of overtime paid in the last two years

If the employment verification states that the overtime income is unlikely to continue, yt mo& be used in
qualifying.

The underwriter must develop an average of overtime income for the past two years. Periods of overtime
income less than two years may be acceptable, provided the underwriter can justify, document and confirm
in writing the reaon for using the income for qualifying purposes.

To document, obtain all of the following:
1 Most recent YTD paystub or salary voucher documenting at least one month of income.
1 Form W2s coveing the most recent two years.
1 Verbal VOBot more than 20 calesiar days prior to the date printed on the Note.

7.15.2Bonus Income

Bonuses may be used as stable monthly income if the employer verifies all of the following:
1 Twoyear history of receipt.
1 Probability of continued receipt.
1 Dollar amount of bonuses paid tihe last two years.

If the employment verification states that the bonus income is unlikely to continue, it may not be used in
qualifying.

The underwriter must develop an average of bonus income for the past two years. Periods of bonus income
less thantwo years may be acceptable, provided the underwriter can justify and document in writing the
reason for using the income for qualifying purposes.
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To document, obtain all of the following:
1 Most recent YTD paystub or salary voucher documenting at leastnon¢h of income.
I Form W2s covering the most recent two years.
1 Verbal VOBot more than 20 calendar days prior to the date printed on the Note.

In some financial professions when the borrower secures new employment the borrower is offered a bonus
which will be awarded on a recurring monthly, quarterly, or annual basis. Treat this as eligible income
pursuant to stability and continuance requirements.

7.15.3Commissioned Borrower
Borrowers who received commissions must provide all of the following:
T They2ad NBOSyd (o2 &SFNBQ FSRSNIt dGFE NBdGdNya G2
1 Current paystub.
f azaid NBOSyld (@2 &SIFINBRQ C2N)Y 2
1 Verbal VOBot more than 20 business days prior to the date printed on the Note.

Commission income must beeraged over the previous two years. Commission income earned for less than

one year is not considered effective income unless the underwriter can verify and document in writing that
0KS 02NNRgSNDRa O2YLISyaldAizy OKI yMil&rRosHod®iti tha samé NB {2
employer.

Borrowers whose commission income was received for more than one year, but less than two years, may be
considered favorably if the underwriter can do both of the following:

1 Document the likelihood that the income Wiontinue.

1 Soundly rationalize accepting the commission income.

Commission income received for a minimum of two years from similar positions with different employers
within the same industry may be considered if the underwriter can soundly rationalizepticg the
commission income.

7.16 Rental Income

7.16.1Stability of Rental Income
The stability of the rental income must be documented with two years of rental management experience or
rental income history. This can include any rental property,exaiusive to the subject.

Rental Management Experience or Rental Income History

Rental management experience and rental income history is verified by obtaining the most recent two years
of filed and signed federal IRS 1040 tax returns.

The twoyear rentalmanagement experience and rental income history requirement may be waived for rental
income from the subject property only, if all of the following apply:

Purchase transaction

Two-unit property

Primary residence

LTV less than or equal to 75%

Loan Scorgreater than or equal to 740

No gift funds

= =4 =4 -8 4 A
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When waiving the property management experience, use the Operating Income Statement (216) to support
rental income (a current lease is not required). A 25% vacancy/maintenance expense factor must be deducted
from the gross rental income.

7.16.2Eligible Rental Income
The following are acceptable sources of rental income:
1 Rent received from investment properties or other units of an owoetupied multifamily property
may be considered stable income.
1 Rents receivedromaliveAy | ARSEX 3ISYSNIGSR FNRY | RA&lFIOf SR ¢
may be used for qualifying purposes, in an amount up to 30% of the total gross income that is used
to qualify the borrower for the mortgage.

Typically, a livén aide wil receive room and board payments through Medicaid waiver funds from which the
live-in-aide then makes rental payments to the borrower. This source of income idamable and is not
NBLRZ2NISR 2y (G0KS 02NNBgSNRA LISNEeuphs.f FAE SR FyR aiaday

This income source may be considered stable monthly income, if both of the following are met:
1 The borrower has received rental payments from a-livaide for the past 12 months on a regular
basis.
1 The livein aide plans to continue to resideith the borrower for the foreseeable future.

7.16.3Ineligible Rental Income
The following are ineligible rental income types:
1 Rentfromboardersinasinglel YAf & LINRLISNI & GKFEG Aa faz2 GKS 0:
o Income from a livén aide may beallowed. Refer tdligible Rental Incomequirements
above.
9 wSyid FNRY | LINPLISNIe GKFEG Aa GKS 02NNRgSNRa asSo

7.16.4Non-Subject Investment Property Pending Sale
If a nonsubject investment property is pending sale, review the following documtentensider offsetting
the principal, interest, taxes, insurance (PITI) payment:

1 Lease duration, and

1 Three months of canceled checks or bank statements verifying receipt of rental income.

Note: Any additional income, above the PITI offset, from the-aginject investment property cannot be used
as qualifying income.

Principle Residence Converting to Investment Property
For existing principle residence converting to investment property, ref&eition8.4 Departure Residence
Policyrequirements

7.16.5Documentation Requirementg Rental Income Used To Qualify

Rental management experience and rental income history is verified by obtaining the most recent 2 years
filed and signed federal IRS 1040 tax returns, including Schedule E., regardless of hine poogerty has

been owned. Refer tRental Management Experience or Rental Income Hisaayirements above for when

this can be waived.
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wSyYyidlrtf AyO02YS FTNRBY O2YYSNODALFE NByGFf LINBPLISNIASAE NB
1040 taxreturns, including schedule Bny indication of a gap in rental history/income greater than three
months requires a written explanation from the borrower.

For subject property, rental income used to qualify must be suppdstedperating income statemer16or
comparable rent schedul&£007.

7.16.5.1Tax Réaurns Aged Nine Months or Morerém the Date of the Last Tax Year Filed
Verification of current lease agreement and three months cancelled checks to verify curreffibedasbntal
management experience OR 10% Post Close Liquidity (PCL) based on the total aggregate liens on the subject
property, in addition to standard PCL, is required unless:

1 The rental income makes up less than 25% of the total qualifying income; or

1 Appraisal indicates that units generating rental income used to qualify are teoeaupied.

7.16.5.2Property Owned Less Than 12 months
When property has been owned less than 12 months and is not reflected on the borrower's most recent, filed
and signed fedral IRS 1040 tax returns, the following is required:
1 Copies of the present, signed leases may be used only if the borrower hasyeawdistory of
LINE LISNIie YIyl3SySyid SELISNASYyOS a SOARSYOSR o@
federal IRS MD tax returns.
1 A vacancy/maintenance expense factor of 25% should be deducted from the rental income verified
by the current lease agreement for determining qualifying income.
In addition:
71 For refinance transactions, three months of canceled checks dt smtements verifying receipt of
rental income, or
1 For purchase transactions, existing tenant lease agreement may be used when transferred as part of
the sale of the property. Three months canceled checks are not required.

7.16.6Insurance Requirementg Subject Property
Rent loss insurance is required:
1 For Lunit investment property and -2to 4-unit primary residence where borrowers are relying on
rents from the units they will not be occupying.
71 If the income from those units is used to qualify tharowers.

The insurance must provide coverage for an amount equal to a minimum of six months of the rental income.

7.16.7Rental Income Not Used to Qualify
Documentation is not required when rental income is not used to qualify.
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7.16.8Determining Qualifying Rental Income

Determine qualifying rental income utilizing the following Cash Flow calculation only with IRS Form 1040 tax

return or other business returns, including Schedule E.

Make the following adjustments to the net income shoan Schedule E to determine the monthly operating

income;

Net income

+ Depreciation, mortgage interest, real estate taxes, insurance and homeowners association fees,

- Un-allowed losses, if any

+ Loss carrpvers from previous years, if any

- Annualized mortgage payment for rental property
= Annual operating income

Divide Annual operating income by 12 months

= Monthly operating income

When the monthly housing expense is included in the rental cash flow, it should not also be added to the

longterm debt.

Monthly Operating Income
1 Positive net rental income may be considered stable monthly income.
1 Negative net rental income must be considered a liability for qualification purposes.

When using rental income to qualify from alunit primaryresidence that is the subject property:
1 ¢KS OdzZNNByid Y2yiaKte LINAYOALN X AyGSNBad:
residence must be included in the liabilities as the housing payment.
1 The monthly operating income should be incldda qualifying income.

When using rental income to qualify from atunit primary residence that is not the subject property:

9 ¢KS OdzNNByid Y2y iKte LINAYOALNItxX AyuGSNBad:
residence must be included the liabilities.
1 The monthly operating income should be included in qualifying income.

atl

at

ESAas

ESas

For an investment property, subtract the monthly housing expense from the monthly operating income to

determine the net cash flow.
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7.16.8.1 Lease Agreements

A vaancy/maintenance expense factor of 25% should be deducted from the rental income verified by the
current lease agreement for determining qualifying income. However, when a lease agreement is used to
adzLILI2 NI KAIKSNI AyO2YSs oidiad feernl IRSKIGA0 taiN@i@nsdo defetmidtbie F A £
appropriate vacancy/maintenance factor to use, which may be higher than 25%.

t2aA0A0S ySi NBydalrf AyO02YS FNRY {OKSRdZS 9 27F (K
from Freddie Mac998/Fannie Mae 216r Freddie Mac 1000/Fannie Mae 10fiay be considered stable
monthly income.

bS3IFIAGS ySi NBydGlrf AyoOo2YS FNRY {OKSRdAS 9 2F (KS
FormFreddie Mac 998/Fannie Mae 2b6Freddie Mac 100Gannie Mae 100Tust be considered a liability
for qualification purposes.

When using rental income to qualify from a2unit primary residence that is not the subject property:

1 The current monthly principal, interest, taxes, insurance (PITI) paymetirS 0 2 NNB ¢ SN & L
residence must be included in the qualifying ratios.

1 The monthly operating income should be included in qualifying income.

For an investment property, subtract the monthly housing expense from the monthly operating income to
determine the net cash flow.

1 If net cash flow is positive, include it in qualifying the income.
71 If net cash flow is negative, include it with the lelegm debts.

Aggregate net rental income may be counted as stable monthly income, provided the reliabiéteadtris
clearly supported by the documentation in the file.

Aggregate net rental loss from investment properties ardl @nit primary residences must be considered a
liability for qualification purposes.

The monthly housing expense is already accoumtedn the net cash flow so it should not be added to the
long-term debts.

Baseline method
Only Depreciation shown on Schedule E may be added back to the net income or loss.

Positive rental income is considered gross income for qualifying purposes,nelgigive income must be
treated as a recurring liability.

Lease Agreements

Deduct a 25% maintenance expense/vacancy factor from the monthly rent stated on the lease agreements to
determine the monthly operating income.
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When using rental income tgualify from a 24 unit primary residence that %ot the subject property:
9 ¢KS Od2NNByid Y2yidKfe tL¢L LIe&YSyd 2y (GKS 02NNRBg
qualifying ratios.
1 The monthly operating income should be included in qualifying income

For 4 unit investment property, subtract the monthly housing expense. From the monthly operating income
to determine the net cash flow.

71 If the net cash flow is positive, include it in the qualifying income.
1 If net cash flow is negative, include it wite longterm debts.

The monthly housing expense is already accounted for in the net cash flow, so it should not be added to the
debts.

7.17 Other Income

7.17.1 Secondobs/PartTime Income

For qualifying purposes, "patime" income refers to employmeén ({1 Sy (2 &dzLJLX SYSy i
income from regular employment; patime employment is not a primary job and it is worked less than 40
hours.

Note:2 KSyYy | 060 2NNRGSNDa& LINRA Y| NB Showdivetkeweek shait indode shoBld a G K |
be evaluated as regular, egoing primary employment.

A parttime/second job is considered stable income if:
1 ¢KS 02NNRSSNRa LINAYINE LINRPFSaairzy fSyRa AGasStT
1 Income can be verified as having been received and uninterrupted for at least twa year
71 Income is expected to continue for at least three years.

Parttime income received for less than two years may be included as effective income, provided that the
underwriter justifies and documents that the income is likely to continue.

Parttime income not meeting the qualifying requirements may not be used in qualifying.
To document provide all of the following:
1 Mostrecent YTD pay stub covering one month,

1 Form W2s covering the two most recent tax years. and
1 A verbal VORithin 20 business daywior to the date printed on the Note.

Pageb9 of 97



ResMac

ResMadNon-AgencyUnderwriting Guidelines
V6.20.17

7.17.2 Seasonal Income

Seasonal paftime or seasonal second job income can be considered as stable income when the borrower
has a tweyear history of receipt in the same line of work, there is a reasonable &agpmtthat the borrower

will be rehired the next season, and that the income is likely to continue for the next three years.

To document, obtain all of the following:
T {Sraz2ylf SYLf2eYS8Syid AyO02YS Ydzad o6S NBfefeli SR 2y
tax returns.
1 Yearto-date (YTD) paystub or salary voucher documenting at least one month of income.
1 Form W2s covering the two most recent years.
1 Verbal VORuvithin 20 business days prior to the date printed on the Note.

Every attempt should be na to obtain a VVOE. However, if the VVOE is unattainable due to business closure
during specified times of the year the underwriter should use judgment to determine if the income source
will continue.

The borrower does not have to be currently employedrder to use seasonal income, if received for the last
two years and reasonably expected to continue.

7.17.3 Seasonal Employmentitiv Associated Unemployment Compensation

Seasonal employment with associated unemployment compensation can be consaerdble income
when the borrower has a twgear history of receipt in the same line of work, there is a reasonable
expectation that the borrower will be rehired the next season, and that the income is likely to continue for
the next three years.

To document, obtain all of the following:
T {Staz2yltf SYLf28YSyid FyR dzySYLX 28YSyid AyO02YS Ydz
NEOSyid &SI NAQ FTSRSNIt GFE NBGdzNyad
YTD paystub or salary voucher documenting at least one month of income.
Form W2s covering the twanost recent years
Verbal VOBvithin 20 business days prior to the date printed on the Note.
Proof of receipt of unemployment compensation for two years.

=A =4 -4 A

Every attempt should be made to obtain a VVOE. However, if the VVOE is unattainable due to blasiness
during specified times of the year the underwriter should use judgment to determine if the income source
will continue.

The borrower does not have to be currently employed in order to use seasonal income, if received for the last
two years and rasonably expected to continue.
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7.17.4Unemployment Compensation

Income derived from unemployment compensation is generally not to be considered stable due to the limited
duration of its receipt. Seasonal unemployment compensation income may be used whepphcant is
employed.

To document Seasonal Income with Unemployment Compensation include the following:
T ¢62 Y2aid NBOSyd &SINBQ FTSRSNIt GFE NBGdzNyad
YTD paystub or salary voucher documenting at least one month of income.
Borrower expects to be rehirecemt season.
Form W2s covering the two most recent years.
Verbal VOE within 20 business dayi®pto the date printed on the aote.
Proof of receipt of unemployment compensation for two years.

=A =4 =4 4

7.17.5. 2 NNE ¢ S NXDei Joh/Gottact Basid J
Borrowerswhose income per job/contract basis is equal to or greater than 25% of their total income are
considered to be sekémployed. Seencome analysig selfemployed borrowers

7.17.6Automobile Allowance
An automobile allowance may not be used for qualifyang may not be used to offset a car payment.

7.17.7Capital Gain Income
Income received from capital gains is generally a-time transaction; therefore, it should not be considered
F& LI NI 2F GKS 02NNRoSNNRa adlrotS Y2yakte AyoO2YSo

However, if the bormwer needs to rely on income from capital gains to qualify, the income must be verified
in accordance with the following requirements:

1 Must have a tweyear consecutive history of receipt and likely to continue for the next three years.

7.17.8Restricted $ck

Restricted stock refers to stock of a company that is not fully transferable until certain conditions have been
met. Upon satisfaction of those conditions, the stock becomes transferable to the person holding the grant.
Restricted stock should not lm®nfused with stock options.

To document restricted stock income include the following:
1 Issuance agreement or equivalent (part of the benefits package)
Schedule of distribution of units (shares)
Vesting schedule
Stock must be publicly traded
Evidence opayout of the restricted stock (e.g., YTD pay stub and 2 years W25s)

= =4 =4 =
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Calculation of income:
f Stock price should be averaged.

o In most cases the lower of current price or the price of the stock averaged (generally a
minimum of 2years) should be used to spiprt qualifying income. The average stock price
should be applied to the number of stock units vested each year.

1 Qualifying income will be calculated using an average of the restricted stock income for the past two
years, and year to date stock earningstbck income is declining, refer teclining income policy

Future vesting must support qualifying income. Value of future vesting should be based on the lower of
current valueor the average of stock price.

7.17.9Employmentby Relatves a Transaction Participants
If the borrower is employed by a relative, a closely held family business, the property seller, real estate agent,
or any party to the real estate transaction, the following documentation must be obtained:
7 . 2NNR2 g SNRa& aldted gefsBnallfeygelRal ifd@mé tax returns for the most recent two years.
7 If business is a corporation, obtain either of the following:
o A signed copy of the corporate tax return showing ownership percentage.
o A signed letter from the corporation accountastating the borrower has no ownership
interest in the corporation.
1 a2aid NBOSyl (@2 &SIFNERQ C2N)Y 2
1 Yearto-date pay stubs covering 30 days.
1 Verbal VORuvithin 20 business days prior to the date printed on the Note.

Current income reported on the pay stubay be used if it is consistent with-@/earnings reported on the
tax returns. If the tax returns do not include-BVearnings or income is substantially lower than the current
pay stubs, further investigation is needed to determine whether income isestabl

7.17.10Military Income

7.17.10.1Active Duty Personnet Within 12 Monthsof Releaserom Active Duty
The date that the irservice borrower is scheduled to be released from active duty must be verified. The date
of separation ison the enlistedlISNE2yy St Qa [ SIS FyR 9FNYyAy3aa {dF GS)
show a date of separation. In most cases, a copy of the Statement of Service is satisfactory verification of
continued service.
When the separation date is verified by a VOE, LER, ah T FA OSNRA hNRSNHEZ 2NJ 20K
indicates the veteran will be released from active duty within 12 months of the projected date upon which
the Loan will be closed, the file must include one of the following:
1 Documentation that the service maber has reenlisted or extended the period of active duty to a
date beyond the 1anonth period following the projected Loan closing date.
{1 Verification of civilian employment following the release from active duty (with all pertinent
underwriting documentabn, such as job position, rate of pay, start date, number of hours scheduled
per week, and probability of continued employment).
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1 A statement from the borrower indicating the intention to reenlist or extend active duty to a date
beyond the 12month periodr YR | a4 6SYSyd FNRBY GKS @SGSNI yQa
the service member is eligible to continue on active duty and the commanding officer has no reason
to believe the reenlistment or extension of active duty will not be granted.

1 Other strang positive underwriting factors that minimize the effect of the possible discharge such as
anonYAf A0 NEB all2dzaSQa AyO2YS o60SAy3a a2 KAIK GKIFQ
is needed to qualify, along with evidence that the veteran anduspowill be remaining in the
community in which the property is located. A down payment of at least 10% and exceptional cash
reserves would also minimize the effect of a possible release from active duty.

NS

7.17.10.2Probability of Continued Employment
If an employer declined to indicate the probability of continued employment on a verification of employment,
the lender is not required to make any further attempt to get such a statement.

7.17.10.3Non-Taxable Income

Some military income is nataxable. Othe military income is partially taxed. Examples include:
1 Base pay is the only income taxed for social security @eifivice personnel.
1 Base pay, Propay, sea pay, and flight pay are federally and state taxed.

Quarters allowance, variable housing allowaradething allowance, and rations are not taxed.

7.17.10.4Reservist or National Guard (Called To Duty) Obligation
Underwritersmust ask every applicant, whose income is being used to qualify for a Loan, if their income is
subject to change due to participation in a reserves/national guard unit due to activation. When the answer
Ad &8Saz tSYRSNB Ydzald méhEmay Beyf Sctivated! Ithe indo®e id: LILIXE A O y (i Q
1 Reduced;OF NBEFdzf f &8 S@Ffdzr §S GKS AYLI OG GKS NBRdzOG A 2
the loan.
1 Increased; consider the likelihood the income will continue beyond am@nth period.

Underwriters nust evaluate all aspects of each individual case, including credit history, accumulation of
assets, and overall employment history and make the best decision for each Loan regarding the use of income
in qualifying for the Loan.

It is very important that dan files be carefully and thoroughly documented, including any reasons for using
or not using reservist income in these situations.

Weigh the desire to provide veterans their benefit with the responsibility to ensure the veterans will not be
placed in gosition of financial hardship.

To accomplish this, a statement must be obtained that affirms that a veteradLJt A OF y G Q& a dF ( dzi
membership in the Reserves or National Guard has been ascertained and considered. The statement should
be made as art of the origination package.
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7.17105 Military Reserve Income
For income to be used for qualifying purposes, substantiate income by documenting all of the following:

1 The continuity of employment and income history for the two years that precede the afathe
mortgage application.

1 YTD LES documenting at least one month of income.

1 Form W2s coveing the most recent two years.

1 Verbal VORvithin 20 business days prior to the date printed on the Note. (In lieu of a verbal VOE, a
military LES within 3@ays prior to the date printed on the Note date is acceptable).

1 Provide proof that entitlements are expected to continue over a thyear period.

7.17.11Mortgage Differential Income
'y SYLX 28SNJYlFe adzwaiRAT S Iy SYadpartdfhSimerestdiffexshtall 3 S LI
0SG6SSy GKS SYLX 2eSSQa LINBaASyYyd yR LINRLIRZaASR Y2NI3al

2 KSYy OFtOdzA dAy3 GKS ljdzr t AFe@Ay3a NIridAz2x G4KS RAFFSNB
The payments may not be used to directly offset the mortgage payment, even if the employer pays them to
the mortgage lender rather than to the borrower. Twear history is not required.

The payments must be likely to continue for the next five yearsidwer, the continuance requirement may
be reduced to three years if this income source contributes 25% or less of the qualifying income.

7.17.12Public Assistance/Government Assistance Income

LYy 2NRSNJ G2 0SS AyOf dzRSR A yomé o publg Nssi@ance pdgeamsjnuizst beh F & A
verified as received for the past two months and must reasonably be expected to continue for at least five
years; however, the continuance requirement may be reduced to three years if this income source ¢estribu

25% or less of the qualifying income.

Public assistance income should be documented by letters or exhibits from the paying agency that state the
amount, frequency, and duration of the benefit payments.

7.17.13Income Received From an lllegal Activit

All sources of income must be legal in accordance with all applicable federal, state, and local laws, rules and
regulations, without conflict. Indication of income obtained from illegal sources makes the transaction
ineligible for purchase.

7.17.14Disability Incomeg LongTerm

Permanent/Longerm disability benefits may be paid to the applicant by a Federal agency, such as the Social
Security Administration or Veterans Administration, a State agency, a private insurance company, workers
compensatiorinsurance, an employer, or other disinterested third party.

Continuance

Continuance is not required for Social Security Disability Income (SSDI). For all other typestaririong
disability income, the income must be likely to continue for the next $g€Bhe continuance requirement
may be reduced to 3 years if this income source contributes 25% or less of the qualifying income.
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1 If documentation does not contain any indication that the income will terminate within the next 5
years, assume income willmiinue for the next 5 years.

1 If documentation indicates a termination date or conditions for termination of the payment, the
termination must not occur within the next 5 yearhlote: If the documentation indicates the
02NNR g SNDa o6 Sy S Fiddic ZeviewNd evaludrini@ Siisiis nat an indlSakdn that the
income is unlikely to continue and does not require additional documentation for determining
likelihood of continuance.

1 If documentation indicates an expiration or modification date (sucheashing a certain age, etc.),
verify that the remaining term is for at least 5 years.

Documentation
An Award Letter or equivalent written documentation confirming the source, amount, frequency, and
borrower as the recipient of the payments must be predd

Calculation Requirements

Use the actual monthly amount received unless disability income igaa@ble. Refer t®ther Income Non-
Taxable Incomesquirements in this Section regarding grossing up income.

If the documentation indicates a reductiot thhe payment, use the lowest income indicated during the next
5-year period.

7.17.15Temporary Leave/ShofTerm Disability/Family Leave Income

Temporary Leave

Temporary leave from employment is typically short in duration and may be for many reascinsling
parental (maternity or paternity) leave, shettrm disability, and family leave. It may be taken with or without
pay.A borrower that is on, or scheduled to be on, temporary leave may still qualify for approval.

A Loan with a borrower on tempary leave, including parental leave, is not ineligible for purchase merely
because of such leave status.

ResMaanay purchase a Loan with a borrower on temporary leave provided:
1 The application meets applicable underwriting and regulatory requiremexit®
1 The income used to qualify the borrower is sufficient to meet applicable-ttebicome ratios

ResMaallows underwriters to require documentation to verify income before and during temporary leave
as necessary and appropriate to qualify the borrowerganortgage loan.

The borrower must state they intend to return to work. The borrowarasrequired to return to work prior
to closing.

If a borrower will not return to active work status on or before the first mortgage payment due date,
temporaryincome received (if any) during the leave period and verified liquid assets after closing and reserves
may be evaluated for use as qualifying income.
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Calculation Requirements
For borrowers returning to work with their current employer prior to or on thetfMortgage payment due
date:

1 Qualify using prdeave regular gross monthly employment income unless the borrower or employer

KIa LINPGARSR AYTF2NNIGA2Y [ 062dzi + NBRAzOGAZ2Y Ay

status.
For borrowers that wi not return to work prior to or on the first Mortgage payment due date:
1 Qualify using the lesser of:

z

i

o ¢CKS 02NNRoSNDRE GSYLERNINE S80S AyO2YS O6ATF Fye

income.OR

o Preleave regular gross monthly employment inoeranless the borrower or employer has
LINE GARSR AYT2NNIGAZ2Y Fo62dzi | NBRdzOGAZ2Y Ay G(KI
status.

T LT GKS GSYLRNINE fSIF@S Ay (pPeYelve fegular fgress amonthiiK | y
employment income, avaible verified liquid assets may be used as a partial or complete income
supplement to the temporary leave income if all of the following requirements are met:

o Only verified liquid assets can be used to supplement temporary leave income.
o Assets that are ragjired for the subject transaction (e.g., down payment, closing costs, and

NEaSNBSao YirEeée y2G 0SS dzaSR (2 &adz2ad)X SySyid GKS

o Supplemental asset income amount must be calculated as follows:

A Available, verified liquid assets diedl by the number of months of supplemental asset
income.

A The number of months of supplemental asset income is determined by the number of months
from the first Mortgage payment due date to the date the borrower will begin receiving
regular employment incom after returning to work (i.e. preave income unless the
borrower or employer has provided information about a reduction in that income upon the
02ZNNRBgSNRA NBOdzNYy (2 FOGAGBS 62N adl Gddzaoz
provided in table blow)

A Note: If using assets to supplement income, manually reduce the assets before data entry of
assets to avoid counting the same portion of these assets for both income and assets.

A Written rationale explaining the analysis used to determine the quatifinicome.

Supplemental asset income calculation example:

Preleave income amount $6,000 per month

Temporary leave income $2,000 per month

Total verified liquid assets $30,000

Funds needed to complete the transaction $18,000

Available liquid reserves $12,000 ($30,000$18,000 = $12,000)
First payment date July 1

Date borrower will begin receiving regular employment incor November 1

Supplemental income $12,000/4 = $3,000

Total qualifying income $3,000 + $2,000 = $5,000
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Documentation Requirements
All of the following:
1 Verbal VOE. If the employer confirms that the borrower is currently on temporary leave, Wells Fargo
considers the borrower employed.
1 520dzYSy it GA2y 2 FleaiekémeéshddwplaySed)dgardldsdof leave status. And,
1 Written statement from the borrower confirming he or she intends to return to active work status at
the current employer and the intended date of return (must be consistent with emplggaerated
document). And,
1 Documentation generated by current employ@ § FANXY Ay 3 (GKS 02 NNRBgSNDa
current employer after temporary leave and the duration or end date of the leave period.
o Acceptable forms of employer documentation include, but are not limited to:
A An employerapproved leave request,ro
A A Family Medical Leave Act (FMLA) document, or
A Other documentation generated by the employer or a thiakty verifier on behalf of the
employer

The followingadditionaldocumentation is required the borrower will not return to work prior to or othe
first Mortgage payment due date AND where the borrower relies upon temporary leave income (not limited
to short term disability benefits) for qualification purposes:
1 Award Letter or equivalent written documentation confirming the following:
o The amountand duration of the temporary leave income, and
o The borrower as the recipient of the payments, and
o The name of the payer (insurance company, employer, agency, or other qualified and
disinterested party)
1 If liquid assets are used to supplement income, assetist be verified and eet documentation
requirements.

7.17.16Royalty Payments

Royalty payments must have a-fribnth history of receiving payments on a regular basis and must have a
continuation period of at least five years; however, the continuancpirement may be reduced to three
years if this income source contributes 25% or less of the qualifying income.

Obtain completed, signed, individual federal tax returns for the most recent two years, including
Supplemental Income and Loss and Schedumda signed 4506.

7.17.17Section 8 Homeownership Assistance/Homeownership Subsidies

A monthly subsidy may be treated as income, if the borrower is receiving subsidies under Section 8 housing
choice voucher home ownership option from a public housiggnay (PHA). There is no requirement for the
payments to have been received for any period of time prior to the date of the mortgage application.

Section 8 voucher payments must be reasonably expected to continue for at least five years from the date of
the mortgage application; however, the continuance requirement may be reduced to three years if this
income source contributes 25% or less of the qualifying income.
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The monthly subsidy must be treated as income in determining the homebuyer's qualifyiog) wditen the
monthly subsidy is remitted to the borrower.

7.17.18Retirement Income
Retirement income may be used if properly verified. Acceptable documentation is:

1 Most recent two months of bank statements, and one of the following:
o Written verificationfrom former employer
o Federal tax returns
o IRS 109®R form

7.17.19Social Security Income
Social security income may be used if properly verified. Examples of acceptable documentation are:
1 Most recent two months of bank statements.

71 Social Security Adminisiiion benefit verification letter (sometimes called a proof of income letter,
budget letter, benefits letter, or proof of award letter).

7.17.20Tip Income
Tip income must be verified with twpear history of receipt.

To document, obtain all of the follang:
1 Most recent YTD paystub or salary voucher documenting at least one month of income.
1 Form W2s coveing the most recent two years.

1 Verbal VORvithin 20 business days prior to the date printed on the Note. The employer must verify
that the tip income igxpected to continue in the written VOE or in a separate statement.

Tip income that is not reported to the employer may be used as qualifying income whemagawnistory
2F NBOSALII Aa R20dzYSyiSR o0& (KS YZam4135OSyd g2 &S

7.17.21Foster Care Income
Income derived from foster care payments may be considered if written verification can be obtained that the
income is regular, recurring, and continued receipt is likely.

A two-year history of providing foster care services under a recognized program from a @tateunty
sponsored organization is required. Income used to qualify must be averaged over thisawperiod.

Projected income may not be used. The incomestie likely to continue for the next three years.

7.17.22 Child Support, Alimonyydaintenance Income

Child support, alimony, or maintenance payments may be used as income only if this information is
volunteered by the applicant, and if there is eviderthat the courtordered amount has been received on a
continual basis for the most recent 12 months.
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In order to be used as income, these payments must reasonably be expected to continue foyeafive
period; however, the continuance requirement mag lbeduced to three years if this income source
contributes 25% or less of the qualifying income.

If the payor has been obligated to make payments for less than 12 months, if the payments are not for the
full amount, or are not received on a consistéisis, the income may not be considered for qualifying.

Required documentation:

71 Final divorce decree

1 Legal separation agreement
1 Court order
1

Voluntary payment agreement that has been approved by a court or is goverrenémtceable (for
example, administerg by a state agency) and acceptable evidence that payments have been received
during the last 12 months, such as:

o Canceled checks

Deposit slips or deposit receipts
Bank or other account statements
Tax returns

Court records

O O O O

7.17.22.1Alimony and Separate Mintenance Payments to be Paid

Required alimony and separate maintenance payments must be deducted from income and should not be
included in monthly liabilities. Alimony and separate maintenance payments must be documented with a
copy of the court ordefsuch as a divorce decree).

Required Alimony or separate maintenance with less than 10 monthly payments remaining does not need to
be deducted from income. A copy of the court order is required.

7.17.23Non-Taxable Income
Special consideration can be givto regular sources of income that are Ataxable such as:

1 Child Support

Disability benefits

Retirement income

22N] SNRa /2YLISyalidAazy o0SySTiaida

Military allowances

Other income that is documented as being exempt from Federal income taxes

=A =4 =4 4

To be considereds qualifying income, the underwriter must obtain documentation verifying that:
1 The particular source of the income is ntaxable
1 Both the income and its netaxable status are likely to continue
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Acceptable documentation includes tax returns and/or &dga letters. If the income meets these
requirements, the amount of tax savings attributable to the riarable income may be added to the
02NNRgSNRa AyoO2YS (2 RS@St2L)J Iy [R2dzadSR 3aINRaa AyoO

The adjusted gross income is used in calculations for themecand debt rations. Standard qualifying ratios
should not be exceeded when using grossed up income.

The following method must be used to determine the amount of tax savings that can be added back to the
02NNBgSNRAE AyO2YSY
1 Add 25% of the notexableA y 02 YS (2 (GKS 02NNRSSNN& ljdzh t AT@Ay3
made whenever the nottaxable income source(s) is needed to qualify the borrower.

7.17.240ther Income- Interest or dividend income
Interest and dividend income may be used in calcutatime qualifying income if the assets generating the
income are verified and the interest income has been received for at least two years consecutively.

Complete, signed, individual tax returns for the most recent two years and a#506st be used toerify
this income.

The income must be averaged over 24 months. Subtract any funds used for down payment, closing costs, or
as collateral for a Loan before calculating the interest at the rate of return received over the past 24 months.

Interest and diviend income must be expected to continue for three years if included in qualifying income.

7.17.25NotesReceivable, Installment Salesd Land Contracts

Secured or Unsecured
A copy of the Note is required to establish the payment amount and length ofigaty
7 Notes receivable payments must continue for at least five years; however, the continuance
requirement may be reduced to three years if this income source contributes 25% or less of the
qualifying income.
1 Installment sales and land contracts must dooe for at least three years beyond the date of the
mortgage application.

Evidence that these payments have been consistently received for the last 12 months must be verified
through one of the following:

1 Bank deposit slips or deposit receipts
1 Canceledloecks

1 Bank or other account statements

1 Taxreturns

If the borrower is not the original payee on the Note, validate that the borrower is able to enforce the Note.
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7.17.26Trust Income

Trust income may be used if the trust income will continue for at léastyears; however the continuance
requirement may be reduced to three years if this income source contributes 25% or less of the qualifying
AyO2YSd | LIK2:G202Lk 2F GKS (GNHzaG F3INBSYSyid 2NJ GKS
and duraton of the payments should be obtained to verify the income and continuance of the income.

Trust account funds may be used for the required down payment, closing costs, and reserveldgiost
liquidity) if the borrower provides adequate documentatiolnat the withdrawal of funds will not negatively
affect income. The borrower may use funds from the trust account for the required cash investment, but the
trust income used to determine repayment ability cannot be affected negatively by its use.

If trust agreement or trustees statement does not provide historical level of distributions, most recent two
years of tax returns must be obtained.

7.17.27Foreign Income
Foreign income, for borrowers who do not qualify under the borrower requiremendgdsptable only if the
income can be verified on United States personal tax returns.

Foreign income should be paid in United States currency. However, income paid in foreign currency may be
considered on a cadey-case basis if it is converted into UnitS8thtes currency.

The following documentation requirements must be met:

Funds in foreign accounts: Must be transferred to U.S. account. Completed Verification of Deposit (VOD) or
the two most recent months' bank statements for U.S. account.

7.17.27.1Foreign Source; Employment Income:
1 Most recent two years complete personal tax returns (IRS Form 1040).

1 For Foreign National borrower only: Form8NIf borrower does not have tax ID humber) or Form W
9 (If borrower has tax ID number) and letter from emplofteanslated into English) with:

Annual income for most recent two years,
Current monthly income,
Current employment status,
Name and title of person providing information,
.2NNR2gSNDa 220 GAGEST YR
o Term of employment.
1 A verbal VORithin 20 business days prior to the date printed on the Note is required.

7 IRS 1040 Tax Return Transcripts from processed-#508y be used in lieu of tax returns provided
by the applicant.

O O O O O

7.17.27.2Foreign Source Interest/Dividend Income:
Mostrecent two years individual federal income tax returns (IRS Form 1040).
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7.17.28Unacceptableicome

CKS F2fft26Ay3 (eL)Sa 2F AyO02YS 2N O2YLISyaliadraz2y OF yy?
income:

Expense account payments.

Automobile alowances.

VA education benefitg education benefits used to offset education expenses are not acceptable.

Retained earnings in a company.

wSYid FTNRBY 02FNRSNA fAQGAYy3 Ay GKS 02NNBgSNRA LINA
Proceeds from a reverse mortgage or etliinancing.

Gambling income.

= =4 =4 4 -4 -4 4

8.0 DEBT RATIO ANALYSIS
5S00 NIXataAz2a IINB o6lFlaSR 2y (KS O02NNRBgSNBQ aidlofS Yz
determine their capacity to repay a mortgage.

The following is required:
1 Underwriters must reviewthe application to confirm that all housing expenses and {ag debts
are listed on the application and were included in the ratio calculations.

1 The underwriter must evaluate the ratios to determine if the Loan is an accepisdxetable below

1 Theunderwriter must evaluate changes in present versus proposed housing expenses and consider
future increases associated with adjustable rate products in the overall capacity risk assessment.

1 If the borrower has several debts with large payments, the underarS NJ Ydza & O2y aA RSNJ
ability to make the payments when there are less than 10 monthly payments remaining.

Total Debt to Income " O © 4zt Y U

Front End Ratio . Ratio w/ Nonoccupant
Ratio
Coborrower

FixedRate, Primary
Purchase andPrimary 0 0 0

Rate/Term Refi 36% 43% 43%

Transactions

Investment Properties 36% 38% 38%
All Adjustable Rates 36% 40% 43%

8.1Housing Expense Ratio
The housing expense ratio equals the total monthly primary housing expense divided by the qualifying
monthlyincome.

The monthly housing expense is the sum of the following:
1 a2y GKfe& LINAYOALIt FYyR AYyGSNBald LI eyYSyd 2y (GKS o
1 Monthly principal and interest payments are required for interest only HELOC payment calculations.
1 Monthly real esate taxes (do not use a lot only tax figure for new construction).
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1 Monthly hazard insurance premium (including flood, earthquake, or subsidence insurance if any)
1 Monthly leasehold payments if applicable.
1 Monthly homeowne association dues armbndominium maintenance fees, if applicable.

8.2 Total Debt Ratio
The total debt to income ratio is the sum of the monthly housing expense and altdamgdebt divided by
the qualifying monthly income.

The longterm debt (recurring obligations) is definedthe sum of all continuing monthly obligations including
but not limited to:

71 The total proposed monthly housing expense.

1 Payments on all revolving accounts with a balance.

1 Payments on all installment obligations with 10 or more monthly payments remainiigagoff.

f

When calculating the DTI, full principal and interest payments are used for all other mortgages,
including home equity lines of credits (HELOCS) on other real estate held by the boSe&dable
located undeB.3 Liability Analysi®r methods of calculating HELOC payment.

1 Forclosed endsubordinate loanswith an interestonly feature: Qualify using monthly principal and
interest payment, based on full amortization over the term of the loan remaining as of the date the
loan is or will beecast, at the fully indexed rate or any introductory rate, whichever is greater, not
including any rate/payment discounts that will not apply over the term of the loan.

Real estate loans (if not accounted for in rental income analysis).
Child support.

Unsecured loans from an employer.

Other continuing obligations.

= =4 =4 =

Itis not acceptable to pay down installment debts to less than 10 months in order to qualify. Installment debts
must be verified as paith-full at closing in order to exclude the debt from the2 NN2 6 SN a |j dzl f A F@&

5So0Ga fradAay3a tSaa GKIFIYy wmn Y2y(iKa Ydzad 6S Ay Of dzRSR
pay the mortgage during the months immediately after Loan closing, especially if the borrower will have
limited or no cash assets after Loan closing.

Some debts may be excluded from total obligations with additional documentation. All debts, including debts
that are excluded from ratio calculations, should be listed on the application.

Obligations not considered Igrterm debt, and therefore excluded from DTI, include:
1 Federal, state, and local taxes
Federal Insurance Contributions Act (FICA) or other retirement contributions, such as 401(k) accounts
Commuting costs
Union dues
Automatic deductions to savings accounts
Child care
Voluntary deductions

=A =4 =4 4 -4 -4
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8.3 Liabilities Analysis

¢CKS F2ftft26Ay3 LINRPOARSA 3IdZARIYOS Ay RSUSNNAYAY3I GKA
term debts for calculating ratios. All debts should be listed on the application and éachgdpart of the ratio

analysis.

If the borrower does not qualify with all debts, the debts should be analyzed to determine whether any debts
could be excluded. The following requirements include guidelines for exclusion of debts.

8.3.1 RevolvingAccounts

Revolving accounts, including credit cards, department store accounts, equity lines and otheznojaeh
accounts are accounts that do not fully amortize and have balances and payments that vary fromtoaonth
month. The minimum payment amount fall revolving accounts with a balance must be included in the total
monthly obligations.

If the credit bureau does not reflect a payment on a current reporting liability, a payment should be calculated
as follows:
1 Revolving: The greater of $10 or 5% ofstanding balance.

1 Home equity line of credit (HELOC): When calculating the DTI, full principal and interest payments are
used for all other mortgages, including home equity lines of credits (HELOCS) on other real estate held
by the borrower.

See the tales A & B on the next two pagés the requiredmethods of calculating HELOC payments. This is
to account for loans that require less than a full principal and interest payment, including but not limited to
Interest Only.
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Table AHELO®n Subject Property

Transaction Type

New HELOC on
subject property
ORCashout
refinance firstlien
¢ all subordinated

HELOCs

Rateterm
refinanceg Existing
HELOC

HELOC Payment Calculati(@®ubject Property)

When there is a payment reported on the credit bureau, use:
1 Full credit line limit
1 20year amortization term
1 Current prime rate
+ 1.5 margin
+ 2.0 qualifying economic adjuster
OR
Obtain the note and use:
1 Full credit line limit
1 20year amortization term
1 Fully indexed rate (prime + margin) from the Note
1 + 2.0 qualifying economic adjuster
When no payment is reported on the credit bureau and the note cannot be obtained, us
higher of:
1 Full credit line limit
1 20year amortization term
1 Current prime rate
1 + 1.5 margin
1 + 2.0 qualifying economic adjuster
OR
5% of the outstanding balance
When there is a payment reported on the credit bureau, use:
1 Outstanding balance
1 20-year amortization term
1 Current prime rate
+ 1.5 margin
+ 2.0 qualifying economic adjuster
OR
Obtain the Note and use:
1 Outstanding balance
1 20year amortization term
1 Current prime rate
+ 1.5 margin
+ 2.0 qualifying economic adjuster
When no payment is reported on the credit bureau and the Note cannot be obtained, us¢
higher of:
1 Outstanding balance
1 20year amortization term
1 Current primerate
+ 1.5 margin
+ 2.0 Wells Fargo qualifying economic adjuster
OR
5% of the outstanding balance
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Table BHELO®@ot on Subject Property

When the HELOC is
aged less than or
equal to 12
months (calculated
from open date to
note date)

When the HELOC is

aged more than 12

months (calculated

from open date to
note date)

First mortgage lien

HELOC Payment Calculation for Loans Not on the Subject Property

Obtain the Note and calculate the qualifying payment based on:
1 Full credit line limit
1 20year amortization term
1 Actual rate/margin may be verified with a copy of the note
1 Do not include any rate/payment disents that will not apply over the term of the line
When there is a payment on the credit bureau and a copy of the note is not available:
1 Full credit line limit
1 20year amortization term
1 Current prime rate+ 1.50 margin
1 2.0 qualifying economic adjuster
1 Donot include any rate/payment discounts the will not apply over the term of the line.
When no payment is reported on the credit bureau and the note cannot be obtained, use the higl
Outstanding balance or full credit line limit, as outlined above
20-year amortization term
Current prime rate
+ 1.5 margin
+ 2.0 qualifying economic adjuster
R
5% of the outstanding balance
If the borrower has sufficient liquid assets to pay off the full credit line limit amount in addition to
standard policy requirent@s for postclosing reserves, the qualifying payment calculation may be
based on outstanding balance rather than the full credit line limit.
Obtain the Note andalculate the qualifying payment based on:
1 Outstanding balance
1 20year amortization term
1 Actual rate/margin may be verified with a copy of the note
When there is a payment on the credit bureau and a copy of the note is not available:
1 Outstanding balance
1 20year amortization term
1 Current prime rate + 1.50 margin
1 + 2.0 qualifying economic adjuster
When no payment is reported on the credit bureau and the Note cannot be obtained, use the hig
of:

O===2==

9 Outstanding balance or full credit line limit, as outlirezbve
1 20year amortization term

1 Current prime rate+ 1.5 margin

1 + 2.0 qualifying economic adjuster

OR

1 5% of the outstanding balance or full credit line limit, as determined by above criteria

When calculating the DTI, full principal anterest payments are used for all first mortgage/lien on
real estate owned/held by the borrower.

Note: This is accounts for Loans that require less than a full principal and interest payment, inclu
but not limited to Interest Only.
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8.3.2Authorized User Accounts
1  When the borrower is the credit account owner on an authorized user account, the debt must be
considered in the credit analysis and the monthly payment obligation must be included in the debt to
income ratio.
1 When the borrower ishe authorized user and the account is being used as a tradeline, the debt must
be considered in the credit analysis and the monthly payment obligation must be included in the debt
to income ratio.

8.3.30penEnded Accounts
Certain operended accounts (fn as American Express) require payment in full monthly. For such accounts,
one of the following options may be used for qualifying:
1 Document sufficient assets to pay off the full balance (beyond cash required to close and reserves).
In addition, use the gater of 5% of the balance or $10 for a qualifying payment.
1 If sufficient assets are not available, use the full balance for a qualifying payment; if a lower payment
amount can be documented from the creditor, that amount may be used for qualifying pegpos

8.3.4Installment Accounts

Installment accounts are accounts that fully amortize or have a balloon payment at a predetermined date.
The account balance cannot be increased during the term of the loan. Payments are made on a regular basis
and may be fed or adjustable.

2 KSYS@PSNI 6KS AyaidlftftySyd RSodGQa LI e&yYSyd Fy2dzyd Aa
of the payment amount must be obtained. Examples of documentation of the payment include but are not
limited to:

1 Direct verificatiorfrom the creditor.

1 Copy of the installment loan agreement.

Installment debts with less than 10 monthly payments remaining may be excluded from the qualifying ratios,
but must be listed on the application. It is not acceptable to pay down installment deld&ss than 10
months in order to qualify. Installment debts must be verified as il at closing in order to exclude the
RSodG FTNRBY (KS 02NNRBGSNRA ljdzk t ATEAYy3a NIdGA2ad

8.3.5Deferred, Balloonand Single Payments Notesi¢ludingl/O payment rotes)
Some debts may have deferred payments or are in a period of forbearance. These debts must be included in
the qualifying ratios if scheduled to begin or come due within Lhts of the mortgageoan closing.

Examples of installment debts with deferredyments include:
1 Debts on automobiles, furniture, and appliances for which the initial payment is delayed for a period
of time as part of a promotional campaign by the retaifgome deferred payments must be included
in the qualifying ratios even deferred 12 months or more. Examples include:
o 5SFTSNNBR LI} &YSyida Ydzaid 60S AyOfdzRSR AF (KS |Y2d
ability to pay the mortgage after Loan closing, especially if the borrower will have limited or no
cash assets aftelLoan closing, (such a borrower with high ratios / no or low cash assets after
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closing with a sizable debt event that is just outside of tharidhth window for inclusion in

ratios).

o Balloon and single payment Notes must be considered in the underwaitiatysis:

1 If sufficient liquid assets (excluding assets used to meet reserve-¢fusshg liquidity)/down
payment/closing costs requirem#s) can be verified to pay off note, thete does not need
to be included in the ratios.

1 If sufficient liquid assetsannot be verified, verify the term of thete, and include a payment
in the ratios based on amortization over remaining term of ioge.

When the credit report does not include a payment on the debt, documentation of the payment amount must
be obtainal. Examples of documentation of the payment include but are not limited to:

1 Direct verification from the creditor.

1 Copy of the installment loan agreement.

8.3.6 Student Loan Payments

For student loans that are deferred, in forbearance, or not reportipgyment on the credit report:
{1 Calculate a payment using 1.15% of the higher of the original high credit limit or current balance.
o Documentation of the actual payment may be requested in lieu of 1.15% calculation.
Documentation options include, but are niahited to, the following:
1 Direct Verification from the Creditor
1 A copy of the Installment Loan Agreement

For student loans that are reporting a payment on the credit report:

1 Compare the reported payment to 1.15% of the current balance and use the highee two
payments.
o If using the 1.15% calculated payment for qualifying and the DTl exceeds the maximum,

documentation of the actual payment is required.

1 Documentation options include but are not limited to the following:
o Direct verification from the aditor
o A copy of the Installment Loan Agreement

1 The documentation must be reviewed to validate that the reported payment is reasonable.

1 Ifthe student loan is an income based repayment plan, the documentation must be reviewed
to validate that it is reasorde that the qualifying income on the Loan application matches
the qualifying income used to assess the student loan payment.

1 If the student loan payment will be reassessed less than 12 months after the borrower
started their most recent job, the underwet will need to perform additional
investigations to validate the borrower will not experience payment shock upon
reassessment. The 1.15% calculation should be used for qualifying unless the underwriter
can document rationale for using the lower payment.

1 If the student loan payment will be reassessed more than 12 months after the borrower
started the most recent job, the documented payment may be used for qualification
purposes.
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8.3.7 Lease Payments
The monthly payment associated with a lease must be irdud the total monthly obligations regardless of
the number of payments remaining until the end of the lease term, with the following exception:

1 Payments for a solar panel system lease or Power Purchase Agreement (PPA), regardless of the
number ofpayments remaining, can be excluded from the total monthly obligations.

8.3.8 Business Debt

Business debts for which the borrower is personally liable are usually included in long term debt according to
the requirements for revolving or installmeatcounts. Installment debts with 10 or more 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 the debt:

1 The accountioes not have a history of delinquency.
1 Minimum of 12 months of consecutive canceled checks from the business.
1 The cash flow analysis of the business takes the payment obligation into consideration.

8.3.9 Child Support
Child support payments must be docanted with a copy of the court order (such as a divorce decree).

Child support payments with less than 10 monthly payments remaining may be excluded from the qualifying
ratios. A copy of the court order is required.

8.3.10 Unsecured Loans from an Employer

In some financial professions the employee is offered an upfront loan to be repaid from earnings. The
02ZNNRGSNRE Y2yiKfe LIe&vYSyd 2y (KAa RSo6dG Ydzad oS Ay
promissory note must be used to verify the terwfsrepayment.

8.3.11 Net Rental Loss
If the analysis of rental income on an investment property monthly net rental loss is included in the long term
debts.

8.3.12Sale of Prior Home
¢CKS 02NNRBgSNDAa LINEGA2dza Y2 NI 3l honglidmsdéts gsilongrag dbéiof y 2 0
the following can be provided:

1 A copy of the HUR or Closing Disclosure from the sale of the real estate.

1 Departure Residence Policy is meee8.4 Departure Residence

8.3.13 Bridge Loans
The payment on a bridge loamay be excluded from the total debt ratio when the following documentation
is provided:
1 A copy of the fully executed sales contract for the previous residence.
9 ! fSYRSNRa O2YYAlYSyid G2 GKS 0dz2SNJ 2F (Kdes LINSJA
a financing contingency).
7 520dz2YSy i SR NBasSNwWSa 2F A4AE Y2yiKaQ LIeavySyia 020
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8.3.14Rental d Previous Residence Listed For Sale
See8.4 Departure Residence

8.3.15 Ready Reserve Accounts
Any ready reserve (overaft protections or extended credit option) on a checking account with a balance
must be treated as a revolving account.

8.3.16 Loans Secured by a Financial Asset

Paymai & 2y f2Fya ASOdz2NBER 060& | 02NNRSSNRa FAYlFYOALf
long term debt because they are voluntary payments. However, the underwriter must consider these
payments in terms of their possible impact on cash féowl debt ratios.

The borrower must indicate plans for debt repayment if the inclusion of a loan payment in the monthly debts
results in a high total obligation to income ratio or negative cash flow.

8.3.17 Loans from 401(k), 403(b), and KEOGH Plans

Payments on loans from 401(k), 403(b), and KEOGH plans must be included in qualifying ratios unless there
are sufficient liquid assets to pay off the debt. If sufficient liquid assets exist then the payment can be
excluded.

8.3.18 Margin Accounts

If the borrower discloses the existence of a margin account on the application or it is indicated on brokerage
account statements, repayment must be considered and included in total monthly obligations unless the
value of the stock exceeds the amount of the Loan.

8.3.19 Group Savings
If the borrower is part of a group savings plan with a remaining obligation period of 10 months or more, the
monthly contribution to the account must be included in the total obligations to income ratio.

8.3.20 Contingent Liabilities

Contingent liabilities are debts in which the borrower has become a cosigner / guarantor with another person.
A contingent liability exists when an individual is held responsible for payment of a debt if another party
defaults on the payment. These colild a present cesigned loan, a loan that was assumed, or a loan assigned
to another party by court order. Contingent liabilities must be included in liabilities if there are 10 or more
monthly payments remaining.

8.3.21 Cosigned Loans

The monthly paymenon a cosigned loan with 10 or more monthly payments remaining may be excluded
from long term debt if there is documentation that the primary obligor has been making regular payments
during the previous 12 months and does not have a history of delinquemmheats on the loan during that
time.
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If the payments have not been paid on time or if there is no evidence that someone other than the borrower
Ad YF1Ay3a LIk eyYSydas GKS O02aAilaySR t2Fy Aa GNBIFGSR
the most recent 12 months or a statement from the creditor are acceptable documentation.

The above applies to:

A car loan

A student loan

A mortgage

Any other obligation

= =4 =4 =4

8.3.22 Assumptions

Contingent liability must be considered when the borrower remaiblggated on an outstanding mortgage
(including conventional, FHA insured, VA guaranteed, or any other mortgage or line of credit) secured by
property that:

1 Has been sold or traded within the last 12 months without a release of liability; or

1 Is to be soldn assumption without a release of liability being obtained.

If a property has been sold on assumption, the following documents are required:
1 Copy of the documents transferring ownership of the property.
1 The assumption agreement executed by the transferee

When a mortgage is assumed, the contingent liability may be excluded from the total monthly obligations,
if:
1 A payment history from the servicer of the assumed loan is obtained showing that the mortgage has
been current during the previous 12 months; or

1 Value of the property, as established by an appraisal or the sales price on thé Betbement
Statement or Closing Disclosure from the sale of the property, results in a LTV/CLTYV ratio of 75% or
less.

8.3.23 Previously Paid In Full
The monthly paymendn a debt may be excluded from the total monthly obligations if the borrowers can
document that they no longer owe the debt. The following documents are required:

1 Copy of the documents detailing debt paid in full.
1 Copy of the documents releasing liability
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8.3.24 Court Order

If the obligation to make payments on a debt has been assigned to another person by a court order such as
a divorce decree, the payment may be excluded from the total monthly obligations regardless of the
number of payments remaining.

The following docurnts are required:
A copy of the court order or divorce decree.
1 For mortgage debt, a copy of the documents transferring ownership of the property.

Any late payment in the last 12 months associated with the debt must be evaluated. Potential impacts to the
capacity to repay (should the financial institution holding the note pursue repayment from the borrower)
Ydzad o6S G118y Ayid2 I 002dzyix Fa ¢Sttt +a LRGSYGAlt
significantly delinquent.

8.3.25 Bankrupty
If a debt has been included in a court order such as a bankruptcy, the payment may be excluded from the
total monthly obligations regardless of the number of payments remaining. The following documents are
required:

1 A copy of the bankruptcy papers detad the debt to be excluded.

1 For mortgage debt, a copy of the documents transferring ownership of the property.

Any late payments associated with loans on the property should be taken into account when reviewing the
02NNBgSNRA ONBRAG LINRPTAL SO

8.3.26 Penihg Lawsuits
If the application, title, or credit documents reveal that the borrower is presently involved in a lawsuit or
LISYRAY3 tAGATIGAZ2Y T | adGFiSYSyd FTNRBY (G(KS 02NNERGSND

The statement must explain tl@ A NOdzyad yo0Sa 2F GKS flFgadzhid 2Nt AGAZ
and insurance coverage. A copy of the complaint and answer may also be redfuinedrisk is considered

minimal, the title company closing the Loan must be informed of thesuit or litigation and provide
affirmative coverage of its lien position.

8.4 Departure Residence

8.4.1Current principal residence is pending sale but will not ®&d prior to closing
Both the current and the proposed mortgage principal, intertestes and insurance (PITI) payments must be
used to qualify the borrower for the new transaction, unless the following requirements can be met:
1 A copy of the fully executed necontingent sales contract for the departure residence (cash sale of
the departue residence is not allowed), and
7! fS8yRSNDRA O2YYAGYSyd FNBY | NBIdA SR Ayadaddz
financing contingencies cleared, and
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f Standard reserve requirements plus an additional six months PITI for departureneside

1 Borrower is required to have a 20% equity position in the departure residence based on contracted
sales price. Further documentation may be required if there is a significant difference between the
sales price and estimated property value.

When the eéparture residence will not be sold at the time of closing and is in a negative equity position, the
followingmay be required to reduce the overall risk:

71 Additional reserves to cover the negative equity of the departure residebBe,

1 Pay down the lien othe departing residence to eliminate the negative equity.

8.4.2Existing Principal Residence Converting to Second Home
1 Both the current and the proposed mortgage PITI payments must be used to qualify the borrower
for the new transactionand,
1 Reserve requirements are the greater of six months PITI for both properties or the standard post
closing/reserve requirements.

8.4.3EXxisting Principal Residence Converting to Investment Property
If there is documented equity of at least 30% in the depaatproperty, 75% of rental income may be used
to offset the mortgage PITI payment in qualifying when:
1 Reserve requirements are the greater of six months PITI for both properties or the standard post
close liquidityand
1 Rental income is documented withifadzft £ @ SESOdzi SR f S &S | aINBSYSyi
returns reflect a tweyear history of managing investment properties, as evidenced by the most
current two years filed and signed Federal IRS 1040 tax retanals,
1 Proof is provided that a security degit was received from the tenant and deposited into the
02NNRB GgSNRA | O002dzy i @

If rental income will not be used to offset the mortgage payment to qualify, the following reserve
requirements must be met:
1 The greater of six months PITI for both propertieshar standard postlosing/reserve
requirements.

If 30% equity in the departure property cannot be documented, or the borrower does not haveyetwo
history of managing investment properties as evidenced by the most current two years filed and signed
Federal IRS 1040 tax returns, rental income may not be used to offset the mortgage PITI payment in
qualifyingand:
1 Both the current and the proposed mortgage PITI payments must be used to qualify the borrower
for the new transactionand
1 Reserve requiremestare the greater of six months PITI for both properties or the standard post
closing/reserve requirements.
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8.4.4Departure Residence Converting to Investment Property Equity Position
To document equity position in the departure property converting tarasestment property, a full appraisal
must be obtained from an AMC approved to provide valuation products for@mforming Program Loans.
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ExhibitA ¢ Automatic Debit Payment Agreement (ACH) Form

FARGO

Preferred Payment Plan™

Enrollment Form
Matech your mortgage payments to your payday cycle

Thank you for selecting Wells Farge Home Mortgage for your home financing. Managing your mortgage payments is easy
when you enroll in the Preferred Payment Plan. Simply choose the option on the next page that matches your personal payday
cyele, and your monthly payments will be withdrawn automatically from your checking or savings® account The Preferred
Payment Plan is fres, secure and more convenient than writing checks and mailing payments.

Please note: Enrolling in the Preferred Payment Plan does not change the principal and interest payment arrangement
specified in your mortgage loan documents. Withdrawn funds may be applied to your mortgage when sufficient funds
have accumulated to make a full monthly payment as outlined in your mortgage note.

Preferred Payment Plan Terms and Conditions
You must agree to the terms and conditions below by completing and signing the form located on the following page:

- 1 authorize Wells Fargo, its authorized representatives, and service providers to initiate electronic withdawals from my
designated account to make payments on my meortgage.

- Tunderstand that I will receive confirmation specifying the date the electronic withdrawals will begin | understand that T will
continue to make my payment until | receive this confirmation and electronic withdrawals begin

» Tunderstand that this authorization and the program services in no way alter or lessen my obligation under my existing
mortgage contract regarding the amount of payments, when payments are due, the applications of payments, the aszessment
of late charges or the determination of delinquencies. I must maintain sufheient funds in my account for withdrawal of my
payment amount.

» Tunderstand that withdrawn funds may not be applied to my mortgage until sufficient funds have accumulated for a full
payment to be made.

- Iunderstand the electronic withdrawal amount will vary with Fhanges in escrow or principal and interest components, if
applicable.

+ Tunderstand that I must provide Wells Fargo notice of at least 5 days for any requests to modify, change or terminate
participation in this program. [ understand that if | modify, change, or terminate participation in the program, | may not
realize the benefits.

- 1 agree to be bound by the program’s Terms and Conditions, which are stated here and online.

Settlement Agent: If applicable, please provide the customer with a copy of the completed form and keep the original in the
closing package.

. Enpess Bctiwity Fees may appiy I you exceed these federzily-mandated Tansaoton mis v Svings Jomants: Thes withdrasak Ina manth by deds, drm, point-of-5ale panfase, e and, or other similar withdawal payadle
foa thind pasty. & total of Sy Farske and ‘o wiharawais It 2 month induding-Tose [sied 2bave, pre-aumonzed or auomatk fansis (nduding overdrai protection transfers.and paymet f tied parties), and transders made
anling o by teiephene. Far mare imiameztion, pleass refer 1o your ount agreement with your Anandal instiutien.
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To enroll in the Preferred Payment Plan, follow the steps below. This plan is one of many options you may choose to make your
mortgage payments. This is not a required program.

1. Select the Preferred Payment Plan option that matches your pay schedule

Checl the appropriate box to mark your choice. If this form is signed, but no option is checked, you will be set up for monthly

withdrawals on your due date.

Note: Ifyou choose the weekly or eveny-other-week option, withdrawals in addition to the amount needed to cover your monthly

mortgage payments will naturally cocur 2 to 5 times per year. The additional withdrawn funds will be qutomatically applied to

wour principal balance - helping you pay off your mortgage faster.

O Weekly: Cnequarter of your monthly payment is withdrawn every week, inchiding principal, interest, applicable tax and
insurance payments. In a year's time, 52 withdrawals will be made.

Request a withdrawal start dote {must be Mon-Fri. and 4 weeks prior to due dote): / /!

|

Bi-weekly (every other weelk): Half of your monthly payment amount will be withdrawn every other weel, including
prncipal, interest, applicable tax and insurance payments. In a year's time, 26 withdrawals will be made.

Request a withdrawal start dote {must be Mon-Fri. and 3 weekz prior to due date): / /

|

Semi-Monthly (twice a month): Half of your monthly payment will be withdrawn on the 15th of the month prior to the due
date, and the second half of your monthly payment will be withdrawn on the 1st of month in which the payment is dus. Each
withdrawal will equal cne-half of the total menthly payment due, including principal, interest, applicable tax and insurance
payments. In a year's time, 24 withdrawals will be made.

O

Monthly: ¥our monthly payment amount will be withdrawn on your due date (ususlly the 1st day of every month) arup to
4 days after your due date. The withdrawal amount will equal the total monthly payment due, including principal, interest,
applicable tax and insurance payments. [J Duedate [J1dayafter [ Zdaysafter [J3daysafter [ 4days after

2. Specify additional principal to be withdrawn (optional)

You can choose to add an additional amount to each electronic withdrawal to be applied to your cutstanding loan principal

O Yes pleaseadd § to each of my sutomatic electronic withdmwals.

3. Supply your account information (do not include voided check)

Account type: O Checking [ Savings'

Customer bank routing number: Customer bank account number:
(9-digit number at the bottom left of your check) (To the right of the bank routing number on your checlk)

4. Signature

By signing below, [ agree to the Terms and Conditions on the preceding page and cnline at well=fargo.com/preferredterms.

Customer name (print): Customer phone mumber;
Customer loan number: Property address:
Customer signature: Date signed:

1. Encess Activity Fees may appiy i you exceed these federally-mandated Tansacion Imis e Svings 20mants: Thees withdrawaks In 2 manth by ded, dat, pelnt-of-sale pardase, e cnd, of othersimilar withdawal payanle
T3 thind pasty. & total of S Fansien and/or wEndrawais in 2 month nduding: Mose [isted abowe, pre-aumorzed or auomatk Fansks induding overdean pretection tramsfers 2nd g1 ymeal W il parties), and transfers made
anline o by tedephona_ Far mare Imameation, pleass refer to wiur amount agreement with your Arandal Instiution

Q ‘Walls Fargo Home Maorgage & a division of Walls Fasgpo Bank, HA
HER & 2014 Wells Fargo Bank, NA All rights resarrod. KMLER 1D REV 2N Page 2ol 2

PageB6 of 97



ResMac

ExhibitB- |

2YS

Praject and Unit Sales and Docupancy Infarmatian

Fnancial Info

Ganenal Enfonmsstion
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Wells Fargo Prior Approval

Homeowners' Association Certification Review
Form 25

[ Diat | Loan & | Corr dent Client Contact Informati on
| | [mame | Fhone #

Project Name HOA TIN |

Address |EII:'|' | State | |IIP‘Dan |

Project pre-sale and owner ocoupancy questions. Based on declared units ONLY, not including proposed

Entira
Mote: MNA, Unknown B Value Ranges/Estimates are NOT Acceptable Project

Subject

Total nwmbssr of units

Phase

Z. | Numiber of residential units sokd and closed

R L3 Number of units owned as prima residence

{8}  Mumber of units cwned as secondtvacation homes

(T} Number of unfts owneed as Inwestment properties | never oocupled for personal
use]

pu) Number of rented units cwned m the Ik\'ElDEr{-\!“Hmﬂﬂ

4. | Number of sales In st 50 days

5. | Mumiber of wnits under contract

. {A) If the project is > 10 Units, does any one person of entity own > 10% of the unks?
If "yes,” list the entities and how many cach own:

(B) If<= L0 units, doas any one person of entity own = 1 wnit?
I "yes,~ list the entitkes and how many each own:
7. &re 3l common elements and’or facilities sutstantially complete?

If *no,” ane all comman elements andfor recreational faclities assoclabed with the subject
phase complete?
B, I= the: project subject to additional phasing and add-ons?

If “yes,” number of addtionsl phases and units to be bulit: Phases: Lnilts

o, {A) Is the project a conversion of an existing bulding?

(B8] Tf"yes"ta (A), was the conversion a full gut-rehabditation?

{C} If “yes~ to (A), what was the original cccupancy use/purpose?
1. Date Control of the HOW transfemed from the developer to wnit owners __
11. Cate when first units were made avallable for sale:
12, Tomil Income bisdget for this year:
13, Current Amouwnt In Reserve Fumds

Current Amount in Operating Fund:__

30-%9 daye past due 0-89 days past due 90+ days past dus

14,  How many wnits ane over 30 days
dhelinguent®

15.  Are there any pending or cutstanding special assessments? Oves Oho
»*yes~explai;e:_______ O O O OO OO —
16,  Tothe best of your knowledge, are there any adverse enviranmental factors al'hectmq e Oves Cho
project as a whobs or a5 individuss| units?
»*yes, ~ewpliec 000000 0 OO —
17. O the project legal documents Include any rts-'u'lcdnru an sale that would Inmlt the free El Yes D No
transfeabilfy of Htle?
I "yes,” It the restricions {age restricton, first dght of refusal):
18,  Isthe unit part of a legally established condominium project in whh:h 'me COmmon afeas are On
owmed faintty by the wnit owners? = =
19.  Are the units cwned In Fee Simple or Leasshold? [ Fee Simple [ Leasahald
. Is the HOA Involved in any Iitgation, mediation, arbiration, or other dispute resolution
prOCEss T Oves [t
If *yes,” explain and prowide documeentation: —
1. {A) Ifthere are amenfties/recreational faclities, are they owned by the HOA? Osa Oves [OHo
{B] Are the common aness owned by the HOA? Oves [OHo
¥2. Do the project legal documents or kocal zoning limit the amount of ime the owners) can lve
Imi thelr wnits?
F3.  For projects that represent 3 legal non-conforming wse of land, do 2oning regulations probibtt [JYes [ No
retailiding the improvements to cumment density In the event of thelr partial or full
destruction?
4, Does the property operabe as a resort hotel; renting wnits on a dady basks? Oves [OHo
M "yes,” years in operation® .
Flease check applicable services:
[ Caily makd service [ Restauran®/Food Service O Time share
[ Check In rental desk O Commercial {boutkques) [ Mandatory rental poal
5. 1s any part of the project used for commerdal purposes? O%es [OHo
Last Updated: June 5, 2017 Fage 1
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ResMac

ExhibitCc¢ 2-n

Wells Fargo Prior Approval
Homeowners’ Association Certification Review
2-4 Unit Homeowners” Association Certification

ResMadNon-AgencyUnderwriting Guidelines
V6.20.17

Form 24

Date | Loan & | Correspondent Client Contact Information
| | Hame | Phone #

Project Mame HO® TIM
Addrass | Ciky | Stabe | ZIP Code |
1. Are all common elements and/or faciities substantially complete? []ves [ No
2. Does any one person or entity own more than one wnit? [JYes [[] Mo If “ypes, ™ St how many esch owis:
3. Are there any pending or outstanding special essesaments? [ ves [ Ne If “yes,~ explain:
4. Is the HOA or unit owner(s) invalved in any litigation, mediation, arbitration or other dispute resclution process
affiliabed with the condominiem project? [ ves [ Mo If “yes,” explain and provided any documentation:
5. Ifthe assodation i collecting dues on a regular basis (monthly, guarterly, yearly), 15 any unit owner 30 days or
rmore delinguent in paying the dwes? [ ves [ Mo
6. To the best of your knowledge, are there any adwerse environmental fachors affecting the project as a whaole or
=6 individual unitks? [ ves [ No  If “yes,” explain: R .
7. Do the project legal documents inClude any restrictions on sale, which would limit the free transferability of ttle?
O ves [O Mo IF "yes,” list restriction(s) (Age Restriction, First Right of Refesal, ebe.y:
B. For projects that represent a legal non-conforming use of land, do zoning regulations prohibit rebuilding the
Improvermsents to current density in the event of their partial or full destruction? (I ves [ Mo
9. Is any part of the project used for commercial purposes? [ Yes [ Noe IF yes, what percentage of sguare
Footage? — Describe the commerdal space: S S
10. HOA is named insured on master insurance policy? [Jves [ ne
11. Are common elements/limited common elements insured to 100% replacement cost? [ ves [ No
Covwerage $ Deductible s . Expirationdate:
12. Are units or common improvements located in & flood zone? [ ves [ Mo IF "yes,” is flood inswrance in force
O ves [O Mo
Diasees s cover at least 100% replacement? [ ves [ Mo
Or, i this the coverage maximem available per condominium federal Nood program? [ ves [ No
13. Is the HOM insured for general Bability? Cves [ Mo IF yes, amount per oocurrence 5 I
14. Daoses Bhe HOWK provide hazard insurance coverage for the interior (walls-in) of the condominium wnit?
O vee O nNe
15. Minimum number of daye required for written notification o be given b HOA or insurance trustes bafore any
substantial changes or cancellation of the profect coverage? .
Questions 9 -13 may be answered with an insurance binder
Certification completed by Correspamndent Client bo complate the section below if
information iz obtained werbally.
Print namae HO& represaentative (print name)
Positon J/ ttle HO& representative tithe Telephbone
Sagnature Client Representatree [prnt rame)
Date Telephone Cliert Representatree Signarture Date:
Last Updated: June 5, 2017 Page 1
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ExhibitD - Condominium Review Fee Schedule

Condo Review Fee Schedule
Exhibit D

The table below is a summary of fees associated with vanous condominium project reviews ResMac
may conduct. Clients should contact their ResMac Account Executive for additional information if

interested in submitting a condo project to ResMac for review.

ResMac Full Review

Minimum Fee*

First Phase — More than 20 unit (total project) $1,000.00
First Phase — 20 units or less $1,000.00
Subsequent Fhass $500.00
Extension of Expired Approval $500.00
Review of Master HOA $500.00

ResMac submitted Condo Project Manager (CPM™)

Minimum Fee®

First Phase Submissicn New Construction = 20 units 41,000,000
First Phase Submission New Construction == 20 units $1,000.00
Z-4 units (all construction types) and Established condos £200.00
Subsequent Phase Submission $500.00
Extension of Expired CPM Approval £500.00
Review of Master HOA $500.00

ResMac initiated Project Eligibility Review Service (PERS)

Minimum Fee®

First Phase Submission =20 units $1,000.00
First Phase Submission 20 units or less $1,000.00
Subsequent Phase Submission $500.00
Extension of Expired PERS $500.00
Review of Master HOA £500.00

to submission to Fannie Mae.

Mote: Fannie Mae has additional fee requirements for PERS. These funds must be collected prior

*additional fees may apply.

Refer to the ResMac Mon-Agency Guidelines for complete condominium guidelines.

Last updated: May 27, 2014
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