HB-1-3555
CHAPTER 11: RATIO ANALYSIS

11.1 INTRODUCTION

Ratios are used to determine whether the borrower’s repayment income can
reasonably be expected to meet the anticipated monthly housi ense and total
monthly obligations involved in homeownership. Weighi e circumstances that affect
the borrower’s ability and willingness to meet mortgage ts is an important part of
the underwriter’s ratio analysis. The Agency has est ards for principal,
interest, taxes and insurance (PITI) and total debt r, there is
it ratios to be

11.2 THE RATIOS

The primary consideration w ini n applicant can afford to
purchase a home is the applicant's i . t income, as described

However, ot useho d debts also greatly affect an applicant's
L ee, borrowers must meet the Agency’s

Real estate taxes, whether escrowed or not;
e Monthly escrow required for annual fee;
e Homeowners association dues;

e Flood insurance premiums, whether escrowed or not; and
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e Special assessments.
B. The Total Debt Ratio

Applicants are considered to have repayment ability when they do not have to spend
more than 41 percent of repayment income on total debt.

Total debt includes monthly housing expense PITI plus othér monthly credit
obligations incurred by the applicant. Obligations for chi , voluntary contributions
to retirements such as a 401K, and open accounts wit e, are not considered a
debt. The lender must document an applicant’s de records including a
credit report, direct or third-party verifications,
deposits for loans. All applicant debts incurr be included in

The J€nder must retain documentation in their permanent loan
id outside of closing (POC) and early in the application process,
origination fees, commitment fees, credit report fees and

repayment ratio calculation. Revolving accounts with no outstanding balance do not
require an estimated payment to be included in the debt ratio.

e Child support, alimony, garnishments. Applicants obligated to pay child support,
alimony, garnishments, or other court ordered debts must have payment included in
the total debt ratio. If the applicant has a release of liability from the court/creditor,
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and acceptable evidence is obtained, the debt can be excluded. Lenders will utilize
select pages from the applicable agreement/court order to document the required
monthly payment due and the duration of the debt. For GUS transactions, the lender
will manually enter the obligations on the “Additional Expenses” on the “Assets and
Liabilities” page. A manual entry of obligation does not require an underwriting
recommendation of “Accept” to be downgraded to a “Refer.” Lenders will ensure
repayment agreements are current.

e Child care expenses. Child care expenses are no d to be considered as a

recurring liability when calculating the total debt

e Student loans. Lenders must include thegjreate
balance reflected on the credit report or thé"verified fixed paymen
servicer. Fixed payments have a mon ount that is not subject
through the fixed repayment time frame. me BasethRepayment (IBR) plans,
graduated plans, adjustable rates, interest only deferred plans are examples of
repayment plans that will require a calculation of@he percent of the loan as these plan
types do not represent a fixed ment.

e Previous mortgage. Previous agenhiabilities digposed of through a sale,
trade or transfer without a release Qi y 9e. iacluded in the total debt ratio

unless evidencegambe obtained to Geafirm the remaining party (or new owner) has
successfully4ita ayment in thegarevious 12"months prior to loan application.
o Co-Signet age debt/obligatiefts. Debts which have been co-signed by
the applic nill be considered in the total debt ratio unless the
ap dence ane Jarty has made the payment in the previous 12

ication. Acceptable evidence includes canceled checks,
bank statements of the co-obligor or other third party.

2 previous 12 months prior to application will require the
be incfuded in the long-term repayment ratio of the applicant.

the applicant is an actual co-signor as opposed to a joint
question. When jointly obligated, the debt will be included in

debt ratio regardless of what party is making the monthly payment (as an example,
parents making car payments on behalf of applicant; loan in applicant’s name). The
legal obligation resides with the applicant when identified as “individual.”

e Business debts. Business debts (for example — car loan) reported on the
applicant’s personal credit report may be excluded from the debt ratio if the debt is
paid through a business account. An example of acceptable evidence the debt is paid
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through a business account includes canceled business checks or bank statements for
the previous 12 months.

e 401(k) loans/personal asset loans. Loans pledging personal assets, such as a
401(k) account, retirement funds, savings account or other liquid assets are not
considered in the total debt ratio.

e Debts of a non-purchasing spouse (NPS). For appli
community property state, the debts of the NPS mus

s purchasing in a
uded in the applicant’s

e Collection/judgment accounts. Collecti n Paragraph 10.9
and 10.1- of Chapter 10 of this Handboo ebt ratio

e Self-employed. Negative income (los d from
repayment income prior to calculating the to

e Automobile expense. Th itures exceeding the amount
of automobile allowance will B

applicant’s monthly car payment g debt and will not be
offset by any car allowance.

Unreimbursed employee expenses reported
ess Expenses” will be deducted from
8 total debt ratio.

i1l come due in the next 24 months, including deferred loans and
If the interest rate on a deferred loan is unknown, the lender

e monthly payments using an interest rate that is reasonable and
the type of loan.

customary fo
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11.3 DEBT RATIO WAIVERS AND COMPENSATING FACTORS

An applicant’s PITI ratio may exceed 29 percent and the total debt ratio may exceed
41 percent if the lender determines that strong meaningful compensating factors
demonstrate that the household has higher repayment ability.

A. Debt ratio waivers

Manually underwritten loans — purchase transactions
lender request for debt ratio waiver may be granted if
met:

cy concurrence with a
lowing conditions are

1. Either:

less than or equal to 44
eding 32 percent;

And:

pe documented on a verification of rent (VOR) or credit
or credit report must include the actual payment amount due
e payments or delinquency for the previous 12 months. Rent or
ent histories from a family member will not be considered unless

considered an acceptable compensating factor.
e Accumulated savings or cash reserves available post loan closing are equal to or

greater than 3 months of PITI payments. A verification of deposit (VOD) or two
most recent consecutive bank statements document the average balance held by
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the applicant are required. Cash on hand is not eligible for consideration as a
compensating factor.

e The applicant(s) (all employed applicants) has been continuously employed with
their current primary employer for a minimum of 2 years. A “Request for
Verification of Employment” (VOE) (Form RD 1910-5, comparable
HUD/FHA/VA or Fannie Mae form, or other equivale VOEs prepared by

underwriting analysis that cites one or more
factors. Lenders may utilize Fannie Mae 1008
Underwriting and Transmittal Summary,” or simila . Evidence of the compensating
factor, such as a VOR, VOD, and ed to the Agency for review.

requirements in this Paragraph do not\@ C sactions. See Section B
below on compensatiag.factors to con

enwritten refinance loans, the lender must thoroughly document the
at justify an exception. Higher repayment ratio exceptions are
feasible whe plicant demonstrates compensating factors indicating the capacity,
willingness andiability to pay mortgage payments in a timely manner. The presence of
compensating Tactors does not strengthen a ratio exception when multiple layers of risk,
such as marginal credit history, are present in an application. The following are
examples of compensating factors:

e Credit score of 680 or higher. Credit scores of 680 and higher can be documented
as a standalone compensating factor for a debt ratio waiver request, if no additional
risk layers are present (e.g., adverse credit, or payment shock, etc.).
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e The borrower(s) has successfully demonstrated the ability to pay housing
expenses equal to or greater than the proposed monthly housing expense for the new
mortgage over the past 12 months.

e The borrower(s) has demonstrated a conservative attitude toward the use of credit.

e The borrower(s) has demonstrated an ability to accum avings comparable to

response to the Ien : < ilizeithe Agency’s automated
i C mendation of “Accept” will not
ment ratio waiver.

e tax credit must determine the amount of the mortgage credit
ust contain copies of the mortgage credit certificate, a copy of the

for additional information regarding mortgage credit certificates.
FUNDED BUYDOWN ACCOUNTS

Funded buydown accounts are designed to temporarily reduce the borrower’s
monthly payment during the initial years of the loan. Buydown funds may come from the
seller, lender or other interested third party. The borrower is not permitted to fund the
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escrow account and must not be required to repay the funds. Lenders should not use
funded buydowns to qualify a borrower who would not otherwise qualify for a mortgage.
Careful evaluation should be made of the borrower’s ability to manage the payment
increases that will occur under the terms of the buydown agreement.

Funded buydown accounts must meet the following requirements:

° i i elow the

ad/or 41 percent at the full note rate, the lender
in_gortgage payments will not affect the

er’s profession or by a history of advancement in the
’s career with increases in earnings.
ome toward housing expenses.

o The borrower has substantial assets available to cushion the effect of the
increased payments.

e The buydown account must be fully funded at origination; and
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e The funds must be placed in an escrow account with a financial institution
supervised by a Federal or state agency.

A copy of the escrow agreement, signed by the borrower and the provider of the
funds, must be retained in the lender’s loan file. The underwriter’s documentation that
establishes whether the borrower is likely to be able to handle the payment increases and
the possible “payment shock” associated with such financing ement will be
provided with the request for guarantee. Additional infor n regarding a temporary
interest rate buydown can be found at Chapter 9, Paragr. B. of this Handbook.

SECTION 8 HOMEOWNERSHIP VOUCHER

subsidy from the Section 8 Homeownershi
ways described below.

A. Repayment income

The subsidy may be treated as rap i ulating a homebuyer’s
qualifying ratios, and if the subsidy iS
this manner. Since the idy i i ay grossed up” by 25 percent and
then added to theJoFre and/or other sources when

ce payment must be paid directly to the servicing lender or
placed into@ma hat only the servicing lender may access. If the homeownership
assistance paymeat’ts made directly to the borrower, that amount may only be considered
as repayment ineome in qualifying the borrower as described in paragraph 11.6 A. above.

OBLIGATIONS NOT INCLUDED IN DEBT-TO-INCOME RATIOS

Obligations not considered or included in total debt-to-income ratio calculations
include:

e Federal, state, and local taxes;
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o Federal Insurance Contribution Act (FICA) contributions;

e Other retirement contributions such as 401(k) accounts, including the repayment
of loans secured by 401(Kk) funds;

e Automatic deductions to savings accounts, mutual funds, stocks, bonds,
certificates of deposit, including the repayment of loa red by such funds;

e Commuting costs;
e Union dues;

e Open accounts with zero balances;
e Child care; and

e Voluntary deductions.
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