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1.0 Introduction

1.1 National MITrueGuide’ Underwriting Philosophy

National Mortgage Insurance Corporation (National Ml) offers mortgage insurance (Ml) inthe 50
states and the District of Columbia. Ml plays animportantrole in the housing finance system
expanding home ownership opportunities by helping people, especially first time homebuyers,
purchase homeswith less than 20% down.

National Ml brings new capital to the market unburdened by legacy exposures —this strong
capital position provides National Ml’s customers with alow counterparty risk Ml solution.

National Ml seeks to partnerwith its customers to prudently manage insured risk. The process
starts with the approval of insured originators and monitoring of credit performance. Credit
guidelines and pricing are continuously monitored and updated when necessary as
environmental conditions change.

National MI’s underwriting philosophy is to determine whetheraborrower qualifies fora
mortgage loan and if the borrower can successfully maintain homeownership. National Ml
performsanindependentunderwriting reviewof the credit worthiness of the borrower. Our
underwritingis based on acareful assessment of mortgage creditrisk as follows:

Creditand Income History, Assets and Liabilities: The borrower’s willingness and ability to
repay the loan

Equity and Down Payment: The borrower’s commitment

Appraisal: The marketability of the property and justification of its value as documented in
the appraisal

Insurance is underwritten and approved by National Ml or by partners with delegated approval
authority. Each insured originator’s delegated underwriting approval is eitherindependently
validated orsubject to selection foraQuality Control audit. . This process providesvaluable
feedbackto both the originatorsand National M. This process also provides customers with a
high level of confidence thatavalid claim will be paid by reducing the risk of rescissions due to
missing/insufficient documentation and/orfraud/misrepresentation.

Guidelines are organized around the following segments:

Conforming Loans with GSE Automated Underwriting System (AUS) Approval
Conforming High Balance Loans with GSE AUS Approval
Non GSE AUS —Standard Guidelines

Loans which receive a Fannie Desktop Underwriter® (DU®)/Approve Recommendationora
Freddie Product Advisor®™ (LPAM) Accept/Eligible Response and satisfy a few credit
underwriting overlays generally meet National Ml’s eligibility criteria. Approval for mortgage

EFFECTIVE: 11.7.2016 7 AS0.13.02
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insurance will depend upon approval by aNational Ml underwriterfor non-delegated loans or
approval by a lenderunderwriter for delegated loans. Lender underwriters are expected to
practice prudentand comprehensive underwriting and risk assessment.

In the event National MI’s guidelines are silent on atopic, the standard agency guidelines
(excluding any custom variances that may have been negotiated) of an agency (FNMA or

FHLMC) that the insured originatoris deliveringloansto applies, eveninsituations where the
loanamountis noteligiblefordelivery to eitheragency. If the originatorisretainingloans rather
than sellingloansto FNMA or FHLMC, then the default guidelines willbe one orthe other
agency as agreedto inthe insured originator’s approval.

Insured originators who seek to make exceptionsto National Ml’s guidelines must submit the
requestto National Ml forapproval.

1.2 FairLending

Itisillegal todiscriminateagainstcreditapplicants onthe basis of race, color, religion, sex,
marital status, national origin orancestry, and conditions, characteristics, ortrendsin the
neighborhood orgeographicareasurrounding ahousing accommodation. National Ml is
committed to treating all mortgage insurance applicantsin afairand responsible mannerin
accordance with all applicable federal, state and local fair lending laws and regulations. We
expect ourapproved originators to be equally diligentin conducting theirlendingin accordance
with all applicable fairlending laws and regulations.

1.3 Insured Originator Approval

Insured originators must be approved by National Ml before aninsurance certificate can be
issued. Originators should contact their Sales Advisortoinitiate this process, or call National Ml
toll free at 855.317.ANMI. Insured originators may also apply to be an approved servicer.

Approved originators are eligible forinsurance covering most loans. Certain programs (listed
below) requireaspecial approval. Insured originators seeking special approvalshould ask their
Account Manager about the application process and requirements.
Programs Requiring Special Approval:

Variances to standard agency AUS requirements negotiated by the Insured Originator

Variances to National Ml Guidelines for non-agency loans and amounts

1.4 Delegation of Underwriting Authority

Insured originators must be separately approved for delegated authority. Delegated authority
may be requestedin conjunction with the initial approval or by current National Ml customers
without delegated authority. Originators should contact their Account Manager tolearn more
about the application processand requirements.

EFFECTIVE: 11.7.2016 8 AS0.13.02
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Approved originators with delegated authority may approve mostloans forinsurance. Certain
loans are noteligiblefordelegated approval and must be submitted to National Ml for approval.
Theseinclude:

Policy Exceptions

1.5 National MI AXIS Online System

National Mortgage Insurance Corporation’s underwriting platform, just one component of
National MI’s enterprise insurance management system, isin noway an automated
underwriting engine. It does, however, contain a systematized keysubset of National Ml’s
eligibility rules, enablinginternaland external users to submitloan datafor a swift response
indicating whether any of those key eligibility rules are in violation. This initial response provides
customers with an efficientearly indicator of aloan’s potential mortgage insurance
qualification. If thisinitial eligibility check indicates that the systematized eligibility rules have
been met, the loan package may be submitted to National Ml forapproval. Full time,
experienced underwriters will manually underwrite the entire credit package and collateral
(appraisal) of the file. Forlenders with delegated approval authority, a delegated commitment is
issued afterthe lender submits the required data to the National Ml system, which
automatically invokes the eligibility rule check, and the pricingalgorithms.

Beyond the systematized eligibility rules, the National Ml system supports, and provides
structure for, the underwriting process followed by the underwriters when manually
underwritingloans. It provides workflow functionality, a secure facility for storing and retrieving
loan documentimages, mechanisms for capturingand monitoring underwriting findings and
conditions, afacility for generating customerfacingcommunications and documents, and aweb
based application that securely enables customers to submitand track Ml applications, and
retrieve National Ml generated correspondenceand insurance commitments.

EFFECTIVE: 11.7.2016 9 AS0.13.02
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1.6 GSE AUS Systems

Fannie Mae’s Desktop Underwriter® (DU°) and Freddie Mac’s Loan Product Advisor™ (LPASM)
are Automated Underwriting Systems (AUS) with embedded credit eligibility requirements that
line up fairly closely with National Ml’s credit eligibility requirements. Where National Ml
considersthe AUS outcome inits review process (AUS Plus Overlays guidelines), the AUS
outcome is not sufficient to determine insurance eligibility. The loan mustalso 1) meet National
Ml creditrequirements described within these guidelines (referto section 2 of this manual for
details); and 2) be underwritten by a National Ml underwriter (Non-delegated loans) or
underwritten by alenderunderwriter and subject to the National MI Delegated Assurance
Review Process described in the following section.

1.7 Delegated Assurance Review Independent Validation Process

When an originatoruses its delegated authority to obtain the certificate of insurance onaloan
and then submits the underwriting package post-close pursuantto our Delegated Assurance
Review (“DAR”) process, the conclusion of such review with afinding of “Insurable” provides the
originator with confidence of coverage that such loan was underwritten consistent with these
Underwriting Guidelines and such loan will have rescission relief after 12 months of timely
Borrower payments, as specified in our Master Policy (anindependentvalidation). Additionally,
National Ml will not performa QC audit on a loan that we have reviewed under our DAR
process.

1.8 Premium Plans

National Ml utilizes arisk-based pricingapproach driven by LTV, FICO® score, product type (fixed
or non-fixed); with additional adjustments for otherrisk variables. Fixed pricing applies to fixed
rate loansand ARMs withiinitial fixed periods of 5years or more.

Borrower paid monthly refundable, monthly non-refundable, single refundable, and single non-
refundable plans are available. Options foramortizing renewal, annual premium, deferred
monthly are offered on monthly plans. Non-refundable lender paid monthly and single plans are
alsoavailable.

For the most current premium plans and pricing, referto the National Ml website.

1.9 Guideline Questions

National Ml is available to answer guideline questions. Please contact your Account Manager,
call National Ml toll free at 855.317.4NMI (4664), or submityour questionviaemail to
solutioncenter@nationalmi.com.
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2.0 Mortgage Insurance Eligibility -
AUS Plus Overlays

2.1 AUS Requirements and Comprehensive Credit Assessment

2.1.1 DU°/LPASM Qutcomes
Fannie Mae or Freddie Mac AUS approvals may be utilized as a guidepostfor Ml approval

providedthe requirementsinthis section of the manual are satisfied. AUS approvals are not
relied uponto determine National Ml eligibility.

National Ml underwriting of non-delegated loans and review of delegated loans will entail
a comprehensive assessment of eligibility (credit, capacity and collateral)and National
MlI’s own underwriting requirements.

Loans that are not run through a GSE AUS must be manually underwritten and meetthe
eligibility criteria described in section 3.0 of this manual.

2.1.2 Datalntegrity

The decisionfromthe AUS isonlyinsurable if the decisionis based onvalid and verified
inputstothe decision engine. The insured originator must verifyand confirm 1) the
accuracy of the data submitted tothe AUS and 2) that the documentation supporting the
data inputs has been appropriately evaluated.

2.1.3 Documentation

The DU°/LPASM decision (final AUS report) must be presentin the file and all approval
conditionsrelated to the AUS decision must be satisfied in accordance with agency
requirements. Any red flagsidentified in the report orinthe course of evaluating the file
must be satisfactorily addressed in the loan file. When afile is submitted to National Ml
for underwriting, all conditions necessary forthe Ml underwriting approval must be
satisfied and documented (excluding closing conditions) priortoissuance of our
Commitmentand Certificate of Insurance. At time of closing, all conditions must be
satisfiedand documented inthe file.

2.1.4 Comprehensive Credit Assessment

The insured originator must make a prudent comprehensive credit assessment
consideringall factorsrelevantto the granting of credit. This assessmentis not limited
solelytofactors that are consideredinthe AUS butalsoincludesrelated agency eligibility
criteria (credit, capacity, collateral, etc.) not evaluated by the AUS, and National Ml
requirements (credit, capacity, collateral, etc.). The assessment should also address the
layering of risk variables to ensure that they are not excessive and confirm thatthe intent
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of National Ml guidelines and pricingis not circumvented. Anyinformationthatarises
duringthe origination process raising questions about, or potentially contradictory to;
variables that are part of the basis of the creditapproval must be fully investigated to
conclusion. Anyexcessivelayeredrisks orrisk characteristics must be mitigated. If the
insured originatoris unable to obtain additional information necessary to allay the
concerns and/or mitigate excessiverisk characteristics, the loanis notinsurable.

Lenders exercising delegated authority warrant that the loan meets the requirements of

the applicable agency’s guidelines (including any factors that must be considered outside
of the AUS).

Lendernegotiated variances to standard agency requirements (“custom” DU® or LPASM)

are notinsurable unless the variances are specifically reviewed and approved by National
M.

Qualifyingincomeshould reasonably be expected to continue foraminimum of three
years. The documentationrequired to determine the amount of income that can be relied
upon varies accordingto the income type and materiality, the applicant’s ownership
interestinthe income source, and otherfactors. The documentation and calculation of
income mustadhere tothe applicable Fannie Mae or Freddie Mac guidelines. Further
guidance is describedin Sections 3.5.1.1(General Requirements) and 3.5.1.26 (Self
Employment) of the TrueGuide.

Lenders warrant that loans meet both agency and National eligibility criteria.
Consequently, when there are differences between agency and Nationalrequirements,
the lender must originate to the more restrictive of the two guidelines. Thisrule applies at
the level of individual policy topics.

General Eligibility Requirements

2.2.1 Products

Both fixed and adjustablerate products are insurable. ARMs with interest only, negative
amortization (scheduled or potential), or pay-option features are noteligible.

2.2.2 Purpose

Purchase, rate-and-term refinance, and cash-out refinance loans are insurable. Seasoned
loans (insurance application received afterfirst payment due date) are not insurable.

2.2.3 Construction to Permanent

Constructionto Permanent one-time closeloans must meet GSE eligibility requirements
and requirements in the applicable eligibility matrix contained within these Underwriting
Guidelines. Priorto finalizing claim payment, the lender must document that the subject
property andits improvements have been completed to standards consistent with the
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original valuation (evidenced by the appraiser’s final inspection and occupancy permit
from the appropriate jurisdiction).

2.2.4 Renovation Loans

National Ml will insure renovation loans to borrowers who are individuals. Priorto
finalizing claim payment, the lender must document thatthe subject property andits
improvements have been completed to standards consistent with the original valuation
(evidenced by appraiser’s final inspection and occupancy permit (when applicable) from
the appropriate jurisdiction)

2.2.5 Occupancy

Primary residence, second home and investment properties are eligible. The occupancy
indicated on the borrowers’ signed application is sufficient to document that the

borrowersintend to occupy the property as a primary residence. Occupancy should occur
within 60 days of closing.

2.2.6 Residency

Borrowers who are United States citizens, permanent resident aliens, or non-permanent
residentaliens are insurable. Non-permanent resident aliens must be authorized to work
inthe U.S. Individuals with diplomaticimmunity are not eligible borrowers.

2.2.7 Credit History

One or more borrowers must have at leastone FICO score. The representative FICO score
must meet our guideline/matrix minimumto be eligible. Foreign creditreports and loans
where notevenone borrower has a credit score are not eligible. The representative
creditscore should be determined in accordance with the applicable GSE’s requirements.

2.2.8 Non-arm’s Length Transactions

Non-arm’slength transactions are eligible for delegated underwriting. Anon-arm’s length
purchase transaction occurs whenthereisa directrelationship or business affiliation
(family, employer, employee, etc.) between the borrowerand another party (including
but not limited to the seller, real estate broker, loan originator, builder, appraiser, closing
agent, etc.).

2.2.9 Assets and Equity
Cash-on-hand does not qualify asan eligible asset for verification purposes.

2.2.10 Wholesale Lending

Loans sourced through the Wholesale channel (broker) are only eligible forinsuranceif
the lenderhas been specifically approved for Wholesale following National Ml’s review of
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the lender’s practices.

2.2.11 Corporate Relocation

National Ml does not have any special guidelines oroverlays applicable to borrowers with
employerassisted relocations. Standard AUS Plus Overlays guidelines apply.

National Ml may offera borrower participatingin an employer-sponsored corporate
relocation program a pricing benefit (referto the rate card for details) provided all of the
following conditions are satisfied:

The borroweris a transferred ornew employee purchasing a primary residence

The borroweris participatinginaformal program sponsored by the borrower’s
employer (oragent) evidenced by a copy of the relocation agreementand/orother
documentation detailing the nature and amount of the employer’s contribution

The employer’s contributionis equalto at least 3% of the new loanamount andis
used forclosing costs (on property being purchased and/or sold), discount points,
below-market bridge-loan financing, ongoing subsidy payments related to cost
differences, moving expenses, or other expenses related to the relocation.

2.2.12 State Restrictions

New York
New York prohibits the placement of Ml on certain loans according to specified means of
calculating LTV (the “New York LTV Assessment”). National Ml has therefore established
the following requirements:
=  The New York LTV Assessment must be made to determineif Ml may be placed for
certainloans based on Ml type, property location, and Master Policy Holder:
=  BPMI Loans: Propertyislocatedin New York— New York LTV Assessment
Required
= LPMI Loans: Propertyislocatedin New York and Master Policy Holder (MPH) is
domiciledin New York—New York LTV Assessment Required (an assessment is not
required for LPMI loans if the MPH is domiciled outside of New York)
=  Whenrequired, the following New York LTV Assessment must be made todetermine
if Ml may be placed. The assessment considers property type and loan purpose.
= All Property Types except Cooperative Property
= Allpurposes: IfLTV (based onthe appraisedvalue)islessthan 80%, then M
cannot be placed onthe loan. If Ml isallowed, then for mortgage insurance
purposes the LTV must be calculated based on the lower of the purchase price
or appraisedvalue.
= Cooperative Property
= Purposeispurchase or constructionto permanent: If LTV (based onthe
purchase price) islessthan 80%, then MI cannot be placed onthe loan. If Ml
isallowed, then for mortgage insurance purposes the LTV must be calculated
based on the lowerof the purchase price or appraised value.
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= Allotherpurposes: IfLTV (based onthe appraisedvalue)islessthan 80%,
then Ml cannotbe placed on the loan. If Ml is allowed, then for mortgage
insurance purposesthe LTV must be calculated based on the lowerof the
purchase price or appraised value.

All Other States

No restrictions.

2.3 Credit Overlay Requirements
National Ml’s credit overlays are included on the following product matrices. Overlays establish
minimum requirements according to National Ml policy —if the agency has a more restrictive
policy requirement, the more restrictive agency requirement must be met. Insuredloans must
meet the eligibility criteriain the matrices on the following pages:

2.3.1 Product Eligibility Matrix - Conforming Loans

2.3.2 Product Eligibility Matrix - Conforming High Balance Loans

2.3.3 Product Eligibility Matrix — Affordable Lending
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PRODUCT ELIGIBILITY Conforming Loans

AUS PLUS OVERLAYS GUIDELINE SUMMARY — CONFORMING LOANS

A DU” Approve/Eligible or LPASM Accept/Eligible loanis insurable provided it meetsthe requirements described in Section
2 of the TrueGuide and the following underwriting overlays1:
One or more borrowers must have at least one FICO score
Geographic Exclusions: None
A DU" Approve/Ineligible or LPASM Accept/Ineligible loan that meets National MI’s AUS Plus Overlay requirements is
insurable if:
AUS ineligibility due to LTV >95% to 97% (Fixed rate only)
AUS ineligibility due to ARM plan/type and that plan/type meets National MI’s Standard ARM Guidelines in section 3.1.4
AUS ineligibility for primary residence due to cash-out refinanceloan purpose to 85% LTV

Occupanc Loan Purpose Property Type? Loan Maximum Minimum Maximum
et P perty Typ Amount? LTV/CLTV FICO DTI
STANDARD MARKET GUIDELINES
Purchase or Single Family Per AUS
Rate /Term Refinance or Condo or Co-op $417,000 97% 620 Approval
Constructionto Permanent | Manufactured Hm PP
. Single Family
P Per AUS
rimary Cash-Out Refinance Condo or Co-op $417,000 85% 620 er
Residence Approval
Manufactured Hm
Purchase or
Per AUS
Rate / Term Refinance or Two-Unit $533,850 90% 620 N er |
Construction to Permanent pprova
Purchase or Single Family
SHecond Rate / Term Refinance or Condo or Co-op $417,000 90% 620 APerAUSI
ome Construction to Permanent = Manufactured Hm pprova
Purchase or
| ) )
nvestment | ¢ te /Term Refinance or Single Family $417,000 85% 680 Per AUS
Property Condo or Co-op Approval

Construction to Permanent

RESTRICTED MARKET GUIDELINES

There are no markets identified as restricted.

1 When there are differences between agency and National Ml requirements, lenders mustoriginateto the more
restrictive of the two guidelines. This rule applies at the level ofindividual policy topics.

2 Construction to Permanent excludes condos and co-ops
Single-wide manufactured homes must be in GSE approved/eligible developments
3 Maximum Amounts for AK and HI are $625,500 (1 unit) and $800,775 (2 units)
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PRODUCT ELIGIBILITY Conforming High Balance Loans

AUS PLUS OVERLAYS GUIDELINE SUMMARY — CONFORMING HIGH BALANCE LOANS

A DU" Approve/Eligible or LPASM Accept/Eligible loan is insurable provided it meets the requirements described in Section 2
of the TrueGuide and the following underwriting overlays?:

One or more borrowers must have at least one FICO score
Geographic Exclusions: None

A DU" Approve/Ineligible or LPASM Accept/Ineligible loan that meets National MI’s AUS Plus Overlay requirements is
insurable if:

AUS ineligibility due to ARM plan/type and that plan/type meets National MlI’s Standard ARM Guidelines in section 3.1.4

Loan Maximum Minimum Maximum
Amount3? LTV/CLTV FICO DTI

STANDARD MARKET GUIDELINES

Purchase or

Occupancy Loan Purpose Property Type?

Rate /Term Refinance or CSmgle Fagmly $625,500 95% 620 APerAUSI
Construction to Permanent ondoorto-op pprova
Primary ’ Not Not Not
Residence SBIRe G ELE U ol Al Eligible Eligible Eligible
Purchase or
Rate /Term Refinance or Two-Unit $800,775 85% 620 Per AUS
. Approval
Construction to Permanent
Purchase or . .
second Rate /Term Refinance or Stz vl $625,500 90% 620 PR
Home . Condo or Co-op Approval
Construction to Permanent
Investment Purchase or Single Famil Per AUS
Rate /Term Refinance or g ¥ $625,500 85% 680
Property . Condo or Co-op Approval
Construction to Permanent
Manufactured Not Not Not
Al Al Homes Al Eligible Eligible Eligible

RESTRICTED MARKET GUIDELINES

There are no markets identified as restricted.

When there are differences between agency and National Ml requirements, lenders mustoriginate to the more
restrictive of the two guidelines. This rule applies at the level of individual policy topics.

2 Construction to Permanent excludes condos and co-ops

3 Maximum Amounts for AK and HI are $938,250 (1 unit) and $1,201,150 (2 units)
Refer to the county specific loan limitsto determine the maximum amount for a specific area
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PRODUCT ELIGIBILITY Affordable Lending

AUS PLUS OVERLAYS GUIDELINE SUMMARY - CONFORMING AFFORDABLE LENDING

A DU" Approve/Eligible HomeReady Mortgage or LPA™M Accept/Eligible Home Possible Mortgage loan is insurable
provided it meets the requirements described in Section 2 of the TrueGuide and the following underwriting overlays?:

One or more borrowers must have at least one FICO score

Geographic Exclusions: None
A DU Approve/Ineligible or LPASM Accept/Ineligible loan that meets National MI’s AUS Plus Overlay requirements is
insurable if:

AUS ineligibility due to ARM plan/type and that plan/type meets National MI’s Standard ARM Guidelines in section 3.1.4

Occupanc Loan Purpose Property Type Loan Maximum Minimum Maximum
pancy P perty 1yp Amount LTV/CLTV FICO DTI
STANDARD MARKET GUIDELINES
Single Family
Per AUS
Cond Co- 417,0003
Purchase or ondo or 0-op 3 ’ 97%/105% 620 Approval
) Manufactured Hm
Rate /Term Refinance or single Family
i P
Construction to Permanent Condo or Co-op $625,500° 95%/95% 620 APerAUSI
Primary Manufactured Hm pprova
Residence
. Not Not Not
Cash-Out Refinance All All S e Ay
Purchase or Two-Unit $800,775% 85%/95% 620 Per AUS
Rate / Term Refinance or Two Unit $533,8503 95%/105% 620 N er |
Construction to Permanent 3-4 Units $625,5003 95%/105% 700 pprova
Second Not Not Not
All All All
Home Eligible Eligible Eligible
Investment Not Not Not
All All All
Property Eligible Eligible Eligible

RESTRICTED MARKET GUIDELINES

There are no markets identified as restricted.

1 Whenthere are differences between agency and National Ml requirements, lenders mustoriginate
to the more restrictive of the two guidelines. This rule appliesat the level of individual policy topics.

2 Construction to Permanent excludes condos and co-ops
Single-wide manufactured homes must be in GSE approved/eligible developments
Minimum 6 months reserves (PITIA) for 3-4 units

3 Maximum Amounts for AK and Hl are $625,500 (1 unit), $800,775 (2 units), and $850,000 (3-4 units)

4 Available only for loan amounts eligible according to Fannie high balance or Freddie super conforming limits
Maximum Amounts for AK and Hl are $938,250 (1 unit) and $1,201,150 (2 units)

Refer to the county specific loan limits to determine the maximum amount for a specific area
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3.0 Mortgage Insurance Eligibility —
Non AUS Dependent — Standard Guidelines

Loans that do not meet the requirements of section 2.0 of this manual must be manually
underwritten and meetthe eligibility criteriadescribed in this section of the manual.

Where these guidelines are silent on atopic, standard agency guidelines (excluding any
negotiated variances) apply. Lenders that do business with both agencies or neitheragency
must designate an agency for purposes of application of this default guideline rule. Lenders may
not pick and choose between the guidelines of the different agencies onindividual policy
qguestions.

3.1 Mortgage Products (Loan Type)

3.1.1 Fixed Rate Mortgages

Fixed rate fully amortizing products are eligible up to a maximum term of 40 years. Fixed
rate interest only products are noteligible.

3.1.2 Graduated Payment Mortgages
Fixed oradjustable rate graduated payment mortgages are not eligible.

3.1.3 Balloon Mortgages

Balloon mortgages are noteligible. Note: Balloon mortgages take the form of interest-only
loans or partially amortizing mortgages. Balloon mortgages require borrowers to make
regular paymentsfora specificintervaland then pay off the remaining balance within a
relatively shorttime. Some types of balloon mortgages can be interest-only for 10 years,
and the final “balloon” paymentto pay off the balance comes as one large installment at
the end of the term.

3.1.4 Adjustable Rate Mortgages (ARMs)

ARMs that are fully amortizing are eligible up to a maximum term of 30 years. ARMs with
interestonly, negative amortization (potential or scheduled) or payment option features
are noteligible.

” u

The most common ARM caps are the “initial cap,” “periodiccap” and “lifetimecap.” The
initial cap limits how much the interestrate can be increased the firsttime itis adjusted.
The periodiccap limits how much the interest rate can be increased each subsequent time
that itis adjusted afterthe initial adjustment. The lifetime cap sets amaximum amount by
which the interestrate can be increased during the life of the loan.
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The following additionalrequirements apply to ARMs:

Eligible Indices: Treasury, Libor, 11th District Cost of Funds,
or Federal Reserve CDrates

Initial Fixed Periods: Minimum 12 months

Initial Adjustment Cap: Required forall ARMs
Maximum 2% of initial fixed periods <5 Years

Maximum 3% for initial fixed period
>=5to <7 years

Maximum 5% for initial fixed periods >=7 years

Per Adjustment Cap: Required forall ARMs
Maximum 2%

Lifetime Rate Cap: Required forall ARMs
Maximum 6%

Maximum Shortfall: The maximum initial discountfrom
the fullyindexed rate is 300 bps

Temporary Buydowns: Disregarded for qualifying purposes
3.1.5 Subordinate Financing

General Requirements
Purchase loans with new subordinate financing are not permitted.

New subordinate financingis not permitted in refinance transactions. Existing subordinate
financing may be re-subordinated in arefinance transaction that does notinclude cash
out. An existinglien may be re-subordinated in a cash-outrefinance onlyif the juniorlien
isa termloan (nota line of credit) and all of the cash out is paying down the second lien
balance (butisinsufficientto fully extinguish the juniorlien).

Affordable Lending Programs

Subordinate financing is permitted for affordable lending programs meeting the following
requirements:

Referto3.4.7.1
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3.1.6 Buydowns
Temporary interest rate buydowns are permitted subject to the following restrictions:

Fixed Rate Mortgages permitted
Adjustable Rate Mortgages permitted if

= LTV <=95% and

= Maximum 2-1 buydown forinitial fixed term <5 years
Not permitted forcash-outrefinances orinvestor properties

Must be established and fully funded at closing

The temporary buydown must be ignored for qualifying purposes (referto qualifying
paymentamountguidelinesin 3.5.5.2).

3.2 Borrower Eligibility

3.2.1 Citizenship and Residency Requirements

Borrowers must be U.S. citizens, permanent resident aliens, ornon-permanent resident
aliens. Non-permanent residents must be eligible toworkinthe U.S. AnInterVivos

Revocable (Living) Trustisaneligible borrowerif it complies with Fannie Mae or Freddie
Mac eligibility criteria.

The followingare ineligible borrowers:
Borrowers withoutavalid social security numberorITIN number
Corporations or Limited Liability Corporations

Foreign nationals with diplomaticimmunity or non-permanentresident aliens with
diplomaticimmunity

Foreign nationals thatare notlegal permanent ornon-permanent residents
Illegal aliens

Irrevocable Trusts
Partnerships or Limited Partnerships

3.2.2 Non-occupant Co-borrowers
This section of the guidelines applies to primary residence loans only.

A non-occupant co-borrowerisanindividual whoisaborrowerobligated on the note, not

residinginthe subject property, and may or may not have an ownershipinterestinthe
property (may or may not be an ownerof record on title).

Non-occupant co-borrowers are permitted subject to the following restrictions:

Maximum 95% LTV/CLTV
Minimum 3% Occupant Borrower Funds
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The income and debts of non-occupant co-borrowers must be ignored for qualifying
purposes (the occupant borrowers must meet National’s DTl requirements)

3.2.3 Co-signers

An occupant co-borrower (whois obligated on the note) who does not have an ownership
interest (notan ownerof record on title) is permitted.

3.2.4 Trusts

Revocable Living Trusts are a permitted borrower if the trust complies with Fannie Mae or
Freddie Mac criteria. Irrevocable trusts are noteligible.

3.2.5 Non-Arm’sLength Transactions

A non-arm’s length purchase transaction occurs when there isadirectrelationship or
business affiliation (family, employer, employee, etc.) between the borrowerand another

party (including but notlimited tothe seller, real estate broker, loan originator, builder,
appraiser, closing agent, etc.).

These transactions are eligible for delegated underwriting.
For purchase transactions where thereisanon-arm’slength relationship between seller
and the borrower:

The non-arm’s length relationship should be disclosed to the appraiserand the
appraisershould commentaboutthe relationship

Only primary residences are eligibleforinsurance

3.2.6 Maximum Number of Insured Loans

National Ml reservesthe righttolimit new insurance to borrowers with multiple existing
loansinsured by National MI. National Ml will monitorforborrower concentrations
internally and does not expectlenders to completethese assessments.

3.2.7 Borrowers with Previously Paid Claims

National Ml may decline to provide new insuranceto borrowers with previously paid
claimson loansinvolving suspected fraud or misrepresentation. National Ml will monitor
for these borrowersinternally and does notexpectlendersto complete this screening.
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3.3 Occupancy

3.3.1 Types

Occupancyis determinedin accordance with the borrower’sintent as of the time of loan
closing. The following occupancy types are permitted subjectto LTV and FICO restrictions:

Owner-Occupied Primary Residence
Owner-Occupied Second Home
Non-Owner Occupied

Refertothe applicable product eligibility matrix forthe specificguidelines.

Shared equity arrangements (wherethere is both an owner-occupantand an owner
non-occupantinvestor)are noteligible forinsurance.

3.3.2 Documentation

Occupancy must be consistent with and supported by documentationin the file. When
circumstances arise that raise questions about the borrowers’ intent to occupy the
property as a primary residence, the originator should confirm occupancy and include the
confirmationinthe file. Circumstances that raise questionsinclude:

Borrowerisemployedalongdistance fromthe intended primary residence

The size of the proposed residence isinconsistent with the size of the borrower’s
family and number of dependents

Borroweralready owns a primary residence nearthe subject propertyandis
intendingtoretainit(asarental or second home) ratherthansell it

The proposed primary residence is nearthe existing primary residence but the new
residence is not worth materially more than, oris worthless than, the existing
residence

Borroweriscurrently purchasinganother propertyor hasdonesointhe last 122 months
Borrowerisin the business of “flipping” homes

The occupancy indicated on the borrower’s signed application is sufficient to document
that the borrowersintend to occupy the property as a primary residence. Occupancy as
primary residence should occur within 60 days of closing, unless one or more borrowers
are military service members (as evidenced by a current Leave and Earnings Statement)
and the following additional requirements are satisfied:
e Property: 1Unit
e Purpose: Purchase orRate/Term Refinance
e RentalIncome: Rental income from the subject property may not be used for
qualifying purposes
e Ownershipof otherresidential property: No borrower may own otherresidential
property
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e History of subject property occupancy: Fora refinance, atleastone borrower must
have occupied the subject property as their primary residenceimmediately priorto
military memberreporting forthe duty that requires the borrowers to reside outside
of the subject property (e.g., the spouseresidesinthe subject property while the
military memberison duty elsewherein a nearby state, and the new overseas
assignment causes the whole family to relocate)

e Commitmenttore-occupy as primary residence: The borrowers must provide a
signed letter stating they intend to occupy the subject property as their primary
residence as soon astheirduty assignment (orretirement from the military) allow

e Abilityto occupy within 60 days of closing: The borrowers mustbe unable to occupy
the subject property within this timeframe due to theiractive military service as
evidenced acopy of borrower’s military service orders evidencing that the
borrower’s occupancy absence corresponds to the military assignmenttimelines
statedinthe military orders”

3.3.3 Occupancy Conversions

When a borrower purchases a new property, this may cause the occupancy of an existing
owned property tochange. There are legitimate reasons thatlead to an occupancy change
for an existingowned property, but misrepresentations regardingintent to occupy
present elevated risk. Most often, misrepresentation involves the miss-stated intent to

convertan existing residence to arental and occupy the new property asa primary
residence.

Because of the elevated risk, National Ml applies the restrictions described below when an
existing primary residence will be orrecently has been converted to a rental or second
home. For purposes of this policy, arecentconversionis one that occurred withinthe last
60 days and/orone that is not evidenced by both a signed lease agreement and bank
statements evidencing deposit of the security deposit or one or more rental payments.

1) Ifthe existing propertyis beingconvertedtoaninvestment property, the following
requirementsapply: Includethe PITlonthe property being converted

2) Rentalincome from the property convertedto aninvestment may be used to
qualify onlyif the following additional requirements are satisfied:

a. Evidenced by fully executed lease (use 75% of amountin calculations)
b. Evidenced by copy of check forsecurity deposit

c. Bank statementsshowingthe deposit of the security deposit (and rent
paymentsif any made to date) are present

d. Forpreviouslyrented unitsina2-4 unit property that includes an occupied
unitbeingconverted: income may be utilized from units previously and
currently rented provided the income can be documented perthe borrowers
tax returns. Leasesare only permitted if the property being converted was
acquiredinthe currenttax year (use 75% of rental amountin calculationsiif
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leased used).

3) Incremental reservesinexcess of those required in the absence of apriorresidence
beingconvertedtoaninvestment property are required as follows: 6 monthsPITI
for the converted property

If the existing propertyis beingconverted toasecond home, the following requirements
apply:
1) Includethe PITIonthe property being converted

2) Rentalincome fromthe property converted toasecond home may notbe usedto
qualify

3) Incremental reservesinexcess of those required in the absence of a priorresidence

being convertedtoa second home are required asfollows: 2 months PITIfor the
converted property

3.3.4 Pending Sale of Current Residence

Ifthe priorresidenceis pendingsale ratherthan being converted, the following
requirements must be satisfied:
1) ThePITI on the priorresidence mustbe included in the qualifying ratios unless
thereiseither
a. Anexecutedsalescontract with financing contingencies removed or
b. Anexecutedbuyoutagreementas partof an employerrelocation plan (of the
type qualifying forthe relocation discount as defined inthese guidelines)
where the employer/relocation company are responsible for the outstanding
mortgagesonthe property pendingsale.
2) Incremental reservesinexcess of those requiredinthe absence of apriorresidence
pendingsale are required as follows:
a. Pendingwith executed sales contract or buyoutagreementsatisfyingthe
requirements above
i. IfPITl on the pending propertyincludedinthe DTI: 0 monthsPITl on
the pending property or
ii. IfPITI onthe pending property excluded fromthe DTI: 2 months PITI
on the pending property
b. Otherpendingandforsale not pending:
i. IfPITI onthe pendingpropertyincludedinthe DTI: 2 monthsPITl on
the pendingorfor sale property or
ii. IfPITI on the pending property excluded fromthe DTI: 2 monthsPITI
on the subject property and 6 months PITI on the pending property

3.4 Purpose

Eligible purposes are listed belowwith applicablerestrictions.
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Purchase

Refertosection 3.2.5 for purchase restrictions related tonon-arm’s length transactions.

3.4.2

Rate and Term Refinance

To qualify forrate and termrefinance, the following requirements must be satisfied:

e One of the following requirements must be satisfied:

O

At leastone borroweronthe new loan must be on title, andif primary residence
or second home, have resided in the subject property for 6 or more months
immediately preceding the application date

At leastone borroweronthe newloan must have inherited the property orbeen
legally awarded the property through divorce, separation or dissolution of a
domestic partnership

e Cash back to the borrowerislimitedtothe lesserof $2,000 or 2% of the new loan

amount and the borrower may not have taken cash out (similarly defined) within the
last 6 months of the new loan closing date (viaeitherafirstor subordinate lien)

e Thenewloanproceeds mayonlybe used for one or more of the following:

O

O

3.4.3

Pay off the existingfirstlien
Pay off subordinate liens used entirely to purchase the property

Pay off nonpurchase-money subordinate liens seasoned for atleast 12 months
priorto the loan application date and (if ahome equity line of credit) with total
draws duringthe 12 months precedingthe application date notin excess of
$3,000

Pay an individual who has beenajointownerforat least 12 months immediately
priorto the application date (12-month requirementdoes notapplyinthe case of
inheritance)fortheirinterestinthe property pursuantto a written agreement
(e.g., divorce, separation, dissolution of adomestic partnership, etc.)

Pay reasonable and customary financing costs/closing costs/prepaids (consistent
with the GSE’s definition of permissible expenses)

Payoff of Property Assessed Clean energy (PACE) obligations. APACE obligation
includes any energy retrofit obligation used to finance energy conservation
improvements thatis repaid through a property tax assessment

Cash Out Refinance

Anyrefinance that does not meet the rate and term refinance requirementsis considered
cash out forguidelineinterpretation purposes.
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3.4.4 Corporate Relocation

National Ml does not have any special guidelines applicable to borrowers with employer
assisted relocations. Standard underwriting guidelines apply.

National Ml may offera borrower participatingin an employer-sponsored corporate
relocation program a pricing benefit (referto the rate card for details) provided all of the
following conditions are satisfied:

The borroweris a transferred ornew employee purchasing a primary residence

The borroweris participatinginaformal program sponsored by the borrower’s
employer (oragent) evidenced by a copy of the relocation agreementand/orother
documentation detailing the nature and amount of the employer’s contribution

The employer’s contributionis equalto at least 3% of the new loanamount andis
used forclosing costs (on property being purchased and/orsold), discount points,
below-market bridge-loan financing, ongoing subsidy payments related to cost
differences, moving expenses, or other expenses related to the relocation.

3.4.5 Construction to Permanent

Constructionto Permanentloans must meet the eligibility requirements described in this
sectionandinthe applicable eligibility matrix contained within this manual.

National Ml will insure one-time closeloans and two-time close loans as follows:

One-time close eligible —the interim construction financingand the permanentend
loan financing are combinedinto asingle closing (no second closing needed because
the original documents from the single closing specify the terms of the permanent
financing). The lender may electto activate coverage at closing so that the coverage
includes the construction phase, orelectto activate coverage upon completion of the
property and forego coverage during the construction phase.

Two-time close eligible - defined as a construction loan that upon property
completion (following construction period where lender manages
draws/disbursements)is replaced by apermanentendloan evidenced by anew note
signed by the borrowers and originated viaasecond closingin which the construction
loanis replaced with the new permanentloan. The lender that provides the
permanentfinancing may be differentfrom the lender that providesthe interim
construction financing. Inthe two-timeclose scenario, the loan should be submitted
as a refinance and not as Construction to Permanent.

Cash outis not permitted foreither one-time ortwo-time closeloans. Cash to the
borrowerat closingthatis reimbursement fordocumented borrower-paid
construction expensesis not considered cash out.

Transactions where the borrower uses the construction financing to a) both purchase
the lot and finance construction of the property (“purchase” as defined by the GSEs)
or b) only finance construction of the property when title to the lotis owned prior to
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the application for construction financing (“limited cash-out” or “no cash out” as
defined by the GSEs) are permitted as one-time ortwo-time close loans.

One-time Close Constructionto Permanent LTV should be calculated as follows:

Lot acquired after date of constructionloan application, then use lesser of
» As completed appraised valueor

» Purchase price (lotsales price plus sum of the construction costs)

» If lot was gifted or otherwise obtained via means other than purchase
after the date of the construction loan application, use the current
appraised value of the lot

Lot acquired priorto the date of the constructionloan application, then use the
as-completed appraised value

The value of a lotobtainedviagift orinheritance does not counttoward borrower
contribution requirements described in the applicable eligibility matrix

Note: Construction to Permanent commitments require that borrower documents be
currentat time of commitmentapproval (referto Section 3.11 Age of Documentation).

If the appraisal becomes more than 12 months old, a new appraisal is required.

Commitments are as follows:
1. One-time Close: 12 months

2. Guidelinesand pricingin effectatthe time of the commitment willbe honored
duringthe commitment period (even if the guidelines and/or pricing change)
provided the terms of the loan/insurance do not change. Proposed change s to
existing commitments alterthe risk profile of the commitment and must be re -
approved as described below.

3. For Constructionto Permanent One-time Close 12 month commitments, the only
supporting documentation that must be updated if the Commitmentis activated
more than 120 daysfromthe original commitment date is:

a. Verbal VOE. If the verbal VOEreveals that the borrower has changed
employment from what was initially disclosed and verified, then updated loan
application, employment and income documentation from the borroweris
required, and the mortgage insurance must be re-underwritten takinginto
consideration changesto any of the updatedinformation.

b. Recertification of Value. If the recertification of value shows the currentvalue is
lower, anew appraisal isrequired and the borrower must qualify (using
guidelines and pricingin effect at original commitment) at the new higherLTV.

c. Paymenthistory onthe subject propertyloanshowingzero 30-day ormore
delinquencies during the construction phase.
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If an extensionis needed, National MI may require an updated application, income/asset
documentation, borrower creditinformation, and appraisal. Extensions are subject to
National Ml guidelines and pricingin effectat the time the extension request occurs.

Changes to existing commitments alter the risk profile of the commitment. Consequently,
changesrequire re-approvaland will be evaluated according to National Ml guidelinesin
effectatthe time of the change. For qualifying borrowers, anew commitment will be

issued reflectingthe changes. The timeframe (12 months) starts again from the date of
the new commitment.

MI coverage may be activated as follows:

One-time Close: On either the date of the interim construction loan closing or

conversion or modification toa permanentloan provided the following requirements

are met:

» The loan must be current at the time of Ml activation

» Ifthe loanis activated at conversion or modification to a permanentloan following
completion of construction, no 30-day or more delinquencies during the
constructionloan are allowed

» Priorto finalizing claim payment, the lender must document that the subject
property andits improvements have been completed to standards consistent with
the original valuation (evidenced by appraiser’s final inspection and occupancy
permitfrom the appropriate jurisdiction)

3.4.6 Home Renovation (Improvement)

Renovation loans are either purchase orlimited cash out (rate and term) refinance loans
that include funds forthe borrower covering costs of repairs, remodeling, renovations
and/orenergy improvements (condo/co-op work must be limited to the interior). Loan
proceeds must be fully dispersed at closinginto an escrow or similaraccount, and the
lender mustinsure the improvements are completed. Loans with draw features or where
interestischargedonlyasthe funds are dispersed are noteligibleas renovation loans and

must be underwritten in accordance with construction-to-permanent requirements. The
improvements must be permanently affixed to and add value to the real property.

National Ml will insure renovation loans that satisfy the following requirements:
e Single family primary residence

e Borrowersareindividuals

e LTViscalculatedbasedonan “as completed” appraised value

e Cost of renovation may notexceed 50% of the “as completed” appraisedvalue. If the
existing structure will be completely torn down and replaced by anew structure, the
loanis noteligibleasa renovationloan (evenif the costislessthan 50% of the “as
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completedvalue) and the loan must be approved as construction-to-permanent

Standard 120 commitments apply and standard Age of Documentation requirements
(containedin Section 3.11) must be satisfied. Guidelinesand pricingin effectatthe
time of the commitment will be honored during the commitment period (even if the
guidelinesand/or pricing change) provided the terms of the loan/insurance do not
change. Proposed changes to existing commitments alterthe risk profile of the
commitmentand must be re-approved.

Insurance must be activated at closing

Renovation work must be completed nolaterthan 12 months from the date the
mortgage is closed

Priorto finalizing claim payment, the lender must documentthat the subject property
and itsimprovements have been completed to standards consistent with the original
valuation (evidenced by appraiser’s final inspection and occupancy permit (when
applicable) from the appropriate jurisdiction)

Lenders mustfollow GSE requirements with respect to the following:

o Expensesthat may be considered part of the renovation costs
o Plansand specifications

o Contractor requirements

o EnergyReportrequirements

o Escrows for mortgage payments during the renovation phase
o Contingency Reserves

o Renovation Escrow Account

o Completion Documentation (certificate of completion, title update, lien releases,
etc.)

o Energylmprovementlimits and requirements

.7 Affordable Lending

3.4.7.1 General Requirements

National MI’s Non-AUS (Manual Underwriting) affordable guidelines are applicable
to both Housing Finance Agency (HFA) and non-HFA loan programs so long as the
individualloans meet National Ml’s guidelines described in the applicable eligibility
matrix and this section of the manual:

One-unit (detached, attached, condos and coops) and two-unit properties are
eligible.
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Borrowers must meet GSE affordable lending eligibility requirements and

income limitations (and applicable HFA requirements (if any) that may be more

restrictive than GSErequirements). Thisappliestoall borrowers (e.g., evenif

theloanis originatedin accordance with anon-GSE portfolio program).

First-time Home Buyers must complete GSE-eligible pre-purchase homebuyer

education required by National MI. All borrowers mustalso comply with other

educational requirements (ifany) perapplicable GSEand/or HFA

requirements.

Fixed rate loans and adjustable rate loans with aninitial fixed term of 3 years

or more are permitted. ARMLTVs may be limited based on the length of the

initial fixed period —referto the eligibility matrix for details.

Second liens that meet Fannie Mae Community Second or Freddie Mac

Affordable Second guidelines are permitted. Referto the eligibility matrix for

the maximum LTV and CLTV.

Financed Ml must meetthe following requirements:

» 1-Unit: The LTV and CLTV including any financed MI must adhere to
National MI LTV and CLTV limits

» 2-4 Units: Not permitted

3.4.7.2 Reserves
National Ml Non-AUS (Manual Underwriting) Affordable Lending reserve
requirements are as follows:

1 Unit:

» 0 Months: Rate/Term refinance with lower payments
» 2 Months: Purchase and all other refinances

2-Units:

» 2 Months: Rate/Term refinance with lower payments
» 3 Months: Purchase and all other refinances

3-4 Units: 6 months

3.4.7.3 Borrower Contributions

Borrowers approved in accordance with National MI’s Non-AUS Affordable Lending
guidelines must meet borrower contribution requirements. Occupantborrowers
must contribute a minimum 3% from theirown funds unless they qualify for the
Affordable Gift Feature described in 3.4.7.4. Contributions must be verified and be
from sources that qualify as borrower contributionsin accordance with GSE
requirements.

3.4.7.4 Gifts, Grants and the Affordable Gift Feature

National MI’s Non-AUS Affordable Lending guidelines permit gifts and grants froma
GSE eligiblesource, butthese amounts do not count toward the minimum
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borrower contributions orreserves requirements unless the gifts/grants are eligible
underthe Affordable Gift Feature described below.

Affordable Gift Feature

This feature is available only to borrowers who qualify under National MI’s Non
AUS Affordable Lending guidelines (referto the Affordable Lending Matrix in
Section 3.13). Giftsand grants may be usedto satisfy some or all of the required
borrower contributions and reservesif all of the following requirements are met:

Grantor/Giftor Eligibility

» Parent, Grandparent, Sibling, or Spouse (biological, adoptive, step,
marriage, fiancé’, domestic partner)

» Church, employer, non-profit or municipality (provided in lieu of
forgivable 2" liens or the equivalent)

» Donor may not be affiliated with an interested party in the transaction

» Documented per GSE requirements

Recipient Eligibility
» Does not own other residential property

» No prior bankruptcy, deed-in-lieu, foreclosure or short sale

Loan Eligibility
» Purchase 1 Unit only
» No subordinate financing
» All borrowers must occupy the property
» FICO and DTI is:
e LTV <=95%: >=700 and <= 41%
o LTV >95%: >=720 and <=41%

3.4.8 Special Programs

3.4.8.1 Maedical Professional Program

This program is applicable to borrowers actively practicingin theirfield in one of
the following professions:

= Medical (maybeininternship orresident phase)
= Dental (maybeininternshiporresidentphase)
= QOphthalmologists (may be ininternship orresident phase)

Qualifying medical professionals must also satisfy the following eligibility
requirements:

= QOccupancy: PrimaryResidence
= Purpose: Purchase orrate/termrefinance
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= Property Type: 1 Unitsingle family orwarrantable condo/co-op
= Maximum DTI: 45%
=  Loan Amount, LTV, FICO and Reserves

Max Loan

Amount LTV FICO Reserves
S417K 97% 700 2 months
S650K 95% 700 2 months
S850K 90% 700 6 months
$1,000K 90% 720 6 months

= StudentLoan PaymentHistory: No30DPD permitted ever
= Products: Limited to Fixed Rate or ARMs with minimumiinitial fixed term of 3
years
=  Minimum Occupant Borrower Contributions:
»  97% LTV: Minimum 3% from borrower’s own funds
»  95% LTV: Minimum 5% from borrower’s own funds
= Non-Occupant Co-borrowers: Not considered when determining qualifying DTI
= Secondary Financing: Not permitted
= LimitedtoRetail originated loans submitted for Ml by the originatinglender
= Lendermusttrack and monitorloansand provide reportsto NMI upon request

Monthly payments on studentloans may be excluded from the debt calculation
provided that borrower provides either:
= Aletterfromstudentloanservicer confirmingthatstudentloan payments
were approved fora minimum of 12 months of deferment from the date of the
mortgage loan application date ora letter fromthe employerverifyingthe
residency willcontinueforaminimum of 6 months (both from the application
date) or
=  Borrower provides evidencethatthe medical professional’s employeris
making the studentloan payments on the borrower’s behalfas evidenced by
an employment contract or otherwritten documentation indicating the
amountand duration of the payments approved forthe borrowerand that
those payments will continue foraminimum of 3 years
= Note: Perexistingguidelines (3.5.1.8 —Employment Offers and Compensation
Increases), new employmentand/or pay increases may be used for qualifying
providedthey are to occur within 90 days of loan closing (referto the
TrueGuide for details)
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3.5 Underwriting the Borrower

3.5.1

EFFECTIVE: 11.7.2016

Income Documentation and Calculations

3.5.1.1 General and Form 4506 Requirements

This section of the guidelines describes minimumincome documentation
requirements. Insured originators should require additional documentation at their
discretion when necessary to verify income.

Qualifyingincomeshould reasonably be expected to continue fora minimum of
three years. Income thatis not expectedto continue foraminimum of three years
will not be considered. The documentation required to determine the amount of
income that can be relied upon varies according to the income type and
materiality, the applicant’s ownership interestin the income source, and other
factors described in the guideline sections that follow. The requirements described
for each type of income within Section 3.5.1 of the TrueGuide and the applicable
GSEs requirements must be satisfied.

Originators do not need to documenta 3-year continuance for the following types
of income:

Automobileallowance

Base salary

Bonus, overtime, commission ortipincome

Corporate retirementorpension

Long-term disability

Fostercare income

Interestand dividend income unless evidence exists the related assets will be
depleted

Military income

Part time, second job, orseasonal income
Rentalincome

Self-employedincome

Social security, VA, or other governmental retirement orannuity

Income Stability

Income trendingis a relevant consideration for borrowers with variable orself-
employmentincome. If the trend is stable or increasing, the calculated income
(as described by detailed incometype within section 3.5.1) should be utilized. If the
income was declining but has since stabilized, the lower currentlevel should be
used. If the income continues to decline, but may not be stable, furtheranalysis
must be conducted to documentthe appropriate income, if any, to utilize.
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Gross Up
Income thatis verified to be nontaxable, with a tax-exemptstatus thatis likely to
continue, may be adjusted up byaddingan amount equivalentto 25% of the income.

Form 4506

A complete andsigned IRS Form 4506-T is required from each borrower. The tax

information must be obtained and evaluated inthe underwriting to

supplement/confirm standard income documentation when:
Self-employmentincomeis necessary toincludeinthe qualifyingincome or

The lender hasobtainedthe transcripts prior to submitting the file to National Ml

Definition of “Last Year” (i.e., Most Recent Year)

In the following subsections of Section 3.5.1, the terms “last years” or “last
2 years” are used to describe income documentation requirements. Early
in a new year, precisely what “last year” means may be uncertain. Last
Year (i.e., most recent year) means the following for purposes of income
documentation:
= W-2s
o |If the loan application is dated prior to 2/1 of the current year, and
income verification documentation is current and not expired at the
time of underwriting, the W-2 from the prior year is preferred but
not required (e.g., Ml Underwriting on 3/1/16 for an application
dated 1/1/16, then the W-2 for 2014 may be accepted as “last

years” W-2 (inlieu of the 2015 W-2), and the W-2s for 2013 and
2014 may be accepted as the last 2-years (in lieu of 2014 and 2015).

o If the loan application is dated on or after 2/1 of the current year,
then the W-2 from the prior year is required (e.g., Ml underwriting
on 3/1/16 for an application dated 2/2/16, then “lastyears” W-2 is
the W-2 for 2015, and the last 2 years W-2s are those for 2014 and

2015.
=  Tax Returns

o The most recent years (or lastyears) tax return is defined as the
last return scheduled to be filed with the Internal Revenue Service
(e.g., on 4/15/16 the 2015 returns become the most recent year
for new applications). National Ml defers to GSE requirements
with respect to this document, so additional details can be found in

the applicable GSE’s guidelines.

3.5.1.2 Alimony or Child Support
Alimony and Child Support Received
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A copy of the final courtapproved Divorce Decree (separation agreement or
otherwritten agreement/court decree) containing the amountand duration.
The income must continue fora minimum of 3 years (check for limitations on
duration such as the ages of children)

Evidence of regularreceipt forthe last 6 months (inconsistent or sporadic
payments may notbe included asincome)

Calculation

» Utilize the current payment amount

Alimony and Child Support Paid

Alimony paidis considered adebt (refertosection 3.5.5.1)

Child support paidis considered adebt (referto section 3.5.5.1)

3.5.1.3 Auto Allowance

Requiresatwo-yearhistory

Utilize auto allowance amount from current paystub and related expenses

reported onthe applicable forms described below

Calculation- Use either of the following options

» Cash Flow Approach: If the borrower reports the allowance on IRS Form
1040 Schedule C or IRS Form 2106, add amounts in excess of monthly
expendituresto income or add expensesin excess of the monthly
allowance to monthly obligations

» Income and Debt Approach: If the borrower does not report the
allowance on either Schedule C or Form 2106, include the allowance in
income and the auto loan/lease payments in monthly obligations

3.5.1.4 Bonusor Overtime

Minimum of mostrecent paystub with year-to-date information representing a
minimum of 30 days AND

Last 2 years W-2s

Note: Last 2 yearssigned federaltax returns may be substituted forthe above
Calculation

» Develop a 2 year average of the income.

3.5.1.5 Capital Gains

Capital Gains are often one-time events that are not expected to continue for
3 or more years. These types of capital gains are not an eligibleincome source.

Income from capital gains that meetsall of the following requirements may be
considered:

» Copy of two years signed personal tax returns obtained AND
» Documentation is obtained showing the borrower has sufficientassets to
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generate similar income over the next 3 years
» Calculation

o Utilize the two-year average amount

3.5.1.6 Commission

Commission <25% of Borrower’s total annual employmentincome
Minimum of most recent paystub with year-to-date information representing a
minimum of 30 days AND
EitherA) Last 2 years W-2s or B) Last 2 years tax returns

» Develop a 2 year average of the income.

Commission >=25% of Borrower’s total annual employmentincome

Last 2 yearssigned federal tax returns and either

» 1 month most recent paystub with YTD earnings for 30 days and last 2
years W-2s OR

» Written VOE
Calculation

» Develop a 2 year average of the income.

3.5.1.7 Disability
This policy section does notapply totemporary leaves (see 3.5.1.28).

Copy of award letter or current disability statement

If amount and durationis not disclosed in awards letter, a copy of the disability
policy may be required

If the benefits have adefined expiration date (not long-term disability), verify
that the remainingtermis at least 3 years from the date of the mortgage
application.

Calculation

» If higher short-term disability payment will fall to lower long-term
payment during the next 3 years, use the lower long-term payment for
qualifying purposes. Otherwise use the current payment. If disability
income will not continue for 3 years, it cannot be included in income.

3.5.1.8 Employment Offers and Compensation Increases

Employment offersand compensation increases may only be utilizedifall of the
followingrequirementsare met:

» Offer/Increase (amount and effective date)is documented by an
employmentcontract signed by both the borrower and the employer or
otherwise well documented

» The employmentand income is in the same line of work and/or
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consistent with education (new graduates) and is reasonable given the
borrower’s circumstances and information contained in the loan file

» Additional reserves are verified to enable the borrower to make the
mortgage payment during the pre-job/pre-increase period

» Eligible source is base pay (salary, hourly, social security, etc.) — variable
pay (commission, overtime, bonus, etc.) or self-employmentincome
requires a history and new offers or increases cannot be considered

» The borrower’s firstday of employmentorthe date of theincrease is within 90
days of closing
Calculation: Use the offer orincreased amount

3.5.1.9 Foreign Income
Include foreignincomethatisreported onthe U.S. individual tax returns only

» Verify that the foreign income will continue for at least 3 years from the
date of the application

3.5.1.10 Foster Care
Borrowers must have a 24 month history of foster care income (12 months if
the income does not exceed 30% of qualifyingincome)

Letters from organization providingincome OR copies of deposit slips or bank
statements confirming regular deposit of the payments OR

Copy of two years personal tax returns
Calculation
» Utilize current payment amounts

3.5.1.11 Hourly
Referto “Salaried/Hourly” section

3.5.1.12 Interest and Dividend

May be used as income if received forthe last 2 years and borrower must have
assets used to generate thisincome (subtracting any funds utilized to close)

Copy of two years personal tax returns
Ifinterest and dividend income is greaterthan 25% of the applicants total

income, sufficient remaining asset balances must be verified via copies of
current statements or other documentation

Calculation

» Develop a 2 year average of the income from the 1040’s.

3.5.1.13 Military

Military personnel may be eligible for pay in addition to their base pay. These
additional sources (hazard, housing, clothing allowance, etc.) are acceptable
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providedtheyare documented.
VOE or Leave and Earnings Statement (LES Statement)
Calculation

» Use sum of Base, Basic Housing Allowance (BAH), and Basic Allowance for
Subsistence (BAS) and other documented amounts from current LES
statement or VOE

3.5.1.14 Note Receivable

Copy of note includingamount, frequency, and term of at least 3 years from
the date of the mortgage application AND

Documentregularreceipt ofincome forthe past 12 months as verified by
consistent deposits into the borrower’s bank account or copies of signed
1040’s

Calculation
» Use current amount as specified by the note

3.5.1.15 Overtime

See “Bonusor Overtime” section

3.5.1.16 Part-Time or Secondary:
Minimum 24 month total history (multiple employers)

Minimum of most recent paystub with year-to-date information representing a
minimum of 30 days AND

Last 2 years W-2s

Note: Last 2 years signed federaltax returns may be substituted for the above
Calculation

» Develop a 2 year average of the income.

3.5.1.17 Public Assistance (Including Housing Choice Voucher — Section 8)

Letters or exhibits from paying agency statingamount, frequency, and
duration of benefit payments (can be expected to continue fora minimum
three years) AND

Documentat 2 year history of income from publicassistance (not required for
Section 8)

Calculation

» Use current amount

3.5.1.18 Rental

Rental Property Other Than Subject Property
Ifthe borrower has a history of renting the property extending back into the
lasttax filingyear:
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» Copy of most recent year of signed federal personal tax return with
Schedule E including the rental property
» Calculation: Utilize pre-income tax cash flow

If the borrower does not have a history of renting the property, orthe
borrower’s history does not extend back into the last tax filing year:

» Obtain rent from lease agreement or

» If there is no lease agreement, rental income cannot be counted unless
an appraisal of the rental property is obtained with a market rent
analysis from the appraiser

» Calculation: Estimate cashflow using75% of gross rent lessPITland HOAdues

e If resulting income is positive, add to income. If result is loss, add to
debt payments.

Subject Property is Rental Property
If the borrower has a history of renting the property extending back into the
lasttax filing year (refinance transaction):
» Copy of most recent year of signed federal personal tax return with
Schedule E including the rental property
» Calculation: Utilize pre-income tax cash flow
If the borrower does not have a history of renting the property (purchase
transaction), orthe borrower’s history does not extend back into the last tax
filingyear:
» Obtain appraisal including market rent analysis and
» Obtain subject property lease agreement
e Copy of lease not required for purchase loan

e Copy of lease required for prior purchase unlessthe owner can
document that the property was not leased during a period of
renovation or improvement

» Calculation: Estimate cash flow using 75% of grossrentlessPITIand HOA dues.
When both the appraisal market rent analysis andthelease are required or
present,the lower of thetwo must be used inthe above calculation.

e If resulting income is positive, add to income. If result is loss, add to
debt payments.

3.5.1.19 Retirement Asset Liquidation (Fund Income)

Monthly retirementincomedistributions from 401(K), IRA, or Keogh accounts must
meetthe followingcriteria:

Borrower must have unrestricted access without penalty to the funds
Remaining balances must be adjusted to considera maximum of 70% of the
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value of stock, bonds, and mutual funds (if any)
Calculation

» Monthly income equals adjusted balance divided by 360 months
(regardless of loan term)

3.5.1.20 Retirement, Government Annuity, and Pension
Copies of retirement award letters or current statements OR
1040’s showingretirementincome OR
1099 forms OR
Copiesof borrower’s2most recent bank statements showing deposits
Calculation
» Use the current amount

3.5.1.21 Reverse Mortgage Income

Reverse mortgages may be used as source of income provided all of the
following requirements are satisfied:

» Borrower must provide a copy of the reverse mortgage agreement to
validate the ongoing nature of the income

» Term of the new Ml insured loan cannot exceed the term of the reverse mortgage
» Line of credit or lump sum reverse mortgages are not eligible

Calculation
» The reverse mortgage payment should not be considered in the

applicant’s DTl calculation. Income may be used if it meets the above
requirements.

3.5.1.22 Royalty Payments
Minimum 24 month history required
Two-yearssigned federal tax returnsincluding Schedule E

Documentthat payments will continue foraminimum of 3 years at levels
equal tothe calculated 2-yearaverage

» Calculation: Use current amount

If documentation showing continuing payments as described above cannotbe
obtained:

» Calculation: Use 70% of the current 2-year average amount or
» Calculation: Utilize a 4-year average amount based on a documented 4-
year history

3.5.1.23 Salaried/Hourly

Minimum of most recent paystub with year-to-date information representing a
minimum of 30 days
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Last 2 years W-2s

Applicant must be currently employed at the employer listed on the paystub.
Referto3.5.1.8 fornew employment offers and compensation increases
Note: Awritten VOE may be substituted forthe above

Calculation

» Use the base salary (semi-monthly, bi-weekly, or hourly rate as
supported by YTD) from current paystub. Examples:

e Semi-monthly: Semi-monthlyamountmultiplied by 2 equals monthly income

o Bi-weekly: Bi-weekly amount multiplied by 26 divided by 12 equals
monthly income

3.5.1.24 Seasonal
Minimum 24 month total history (multiple employers)
Documentation from employersisrequired that:
» Describes the nature of the seasonal employmentwork and
» States that there is a reasonable chance of re-employment
Minimum of most recent paystub with year-to-date information representing a
minimum of 30 days AND
Last 2 years W-2s
Note: Last 2 years signed federal tax returns may be substituted forthe above
Calculation
» Develop a 2 year average of the income

» Refer also to unemployment benefits

3.5.1.25 Secondary Employment (Second Job)
Referto “Part-Time or Secondary” section

3.5.1.26 Self-Employment

Qualifying Income — General Requirements

Self-employmentincomethat reasonably can be expected to be distributed to the
borrower (oris in possession of the borrower, e.g., Schedule Cincome) and can
reasonably be expected to continue forat leastthe next three years may be
includedin qualifyingincome. Areasonable expectation requiresadocumented
history of receipt (typically 2years) and an analysis assessing the stability of
businessincome and the ability of the business to continue to generate income
consistent with the distributions used for qualifying purposes. The documentation
and level of analysis required to determine the amount of income that can be
relied uponvaries according to the income type and materiality, the applicant’s
ownershipinterestinthe income source, and otherfactors described in this
section. The requirements described for self-employmentincome within the
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TrueGuide and the applicable GSEs requirements must be satisfied.

Documentation of Income History

Copy of two years signed personal tax returns (see also “Definition of ‘Last

Year’ (i.e., Most Recent Year) insection 3.5.1.1) INCLUDING

All schedulesincludingK-1's (if applicable) AND

Two years Business tax returns (if applicable)

Notes

= Unlessthereissomethingtothe contraryinthe documentation, borrowers
are presumed to have ongoingaccess to businessincome and need not
provide partnership agreements or corporate resolutions to evidence
ongoingaccess.

=  Complete andlegible IRS-issued tax transcripts may be usedin lieu of
personal and/orbusiness tax returns

In the following circumstances, lesser documentation may be accepted:

Businessreturns may be waived if two years of personal returns are provided
and applicable (ifany) GSE requirements permitting waiver are satisfied

Only one year of personal and business returns may be provided if consistent
withthe GSE AUS approval and provided thatapplicable (if any) GSE
requirements permitting waiver are satisfied

If the borrower previously worked in a similar occupation (same
products/services and/or similar responsibilities) as supported by the most
recenttax returns showingincome fromasimilaroccupation inan amountat
the same or greaterlevel than usedin qualifying; then a 12-24 month history
may be consideredinlieuof a2 year history

If the qualifying borrower’sincome excludes self-employmentincome entirely,
and thereisa co-borrowerthatis self-employed that will not be used for
qualifying, then National Ml does not require that the co-borrower’s self-
employmentincome be documented oranalyzed. Note thatthe GSEs may
require aminimum level of documentation and if there isa meaningful loss,
additional documentation and an analysis of personal and business tax retums.

Less Than 25% Ownership — Schedule K-1Income

The general requirements described above apply even though thisincomeis not
considered self-employment (because of the borrowers’ lower ownership interest).
If the Schedule K-1reflects adocumented, stable history of receiving cash
distributions of income consistent with the qualifying K-1businessincome, then no
further documentation oranalysis of businessincome is required. If the Schedule
K-1doesnotreflectthe above, then the business must be analyzed to confirm
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sufficient liquidity to support ongoing withdrawals of income consistent with the
amountused for qualifying.

Greater Than 25% Ownership —Schedule K-1 Income
Anyindividualwho hasa 25% or greaterownershipinterestinabusinessis
consideredto be self-employed.

A written analysis of the borrower’s personal tax returns must be completed to
determine stableand continuing qualifying self-employmentincome. However, if
the borroweris qualified using onlyincome thatis not derived from self-
employmentand the self-employmentis secondary and a separate source of
income, theninthis case a written analysis of self-employmentincomeis not
required.

A written analysis of the borrower’s businessincomeisalsorequired if self -
employmentincome is used for qualifying purposes. The analysis should confirm
that the business has sufficient liquidity to support ongoing withdrawals of income
consistent with the amountused for qualifying. A2 year average income should be

calculated. Trendsshould be evaluated and considered in accordance with the
Income Stability requirementsin section 3.5.1.1 of these guidelines.

If assets from the businessratherthan personal assets are being used for the down
payment, closing costs orreserves, then acash flow analysis must be completed to

assess the impactand confirmit will notaffect the ability of the businesstoearn
income consistent with the borrower’s qualifyingincome.

Calculation of Qualifying Income
» Develop a 2 year average of the income.

» Referto Fannie Mae or Freddie Mac requirements for details on
underwriting self-employed borrowers.

3.5.1.27 Social Security
Copy of the award letter OR
Social Security Benefit Statement OR
Copy of the most recent check or bank statementreflecting receipt OR
Last year’s 1040’s showing amount of Social Security received forthe year
Calculation

» Use current amount from documentation. Referto 3.5.1.1 for guidelines
regarding gross up of non-taxable income.

3.5.1.28 Temporary Leave

Temporary leavesinclude maternity or parental leave, short-term medical
disability, orothertemporary leave types that are acceptable by law orthe
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employer

A borrowerontemporaryleave is considered employed
In orderfor income to be counted, the borrower must provide:

» Written confirmation of his or her intent to return to work on a specific
date and

» Confirmation of the agreed upon date of return evidenced by written
documentation from the employeror employer designee (if a third party
manages leave for the employer).

Whenthe borrowerdocuments returntowork will occuron or before the first

mortgage paymentdue date, documented pre-leaveincome should be used or

the borrower’s verified post leaveincome if different.

If the borrowerwill not returnto work by the first payment due date, the

lesser of the following must be used:

» Documented pre-leave income or the borrower’s verified post leave
income if different

» Documented temporary leave income. If neededto qualify, an additional
amount may be added to temporary leave income for qualifying purposes
—the addition is from verified liquid assets available to pay short-term
living expenses. The additional amount is calculated by dividingthe
borrower’s verified liquid assets (minus any funds neededto close and
required reserves) by the number of months the liquid assets will be used
to supplementincome.

e The number of months should be the sum of the months beginning
with the month in which the first paymentis due and ending with the
month which the borrower returns to work. For example, if the first
payment will be due January 1st, and the borrower will return to work
on April 15, the number of monthsis 4 in the above calculation.

e Liquid assets include cash and other assets that are easily converted to
cash by the borrowers. They include:

Checking or savings accounts

Investments in stocks, bonds, mutual funds, certificates of deposit,
money market funds and trust accounts (excluding those in
retirement/tax deferred accounts)

If tax deferred retirement/IRA/401k/etc. funds will be used, the
amount utilized in the calculation should be net of estimated income
taxes (based on the borrower’s income level) and estimated

penaltiesfor early withdrawal (if applicable). Note: If a loan secured
by these assets is obtained to generate liquid assets, the

corresponding payment must be included in the qualifyingratios.
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Cash value of fully vested life insurance
Calculation

» Use Regular employmentincome or temporary income as described
above

3.5.1.29 Tips

Minimum of most recent paystub with year-to-date information representing a
minimum of 30 days AND

Two-years W-2form
Note: Awritten VOE may be substituted forthe above
Calculation

» Use a two-year average

3.5.1.30 Trust

Trust Agreement containing the amount of disbursement, frequency and
duration of payments. Verify that the trust income will continue for at least
3 yearsfrom the date of the application AND

Signed two years 1040’s if the above does not establish prioramounts
Calculation

» Use current amount listed in trust agreement or average if not specified

3.5.1.31 Unemployment Benefits

Unemployment benefits such as those received by seasonal workers may be

considered stable income if properly documented as received forthe last 2 years
and likely to continue.

Signed copy of two years personal tax returns
Calculation:

» Develop a 2 year average of the unemploymentbenefitfrom the 1040’s

3.5.1.32 VA Benefits

A copy of the award letter or documentation of receipt of benefits

Documentation mustevidence the incomeis expected to continue fora
minimum of 3 years

Calculation

» Use current amount

3.5.1.33 Mortgage Credit Certificate (MCC)

A copy of the MCC award (purchase) or written confirmation (reissue
certificate) from the MCC provider evidencing that the MCC will remainin
place (refinance)

Calculation
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» Addthe maximum MCC benefit (loan amount times note rate divided by
12) to the qualifyingincome (notadeduction to the mortgage payment)

3.5.1.34 Ineligible Sources of Income
Income types described above that cannot be documented in accordance
with National’s requirements
Accessory UnitIncome (A single family ortwo-unit property with an accessory
unitisan eligible property type if it meets the requirementsin 3.6.1.9, but the
income from the rental of the accessory unitisineligible (cannot be counted))
Boarder income (typicallyincome from rentingabedroomina single family
residence)
Expense account payments (reimbursement of out-of-pocket work related
expensesisnotincome)
Future income notyetbeingreceived and documented unless it satisfies the
requirementsin3.5.1.8
Mortgage Differential Payments (employersubsidy related to the difference
betweenthe employee’s present and proposed mortgage payment)
Retained earnings (when a self-employed borrower receivesincome paid out
of retained earnings thatis substantially in excess of the earning capability of
the business (from prioryears) ratherthan the business’ current period
income, thisis not sustainable indefinitely and cannot be expected to continue
for 3 or more years)
Second Home rental income
Trailing Co-borrower (in arelocation scenario,income earned from a non-
relocated co-borrower (followingor “trailing” the borrowerwho hasthe newjob
related totherelocation) thatisstillworkingin the prior location inajob that will
be abandoned (income cannotbe expectedto continuefor 3 or more years))
Unreportedincome documented by bank statements or otheralternative
documentation

Unverifiable sources (when documentationis requiredand cannot be provided)
VA educational benefits (notincome but reimbursement for expenses)

3.5.1.35 Unreimbursed Business Expenses

Employeeswho pay out of their own pocket (unreimbursed) ordinary and
necessary business expenses must file IRS Form 2106 to deductthose expenses
fromtheirincome. Unreimbursed business expenses must be deducted from
qualifyingincome (both commission and non-commission). Actual vehicle business
expenses from Form 2106 should be includedinthe unreimbursed business
expenses. Vehicledepreciation should be excluded from unreimbursed business
expenses.
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3.5.1.36 Other Eligible Income

®  Marijuana - cultivation, distribution and sale: This activityis not permitted
accordingto federal law, but may be permitted in some states. The conflicting
legal status raises questions about continuity. Onlyinstates where the activity
islegal, salary and hourlyincome (and related bonus, commission and
overtime income) earned by borrowers employed in thisindustryis
eligible. Bonusand commissionincome is eligibleonlyif thereisal-year
history inthe marijuanaindustry and a total history of 2 or more consecutive
yearsincluding prioremployment. Self-employmentincome is not
eligible. Referto Sections 3.5.1.23 (Salaried/Hourly), 3.5.1.4 (Bonus or
Overtime) and 3.5.1.6 (Commission) for documentation and calculation
requirements.

3.5.2 Verbal Verification of Employment

Income must be verbally verified within 10 days and 30 days of the note date for
employment (including Military) and self-employmentincomerespectively.

The phone numberusedtoverify employmentincome should be obtained independently
and the conversation should be documented (including source of number, date of
verification, name/title of person confirmingemployment, and name/title of person
completingverification). A third party vendor such as the Work Numberis an acceptable
source of verification.

A written verification may be substituted for the verbal one if the employer does not
complete verifications by phone and the same informationis captured. For military
personnel, verification through the Defense Manpower Data Centeror Leave and Earnings
Statement dated no more than 120 days priorto the note date may be substituted.

The existence of businesses that are the source of self-employmentincome must be
verified within 120 days of the note date viaa phone listing (telephone book, directory
assistance, internet) orthird party (licensing bureau, regulatory agency, CPA, etc.). The
source of the information and name/title of person completing the verification should be
documentedinthefile.

3.5.3 Asset Documentation and Calculations

Fundsrequiredto close the loan (down payment, closing costs, pre-paids) and forreserves
must meet National MI’s requirements.

Funds sufficientto meet National MI’s minimum borrower contribution requirements are
requiredto be fromthe borrower’s own funds. The remaining funds may come from
additional eligible sources. Certain assets may not be considered (are ineligible) for
purposes of mortgage insurance underwritingand approval.
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3.5.3.1 Source of Minimum Borrower Contributions (Borrower’'s Own Funds)

Minimum required borrower contributions are documented on the applicable
producteligibility matrix. Eligible funds must be underthe ownership and control
of the borrower fora minimum of 90 days prior to the loan application. Large
depositsorcumulative large deposits (exceeding 25% of monthlyincome)
identified on an asset statement must be investigated if they are not related to

normal transaction activity (payroll deposits, rental income deposits, social security
deposits, etc.). The source of these deposits must be documented. Large deposits

from sources that do not meetthe requirements forthe minimum borrower
contribution cannotbe used to meetthe requirement.

The following are acceptable sources of the borrower’s own funds:

Bridge loans provided a) the bridge loanis not cross-collateralized against the
subject property and b) borrower qualifies including mortgage payments on
the current home (PITIA and Bridge loan payments)

Business assets provided the borrower owns a majority of the business and
removal of the assets will notimpairthe ability of the business to continue
operating. Asset balances must be verified by depository or otherasset
statements (as described below). Business viability must be evaluated using 2
years business tax returns and balance sheets.

Depository balances (checking, savings, CDs, etc.) verified viaaVOD (with 2
month history) or2 months bank statements. If the lenderis also the
depository foraborrower’s account, the lender may verify funds usinga
printout or otheralternative verification produced directly from the lender’s
system.

Earnest Money Deposit —the source need not be verified if sufficient
borrower contributions and fundsto close are verified separately

Individual Development Account: Some nonprofit agencies willmatch the
fundsa borrowerregularly depositsinto asavings account that has been
designated as an account that is used solely forthe accumulation of funds to
purchase a home. Such accounts are referred to asindividual development
accounts, or IDAs. Sometimesthe nonprofitagencies require the borrowerto
repay the funds, and sometimesthey do not. Sometimes, when repaymentis
required, alienisfiled and the obligation therefore becomesajuniorlien.

Fundsthat the borrowerdepositedintoan IDA may be usedto meetthe
borrower’s minimum contribution provided all of the following requirements
are met:

» A statement segregating borrower contributions and matching funds
(with vesting) is obtained. If the borrower contributions cannot be
segregated, the funds cannot be used to meet minimum borrower
contribution requirements
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» Documentation is obtained to determine whether or not repayment of
matching funds is required, and if required, whether or not a lien will be
recorded

When the borrower must repay matching funds, the following additional

requirements apply:

» The payment must be included in the debt-to-income ratio calculation

» No lien will be filed on the property related to the IDA. The loan is not
eligible forinsurance if a lien will be filed.

Investment balances (stocks, bonds, mutual funds, savings bonds, etc.)

verifiedviaaVOD (with 2 month history) or statements covering a minimum of

2 months

Lot value verified viaan appraised value to determine contribution (refer to

section 3.4.5 for requirements related to lot value for purposes of Construction

to Permanent LTV calculation)

Proceeds from the sale of assets other than real estate owned (Verified by a

bill of sale, documentation of receipt of funds and evidence that the sales price

at market)

Proceeds from the sale of real estate owned (verified viaHUD1)

Rent exceedingfairmarket rentaccumulated underadocumented Rent (or

Lease) with Option to Purchase agreementandincludedinthe purchase

contract as down payment

Trust funds verified by documentation from the trustee

Tax (Income) refunds (either federal or state) evidenced by copy of return showing
refund amount, copy of check and proof of increase in deposit balances

3.5.3.2 Additional Eligible Assets

In additiontothe approved sources described inthe precedingsection, the
following are also acceptable sources of funds once the minimum borrower
contribution requirement has been met:

Employer Assistance may be utilized if all of the following requirements
are met:

May notbe used to satisfy borrower contribution requirements
» Utilized on a primary residence

» Made pursuant to an established company program

» Borrower eligibility is documented

» Repayment terms, if any, are evaluated and factored into the credit
decision

» Employer may not be an interested party to the transaction

Gifts of Equity in the subject property provided the selleris related to the
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borrower by blood, marriage, adoption orlegal guardianship

Gifts of Funds evidenced by asigned giftletterfromadonorwhois either
related tothe borrowerby blood, marriage, adoption orlegal guardianship; or
can documentan established relationship with the borrower (domestic
partneror future spouse)

Grant Funds permitted for primary residences only evidenced by
documentationfromadonorthatisa publicornon-profitorganization,
church, or governmental agency (federal, state orlocal). In the event the grant
resultsinarecordedlienonthe subject property, LTV requirements must be
metincludingthe lienrelated tothe grant. Repayment of the grant may not be
required exceptuponsale orrefinance of the property.

Individual Development Account (IDA) funds contributed by the borrower,
vested matching funds, orvested funds where the distinction between the two
isnot known, provided the other IDA requirements described in the preceding
section (3.5.3.1) are met.

Interested Party Contributions provided they are within the maximums
permitted by National MI’s guidelines

Pooled or Community Savings Accounts cannot be considered the borrower’s
own funds and used to satisfy borrower contribution amounts. However, they
are an approved additionaleligible asset provided the funds are deposited and
verifiedin afinancial institution priorto closing and the following
requirements are met:

The borrower’ participation must be verified from the party managing
the pool

Documentation must be obtained evidencing both the borrower’s history
of contributions and obligation to make continued contributions

If the borrower is obligated to make future contributions, then the debt
must be included when calculating the debt-to-income ratio

Repayment of the pooled amount may not be required and a lien related to
the pooled amountis not permitted

Sweat Equity is permitted only if the specificlending programis managed by a
strong, experienced nonprofit organization with aminimum 5% down and a
minimum 3% from the borrower’s own funds (with 2% sweat equity).

3.3 Ineligible Assets

The followingare ineligible assets (sources of funds) for purposes of Ml approval:

EFFECTIVE: 11.7.2016

Advances againstfuture earnings
Cash onHand
Giftsrequiring repayment
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Loans againstassets or unsecured loans where proceeds do not meet 90 days
seasoningrequirement

Pledged assetsinlieu of down payment (an asset transferred to the lenderfor
the purpose of securing debtand retained by the lender until payoff)
Secondary Financing

Sellerfunds dispersed indirectly via third partiesin away intended to
circumventrequirements related to assets, interested party contributions, etc.
Sweat Equity that does not meetthe requirements of Section 3.5.3.2 (above)

3.5.3.4 Interested Party Contributions
Interested parties are partiesinvolvedin the transaction such as the builder, seller,
realtor, etc. Contributions fromthese parties are limited sothey do notinflate the
property value. Interested party contributions must meet the following
requirements:
May be usedto fund normal and customary closing costs, the Ml premium and
prepaids; but cannot be utilized to coverthe down payment.
Primary Residence Limitedto 3% for LTVs above 90% and 6% for LTVs <= 90%
(ifa juniorlienis present, utilized CLTV rather than LTV when establishing
the limit)
Second Homes limited to 6%
Investment Property limited to 2%
Must be identified in the sales contract and evaluated by the appraiserinthe
appraisal reportto determinethe impact, if any, on value. Unplanned
buydowns arising just before closingand paid by the seller/builderto allow the
borrowerto maintainaninterestrate afterratesrise are considered
contributions.
Amountsinexcess of the limit must be deducted dollar-for-dollar from the
sales price for purposes of calculating the LTV to determine eligibility
Non-monetary sales incentives must be deducted dollar-for-dollar from the
sales price for purposes of calculatingthe LTV to determine eligibility
Lenderfundedtransaction costs are not considered contributions unless the
lenderis affiliated with an interested party

3.5.3.5 Reserve Requirements

A minimum of two monthsreserves are required unless a higherminimumis
specifiedinthe applicable product eligibility matrix. Amounts to cover principal,
interest, property taxes, insurance (flood and hazard) and home owner’s
association dues should be included inthe calculation. Higherreserves are required
as follows:

Conversions: Ifapurchase loanisbeinginsured, and the borrowerischanging
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the occupancy of an existing property (e.g., current primary residence will

become a rental), referto section 3.3.3 (Occupancy Conversions) for additional

reserve requirements

PendingSale: Ifthe borrower’s currentresidence is pending sale, referto
section 3.3.4 (Pending Sale of Current Residence) for additional reserve
requirements

For Sale: PendingSale requirementsinsection 3.3.4apply

3.5.4 Credit Reportsand Scores

EFFECTIVE: 11.7.2016

3.5.4.1 Traditional Credit Requirements
A creditreportisrequiredforevery borrowerbased on data provided by the

national credit repositories. Reported information cannot be changed but duplicate
information may be deleted. Creditinformation must be developed by combining

data fromat leasttwo of the national repositories (Experian, Equifaxand
TransUnion) as follows:

A twoor three-repository merged in-file credit report
A Residential Mortgage Credit Report (RMCR)

Each eligible borrower must have:

A minimum of 3 trade lines (excluding authorized user, charge-off, collections,
judgment, repossession, foreclosure, bankruptcy, credit counseling trades and
trade lines forwhich a paymenthasneverbeen made (i.e. deferred student
loan)) reporting foraminimum of 12 months each

Two FICO scores

If the borrower has a previous foreclosure, deed-in-lieu, short-sale or
bankruptcy, the following additional requirements apply:

» Must be discharged more than 4 years ago

» Must have re-established credit after discharge (similarto above 3 trade
linesrule except 24 months and no delinquencies are required)

Ifthe borrowerhad previous credit counseling, credit must be re -established

following completion (similarto above 3trade lines rule except 24 months and

no delinquencies are required)

3.5.4.2 Non-Traditional Credit
Borrowers must have an acceptable U.S. credit history meeting the Traditional

Credit Requirements described above. Non-traditional credit, non-traditional credit

reports, foreign credit reports, and borrowers without a credit history or credit
score are not eligible.
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3.5.4.3 Foreign Credit
Referto Non-Traditional Credit requirements above.

3.5.4.4 Representative FICO Score for Underwriting

Each borrower’sindividual representative FICO score is determined by taking the
middle of three orlower of two FICO scores. The representative FICO forthe loan
that must be used forunderwritingisthe lowest of the representative FICO scores
amongthe borrowers.

3.5.4.5 Minimum FICO Score

The minimum FICO score is described on the applicable product matrix.

3.5.4.6 Payment of Derogatory Amounts
Judgments, tax liens, collections, charge-offs and repossessions must be paidin full

at the time of loan application. Collection accounts with documented disputes are
excluded.

3.5.4.7 Fraud Alert Messages on Credit Reports

The creditreporting agenciesinclude messages onthe credit reportidentifying
potential fraudulent activities involving social security numbers, telephone
numbers, borroweraddress, etc. All such messages appearing on the creditreport
must be sufficiently investigated to conclusion to ensure that the information upon
which the insurance is approved is correct.

Liabilities and Ratios

3.5.5.1 General Requirements
The income and debts of the applicants should be utilized to calculate qualifying
ratios. Income should be documented and calculated as described insection 3.5.1

of this manual. Liabilities should be determined in accordance with the credit
reportrequirements describedin Section 3.5.4 of this manual.

All debtsforwhichthe borrowers are obligated should be included in the debt ratio
calculations with the following exceptions:

Installment payments (including child supportand alimony)where it has been
documented that 10 or fewer payments remain (but lease payments must be
included regardless of the number of remaining payments)

Court-Ordered Assignment of Debt: When the borrower has outstanding debt
that was assigned to another party by court order (such as undera divorce
decree orseparation agreement), the debtshould notbe countedasa
recurring debt obligation unless the primary obligor has a history of being
delinquentin making payments onthe debt. For purposes of this guideline, a
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history of beingdelinquent is defined as any one or more of the following: a)
currently 30+ days-past-due (DPD), orb) one or more 60DPD+ or two or more
30DPD+ in the last 12 months.

Borrower has cosigned fora loan: When the borrower has an outstanding debt
that was co-signed, the debt should not be counted as a recurring debt
obligationif the borrowercan documentthat the primary obligor has been
making payments on the debtforat least 12 months and the primary obligor
doesnot have a history of being delinquent as defined above.

Debt payments made by the business may be excludedifitis documented that
the businessis payingthe debt (fora minimum of the preceding 12 months)
and the debt paymentwasincludedin the business cash flows upon which the
self-employmentincome was calculated

Debts that are paid off priorto loan application

A debt paymentshould beincluded forthe following evenif the borroweris not
currently obligated to make payments at the time loan closing:

Studentloans payments forloans with payment deferment. The payment
amount must be determined inthe mannerdescribedinsection 3.5.5.2for
studentloans

A future obligation to make reverse mortgage payments on a property being
vacated and retained by the borrower

3.5.5.2 Qualifying Payment Amounts

Unless otherwise required in this orothersections of this manual (referto section
3.1.6 (Buydowns)), the following qualifying payments should be utilized unless the
Underwriter has determineditis more appropriate to use a higheramount:

Installment Debts: Current Payment Amount

StudentLoans: Foreach borrowerseparately, sumthe outstanding balances
from all studentloans (regardless of their payment status) and calculate a
gualifying minimum payment of 0.50% of the total combined balance.

Revolving Credit: Current Payment Amount based on outstanding balance. If

the Current Payment Amountis notavailable, use the greater of $10 or 5% of
the outstandingbalance.

New Mortgage Payment:
» Initial Fixed Term <5 Years: Fully amortizing payment calculated using

the greater of the fully indexed rate or the initial note rate plus 2%; and
including property taxes, insurance (hazard and flood) and HOA dues

» All Others: Fully amortizing payment calculated using the initial note

rate; and including property taxes, insurance (hazard and flood) and HOA
dues
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Conversion of Property to Rental or Second Home; or pending sale of current
primary residence or second home: Referto section 3.3.3 of this manual.

Bridge Loans: Borrower must be qualified including mortgage payments on the
currenthome (PITIA plus Bridge loan payments)
Alimony, Child Support and separate Maintenance:
If the borrower.. .
» Discloses specific payments foralimony, child support or separate
maintenance inthe liabilities section of the application or
» Disclosesinthe declaration that “yes” they are obligated to make such
paymentsor
»  Submitstax returns deductingalimony payments or
» Has provided some documentation that should cause an underwriterto
believealimony, child support or maintenance obligations may be present
Then National Ml requires written documentation supporting the payment.
Absentsuch disclosure (evenifthe borroweris separated with dependents or
unmarried with dependents), then National Ml does not require written
documentation. If the borrower declaresthe paymentisvoluntary orthatno
written agreement exists (perhaps no such agreement has yet been finalized),
then no paymentneedstobeincluded.

3.5.5.3 Debt-To-Income (DTI) Ratios
Maximum DTl ratios are documented inthe applicable product eligibility matrix.

3.6 Underwriting the Property

3.6.1 Eligible Property Types

EFFECTIVE: 11.7.2016

National Ml will insure loans secured by the following eligible property types:

3.6.1.1 Single Family/PUD

Propertieswhereownershipincludes the lot under the dwelling fall into this
category. The category includes detached, semi-detached and attached units.

3.6.1.2 Condominiums

Properties where ownership excludes the lot underthe dwelling fallinto this
category. Condominiums must meet agency eligibility and project requirements.

Detached site condominiums (similarto a regular condominium except the units
are detached) are underwritten as detached single family properties. Also referto
3.6.1.7 (Factory-Built and Manufactured Housing) as applicable and 3.6.1.5 (Mixed
Use) for additional restrictions.

56 AS0.13.02



®
National Ml TrueGuide :Underwriting Guidelines

National Ml reservesthe rightto limitnew insurance to borrowers seeking to
finance propertiesin condominium projects where National Ml has a high existing
concentration of insured loans.

3.6.1.3 Co-ops

Co-opshare loansfinance the borrower’s ownership interestinaco-op housing
corporation and accompanying occupancy rights to a particularunitowned by the
co-o0p. A co-op share loanis secured by a pledge of the borrower’s co-op shares and
an assignment of the borrower’srights undera proprietary lease oroccupancy
agreement with the co-op housing corporation.

Co-op properties must meetagency requirements.

3.6.1.4 Two-Four (2-4) Units
Two-fourunit properties must meet agency requirements.

3.6.1.5 Mixed Use

Mixed use properties must meet the following requirements:
One-UnitPrimary residence only
Borroweris also both the ownerand operatorof the business
Business use is compatible with residential use

The property must be primarily residential in nature and the marketvalue of
the property must be primarily afunction of its residential characteristics
(ratherthan business use or business-specific modifications)

The mixed usage represents alegal, permissible use of the property under
local zoningand the neighborhood must be primarily residential in nature

Propertyisnot a condominium

Appraiseradequately describes the mixed-use characteristics of the subject
property

3.6.1.6 Acreage

The property should not exceed 10 acres. Value cannot be given to agricultural
usage (such as crops) or commercial usage —must be residentialin nature (and
appraised asresidential) and zoned as a residential property.

3.6.1.7 Factory-Built and Manufactured Housing

A manufactured home isany dwelling unit built ona permanent chassis and
attached to a permanentfoundation system. An eligible Manufactured home must
meetthe following requirements:

e Wheelsand hitchremoved
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e Classifiedasreal propertyincludingthe land to whichitis affixed
e Double-wide (single wide not permitted)
e Satisfiesorexceedsall GSE eligibility requirements

Othertypes of factory built housing (modular, prefabricated, panelized or
sectional) thatare not builton a permanent chassis (and do not therefore meetthe
definition of Manufactured Housing) are eligible. Other factory-built housing must
assume the characteristics of site-built housing, be legally classified and taxed as
real property, and conform to applicable local building codes.

3.6.1.8 Zoning

The property must be a legally permissible use of the land and there may not be
any governmentalrestrictions or regulations prohibiting reconstruction or
maintenance of the property.

3.6.1.9 Accessory Unit

A single family ortwo-unit property with an accessory unit (unit over detached
garage, basementunit, guesthouse, etc.) is eligible provided all of the following
requirements are met:

The property and improvements must be alegally permissible use of the land

The legal description and property tax assessment must show the property as
single family ortwo-unit (as applicable) without counting the accessory unit
Income from the accessory unit, if any, cannot be considered when qualifying
the borrower

The appraisal report must demonstrate that the improvements are typical and

marketable forthe areathrough an analysisincluding atleast one comparable
sale with an accessory unit

3.6.1.10 Property Condition

General Requirements

The appraisal report must identify and describe physical deficiencies that could
affecta property’s safety, soundness, orstructural integrity. If the appraiser has
identified any of these deficiencies, the property must be appraised subject to
completion of the specificrepairs oralterations needed to remedy the deficiency.
In these instances, the property condition and quality ratings must reflect the
condition and quality of the property based on the hypothetical condition that the
repairs or alterations have been completed.

If the appraiseris not qualified to evaluatethe alterations orrepairs needed, the
appraisal mustidentify and describe the deficiencies and the property must be
appraised subject to a satisfactory inspection by a qualified professional.
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The appraisal may have to be revised based upon the results of the inspection. If
so, the report mustindicate the impact, if any, on the final opinion of value. The
lender mustreview the revised appraisal report to ensure that no physical
deficiencies or conditions that would affect the safety, soundness, or structural
integrity of the property are indicated. A certification of completionisrequired to
ensure the necessary alterations or repairs have been completed prior to closing.

And “as is” valuationis acceptable providing any existing conditions are minorand
do not affectthe safety, soundness, orstructural integrity of the property; and the
appraiser’svalue opinion reflects these conditions.

Natural Disasters

Natural disasters caused by floods, hurricanes, tornados, earthquakes, forestfires,
or other catastrophes may impact property condition and value. If the disaster
occurs priorto the appraisal, the impact, if any, of the disaster must be reflectedin
the value conclusion. When the disaster occurs following the appraisal but priorto
loan closingandissuing of insurance, the lender must take prudent and reasonable
actions to determine whether the condition of the property was affected by the
disasterand those actions and conclusions must be documented inthe file. Lenders
must warrant that the insured property has no damage affecting safety, soundness,
structural integrity or property value. If the property has damage affecting any of
these things, the property must be repaired priorto the issuance of the mortgage
insurance.

3.6.1.11 Postponed Improvements— Completion Escrows

This section of the guidelines applies onlyto properties with conditions that do not
affectthe safety, soundness orstructural integrity of the property (also referto
Property Condition section above).

Appraised Value “As Is”

When there are minorcondition and deferred maintenance issues that do not
affect safety, soundness, structural integrity or abilityto obtain the occupancy
permit; and the appraiser has completed the appraisal “asis”; repairs need not be
made priorto closing. Lenders may escrow forthese items at theirdiscretion
without limitation. Additionally, the condition issues should not have asignificant

impact on marketabilityas evidenced by the appraiser’'scomments and marketing
time notin excess of 6 months.

Appraised Value “As Completed”

When there are no conditionissues or minor condition and deferred maintenance
issuesthatdo notaffect safety, soundness, structural integrity or ability to obtain
the occupancy permit; and the appraiserhas completed the appraisal “as
completed”; the loaniseligibleforinsurance only when all of the following
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requirements are met:
The appraiserprovidesalist of the items needing completion
A disinterested but relevant party provides a cost estimate to complete the
items listed by the appraiser (must be part of the sales contract if new
construction) and a timelineto complete the itemsin no more than 180 days
following closing
The cost of completingthe improvements does not exceed 15% of the “as
completed” value
The lenderestablishes acompletion escrow account controlled by the lender
inan amount noless than 150% of the estimated cost of improvements
A certificate of completion is completed by the appraiserstating the
improvements were completedinaccordance with the
requirements/conditionsin the original appraisal reportandisaccompanied by
photographs of completed improvements

Title reportis obtained showing no mechanics liens are present on the subject
property

3.6.1.12 Properties Listed or Previously Listed for Sale

For refinance transactions, properties may not currently be listed for sale and must
have been taken off the market on or before the application date. Forrate and
term refinance transactions, if the subject property was listed for sale withinthe 6
months priorto the application date, the documentation mustincludeasigned
statementfrom the borrowersindicating theirintenttoretain the property. For
cash-outrefinance transactions, the subject property may not have been listed for
saleinthelast 6 months.

3.6.1.13 Resale Restrictions

Resale restrictions are arightin perpetuity orfora certain number of years that
may limitthe use orresale of the property. They can take many formsincludinga
restriction, covenant or condition of adeed. These restrictions are bindingon
currentand subsequent property owners and remainin effect until they are
formally removed orterminated in accordance with theirterms (e.g., foreclosure).
Because they can impairthe marketability of the insured property, they are not
permitted exceptinthe following circumstances:
= Affordability-Related

The loan mustbe originated in accordance with a program managed by a

GSE-eligible sponsorwith procedures for screening and processing

applicants. The applicants’ qualifyingincome cannot exceed GSE limits for

affordable programs. Only 1-unit primary residence purchase and

rate/term refinance loans are eligible.
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LTV Calculation:

o Ifthe affordability-related resalerestrictions terminate automatically
upon foreclosure (orexpiration of any applicable redemption period),
the appraisal should reflect the marketvalue of the property without
resale restrictions, anditis permissible to calculate LTV based on the
appraisedvalue without resale restrictions (typically higherthan the
sales price) asan alternative to the approach describedin Section 3.7
(lesserof sales price orappraised value with restrictionsin place).

o Ifthe affordability-related resales restrictions survive foreclosure, the
appraisal mustreflectthe impact the restrictions have onvalue and be
supported by comparable sales with similarrestrictions. The LTV should
be calculated based on the lesser of the sales price or appraised value
with restrictionsin place.

=  Age-Related
o Restrictionsthatrequire one ormore occupantsare age 55 and overare

acceptable. Restrictions with higherage requirements orthose that
require all occupants meetage requirementsare noteligible. Only 1-
unit purchase and rate/termrefinance loans are eligible. The LTV
should be calculated in the same fashion as described in the above
affordability-related section (in most cases the age-related restrictions
will survive foreclosure).

Exceptwithrespectto GSE loanamount limits oras otherwise specificabove, loans
with resale restrictions must be eligible according to the requirements of Fannie
Mae or Freddie Mac.

3.6.2 Ineligible Property Types
Apartment/hotel conversions that do not satisfy agency eligibility and project
requirements
Condotels
Berm, dome, earth, geothermal, log, and straw bale homes
FloatHomes
Houseboats
Kiddie condominiums
Land (includingimproved orunimproved lots)
Located outside of the 50 states and the District of Columbia
Lot loans
Manufactured Homes —Single Wide: Referto “Factory-Built and Manufactured
Housing” insection 3.6.1.7 of this manual for requirements for double wide
manufactured homes.
Mobile homes
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Properties notappraised as residential

Properties not primarily residential in nature (farms, ranches, orchards,
vineyards, etc.)

Properties notsuitableforyear-round occupancy

Property of a type that is potentially eligible but fails to meet the specific
requirements above

Properties operated as a hotel

Properties with resalerestrictions (unless permitted as described in Section
3.6.1.13 (Resale Restrictions))

Timeshares

Unique properties where marketability in the local market cannot be
established

3.6.3 Eligible Ownership Types

EFFECTIVE: 11.7.2016

3.6.3.1 Fee Simple Estate

Absolute exclusive ownership in perpetuity with greatest rights of possession, use
and disposition

3.6.3.2 Leasehold Estates

Propertieslocated onleasehold land are eligible provided all of the following
requirements are met:

Agency requirements must be met

There mustbe an established marketforleaseholdsinthe areaand the
comparable propertiesinthe appraisal mustinclude atleast three leasehold
properties

Increasesinthe groundrent, if any, must occur according to a pre-determined
schedule, inaccordance with a cost-of-living or similarindex, orin accordance
with a reappraisal process with reasonable limitations

The leasehold term must exceed the term of the mortgage by at least 5 years

Community Land Trusts (CLTs) satisfying the above criteriaare eligible. CLTs
are developed by nonprofit organizations or publicentities to create and
preserve long-term affordable housing. The CLT sellsthe home, retains
ownership of the land, and provides an affordable below-market ground lease
to the buyer. Provisions of the ground lease typically guarantee continued use
of the property forlow and moderate-income borrowers viarestrictions
affectingresale of the property improvements. Because the buyeris payinga
subsidized price, the sales price is notanindicator of marketvalue —therefore
the LTV ratio must be determined by dividingthe loan amount by the
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appraisedvalue of the improvements and leasehold interest. The appraisal
must be preparedinaccordance with applicable GSE requirements.

3.6.4 Property Flips
Property Flips occurwhen a property is resold within 6 months (close of escrow to close of
escrow) of purchase. The following are excluded from the definition of property flips:
Property obtained by the sellerviaforeclosure or deed-in-lieu of foreclosure
A property that was recently inherited or obtained viaa divorce settlement
Sale occurringin conjunction with a corporate sponsored employee relocation

Loans to purchase properties sold via simultaneous or double closings (purchased and
flipped simultaneously or concurrently) are noteligibleforinsurance.

Transactions involving property flips are eligible for delegated underwriting. Required
documentationincludes an explanation and evidence of any improvements made to the
property and the HUD-1 statement from the original purchase.

3.6.5 Geographic and Market Considerations

National Mortgage Insurance Corporation (National Ml) offers mortgage insurance (Ml) in
the 50 states and the District of Columbia.

In orderto protect National Ml and its insured policy holders, mortgage insurance may
not be offered in markets experiencing or likely to experience severe declinesin economic
conditions and/or property values. These restrictions, if any, are described on the
applicable product eligibility matrix.

National Ml periodically evaluates the health of national, regional and local real estate
markets. National MI may designate certain markets as “restricted”. This indicates the
market carries elevated risk and more restrictive guidelines willapply. Inaddition,
National Ml may establish specificunderwriting criteriaforindividual markets when
necessary.

3.6.5.1 Restricted Markets

Restricted markets and the related guideline restrictions are described inthe
applicable product matrix.

3.6.5.2 Appraisal Indicates Declining Market

Ifthe appraiserindicates thatvalues are declining, evenif the larger marketitselfis
not identified by National Ml as restricted, the maximum LTV islimited to 95%. In
addition, the Underwritershould take special care in the review of the appraisal to
ensure the value conclusionis appropriately supported.
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3.6.6 Appraisal Types

National Ml requires atraditional fullappraisal with aninteriorinspection. Exterioronly
appraisals orevaluations, property inspection waivers, AVMs or BPOs are not permitted.

Appraisals shouldinclude all required photos, exhibits and addendums and be on one of
the following acceptable forms:

Uniform Residential Appraisal Report

(Fannie Mae 1004 / Freddie Mac 70)

Individual Condominium Unit Appraisal Report
(Fannie Mae 1073 / Freddie Mac 465)

Individual Cooperative Interest Appraisal Report
(Fannie Mae 2090)

Small Residential Income Property Appraisal Report
(Fannie Mae 1025/ Freddie Mac 72)

Appraisal Update or Completion Certificate
(Fannie Mae 1004D / Freddie Mac 442)
The appraisal must be in compliance with:
Uniform Standards of Professional Appraisal Practice (USPAP)
Federal Housing Finance Agency (FHFA) Appraisal Independence Requirements (AIR)

Note: FHA appraisals are acceptable provided they are on the Fannie/Freddie
acceptable forms noted above

3.7 Loan-to-Value (LTV) and Home Equity Combined Loan-to-Value (HCLTV)

When mortgage insurance isrequired, the lesser of the appraised value orsales priceis used to
calculate the LTV and CLTV ratios and determine the applicable National Ml guidelines and
pricing (unless otherwise specificin Section 3.6.1.13 (Resale Restrictions). Maximum LTVsand
CLTVs are described in the applicable product matrix. Note thatindividual states may require
that lenders and/or mortgage insurers use different calculations to determine whether or not
mortgage insurance isrequired or permitted. RefertoSection 3.12.7 for state eligibility
restrictionsrelatedto LTV.

3.7.1 Financed Premiumsand LTV

When premiums are financedin whole orin part (split), LTV is calculated excluding the
amount of the financed premium.

3.7.2 Home Equity Combined Loan-to-Value (HCLTV)

The HCLTV is calculated byaddingthe first lien amount to the combined total of the junior
liens(addingthe outstanding balance ofloans, the remaining balance of linesin repayment
without ability to make newdraws, and the greater of the lineamount or outstanding balance
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forlines of credit that are active where the borrower continues to have the ability to make
new draws). When ajunior lienis present, paymentmustbe included when calculating the
qualifying ratiosand the HCLTV mustnot exceed programguidelines.

3.8 Loan Amount

The maximum loanamountis containedinthe applicable product eligibility matrix.

3.9 Insurance Requirements

3.9.1 Flood Insurance

Floodinsurance consistent with standard Fannie Mae/Freddie Macrequirements must be
inplace.

3.9.2 Hazard Insurance

Hazard insurance consistent with standard Fannie Mae/Freddie Macrequirements must
bein place.

3.9.3 TitleInsurance

Title insurance consistent with standard Fannie Mae/Freddie Macrequirements must be
inplace.

3.10 Legal and Regulatory Requirements

Loans must be originated in accordance with applicable federal, state and local laws and
regulations.

3.11 Age of Documentation

For Constructionto Permanent 12 month commitments, please also refertosection 3.4.5

3.11.1 Credit Bureau and FICO Score
Must be dated within 120 days of closing

3.11.2 Income and Asset Documentation
Must be dated within 120 days of closing

3.11.3 Verbal Verification of Employment
Refertosection 3.5.2 of this manual for the applicable requirements.
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3.11.4 Appraisal

Eligible appraisals must be dated within 120 days of closing. Note: Referto section 3.4.5
for Construction to Permanentloan requirements.

If the appraisal ismore than 120 days old (butlessthan 6 monthsold), an update to the
existingappraisalis required. The update must meet the following requirements:

Include aninspection of the exterior of the property and

Include areview of the current market data to determine whether or not the value of
the property has declined since the original appraisal

Determine if the subject property forarefinance transactionis listed for sale or was
listed following the date of the original appraisal

Be completed by the original appraiser (of if asubstitute appraiseris used the file
mustinclude an explanation astowhy the original appraiser was not used and the
substitute appraiser must review the original appraisaland confirmin writing that the
original appraiser’s value conclusion as of the date of the original appraisal was
reasonable)

If the update indicates thatthe value has notdeclined, the appraiser must provide the
lenderwith asigned written document evidencing the appraiser’s conclusionand
describing the scope of the appraiser’s work evidencing the above requirements have
been met

If the update indicates that the property value has declined, then anew appraisal is
required.

When the original appraisal becomes more than 6 months old, a new appraisal is required.

Additional Requirements

3.12.1 Origination Channel (Retail and Non-Retail)

A non-retail loanisaloan where the entity taking the application and processing the loan
differs from the entity that closes, funds and insures the loan. Aretail loanisaloanfor
which these functions are unified within the same entity.

Retail loans are eligible forinsurance. Non-retailloans are not eligible forinsurance with
one exception: Loans sourced through the Wholesale channel (broker) are only eligiblefor
insurance if the lender has been specifically approved for Wholesale following National’s
review of the lender’s practices.

3.12.2 Fraud Tools

Tools are increasingly available from a multitude of vendors that can assistlenders to
identify fraud and misrepresentation related to identity, occupancy, employment, income,
assets, property, undisclosed debt and otherriskissues. Tools thatare developed “in
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house” by lenders may also be deployedinthe origination process.

National Ml does not currently require the use of such tools, but does considerthema
best practice and encourageslenders toincorporate themintotheirorigination processes.
How lenders make use of such toolsisone factor in the approval process utilized by
National Ml to assess prospective lenders.

When fraud tools are incorporated into the lender’s origination process, the lender must
evaluate the results when making the credit decision. Any issues raised by the tools should
be investigated to conclusion and the results should be documented in the file.

3.12.3 Changes to MI Commitments

When a loan with an approved Ml commitmentis changed during the course of

origination process, the loan must be re-approved if the change impacts any aspect of the
variables affecting eligibility and qualification.

Lenders may make some changes without obtaininganew approval including:

Decreasingthe loanamount (provided sufficient down payments and reserves have
been previously verified to coverthe associated increasein down payment, if any)

Decreasingthe interestrate
Correctionstotypographical errorsto names or address

Changesto the renewal premium option (amortizing orlevel)

3.12.4 Incomplete/Denied Applications and Borrower Communication

The Fair Credit Reporting Act (FCRA) requires that when aninsurance applicationis denied
on the basis of information provided by aconsumer reporting agency, the applicant must

be given notice identifying the consumer reportingagency and includes a statement of the
applicant’srights under FCRA. If the lender has approved the requestand National Ml has

deniedit, the Statement of Denial willbe sentdirectly to the applicant by National Ml.

3.12.5 Pre-Funding Audit

National Ml strongly recommends but does notrequire thatlender’simplementapre -
fundingaudit process (such as those prescribed by Fannie Mae and Freddie Mac) to
improve loan origination quality.

3.12.6 Comprehensive Credit Assessment

The insured originator must make a prudent comprehensive credit assessment
consideringall factors relevant to the granting of credit. This assessmentincludes butis
not limited to factors described in National Ml requirements (credit, capacity, collateral,
etc.). The assessmentshould also address the layering of risk variables to ensure that they
are not excessive and confirm that the intent of National Ml guidelines and pricingis not
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circumvented. Anyinformationthatarisesduringthe origination process raising
guestions about, or potentially contradictory to, variables that are part of the basis of the
creditapproval mustbe fullyinvestigated to conclusion. Any excessive layered risks or
risk characteristics must be mitigated. If the insured originatoris unable to obtain
additional information necessary to allay the concerns and/or mitigate excessive risk
characteristics, the loanisnotinsurable.

Lendernegotiated variances to standard agency requirements (“custom” DU® or LPASM)

are notinsurable unless the variances are specifically reviewed and approved by National
M.

3.12.7 State Restrictions

New York
New York prohibits the placement of Ml on certainloans according to specified means of
calculating LTV (the “New York LTV Assessment”). National Ml hastherefore established
the following requirements:
= The New York LTV Assessment must be made to determineif Ml may be placed for
certainloans based on Ml type, property location, and Master Policy Holder:
= BPMI Loans: Propertyislocatedin New York — New York LTV Assessment
Required
= LPMI Loans: Propertyislocatedin New York and Master Policy Holder ( MPH) is
domiciledin New York—New York LTV Assessment Required (an assessmentis not
required for LPMI loans if the MPH is domiciled outside of New York)
=  Whenrequired, the following New York LTV Assessment must be made to determine
if Ml may be placed. The assessment considers property type and loan purpose.
= All Property Types except Cooperative Property
= Allpurposes: IfLTV (based onthe appraised value)isless than 80%, then Mi
cannot be placed onthe loan. If Ml isallowed, then for mortgage insurance
purposes the LTV must be calculated based on the lower of the purchase price
or appraisedvalue.
= Cooperative Property
=  Purposeispurchase or constructionto permanent: If LTV (based onthe
purchase price)islessthan 80%, then Ml cannot be placed onthe loan. If MI
isallowed, then for mortgage insurance purposes the LTV must be calculated
based on the lowerof the purchase price or appraised value.
= Allotherpurposes: IfLTV (based onthe appraised value) islessthan 80%,
then Ml cannotbe placed on the loan. If Ml is allowed, then for mortgage
insurance purposesthe LTV must be calculated based onthe lower of the
purchase price or appraised value.

All OtherStates
No restrictions.
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3.12.8 Third Party Verification Services

The Master Policy Holderis responsible if ensuring the accuracy and integrity of the
information provided by third-party verification services. Consequently, National Ml does
not vetthese providers or maintain alist of approved companies.

3.13 Product Eligibility Matrices — Non AUS Conforming, Non AUS Jumbo
and Non AUS Affordable Loans

The following product eligibility matrices summarize National Ml’s standard or “non AUS”
guidelines. The matrices mayinclude non AUS dependent guidelines that are more
restrictive than, and take precedence over, those described above.
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PRODUCT ELIGIBILITY Non AUS Conforming Loans

NON AUS GUIDELINE SUMMARY - CONFORMING LOANS

Loans that are not originated in accordance with one of National MI’s “AUS Plus Overlays” programs must meet the following
underwritingrules and be originated in accordance with National MI’s Standard Underwriting Guidelines:

Full income documentation is required (Paystub + W2s; 2 Years Tax Returns; and/or standard requirements as applicable)!
Minimum 2 months reserves

DU® Approve/Ineligible or LPASM Accept/Ineligible loans which meet the requirements in this matrix and are otherwise eligible
inaccordance with Section 3.0 guidelines can now follow the AUS documentation requirements forincome, assets and
employment

ARM maximum LTV/CLTV 95%, minimum initial fixed term 1 year (5 years for investment), and ineligible for cash-out
refinance

Minimum 3% from occupant borrower’s own funds. Non-occupants are not considered when determining qualifying DTI.
Exterior only appraisalsor evaluations; property inspection waivers, AVMs or BPOs are not permitted

Geographic Exclusions: None

Occupanc Loan Purpose Property Tvoe2 Loan Maximum Minimum Maximum
pancy P perty Typ Amount? LTV/CLTV FICO DTI
STANDARD MARKET GUIDELINES
Single Family
$417,000 97% 680 45%
Condo or Co-op
Purchase or ; ;
Single Family o
4 0,
Rate /Term Refinance or Condo or Co-op $625,500 95% 660 5%
Construction to Permanent - -
Single Family
Primary Condo or Co-op 90% 660 45%
. 625,500
Residence Manufactured Hm 5625,
ingle Famil
Cash-Out Refinance Single Family $417,000 85% 680 45%
Condo or Co-op
Purchase or .
Two-Unit $533,850 95% 680 o
Rate/Te.rm Refinance or 3-4 Units $625,500 90% 720 45%
Construction to Permanent
Second Purchase or Single Family
Home Rate / Term Refinance or Condo or Co-op $417,000 90% 680 45%
Construction to Permanent Manufactured Hm
| ¢ ¢ Purchase or Single Famil
nvestmen Rate / Term Refinance or Ingle Family $417,000 85% 720 45%
Property Condo or Co-op

Construction to Permanent

RESTRICTED MARKET GUIDELINES

There are no markets identified as restricted.
1 Refer to section 3.5.1 of the manual for details on documentation for specific types ofincome
2 Construction to Permanent excludes condosand co-ops
Manufactured homes must be classified asreal property and double-wide (single-wide not permitted)
Minimum 6 months reserves (PITIA) for 3-4 units
3 Maximum Amounts for AK and Hl are $625,500 (1 unit), $800,775 (2 units) and $850,000 (3-4 units)

1 Unit: $625,500 denotes where FHFA High Balance maximums apply (AK/HI High Balance maximum is $938,250) -
Loan amount may not exceed the applicable FHFA maximum. Manufactured home maximum is $417,000

2-4 Units: FHFA High Balance Maximums do not apply
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PRODUCT ELIGIBILITY Non AUS Jumbo Loans

NON AUS GUIDELINESUMMARY - JUMBO LOAN AMOUNTS

Loans that are not originated in accordance with one of National Ml’s “AUS Plus Overlays” programs must meet the following
underwriting rules and be originated in accordance with National MI’s Standard Underwriting Guidelines:

Full income documentation is required (Paystub + W2s; 2 Years Tax Returns; and/or standard requirements asapplicable)?
Minimum 6 months reserves

ARM minimum initial fixed term 5 years

Minimum 3% from occupant borrower’s own funds. Non-occupants are not considered when determining qualifying DTI.
Manufactured Homes, Investment Properties and Restricted Markets areineligible

Exterior only appraisalsor evaluations; property inspection waivers, AVMs or BPOs are not permitted

Geographic Exclusions: None

Occupanc Loan Purpose Property Type Loan Maximum Minimum Maximum
pancy P perty Typ Amount LTV/CLTV FICO DTI
STANDARD MARKET GUIDELINES
Single Famil
ingle ramily $650,000 95% 700 45%
Condo or Co-op
Purchase or
Rate /Term Refinance or $650,000 660
Construction to Permanent Single Family $750,000 680
¢ 90% 45%
Condo or Co-op $850,000 0 700 °
Primary $1,000,000 720
Residence
. Not Not Not
Cash-Out Refinance All All e il el
. Not Not Not
Al Two-Unit Al Eligible Eligible Eligible
Second Purchase or Single Famil $650,000 700
econ Rate /Term Refinance or ingle ramily ! 90% 45%

Home Construction to Permanent Condo or Co-op $750,000 =

Investment Not Not Not
All All All
Property Eligible Eligible Eligible
Manufactured Not Not Not
All All All
Homes Eligible Eligible Eligible

RESTRICTED MARKET GUIDELINES

There are no markets identified as restricted.
Construction to Permanent excludes condos and co-ops

1 Refer to section 3.5.1 of the manual for details on documentation for specific types ofincome
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PRODUCT ELIGIBILITY Non AUS Affordable Lending

NON AUS GUIDELINE SUMMARY - CONFORMING AFFORDABLE LENDING LOANS

Affordable Lendingloans that are not originated in accordance with National MI’s “AUS Plus Overlays” Affordable Lending
program must meet the following underwriting rules and be originated in accordance with National MI’s Standard Underwriting
Guidelines including the Affordable Lending requirements described in Section 3.4.7:

Full income documentation is required (Paystub + W2s; 2 Years Tax Returns; and/or standard requirements as
applicable)t

DU® Approve/Ineligible or LPASM Accept/Ineligible loans which meet the requirements in thismatrix and are otherwise
eligible in accordance with Section 3.0 guidelines can now follow the AUS documentation requirements for income, assets
and employment

ARM maximum LTVs: 95% (initial fixed term 7+years), 90% (3-<7 years) orineligible (<3 years)

Exterior only appraisalsor evaluations, property inspectionwaivers, AVYMs or BPOs are not permitted

Non-traditional credit is not permitted

Minimum 3% contribution from occupant borrower’s own funds. Affordable Gift Feature (refer to Section 3.4.7.4 for
requirements) permits 100% gift/grant for qualifying borrowers covering borrower contributionsand reserves.
Geographic Exclusions: None

Occupanc Loan Purpose Property Tvpe? Loan Maximum Minimum Maximum
pancy P perty Typ Amount? LTV/CLTV FICO DTI
STANDARD MARKET GUIDELINES
s'r;%'(e:;sg;"y $417,000 97%/105% 680 45%3
Purchase or ; ;
Single Family
Rate /Term Refinance or Condo or Co-op $417,000 95%/105% 640 45%3
Construction to Permanent . .
Single Family
Primary Condo or Co-op $417,000 90%/105% 640 45%3
Residence Manufactured Hm
Not Not Not
Cash-Out Refi All All
ash-but Refinance Eligible Eligible Eligible
Purchase or Two-Unit $533,850 95%/105% 680
Rate / Term Refi ) ’ b ; 45%3
ate /Term Refinance or 3-4 Units $625,500 90%/105% 720 °
Construction to Permanent
Second Not Not Not
Home Al Al Al Eligible Eligible Eligible
Investment Not Not Not
Property Al Al Al Eligible Eligible Eligible

RESTRICTED MARKET GUIDELINES

There are no markets identified as restricted.

1 Referto section 3.5.1 of the manual for details on documentation for specific types ofincome.

2 Construction to Permanent excludes condos and co-ops
Manufactured homes must be classified as real property and double-wide (single-wide not permitted)
Minimum 6 months reserves (PITIA) for 3-4 units

3 Maximum 41% if the Affordable Gift Feature is utilized.

4 Maximum Amounts for AK and Hl are $625,500 (1 unit), $800,775 (2 units) and $850,000 (3-4 units)
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4.0 Commitments and Certificates

4.1 Conditional Commitmentsand/or Pre-qualifications

4.2

EFFECTIVE: 11.7.2016

National Ml does notissue pre-qualifications for non-delegated approvals. All pertinent
data must be transmitted to obtain a commitmentforinsurance.

Originators with delegated authority may have varioustypesof origination and
prequalification processes. However, delegated loans must be fully documented,

underwritten and qualified forinsurance priorto submission to National Ml for mortgage
insurance.

Submission Requirements

4.2.1 Delegated Submissions

National Ml requires that the followinginformation be submitted so thataninsurance
certificate may be issued:

A fully completed National Ml Application for Mortgage Insurance (datato be entered
into National MI’s web-portal)

One of the following must be completed (where datais defined as all of the 1003
(Loan Application) and 1008 (Underwriting Transmittal Summary) mortgage
information):

» A businessto business transferof all loan data
» An upload of eitheran XML or DU® 3.2 file with all of the loan data
» Lenderto manually enterall of the loan datadirectly into National MI’s web-portal

4.2.2 Non-delegated Submissions

National Ml requires that the followinginformation be submitted so thataninsurance
underwriting may occur:

National MI Application (not required foronline submissions
or electronicdeliveries thatinclude detailed Mlinformation)

1003 Loan Application

1008 Underwriting Transmittal Summary

AUS final reports— DU’ Findings/LPA™ Feedback (if applicable)
CreditReports (includingall required letters of explanation (LOX))
Verification of Rent (VOR)/Verification of Mortgage (VOM) as required

Employmentand Income verification (paystubs, W-2's, tax returns,
verifications of employment, verbal VOEs, and letters of explanation)
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Executed 4506-T (or GSE approved equivalent) with IRS Transcripts
fromthe mostrecenttwo years (ortimeframe as required by DU°/LPASM)

Asset verifications (bank/investment statements, verifications of deposit (VOD),
giftletters, community oremployer grants)

Appraisal Report (including all attachments)

Sales Contract (final executed with all attachments - if applicable)
HUD-1 from previous sale

Underwriter notes/worksheets utilized

Otherdocumentsasrequired

Submission Methods

4.3.1 Upload (partial) with Data Entry

A DU’ 3.2 or XML upload of the Loan Application data with additional data entry of Ml
informationinto National MI’s Insurance Management System

4.3.2 DataEntry Only

Data entry of the borrower Loan Application and Ml information inthe National Ml
Insurance Management System

4.3.3 Electronic Delivery
Register, check eligibility and upload via National MI’selectronicinterface/channel (EDI/XML)

4.3.4 Fax
Fax to National MI’s Underwriting Fulfillment department at 510.858.0340

4.3.5 Email
Contact yourSales Advisorshould secure email submission be necessary.

4.3.6 Other
There are noother approved submission methods at this time.

National Ml Commitment of Insurance and Insurance Activation

Afterinsuranceisapproved, National Ml sends or makes available an insurance
commitment. The commitment evidences approval and obligates National Mltoinsure
the loan provided the lendersatisfies all of the conditions of the commitment and the
closed loan complies with National Ml policy requirements (including age of
documentation at closing) in effect at the time of the commitment.
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Commitments are good for 120 days (12 months for Construction to Permanent),
meaning:

1. Guidelinesand pricingin effectatthe time of the commitmentwillbe honored
duringthe commitment period (evenif the guidelines and/or pricing change)

2. For 120 day commitments, supporting documentation (credit, income, asset, verbal
VOE, and appraisal) must be updated as necessary to comply with the applicable age
of documentation requirements described in Section 2.0 (AUS Plus Overlays) or
Section 3.0 (Non-AUS Dependent —Standard Guidelines (see 3.11)) of these
guidelines.

3. For Constructionto Permanent 12 month commitments, referto section 3.4.5 of
this manual.

If an extensionis needed, National Ml may require an updated application, income/asset
documentation, borrower creditinformation, and appraisal. Extensions are subject to
National Ml guidelines and pricingin effectatthe time the extension request occurs.

Changes to existingcommitments alter the risk profile of the commitment. Consequently,
changesrequire re-approvaland will be evaluated according to National Ml guidelinesin
effectatthe time of the change. A new certificate should be obtained reflecting the
changes. The 120 day timeframe starts again from the date of the new commitment.

Activationistriggered by loan closing orreceipt of the first Ml payment by National MI.
Refertothe National Ml product description for details regarding activation. Upon
activation, the commitment becomes aninsurance certificate.
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5.0 Changes After Insurance Issued
(Certification)

5.1 Insuring Loans after Closing
National Ml does notinsure loansifthe application forinsurance occurred after the following dates:
Borrower Paid Ml: First paymentdue date

Lender Paid MiI: First payment due date

5.2 Assumptions, Partial Releases and Transfer of Title

Mortgage insurance isissued based on the specificrisk characteristics present at time of
origination, including the specificborrowersinvolved. Assumptions, partial releases, transfers of
title and/orothertransactions that release one or more borrowers ortransferownership will
invalidate insurance unless specifically approved by National MI. Note: The removal of a
deceased borrowerfromtitle does notinvalidate insurance orrequire National Ml approval.

5.3 Modifications to Existing National Ml Insured Loans

Modifications to existingloans insured by National Ml are outside the scope of these guidelines.
Please contactyour National Ml representative to obtain information on modification programs.

5.4 Reinstatement of Cancelled Certificate

Reinstatement will be considered on a case-by-case basis. Contact National MI’s Policy Servicing
departmentforconsideration and required documentation.
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6.0 Underwriting Guideline Manual
Revision History

Underwriting Guideline Manual Revision History

EFFECTIVE DATE

REVISION SUMMARY

4.3.2013
4.22.2013

5.3.2013

6.1.2013

9.15.2013

1.27.2014

EFFECTIVE: 11.7.2016

Version 1.0 — First Effective

Version 1.1 —Clarification to Section 4.2.2 describing when a National
Ml Applicationis not required

Version 1.2 — Added (Section 1.1) and updated (Section 3.6.5)
footnotes documenting the number of approved states

Version 1.3 — Updated footnotes and text referencingthe number of
approved states

Version 1.4:

Clarified 3.5.1.7 (Disability) to document thatit does notapply to
temporary leave (3.5.1.28)

Clarified and modified the temporary leave(3.5.1.28) income
calculationtoinclude an alternative that considers supplemental
income from the use of verified liquid reserves.

Clarifications made to calculation portions of both 3.5.1.26 (Self
Employment) and 3.5.1.27 (Social Security)

Added new guidelines (Section 2.3.3): Product Eligibility Matrix —
Affordable Lending

In Section 3.5.3.1, changed the threshold triggering investigation of
large deposits from exceeding 20% to exceeding 25% of monthly
income.

Version 1.5:

2.3.1 Product Eligibility Matrix —Conforming Loans Revisions to 1)
620 minimum FICOforall primary residence, second home, and
constructionto permanentsegments; and 2) remove geographic
exclusions.

2.3.2 Product Eligibility Matrix —Conforming High Balance Loans
Revisionsto 1) 620 minimum FICO for construction to permanent
segmentand 2) remove geographic exclusions.

2.3.3 Product Eligibility Matrix —Affordable Lending Removal of
geographicexclusions
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3.4.5 Constructionto Permanent Expanded content to fully

describe and clarify requirements.

3.13 Product Eligibility Matrices — Non AUS Conforming and Jumbo

Loan Amounts

» Removal of geographicexclusions from both matrices

» Introduction of new offers within an expanded Non AUS Jumbo
matrix

4.4 National Ml Commitment of Insurance and Insurance

Activation

Clarification of commitment and extension requirements

Various Sections

Minor clarificationsto 2.2.3 (“one-timeclose”), 3.4.1(corrected

reference), 3.5.1.13 (added “housing”), 3.5.3.1(lot value), 3.11and

3.11.4 (referencesto 3.4.5), 6.0 (revision history update), and 7.0

(consistentwith changes described above)

National Ml isnow licensedin Florida

Version 1.6:

Eliminated minimum 3% from occupant-borrower’s own funds for
AUS Eligible loans—referto:

» 2.3.1 Product Eligibility Matrix —Conforming Loans

» 2.3.2 Product Eligibility Matrix —Conforming High Balance

» 2.3.3 Product Eligibility Matrix —Affordable Lending

» 7.0 Product Eligibility Matrix —AUS Eligible Summary

In conjunction with National MI’sintroduction of a Corporate
Relocation pricing discount, policy hasbeenadded (2.2.11for AUS
Eligible Loansand 3.4.4 for Non-AUS loans) defining Corporate
Relocation for purposes of pricing discount eligibility.

3.13 Product Eligibility Matrix —Non-AUS Jumbo

Our Non-AUS Jumbo guidelines have expanded via the elimination
of the higher minimum FICOs previously applicable to properties
located in non-FHFA High Balance markets - the same minimum
FICOs now applyinall markets.

4506-T requirementsinSection 3.5.1.1applicable to Non-AUS
approvals have been revised. The tax information (transcripts)
must be obtained and evaluated only when self-employment
income is needed to qualify orthe lender has obtained the
transcripts priorto submitting the loan to National Ml
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5.5.2014 Version1.7:

e Modified AUSEligible Affordable Guidelines for DU’
Approve/Eligible MyCommunity or LP Accept/Eligible Home
Possible Mortgages (2.3.3)

» Increased maximum CLTV to 105%

» Added 2-Unit properties (minimum 660 to 95% LTV)

» Removed DTl Overlay

» Reduced minimum FICOsto 660 (97% LTV) and 620 (95% LTV)

» Allowed7/1and 10/1 ARMs upto 95% LTV

» Eliminated minimum LTV requirements limiting the size of the
second lien

e Introduced new Non AUS Affordable Guidelines
» Added new guideline Section 3.4.7 (Affordable Lending)

» Revised3.1.5to referthe readerto Section 3.4.7 for Affordable
LendingSubordinate Lien requirements

» Added new Product Eligibility Matrix —Non AUS Affordable
Lending (Section 3.13)

e National Ml isnow licensedin Wyoming

e Modified2.2.5and 3.3.2 to clarify that the signed applicationis
sufficientto evidencethe borrower’sintention to occupy the
property as primary residence.

9.15.2014 Version 1.8:

e DU® Approve/Ineligible and LP Accept/Ineligible
o DU® Approve/Ineligible and LP Accept/Ineligible loans now
qualify for AUS Plus Overlay guidelines (Underwriting
Guideline Manual Section 2.0) if the ineligibility is caused by
one of the following reasons (revisionsto 2.1.1, 2.1.2, 2.3.1,
2.3.2, 2.3.3 and 7.0):
= LTV >95% to 97%
=  ARM plan/type andthat plan/type meets National MI’s
Standard ARM guidelinesinsection3.1.4
o DU® Approve/Ineligible and LP Accept/Ineligible loans that
meetNon AUS Conforming or Non AUS AffordableLending
guidelines can now follow the AUS documentation
requirements forincome, assets and employment (revisions
to Non AUS Conformingand Non AUS Affordable Lending
matrices within 3.13).
e Eliminatesthe requirementthatlenders be separately approve
for:
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o Construction-to-Permanent (revisionsto 1.3, 2.2.3, 3.4.5, and
7.0)

o Renovationloans (revisionsto 1.3,2.2.4, 3.4.6, and 7.0)

Adopts higherconformingloan amounts for Alaska and Hawaii

Affordable Lending

o Affordable Lending Matrix (2.3.3)

o NonAUS Affordable Lending Matrix (3.13)

Permits Investment Property Limited Cash Out (Rate and Term)

Refinancesto 85% LTV —Non AUS Conforming Loans matrix (3.13)

Expands co-op eligibility toinclude second homes

o ConformingLoans Matrix (2.3.1)

o NonAUS Conforming Loans Matrix (3.13)

Clarifies description of the Delegated Assurance Review Process in

1.7.

Revises 2.2.7to clarify that all borrowers must have at least one

FICO score that meets guideline/matrix eligibility requirements.

Modifies 3.5.5.2 (Qualifying Payments)to direct readers to

updated contentin 3.3.3 (Occupancy Conversions) and 3.3.4

(PendingSale of Current Residence) that clarifies requirements

Adds “occupant” to clarify borrower contribution requirementin

3.13 Non AUS Affordable Lending matrix

Clarifies renovation loan policy (2.2.4and 3.4.6) and expands

content (3.4.6)

Version 1.9:

Revised maximum loan amounts, maximum LTVs, and minimum
FICOs withinthe Non AUS Conforming Matrix (3.13):

o Loan amountexpandedtothe applicable FHFA high
balance maximum for primary residence (excluding cash-
out, 2-unit, and manufactured homes) upto95% LTV

o PrimaryResidence minimum FICOs reduced to 680 at
97%, 660 at 95%, and 90% to 660 (excluding Cash-Out
and Two-Unit)

o  Two-Unitmaximum LTV increased to95% and minimum
FICO reduced to 680

o Second Home minimum FICO reduced to 680

o Cash-Outminimum FICO reduced to 680

Expanded Investor eligibility toinclude condos and co-ops

o ConformingLoans Matrix (2.3.1)

o NonAUS Conforming Loans Matrix (3.13)

Expanded Co-op maximum LTV from 95% to 97% for Conforming
Affordable Lending(2.3.3)
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Expanded eligibility toinclude Manufactured Homes:
o ConformingLloans(2.3.1) — Primary and Second Home
o ConformingAffordable Lending(2.3.3) - Primary
o NonAUS Conforming(3.13) — Primary and Second Home
o NonAUS Affordable Lending (3.13) — Primary
o Changedtitle of Section 3.6.1.7 to “Factory Builtand
Manufactured Housing” and updated contents
Modified 3.6.1.2 to reflect new name of Section 3.6.1.7
o Modified 3.6.2 to show only single-wide manufactured
homesas ineligible
o Modified Table of Contents toalsoreflect the revised
name of Section 3.6.1.7
o Updated matrix within 7.0
Added compensationincreasestothe content within3.5.1.8
(Employment Offers and Compensation Increases) and clarified
requirements. Added reference to 3.5.1.8 within Section 3.5.1.33
(Ineligible Sources of Income)and 3.5.1.28 (Salaried/Hourly)
Revised guidelinesto enable delegated approval of Non-arm’s
Length Transactions and Property Flips
o Non-arm’s Length: Modified 1.4,2.28, and 3.2.5
o PropertyFlips: Modified 1.4and 3.6.4
Revised requirements related to studentloans:
o In3.5.5.1 (Liabilities and Ratios — General Requirements)
revised minimum estimated paymentamountfrom 2% to
1% for studentloansin deferment
o In3.5.5.2 (Qualifying Payment Amounts) established a
minimum 1% paymentamount forstudentloansin
repayment
Added Section 3.5.1.34 documenting how to evaluate
unreimbursed employee business expenses
Clarification to Conforming Matrix (2.3.1), Non AUS Conforming
Matrix (3.13) and matrix insection 7.0 that both the ARM LTV and
CLTV are limited to 95%
Clarified meaning of “eligibility criteria” in 2.1.4 to include credit,
capacity, collateral, etc.
Removed redundantrows (noimpactto guidelines) within:
o ConformingLloans(2.3.1)
o ConformingHigh Balance Loans (2.3.2)
o ConformingAffordable Lending(2.3.3)
Modified 3.6.2 (Ineligible Property Types) to:
o Clarifythatineligible conversions are those that do not
meetagency eligibility and project requirements
o Correct typoso the number of states reads 50
Addedlanguage to3.6.3.2 (Leasehold Estates) clarifying that
Community Land Trusts are eligible

O
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Version 2.0:

Removed guidelines restricting co-op eligibility to 5states plus the
District of Columbia. The change isreflectedinsection3.6.1.13
and the various matrices through the guidelines
For Non-AUS Jumbo primary residence (matrixin 3.13), reduced
the minimum FICO by 20 points at each loan amountinthe 90%
LTV tier,and added a new 90% LTV amount of $1,000,000 witha
720 minimum FICO
Addeda Non-AUS Jumbo second home offer (matrixin 3.13) with
maximum LTV of 90% and minimum FICOs of 700 to $650,000 and
720 to $750,000
Amendedthe various matrices to align Construction to Permanent
eligibility with existing purchase and rate/term refinance
requirements forall occupancy types (primary residence, second
home and investment) including all 1-4 Family property types
excluding manufactured homes, condos and co-ops
Removed overlays related to ARMs as follows:
o Section2 AUS Eligible Guidelines
=  Removedlanguagein 2.2.1prohibiting ARMs with initial
fixed periods of lessthan 3 years
= Removedthe ARMoverlay from the following matrices:
2.3.1,23.2,23.3and 7.0
o Section3 Non-AUSEligible Guidelines
=  Revised3.1.4(Adjustable Rate Mortgages) to reduce the
minimum initial fixed period from 3yearsto 1 yearand to
establish amaximum nitial adjustment of 2% for ARMs
withinitial fixed periods of less than 5years
= Revisedthe Non-AUS Conforming matrix toreflectthe 1
yearinitial fixed term applicable to primary residence and
second home

Version 2.1:

Expanded the definition of rate and term refinances (i.e., limited
cash out refinances)in 3.4.2 applicable to Non-AUS loans to
include payoff of nonpurchase-money subordinate liens
(seasoned 12 months with draws not exceeding $3,000 in the last
12 months) and/or paymentstojointowners provided specified
requirements are satisfied

Expanded AUS Eligible Section 2.2.7 guidelines to permitloans
includingone ormore borrowers withoutascore so longas at
leastone borrowerhas an acceptable credit score
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Expanded eligibility toinclude 3-4 units

o For purchase, rate/termrefi, and construction to permanent

o 95%/700 — Conforming AUS Affordable (2.3.3)

o 90%/720 —Non-AUS Conforming Affordable (3.13)

o 90%/720- Non-AUS Conforming(3.13)

o To $625,500 ($850,000 in AK/HI)

o Minimum 6 monthsreserves (PITIA) applicable to AUS
(Section 2) and Non AUS (Section 3) loans

o Updated3.6.1.4 to include 3-4 unitsaseligible

Increased to 90 days from 60 days after closing the maximum

threshold forfirst day of employment or effective date of a

compensationincreasethat may be included when qualifying the
borrower perSection 3.5.1.8 applicable to Non-AUS loans

Revised 3.1.6to permittemporary buydowns for Non-AUS ARMs
provided specified requirements are met (excluding cash outand
investment)

Clarified guideline language:

o Removedfrom2.3.3 (AUS Eligible Affordable Lending Matrix)
language discussing 97% approve/acceptineligible (the GSEs
now purchase loans up to 97% LTV)

o Consistentwith3.6.1.9, added language in 3.5.1.33 stating
that rental income from accessory unitsisineligible (cannot
be includedin qualifyingincome)

o Addedlanguage to3.6.2 listing properties with resale
restrictions (otherthan age restrictionsin seniorliving
developments) asineligible

Version 2.2:

DU® Approve/Ineligible and LP Accept/Ineligible loans now qualify
for AUS Plus Overlay guidelines (subject to requirementsin
TrueGuide Section 2.0) if the ineligibility is caused by the cash out
refinance loan purpose (revisions to Sections 2.1.1 and 7.0)

Constructionto Permanentrequirements:
o Amended matricesto permitfor Manufacture Homes

o Clarified Section 3.4.5to betterdistinguish one-timeand two-
time close requirements
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Version 2.3:

Expanded Conforming High Balance (Section 2.3.2) guidelines:
o 95% LTV for 1 Unit Primary Residence (minimum 620)

o 85% LTV for 2 Unit Primary Residence (minimum 620)

o 90% LTV forSecond Home (minimum 620)

o 85% LTV forlnvestment (minimum 680)

Reduced the minimum FICO from 660 to 620 for Conforming
Affordable (Section 2.3.3) with CLTVs above 97%

Amended Non AUS guidelinesin Section 3.5.5.2 (Qualifying
Payment Amounts) to require that the qualifying payment for
studentloans be calculated as 0.50% of the cumulative
outstanding balances (regardless of the payment status of
individualloans)

Clarified Section 3.7to state that the lesser of the appraised value
or sales price is usedto calculate LTV ratios and determine the
applicable National Ml guidelines and pricing, and that state-
specificregulatory requirements asto when Ml is required or
permittedis outside the scope of the TrueGuide

Minor change to Section 3.5.1.3 (Auto Allowance) making clear
the distinction between 2 different approaches to qualifying
borrowers with allowances

Simplified and reduced Non AUS reserve requirements with
Property ForSale, Pending Sale or Occupancy Conversion
(Sections 3.3.3,3.3.4 and 3.5.3.5)

Non AUS Rate and Term (i.e., Limited Cash Out) Refinance
eligibility requirements (Section 3.4.2) have been expanded to
include borrowers who have inherited orlegally been awarded
the subject property

Version 2.4:

Clarified Comprehensive Credit Assessment requirements with
respectto risk layering:

o Revisedlanguagein2.1.4applicable to AUS eligible loans
o Addednew Section3.12.6 applicable to Non AUS loans

Revised the AUS Conforming Product Eligibility Matrix (2.3.1) to
permitInvestment Property Rate /Termrefinancesto 85% LTV

Added language tothe matrices at the end of Section 2 reminding
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the readerthat the requirementsin Section 2apply
Removed Section 7 (TrueGuide Summary) from the Guidelines

Clarified Sections 1.1and 1.7 to distinguish between delegated
with and withoutindependent validation

Clarified Section 3.6.6to indicate that FHA appraisals are
acceptable

Clarified 3.4.7.1and 3.4.7.2 with respectto 3-4 unit properties

Version 2.5:

Expanded Section 2.3.3 (Conforming Affordable Lending):
o Include highbalance loansamounts:
*  One-Unit: 95% LTV / 95% CLTV
*=  Two-Units: 85% LTV / 95% CLTV
o Reduce the Two-Unit minimum FICO to 620 from 660
(applicable toallamounts)
Amended guidelines to permit sweat equity
o Section2.2.9 (Assetsand Equity) —deleted language
prohibiting sweat equity
o Section3.5.3.2 (Additional Eligible Assets) —added language
o Section3.5.3.3. (Ineligible Assets) —revised language
Removedfromthe Non-AUS list of ineligible incometypes
(3.5.1.34) mortgage credit certificates (MCCs), and added 3.5.1.33

(MCCs) describingincome documentation and calculation
guidelines for MCCs

Added Section 2.2.12 (State Restrictions) applicable to AUS loans
and Section 3.12.7 (State Restrictions) applicableto Non AUS
loans, and updated Section 3.7 (LTV) —all to describe New York
state restrictions on the availability of Ml

Added Section 3.12.8 (Third Party Verification Services)
documenting policy regarding such providers

Amended Section 3.3.2 (Occupancy Documentation) to describe
how primary residency may be established for military service
members

Clarified income documentation requirements by adding
“Definition of ‘Last Year’” contentto Section 3.5.1.1 (General and
Form 4506 Requirements)addressing both W-2sand tax returns
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Clarified requirements related to properties with deed restrictions
by adding Section 3.6.1.13 (Resale Restrictions) and referencing
the new sectioninSection 3.7 (LTV) and 3.6.2 (Ineligible Property
Types)

Clarified thatfor AUS eligibleloans, one or more borrowers must
have at leastone FICO score. Language was added to the top of
the matrices(2.3.1, 2.3.2 and 2.3.2) makingthispointand 2.2.7
(CreditHistory) wasamended

Clarified requirementsin Sections 2.1.4 (Comprehensive Credit
Assessment, 3.5.1.1 (General and Form 4506 Requirements—

Income Stability), and 3.5.1.26 (Self Employment) with respect to
assessingincome from self-employment.

Version 2.6:

The following changes affect AUS eligible loans:

Section 2.2.4 (Renovation Loans): Renovationloansare nolonger
limitedtosingle family primary residences

Section 2.3 (Credit Overlay Requirements and Matrices):
Eliminated the underwriting overlay related to the property
valuation type

The following changes and clarifications affect Non AUS loan
eligibility:

Section 3.4.2 (Rate and Term Refinance): Property Assessed Clean
Energy (PACE) obligations may now be paid off with rate and term
refinance loan proceeds

Section 3.4.8.1 (Medical Professionals Program): New policy
defining guidelines (including calculation of student loan
qualifying payments) applicable to qualifying medical
professionals

Section 3.5.1.36 (OtherEligible Income): Established eligibility
requirements addressingincome from the cultivation, distribution
and sale of marijuana

Section 3.5.2 (Verbal Verification of Employment): Revised self-
employed verbalverification from within 31 days to within 120
daysfrom the note date

Section 3.5.3.4 (Interested Party Contributions): Increased the
second home maximum to 6% from 3% for Non AUS loans

Section 3.5.5.2 (Qualifying Payment Amounts): New guidelines
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clarify when written documentationis andis not required for
alimony, child support, and/or separate maintenance payments
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