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Underwriting: Basics
(Part 2)

February 2016

Federal Home Loan Bank of Des Moines

This material is based on the current information in the 
MPF® Origination, Underwriting, Servicing Guides and the 
MPF Xtra® Manual (MPF® Guides) as of the date of training. 
It should not be used in place of the MPF® Guides. The MPF®

Guides are the governing documents and control in the 
event of discrepancies between the information in this 
webinar and the MPF® Guides. The official version of the 
MPF® Guides are available through AllRegs®. 

All mortgage loans sold to MPF must meet “ability-to-repay 
(ATR)” and safe harbor general qualified mortgage (QM) 
regulatory requirements for applications taken on or after 
January 10, 2014
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Federal Home Loan Bank of Des Moines

11.19.15

MPF Customer Service

MPF-Help@FHLBC.com

(877) 463-6673

MPF Customer Service
Des Moines

- To receive morning Price Sheet
mfs-mpfqc@fhlbdm.com
(800) 544-3452 x 1108
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Federal Home Loan Bank of Des Moines

Presentation Color Key

• Black – Applies to all programs

• Green – Exclusive to MPF Traditional (aka. Portfolio)

• Blue – Exclusive to MPF Xtra
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Federal Home Loan Bank of Des Moines

Terms 

• PFI - Participating Financial Institution

• MPF Bank – Federal Home Loan Bank of Des Moines

• MPF Provider - FHLB  Chicago   

• MPF Service Center - FHLB  Chicago

• Document Custodian – Wells Fargo Bank -Minneapolis

• Master Servicer - Wells Fargo – Columbia, MD (servicing 
retained)

• Master commitment - Agreement to fund loans originated 
by the PFI

• Delivery commitment - Loan lock

• Loan Presentment – Provides loan details

• XML upload – Provides loan details

11.19.15 5

Federal Home Loan Bank of Des Moines

Overview

• Income Analysis

• Assets Analysis

11.19.15 6
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Income 
Analysis

Federal Home Loan Bank of Des Moines

Documentation Types
(UG 2.17 & 4.7.2 &  4.6.2 & 4.6.3)

• Full Documentation:
– VOE covering at least the past two years' work history with year-to-date and 

last two years’ earnings
– VODs with the average balance for past two months listed; if the average 

balance is not provided, obtain the last two months' statements
– Verbal verification of employment or current pay stub with in 10 days of 

note date

• Alternative Documentation (borrowers provide documentation):
– Employment/Income

• Computer-generated or typed (not handwritten) pay stub(s) or salary vouchers for 
the most recent pay period with year-to-date earnings; and

• W-2 forms for the most recent two years;  
• Verbal verification of employment or current pay stub with in 30 days of note date

– Two months' depository institution statements. These must, at a minimum, 
report the ending balances and all deposits and withdrawals. Any significant 
changes in the account balance should be documented

– Verbal verification of employment or current pay stub with in 10 days of 
note date

11.19.15 8
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Federal Home Loan Bank of Des Moines

Income Analysis

• Employment and Income Must Be:
– Stable / increasing

• Any YTD decrease needs to be explained by the borrower and 
supported by facts

– Predictable
– Likely to continue

• Additional documentation and compensating 
factors are required as risk increases

11.19.15

Low 

Risk

Moderate 
Risk

High 
Risk
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Federal Home Loan Bank of Des Moines

Income Analysis

• Employment and Income 
Compensating Factors:
– Conservative calculation of 

income (overtime, bonus, 
commission, part-time 
income)

– Documented pay increases 
in the near future

– Increasing trend in income
– Stability shown with long-

term employment
– Long-term contract
– Good credit maintained 

during periods of 
unemployment

11.19.15

RisksRisks
Compensating

Factors

Compensating

Factors
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Federal Home Loan Bank of Des Moines

Income Analysis
(UG 4.6.1)

• Income Stability: 2 yr. history of related experience
– Same line or field of work
– Educational experience can contribute (shown with transcripts)
– Work development programs (i.e. trade schools, 

apprenticeships, internships, development programs, 
management trainee program, etc.)

– Military Service (shown with military discharge letter)

• Consider:
– Is the actual dollar amount reflected in the borrower’s recent 

pay history
– Is the dollar amount reasonable based on the history and line 

of work
– Are the qualifying ratios acceptable

11.19.15 11

Federal Home Loan Bank of Des Moines

Income Analysis
(UG 4.6.1 & FNMA SG B3-3.1-01)

• Income Trending:
– After the monthly year-to-date income amount is calculated, it 

must be compared to prior years’ earnings using the borrower’s 
W-2’s or signed federal income tax returns (or a standard 
Verification of Employment completed by the employer or 
third-party employment verification vendor). 

• If the income trend is stable or increasing, the income should be averaged. 

• If the income trend was declining, but has since stabilized and there is no 
reason to believe that the borrower will not continue to be employed at the 
current level, the current, lower amount of variable income must be used. 

• If the trend is declining, additional analysis is required to determine if any 
variable income should be used, but in no instance may it be averaged over 
the period when the declination occurred.

11.19.15 12
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Federal Home Loan Bank of Des Moines

Income Analysis

• Employer Address:
– Input the local employer 

address on the 1003

– Verify address is within 
reasonable distance 
from the Borrower’s 
primary residence

• If not, there could be 
occupancy concerns or 
an undisclosed 
property

– Document any 
discrepancies between 
the employer address 
stated on the 1003, 
W2/1099s, VOE, or 
Paystubs (ex. Address 
on W2 is employer 
headquarters)

11.19.15 13

Federal Home Loan Bank of Des Moines

Income Analysis

• Income considered to have a defined expiration dated 
includes, but is not limited to:
– Alimony and Child Support
– Retirement Income

• 401(k), IRA, SEP, Keogh, etc.
– Pension income
– Notes Receivable Income
– Public Assistance (not including Social Security Retirement or long 

term disability which do not have a defined expiration date)
– Trust Income
– VA Benefits (not including retirement or long term disability which 

do not have a defined expiration date)
– Employer paid housing/mortgage subsidy income

• Income with a defined expiration date, must be likely to 
continue for a minimum of 3 years from the Note Date

• “At will” employment is not typically considered to have 
an expiration date

11.19.15 14
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Federal Home Loan Bank of Des Moines

Verbal Verification of Employment (VVOE)

• May be completed on MPF VOE (found in OG - Exhibit R) 
or on PFI’s own form11.19.15 15

Federal Home Loan Bank of Des Moines

Verbal Verification of Employment

• VVOE
– Minimum Requirements:

• Current employment status
• Date(s) of employment
• Current position
• If the Applicant is “active’ or on “paid leave”
• Name and title of the PFI employee who completed the VOE
• Phone number or other contact information that was used to 

contact the employer or independent third-party
• Name and title of person who completed the verification for 

the employer or third party
• Date of the call or contact
• Source of the phone number or contact information

11.19.15 16
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Federal Home Loan Bank of Des Moines

Verbal Verification of Employment
(UG 4.6.1 & 4.6.2)

• All loans (manual and DU/LP underwritten) must contain a verbal 
verification of employment prior to closing

• The purpose of the VVOE is not to verify income but is to verify the 
Borrowers are still employed  
– Non self-employed: The PFI must contact the employer to determine 

the employment status either verbally or in writing within 10 days prior 
to closing

– Self-employed: The PFI must verify the existence of the Borrower’s 
business within 30 days prior to the closing date

• The verification must be from a third party, such as a CPA, regulatory agency, 
licensing bureau, etc. In addition, the borrower’s business address and phone 
listing must be verified via phone book, directory assistance or internet

– Military personnel (including reservists) – a verification of employment 
through the Defense Manpower Data Center or LES dated within 30 
business days of the Note Date would suffice in lieu of the VVOE

• Useful Websites:
– www.yellowpages.com – Yellow Pages
– www.411.com
– https://dmdc.osd.mil/appj/mla/ - Defense Manpower Data Center

11.19.15 17

Federal Home Loan Bank of Des Moines

Verification of Employment
(The Work Number)

https://www.theworknumber.com/11.19.15 18
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Federal Home Loan Bank of Des Moines
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Federal Home Loan Bank of Des Moines

• Alaska
• http://commerce.state.ak.us/CBP/Main/SearchInfo.aspx

• Hawaii
• http://www.secstates.com/HI_Hawaii_Secretary_of_State_Corporation_Search/

• Idaho
• http://sos.idaho.gov/corp/index.html

• Iowa
• http://sos.iowa.gov/search/business/(S(ysugpsze0m0ets45z1u4ri55))/search.aspx

• Minnesota
• http://mblsportal.sos.state.mn.us/

• Missouri
• https://www.sos.mo.gov/BusinessEntity/soskb/csearch.asp

• Montana
• https://app.mt.gov/bes/

• North Dakota
• https://apps.nd.gov/sc/busnsrch/busnSearch.htm

• Oregon
• http://egov.sos.state.or.us/br/pkg_web_name_srch_inq.login

• South Dakota
• http://sdsos.gov/business/search.aspx

• Utah
• https://secure.utah.gov/bes/

• Washington
• https://www.sos.wa.gov/corps/corps_search.aspx

• Wyoming
• https://wyobiz.wy.gov/business/filingsearch.aspx

Business Entity Search by State

11.19.15 20
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Federal Home Loan Bank of Des Moines

Written Verification of Employment (WVOE)
(UG 4.6 & FNMA SG B3-3.1-02)

https://www.fanniemae.com/content/guide_form/1005.pdf
11.19.15 21

Yellow boxes = not required to be completed by employer

Federal Home Loan Bank of Des Moines

Base Pay

Income How to Calculate Example

Annual
Divide annual pay by 12 

months
$60,000 / 12 mo.

Monthly Use monthly figure

Weekly
Convert to yearly pay then 

monthly
$1,150 per week x 52 weeks / 12 

mo.

Hourly
Convert to weekly, then 

yearly, then monthly
$28.75 per hr. x 40 hrs. per week 

x 52 weeks / 12 mo.

Bi-Weekly
Convert to yearly (26 pays 
per year), then monthly

$2,307.69 x 26 periods / 12 mo.

Semi-Monthly
Convert to yearly (24 pays 
per year), then monthly

$2,500 x 24 periods / 12 mo.

Teacher Pay
Convert to yearly, then 

monthly
Are they paid 9 or 12 mo. per 

year?

11.19.15 22
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Federal Home Loan Bank of Des Moines

Income Calculation Resource

• MI Companies provide 
resources

• 8 pg. interactive form
• Calculates current income

– Prudent underwriting would 
use most conservative 
figure

• Could be completed on all 
files and may help QC see 
how you calculated the 
qualifying income

• Website:
– http://www.pmi-

us.com/media/pdf/resourcec
enter/toolkits/IncomeCalcul
ationWorksheet.pdf

11.19.15 23

Federal Home Loan Bank of Des Moines

Income Documentation

• Basic Documentation:
– Two years W2s or 1099s
– Most recent paystub (with at least 1 mo. year-to-date 

earnings)

11.19.15 24
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Federal Home Loan Bank of Des Moines

11.19.15

174.35 ÷ 15.85 = 11 pay periods

25

Federal Home Loan Bank of Des Moines

Overtime
(UG 4.6.4)

• Wages paid to employees who work beyond the 
normal working hours

• May be impacted by holiday pay
– If a holiday falls on a working day, many employees 

may not be paid overtime that week unless their total 
“working” hours exceed 40

Example: Do they get overtime for Friday?

• Overtime rates vary by state regulations

11.19.15

Day Monday Tuesday Wednesday Thursday Friday

Hours 
Worked

Paid Holiday 8 8 8 9

26
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Federal Home Loan Bank of Des Moines

Overtime
(UG 4.6.4)

• Documentation:
– History of receipt from last two years

• Shown on WVOE form

– WVOE must state that the overtime is likely to 
continue 

• This could also be identified on a WVOE or signed letter from 
employer

• May indicate future market conditions

• Calculation:
– Use at least a 24 month average of earnings
– Overtime < 2 years may be acceptable provided the 

PFI can justify and document (in writing) the reason 
for using this income

– YTD earnings should indicate stable/increasing trend 
from previous years

11.19.15 27

Federal Home Loan Bank of Des Moines

Commission
(UG 4.6.4)

• Borrowers are considered commissioned if 25% 
or more of a Borrower’s annual income is 
derived from commissions

• Commission Income
– Should be received for 24-months 

• Commission income received between 12 and 24 
months may be used when compensating factors 
are present

• Commission income < 1 year is not considered 
eligible income

– Exceptions may be made for situations which the 
Borrower’s compensation was changed from salary to 
commission within a similar position with the same 
employer

11.19.15 28
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Federal Home Loan Bank of Des Moines

Commission
(UG 4.6.4 & FNMA SG B3-3.1-04)

• Documentation:
– History of receipt from last two years

• Shown on written VOE form
• Should show stable or increasing trend

– WVOE must state that the commission is likely to 
continue

• May indicate future market conditions
• This could also be identified on a WVOE or signed letter 

from employer

– Most recent two years signed federal tax returns
– Any Un-reimbursed Employee Expenses (UREE) (as 

shown on the IRS Form 2106) or Meals & 
Entertainment expenses must be subtracted from the 
borrowers income regardless of the length of time they 
have filed that expense with the IRS

• The exception to this is if the expense is an actual automobile 
lease or loan payment (See B3-3.2.1-03)11.19.15 29

Federal Home Loan Bank of Des Moines

Bonus Income
(UG 4.6.4)

• May be paid annually or at different intervals 
throughout the year

• Documentation:
– 2-year history of receipt

• Can be evidenced on WVOE or paystubs

– Likelihood of Continuance:
• Can be verified with WVOE
• Acceptable signed letter from the employer
• Other documents such as employment contract, written bonus 

plan, pay history/paystubs

• Calculation:
– Use at least a 24-month average of earnings
– Bonus < 2 years may be acceptable provided the PFI 

can justify and document (in writing) the reason for 
using this income

– YTD earnings should indicate stable/increasing trend
11.19.15 30
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Federal Home Loan Bank of Des Moines

Tips and Gratuity
(UG 4.6.4)

• Tip income must make sense for the occupation:
– Examples:

• Waiter/Waitress
• Taxi Driver
• Massage Therapist
• Manicurist

• Documentation:
– Most recent Paystub and W2’s
– WVOE showing history of receipt and likelihood of continuance

• Calculation:
– Use two-year average of income

• Unreported tip income 
– Tips of $20.00 or more, are wages subject to FICA, FUTA, and income tax 

withholding (www.irs.gov)
– In some cases, the full amount of the tip income earned by the borrower may 

not be reported by the employer on the Form 1005, paystub and W-2 form. 
However, the borrower may report additional tip income to the IRS using 
Form 4137, Social Security and Medicare Tax on Unreported Tip Income, when 
filing his or her tax returns. Xtra will allow this tip income to be used in 
qualifying if the lender obtains the most recent two years of federal income 
tax returns with Form 4137.11.19.15 31

Federal Home Loan Bank of Des Moines

Secondary Employment Income
(UG 4.6.6)

• Definition:
– Employment taken to supplement the Borrower’s 

income from regular, primary employment 
(Second/Multiple Jobs & Part-Time Jobs)

• Documentation:
– Paystubs / W2’s
– WVOE must verify likelihood of continuance

• It is acceptable for a borrower to have a history 
of different employers as long as income has 
been consistently received and it’s within the 
same line of work

• Calculation:
– Use 24 month average of income

• Part-time income received between 12 and 24 months may be 
provided PFI justifies and documents likelihood of continuance

• Part-time income < 1 year is not considered eligible income
11.19.15 32
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Federal Home Loan Bank of Des Moines

11.19.15 33

Federal Home Loan Bank of Des Moines
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Federal Home Loan Bank of Des Moines

Employment Gaps
(UG 4.6.1)

• Gaps in Employment:
– Borrowers must provide 

a signed/dated written 
letter of explanation 
regarding any job 
changes or gaps in 
employment (greater or 
equal to 30 days) within 
the last two years

11.19.15

• Considerations:
– Is the gap isolated or likely to happen in the future?
– Does the borrower qualify using an average of income?
– Has stability of employment been re-established?
– What was the borrower’s credit history during this 

gap?
35

Federal Home Loan Bank of Des Moines

Employment Gaps
(UG 4.6.1)

• Frequent Job Changes:
– PFIs may favorably consider stability of a 

Borrower’s income if they change jobs frequently 
within the same line of work, but continue to 
advance in income or benefits. In this analysis, 
income stability would take precedence over job 
stability

• Returning to Work After Extended Absence:
– Income may be considered eligible if

• Employed at the current job for > 6 months
• Can document 2 year work history prior to absence 

from employment

– Note: An acceptable employment situation 
includes individuals who took several years off to 
raise children and returned to the workforce11.19.15 36
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Federal Home Loan Bank of Des Moines

Unemployment Benefits
(UG 4.6.1)

• Unemployment compensation cannot be used to 
qualify the borrower unless it is clearly associated 
with seasonal employment

• Documentation:
– Must be reported on the borrower’s most recent 2 years 

signed federal income tax returns
– Signed letter from employer stating that the borrower will 

likely be rehired for next season
– Verify the borrower has worked in the same job (or same 

line of seasonal work) for the most recent two years

• Documentation submitted must indicate:
– The unemployment pay is linked with seasonal layoffs
– Is expected to happen again
– Is reported on the borrowers most recent two years tax 

returns

11.19.15 37

Federal Home Loan Bank of Des Moines

Seasonal Employment
(UG 4.6.7)

• Examples:
– Umpire (summer baseball games)
– Store clerk (over the holidays)

• Documentation:
– Paystubs / W2’s
– Signed letter from employer stating that the borrower 

will likely be rehired for next season
– Evidence the borrower has worked uninterrupted in 

the same job for the most recent two years
– Pay history should indicate income is likely to continue 

at a similar/increasing rate

• Calculation:
– Average of most recent 2 years earnings

11.19.15 38
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Federal Home Loan Bank of Des Moines

Contract Employment

• Consideration must be given to the type of work, 
stability and trend in earnings

• Analyze how long the borrower has been completing 
this type of work and can it be expected to continue

• Documentation:

– W2s/1099s and Paystubs
– Copy of the employment contract

• Does the contract have an expiration date?
• If the contract is due to expire in less than 12 months, the 

employer must provide information regarding if the contract will 
be renewed

• Review for exceptions or exclusions in the contract

• Calculation:

– Average of most recent 2 years earnings

11.19.15 39

Federal Home Loan Bank of Des Moines

Employment Offers or Contracts
(UG 4.6.2)

• A mortgage may be closed prior to the Borrower 
beginning new employment and receiving income if they 
will begin the new job within 60 days of the close date; 
however, it is not eligible for delivery under the MPF 
Program until the Borrower begins employment and has 
received one paystub

• Requirements:
– Documentation of the Borrower’s appropriate past income and 

employment history;

– Borrower’s new guaranteed, non-revocable employment contract or 
offer; 

– A paystub, obtained and dated prior to the delivery date, that 
verifies the level of income used to qualify the Borrower; and 

– Verified sufficient income or cash reserves to support the Mortgage 
payment and any other obligations between Mortgage Closing date 
and the start of employment

11.19.15 40
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Federal Home Loan Bank of Des Moines

Self-Employment
(UG 4.6.5 & FNMA SG B3-3.2-01)

• A Borrower is considered self-employed if they have at 
least 25% ownership interest in a business

• Two year history of income
– 12-24 mo. may be acceptable

• Tax returns must show income at same or greater level in a similar field

• Analyzing self-employed income 
– Effect of the income/loss on other types of income must be considered

• Income verification for self-employed co-borrowers; see FNMA SG B3-3.2-01

– Written evaluation of income

• Fannie Mae form 1084; or

• Similar cash flow analysis form (i.e. 
https://www.mgic.com/underwriting/seb.html)

11.19.15 41

Federal Home Loan Bank of Des Moines

Self-Employment
(UG 4.6.5 & FNMA SG B3-3.2-01)

• Documentation:
– Obtain most recent signed 2 years tax returns (individual & business) 

including all schedules
• IRS-issued transcripts could be acceptable if all schedules are included

• For certain casefiles, DU will issue a message permitting only one year of personal and 
business tax returns, provided lenders document the income by: 

– obtaining signed individual and business income tax returns for the most recent year, 

– confirming tax returns reflect at least 12 months of self-employment income, and

– completing self-employed cash flow analysis

– When two years of signed individual federal tax returns are provided, 
the lender may waive the requirement for business tax returns if: 

• borrower is using their own funds for down payment, closing costs, & reserves, 

• borrower has been self-employed in the same business for at least five years, and 

• borrower’s individual tax returns show an increase in self-employment income over the 
past two years. 

– P&L statements are required and must be prepared or reviewed by an 
accountant if used to qualify the loan – optional for Xtra

11.19.15 42
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Federal Home Loan Bank of Des Moines

• Sole Proprietorship – Schedule C

• Partnership – Form 1065
• General
• Limited
• Limited Liability Company (LLC)

• Corporations
• S Corporation – Form 1120S
• Corporation – Form 1120

Self-Employed Business Structures

Typically 

have K1

• Note: K1’s are required to verify % of ownership. Required on all 
applicable BFS income to verify if ownership is > or < 25%

11.19.15 43

Federal Home Loan Bank of Des Moines

Tax Schedules
Schedule 

A

•Itemized 
Deductions

Schedule 
B

•Dividend & 
Interest 
Income

Schedule 
C

•Business 
Profit or 
Loss

Schedule 
D

•Capital 
Gains

Schedule 
E

•Rental
•Partnership 
or S-Corp. 
Income

Schedule  
F

•Farm 
Income

11.19.15 44
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Federal Home Loan Bank of Des Moines

Tax Form Checklist

• Resource to help 
identify which section 
of the taxes are 
needed for different 
types of income

• Interactive Checklist
• Helps to ensure 

documents are 
collected upfront

• Website:
– http://www.pmi-

us.com/media/pdf/resourc
ecenter/toolkits/pmi_0706
09_TaxFormChklst.pdf

11.19.15 45

Federal Home Loan Bank of Des Moines

Noncash Expense
(UG Exhibit A)

• Expenses deducted from a cash flow that do 
not require an actual cash payment

• Can be added back to cash flow when included 
in total expenses

• 3 Types of Noncash Expenses
1. Depreciation – exhaustion of a tangible object 

• (ex. Car or Home)
2. Depletion – exhaustion of a natural resource 

• (ex. Mineral or Timber)
3. Amortization – exhaustion of an intangible object 

• (ex. Patent or Copyright)

• Found on Form 2106, Schedule C, E, F & 
Business taxes

11.19.15 46
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Federal Home Loan Bank of Des Moines

4506-T Form & Transcripts
(UG 4.6)

• 4506-T Form:
– Signed 4506-T form 

required at or before 
closing on all loans 
regardless of the different 
sources of the borrower’s 
income

• 4506-T Transcripts:
– Highly recommended
– Cannot be used to 

document/verify income, 
only to validate income 
documentation

– Only required if loan is 
selected for quality 
control

11.19.15 47

Federal Home Loan Bank of Des Moines

4506-T Transcripts

• Tax Transcripts:
– Provide a line-by-line transcript of the information it 

has received for up to the past 4 tax years

– Transcripts available include the following:

• 1065: U.S. Return of Partnership Income

• W-2: Wage & Tax Statement

• 1098: Mortgage Interest/Student Loan 
Interest/Tuition Statements

• 1099: Dividends/Interest, Misc. Income, 
Government Payments, Cancellation of Debt, Etc.

• 1120: U.S. Corporation Income Tax Return (also 
1120-L and 1120-S)

• 5498: IRA, HSA contributions

11.19.15 48
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Federal Home Loan Bank of Des Moines

4506-T Transcript Analysis

• Review the transcript information to determine the reasons for any income 
discrepancies and obtain any documentation/information needed to 
satisfactorily address all inconsistencies:

– Borrower’s Marital Status

• Did they file jointly but disclosed on the 1003 they are single?

– Possible discrepancies in income
• Did the Borrower file a joint return but is on the application alone?

• Did the Borrower change jobs? Are they in the same line of work?

• Did the Borrower receive a promotion?

• Did the Borrower’s compensation structure change?

• Did the Borrower receive bonus or overtime that is no longer offered?

• Did the Borrower not have enough income to require the filing of a federal tax return?

• Is there undisclosed self-employment loss for a Co-Borrower or Non-Borrowing Spouse?

– Alimony/Child Support Expense

– Any undisclosed schedule C, E, or F business for self income

– Schedule E rental income

11.19.15 49

Federal Home Loan Bank of Des Moines

4506-T Transcript Analysis

• Possible reason for 4506-T reject 
results:
– Name or Address does not match the tax 

year requested on the form

– Form is illegible or has been altered

– Taxpayer SSN is missing or incorrect

– Tax year is missing

– Signature/date is missing

– The difference between the “received 
date” and the “signature date” is > 120 
days

• 4506-T returned with rejection code 
“Unable to Process” or “Limitation”
– Alternative documentation may be 

accepted

– See PFI Advisory 07-22-15 (07/22/15)

• Resources:
– www.irs.gov

11.19.15 50
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Federal Home Loan Bank of Des Moines

4506T Guidance
(UG 4.6) 

The following table shows the minimum transcript information to request from 
the IRS under 4 typical income documentation scenarios 

If the level of income 
documentation used 
for underwriting the 
loan and reported on 
the loan presentment 

is: 

The 4506-T Request must be for the most recent 
filing(s) of:

1040 1120 or 1065 1099 W-2

YTD Paystub & Two W-2s
2 years

YTD Income Information 
& Two 1099s/1040s 2 years 2 years

Two years personal 
Returns 2 years

Two Years Personal
Returns & Two Years 
Business Returns 2 years 2 years

11.19.15 51

Federal Home Loan Bank of Des Moines

4506-T Guidance
(UG 4.6)

• Tax Transcripts:
– When requesting information from the IRS, PFIs must take into consideration 

that it typically takes the IRS 6-8 weeks to add new filings or corrections to its 
database. PFIs must elect the tax year information applicable to the situation. 

• Examples:

11.19.15

When manually underwriting a self-employed borrower, the PFI would request 2 yrs of 
individual federal tax returns. For example, a January 2014 request to the IRS should be for 
the 2011 and 2012 Form 1040s. However, an August 2014 request to the IRS should be for 

the 2012 and 2013 Form 1040s.

When underwriting a salaried borrower through an approved AUS, the AUS may only 
require the PFI to obtain a recent pay stub. In this case, the PFI should request the most 

recently filed Form W-2. For example, a June 2014 initial request to the IRS should be for the 
2013 W-2.

When manually underwriting a salaried borrower, the PFI would request two years of 
W-2s to verify income. For example, a January 2014 request to the IRS should be for the 

2011 and 2012 W-2s since the borrower’s 2013 income information has not been filed with 
the IRS.
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http://www.irs.gov/Individuals/Income-Verification-Express-Service
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11.19.15

Liquid Assets

Types of 
Liquid 
Assets

Checking, 
Savings,

CDs

Gifts

Stocks, 
Bonds, 
Mutual 
Funds

Stock 
Options

Business 
Accounts
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11.19.15

Large Deposits
• Large Deposits

• Defined as a single deposit that exceeds 50% of the total monthly qualifying income for the loan 
• Requirements for evaluating large deposits vary based on transaction type

Transaction Type Evaluation Requirements

Refinance
• Documentation or explanation for large deposits is not required; however, the PFI remains responsible for 

ensuring that any Borrower funds, including any related liabilities are considered.

Purchase

• If funds from a large deposit are needed to complete the purchase transaction (that is, are used for the 

down payment, closing costs, or financial reserves), the PFI must document that those funds are from an 

acceptable source. Occasionally, a Borrower may not have all of the documentation required to confirm the 

source of a deposit. In those instances, the PFI must use reasonable judgment based n the available 

documentation as well as the Borrower’s debt-to-income ratio and overall income and credit profile. 

Examples of acceptable documentation include the Borrower’s written explanation, proof of ownership of 

an asset that was sold, or a copy of a wedding invitation to support receipt of gift funds. The PFI must place 

in the loan file written documentation of the rationale for using the funds. 

• Verified funds must be reduced by the amount (or portion) of the undocumented large deposit (as defined 

above), and the PFI must confirm that the remaining funds are sufficient for the down payment, closing 

costs, and financial reserves. When the PFI uses a reduced asset amount, net of the unsourced amount of a 

large deposit, that reduced amount must be used for underwriting purposes (whether the mortgage is 

underwritten manually, or through Desktop Underwriter (DU).Note: When a deposit has both sourced and 

unsourced portions only the unsourced portion must be used to calculate whether or not it must be 

considered a large deposit.
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11.19.15

Checking & Savings Accounts

Red Flags:

• Large Deposits

• Balance 
Increases

• New Account
• Additional 

Account Owners
• Non-sufficient 

Funds or 
Overdraft Fees
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Checking & Savings Accounts

• Documentation:
– Most recent 2 months bank statements or Verification of 

Deposit (VOD)

– Bank Statement Requirements:
• All pages (including blank pages)

• Must show bank name, borrower’s name, all transactions (debits & 
credits)

• Borrower’s address on bank statements should match the 1003

• Complete 60 day transaction history with ending balance

• If borrower provides a transaction history that was printed at their local 
bank, the teller is required to sign/stamp the document 

• All large deposits need sourced/documented

• If there is evidence of overdraft fees or non-sufficient funds within the 
last 12 months, a signed letter from the borrower is required to explain 
why these fees occurred. Note if it is a recurring or isolated incident

• Any significant changes in the account balance should be documented
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Verification of Deposit (VOD)

• Documentation:
– Verification of Deposit

• Must show average balance 
for most recent 2 months

– If average balance is not 
provided, obtain most 
recent 2 months’ 
statements

• Any significant changes in the 
account balance should be 
documented

11.19.15
https://www.fanniemae.com/content/guide_form/1006.pdf
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Certificates of Deposit

• Definition:
– Savings certificate entitling 

the owner to receive interest

– Bears a maturity date and a 
specified fixed interest rate 

– Typically issued by 
commercial banks and 
insured by the FDIC

– Term typically ranges from 1 
month to 5 years

• Validate current balance

• Consider early withdrawal 
fees

• Documentation:
– Verification of Deposit 

(VOD);

– Copy of CD; or

– Bank Statements
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11.19.15

Account Ownership
Account Relationship Documentation

Joint Account

Domestic Partner

• Only one applying for the 

mortgage

Relationship needs to be properly documented to 

use funds

• Leases, utilities or drivers license 

Joint Account

Domestic Partner

• Both are applying for the 

mortgage

All funds in the account can be used

• Traditional documentation

Joint Account

Married couple

• Only 1 applying for the 

mortgage

All funds in the account can be used

• Traditional documentation

Shared Account
Someone other than spouse or 

domestic partner

Determine percentage of funds legally owned by 

borrower

• Access Letter from co-owner stating borrower 

has rights to funds

• Tax Returns (Schedule B will report institutions)

• Financial Institution will identify primary owner 

on letter or 1098 Form 
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Source of Funds
(UG 4.7)

• Verify sufficient funds for required cash to close:

• Down payment should be from the borrower’s own funds 
– Assets must be from normal savings patterns

• Cannot be from Gifts, Grants, or Secured Loans

• Document funds from the sale of an asset

• Document funds from the sale of real estate
– Obtain the signed HUD-1 or Closing Disclosure

11.19.15

Down Payment
+ Closing Costs

+ Reserves
= Required Cash to Close
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Unacceptable Source of Funds

• Gift funds that are a loan 

• Credit card advances 

• Personal unsecured loans 

• Cash on hand 

• Sweat equity

11.19.15

UNACCEPTABLE

FUNDS
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Gift Funds
(UG 4.7.4)

• Definition:
– Gift to a Borrower from an acceptable source to be used as funds 

toward the transaction

• Acceptable Sources:
– Relative, Non-profit organization, Church or Employer

• Gift donor cannot be a party to the transaction 
– i.e. real estate agent, builder or seller

• Gift funds may be used for closing costs and reserves

• Exception to the minimum contribution guideline is if the 
gift is from a:
– Relative or Domestic Partner who has lived in the same residence 

for a minimum of 12 months

– Fiancée who will live in the property as a primary residence
• Additional documentation may be needed to confirm that these requirements are met
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Gift Funds
(UG 4.7.4)

• Gift Letter Requirements
– The dollar amount and date of the 

gift; 

– The donor’s name, address, 
telephone number, and 
relationship to the Borrower; 

– The donor’s statement that no 
repayment is required; and

– Verification of transfer showing 
the funds being withdrawn from 
the donor account

– Verification of receipt showing the 
gift has been deposited into the 
Borrower’s account

• Resource
– http://members.fhlbdm.com/mort

gage-partnership-finance-
mpf/resources/
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11.19.15

Gift Funds
(UG 4.7.1, 4.7.4 & 4.2.2)

LTV, CLTV, or HCLTV Ratio
Min. Borrower Contribution Requirement from Borrower’s Own 

Funds

< 90% 1-4 Unit Primary Residence

A minimum borrower contribution 
from the borrower’s own funds is 
not required. All funds needed to 

complete the transaction can come 
from a gift

> 90% 1-4 Unit Primary Residence

The borrower must make a 3% 
minimum borrower contribution 
from his or her own funds. After 

the minimum borrower 
contribution has been met, gifts 
can be used to supplement the 

down payment, closing costs, and 
reserves

All LTVs
Second Home 

or
Manufactured Home

The borrower must make a 5% 
minimum borrower contribution 
from his or her own funds. After 

the minimum borrower 
contribution has been met, gifts 
can be used to supplement the 

down payment, closing costs, and 
reserves
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Gift Funds
(B3-4.3-04)

LTV, CLTV, or HCLTV Ratio
Min. Borrower Contribution Requirement from Borrower’s Own 

Funds

< 80% 
1-4 Unit Primary Residence or

Second Home

A minimum borrower contribution from 
the borrower’s own funds is not required. 

All funds needed to complete the 
transaction can come from a gift

> 80%

1-4 Unit Primary Residence 
(except for high-balance loans)

A minimum borrower contribution from 
the borrower’s own funds is not required. 

All funds needed to complete the 
transaction can come from a gift

2-4 Unit Primary Residence, 
Second Home, 

or 
High Balance Loans

The borrower must make a 5% minimum 
borrower contribution from his or her 

own funds. After the minimum borrower 
contribution has been met, gifts can be 
used to supplement the down payment, 

closing costs, and reserves

All LTVs Manufactured Home

The borrower must make a 5% minimum 
borrower contribution from his or her 

own funds. After the minimum borrower 
contribution has been met, gifts can be 
used to supplement the down payment, 

closing costs, and reserves
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Gift of Equity
(UG 4.7.4.1)

• Definition:
– A gift provided by the seller of a property to the buyer. The gift 

represents a portion of the seller’s equity in the property, and is 
transferred to the buyer as a credit in the transaction. 

• Where all or part of the down payment was supplied by a 
gift of equity from the property seller:
– The property seller that is also the gift donor of the down payment 

gift must be a relative of the Borrower

– The acceptable donor and minimum borrower contribution 
requirements for gifts also apply to gifts of equity

– Traditional:
• For LTV's > 80%, a minimum of 5% of the funds invested in the transaction must be 

from the Borrower's own funds

• For LTV's < 80%, all the funds invested in the transaction may be in the form of a 
gift

– A gift letter must be provided by the donor (see Chapter 4.7.4 of 
the Underwriting Guide for requirements)

– Gift of equity must be shown on the Closing Disclosure
11.19.15 68
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Sweat Equity
(UG 4.7.8)

• Sweat Equity Definition:
– The increase in the home’s value as a direct result of value-

enhancing improvements made by the homeowners 

• Can be considered on an individual basis:
– Traditional:

• Maximum sweat equity = 5%

• Minimum of 3% of borrowers own funds must be in the transaction

• Occupying borrower must demonstrate the ability to complete the work 
in a skillful, workman like manner as documented by the appraisal

– Xtra:
• Not an eligible source of funds 

• Any credits shown on the HUD-1 will be treated as a sales concession 
and deducted from both the sales price and appraisal
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Stocks

• Definition:
– Shares of ownership in a publicly held corporation 

– Share price and value of shares will vary 

– Dividend income can be generated from stock ownership

• If they sold the investment, determine the value at 
the time of sale: 
– Most recent 2 months (or quarterly) statements from the 

investment firm to evidence borrower’s ownership of the stock 

– Evidence the receipt of funds 
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Bonds

• Definition:
– Bonds are investments in someone’s loan or debt 

– Return a yield (interest rate) 

– Backed by the US Government
• Can be backed by corporations, local municipalities or foreign governments

• If they sold the investment, determine the value at 
the time of sale:
– Most recent 2 months (or quarterly) statements from the 

Investment Firm to evidence their ownership of the bond 

– Bond redemption value 

– Evidence of receipt of funds 
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Sample Trade Confirmation
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Mutual Funds

• Definition:
– Blend of investments in stocks, bonds and money market 

accounts 

– Managed by a Fund Manager 

• If they sold the investment, determine the value at 
the time of sale: 
– Most recent 2 months (or quarterly) statements from the 

Investment Firm to evidence their ownership of the stock

– Trade Confirmation 

– Evidence the receipt of funds 
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Business Account Funds

• Borrower’s who are self-employed may use business 
account funds under certain circumstances:
– There must be no impact on the viability of the business

• Two years of signed personal and business tax returns are required to 
support the viability of the business

– They must demonstrate ownership of the business and 
evidence that they are allowed to withdrawal the funds

– The business must show sufficient liquidity to withdraw the 
funds

– Document ownership and sufficient liquidity with a letter from 
the CPA
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Reserves
(UG 4.7.12)

• Stocks, Bonds, or Mutual Funds 
– A maximum of 70% of the most current documented value may be 

use for reserves

– 100% of the value of the asset is allowed when determining 
reserves

• Retirement Accounts 
– If the borrower has reached retirement age

• 100% of the vested amount may be used

– If the borrower has not reached retirement age 

• A maximum of 60% or 100% of the most current vested amount may be 
used for reserves 

• Retirement accounts that do not allow withdraws are prohibited

– Documentation:

• Terms and Conditions of withdrawal may be required to determine if and 
at what percentage the funds may be withdrawn

• All pages of the most recent 2 mo. (or quarterly) retirement statement

• Source of all large deposits

• Stock Options and Non-vested Restricted Stock 
– Not eligible for use as reserves
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Reserves
(UG 4.7.12)

• Second home requires a minimum 2 months PITI

• A minimum amount of reserves may be required depending on the loan 
amount, property type, Borrower’s FICO score. The minimum required 
reserves after closing is as follows:

– 1 Unit Primary Residence - the corresponding applicable amount published in 
Xtra Manual UG Chapter 2.2.3 or 2.2.3.1; or 

– Second Home - the greater of 2 months or the corresponding applicable 
amount published in Xtra Manual UG Chapter 2.2.3 or 2.2.3.1; or 

– 2-4 Unit Primary Residence - the greater of 6 months or the corresponding 
applicable amount published in Xtra Manual UG Chapter 2.2.3 or 2.2.3.1; or 

– AHP Loans – see Xtra UG 4.7.12

• For every financed 1-4 unit property the Borrower owns in addition to the 
Mortgaged Property: 

– For the first 4 financed properties that are either a second home or an 
investment property, an additional 2 months of reserves per property; and 

– For the 5th -10th financed properties that are either a second home or an 
investment property, an additional 6 months of reserves per financed property

• If the Borrower converts or is unable to sell their current residence prior 
to closing on a new mortgage, see UG 4.7.12 for additional restrictions
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Questions?
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To obtain a copy of the certificate of completion for this course, 
please email MPFApplications@fhlbdm.com with the course name and 

date attended.


