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1 CMG Mortgage Insurance Company Underwriting Policy 
 

1.1 Overview (7/2010) 

CMG Mortgage Insurance Company (CMG MI) was established in 1994 to serve the needs of credit unions and to 
facilitate homeownership. CMG MIôs insurance programs and services help credit unions expand their lending 
opportunities to serve more homebuyers through the sharing of default risk. Ultimately, this risk-sharing partnership 
enables both credit unions and investors to profit from the increased availability of capital, as well as, to generate a larger 
volume of business. This, in turn, creates more opportunities for potential homebuyers.  

The CMG MI Underwriting Guidelines Manual provides comprehensive information on CMG MIôs loan documentation 
requirements; loan, borrower, and property eligibility; CMG MI programs and products; CMG MIôs risk philosophy; and 
other general underwriting issues.  Loans generated for credit union members (borrowers) will be underwritten for 
mortgage insurance coverage under the terms of CMG MIôs Underwriting Policy.   

Underwriting mortgage loans requires a sensitive analysis of the many elements necessary to finance a home. This 
manual describes CMG MIôs general underwriting approach; it does not set forth all-inclusive underwriting standards. In 
discussing this general approach, minimum guidelines considered necessary for prudent mortgage insurance underwriting 
are identified; the most essential requirement is that the terms of the loan, property value, creditworthiness of the 
member(s), and the appropriate documentation to support the underwriterôs judgment that it is probable the member will 
repay the mortgage debt.  

Each loan should be individually evaluated with emphasis placed on the overall quality of the loan. Although multiple risk 
factors are assessed, the underwriter must attempt to balance the evaluation between the member and the property.   

 

1.2 Underwriting Standards  

CMG MI provides products and programs to the mortgage lending industry which assist potential members in realizing 
their goal for homeownership. Our objective is to help credit unions expand their lending programs to meet the needs of 
as many qualified members as possible. This ñpartnershipò allows credit unions, investors, and CMG MI to profit from 
increased availability of capital as well as to generate a larger volume of business; and members benefit from the creation 
of more opportunities for homeownership.  

The principal responsibility of underwriters, in support of the CMG MI Groupôs mission, is to build and maintain a quality 
book of business. This is achieved by balancing goals for growth with long-term profitability, and is achieved with (1) an 
understanding of past performance, (2) evaluation of present conditions, and (3) anticipation of future developments. 
CMG MI Underwriters are committed to superior customer service, a display of professionalism, and the maintenance of 
operational excellence. 

 

1.3 Underwriting Policy   

CMG MIôs underwriting policy is developed in support of corporate Risk Management objectives and for compliance with 
laws and regulations, including those of state Insurance Commissions, Fannie Mae and Freddie Mac mortgage insurer 
eligibility criteria, Fair Lending, and the Equal Credit Opportunities Act.  

All loans submitted for insurance will be subject to the CMG MI Program Guidelines and Rates in effect at the date of the 
individual loan submission. 

Always refer to our most current program guidelines at www.cmgmi.com/guidelines ï guidelines can change without prior 
notice. 

 

  

http://www.cmgmi.com/guidelines
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2 Delivery, Application, and Coverage  

 

2.1 Delivery Methods  

There are several methods to apply for mortgage insurance: you can submit a traditional paper application or use our 
electronic delivery method. 

Á e-cmgmi is CMG MIôs online channel for products and services on the Internet. It provides fast access to MI 

origination and policy servicing and works with a variety of loan origination systems and requires no special training. 

This system is used by credit unions to:  

Á Originate delegated and non-delegated MI certificates 

Á Update information on existing MI certificates 

Á Upload document images for non-delegated transactions 

Á View and/or print existing MI certificates 

Á  A dedicated, secure fax line used to submit loans for non-delegated MI transactions. 

Á Traditional loan submission; insurance package which includes a completed and signed CMG MI Application for 

Insurance and supporting documentation, delivered by mail or fax 

 

2.2 Application Types  

CMG MI offers two application types for submitting loans for Mortgage Insurance.  Different versions of the CMG MI 
application may apply for certain states due to regulatory requirements for form contents.  The appropriate application for 
the location of the Subject Property (for BPMI) or the Credit Union (LPMI) must be submitted. 

The following documentation is required based on the submission type. 

2.2.1 Delegated Submissions  

Á Fully completed CMG MI Application for Insurance, signed and dated by an authorized representative 
of the Master Policyholder 

Á Uniform Underwriting and Transmittal Summary (Fannie Mae 1008/Freddie Mac 1077). The Program 

requires approval; please contact your Account Executive 

 

2.2.2 Standard/Full Doc  

Á Fully completed CMG MI Application for Insurance, signed and dated by an authorized representative 
of the Master Policyholder 

Á Uniform Residential Loan Application (Fannie Mae 1003/Freddie Mac 65).  

Á Uniform Underwriting and Transmittal Summary (Fannie Mae 1008/Freddie Mac 1077) 

Á Residential Mortgage Credit Report (RMCR) or a one repository in-file, credit report  

Á Residential Appraisal Report (and Market Conditions Addendum to the Appraisal Report ï Uniform 
Residential Appraisal form (Fannie Mae Form 1004MC/Freddie Mac Form 71, dated March 2009) (refer 
to CMG MI Program guidelines for appraisal requirements) 

Á Sales Contract 

Á Verification of Employment, if applicable 

Á Verification of Income, if applicable 

Á Verification of cash needed to close, plus reserves, if applicable 

Á Loan payment history, if not included in credit report (for refinance and seasoned loans) 
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Á Mortgage payment history, if not included in credit report 

Á Installment debt payment history, if not included in credit report 

Á Fannie Mae DU Findings/Freddie Mac LP Feedback (if DU
®
/LP approved)  

2.2.3 EZ-REFI Program 

Á Fully completed CMGMI EZ-REFI Program Application, signed and dated by an authorized 
representative of the Master Policyholder 

Á Uniform Residential Loan Application (Fannie Mae1003/Freddie Mac 65)  

Á Uniform Underwriting Transmittal Summary (Fannie Mae 1008/Freddie Mac 1077) with income and 
assets. 

Miscellaneous Documentation  

Additional documentation relating to the member or the property may be required to further substantiate the 
application. This documentation includes, but is not limited to:   

Á Gift letters and source of gift funds 

Á Divorce decrees 

Á Lease agreements 

Á Memberôs explanation of derogatory credit 

Á Verification of source of funds deposited into the memberôs account within the past 60-90 days 

Á Occupancy statements 

Á Details of memberôs employment history 

Á Form 4506 ï Memberôs written authorization to obtain copies of the past two yearsô federal income tax 
returns from the Internal Revenue Service 

All CMG MI First Lien Master Policy policyholders are eligible for this program. 

 

2.2.4 EZ Application   

Loans submitted on a non-delegated basis, the application and loan file package will be submitted to our CMG 
MI underwriting office and reviewed by the CMG MI underwriter for compliance with CMG MIôs program 
guidelines.   

Á Fully completed CMG MI application for Insurance, signed and dated by authorized representative of 
the Master Policyholder 

Á Uniform Residential Loan Application (Fannie Mae 1003/Freddie Mac 65) 

Á Uniform Underwriting and Transmittal Summary (Fannie Mae 1008/Freddie Mac 1077) 

Á Residential Mortgage Credit Report (RMCR) or a one-repository, in-file credit report 

Á Residential Appraisal Report ( refer to CMG MI Program guidelines for Appraisal requirements) 

Á Fannie Mae DU Findings/Freddie Mac LP Feedback (if DU
®
/LP approved)  

 

2.3 Pre-Qualification Underwriting  

CMG MIôs Pre-Qualification program is designed to help both credit unions and their members determine creditworthiness 
and the maximum eligible mortgage amount before selecting a home.  

The risk associated with a pre-qualification is no different from a standard submission; CMG MIôs standard underwriting 
guidelines apply.  
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2.4 Insurance Coverage and Premium Plans  

2.4.1 Standard Coverage 

Standard coverage, the basic mortgage insurance coverage plan limits the credit unionôs initial exposure on a 
mortgage loan. Standard Coverage is available for all loan types that CMG MI insures.  

Under Standard Coverage, a credit union selects a specific percentage of coverage (i.e., 20%, 25%, etc.), 
called the optional settlement percentage. Should a claim occur under Standard Coverage, CMGMI will apply 
the optional settlement percentage to the sum of the outstanding loan balance, delinquent interest, and other 
claimable expenses.  

CMG MI also has the right to acquire the property by paying the total claimable expense rather than the optional 
settlement percentage. 

Although the actual rates may differ, the products listed below are available on all of the insurable loan types. 
The types of premium payment plans offered by CMG MI are as follows:      

 

2.4.2 Monthly / EZ MonthlySM  

These plan rates are annualized and are for first year and renewals through year ten.  

The MONTHLY plan allows the MI premium to be remitted to CMG MI on a monthly basis instead of an annual 
premium amount up-front.  Premium is due at closing.  

EZ Monthly plan allows the monthly premium payments to be made in arrears.  No monies due at closing. 

This assists in reducing the initial closing costs for the loan. The actual premium amount due is calculated by 
multiplying the annualized premium by the loan amount and dividing the result by 12. Please note that because 
the EZ monthly premium payments are made in arrears, additional premium will likely be due at policy 
termination.  

 

2.4.3 CMG Single Premium   

This plan allows greater flexibility for both credit unions and members. The CMG Single premium plan offers 
members the option to pay the premium in full or to finance their mortgage insurance into the loan amount at 
closing. 

 

2.4.4 Super Split SM (7/2010) 

The Super Split premium plan allows a portion of the insurance premium to be paid upfront at coverage 
inception, followed by a lower cost monthly premium payment obligation.   

This plan offers greater flexibility for both lenders and borrowers. It offers homebuyers the option to finance their 
initial MI premium payment into their loan amount, while decreasing their monthly payments. The upfront 
premium can also be paid at closing or financed into the loan amount. 

 

2.4.5 Refund Options  

Monthly refunds are based on unearned premium. Annual plan refunds are pro rata. CMG Single and Super 
Split refunds are calculated using a schedule available at cmgmi.com.  For information regarding HPA 
termination refunds, see our schedule at cmgmi.com. 
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3. Loan Matrices, Products and Programs 

3.1 Owner-Occupied Loans Conforming Market (7/2010) 

Purchase or 
Rate/Term 
Refinance 

Full Doc Full Doc Conforming Jumbo 

LTV/CLTV Loan 
Amount 

Min 
Credit 
Score 

Max 
DTI 

LTV/CLTV Loan 
Amount 

Min 
Credit 
Score 

Max 
DTI 

CMG 
Single 

Premium 
Payment 

Plan 

1 Unit SFD 
(attached 

detached & 
PUDôs) 

95/95 $417,000 660 

680 

41 

45 

Not Eligible 

90/90 $417,000 660 

680 

41 

45 

90/90 $417,001- 
$625,500 

720 45 680 

    90/90 $625,501-
$729,750 

720 45 700 

85/85 $417,000 660 

680 

41 

45 

85/85 $625,501-
$729,750 

700 45 680 

Condos 95/95 $417,000 680 45 Not Eligible 

90/90 $417,000 680 45 Not Eligible 

85/85 $417,000 680 45 85/85 $417,001-
$625,500 

700 45  

Manufactured 
Homes 

90/90 $417,000 680 45 Not Eligible 

85/85 $417,000 680 45 Not Eligible 

Co-ops 90/90 $417,000 680 45 Not Eligible 

85/85 $417,000 680 45 Not Eligible 

2 Units 95/95 $417,000 680 45 95/95 $417,001-
$533,850 

680 45  

90/90 $417,000 680 45 90/90 $417,001- 
$533,850 

680 45  

85/85 $417,000 680 45 85/85 $417,001- 
$533,850 

680 45  

3-4 Units Not Eligible Not Eligible 

Cash Out 
Refinance 

Full Doc Full Doc Conforming Jumbo 

1 Unit SFD 
(attached 

detached, mfg 
home, 2 unit & 
PUDôs) 

90/90* $417,000 740 45 Not Eligible 

85/85** $417,000 700 45 Not Eligible 

*MAXIMUM $50,000 CASH BACK TO THE MEMBER AT CLOSE. 

**MAXIMUM $75,000 CASH BACK TO THE MEMBER AT CLOSE. 
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 Owner-Occupied Loans Distressed Market (7/2010) 

Purchase 
or 

Rate/Term 
Refinance 

Full Doc Full Doc Conforming Jumbo 

LTV/CLTV Loan 
Amount 

Min 
Credit 
Score 

Max 
DTI 

LTV/CLTV Loan 
Amount 

Min 
Credit 
Score 

Max 
DTI 

1 Unit SFD 
(attached 

detached & 
PUDôs) 

Properties 
located in 
all other 
states 

90/90 $417,000 680 41 90/90 $417,001-
$625,500 

740 41 

85/85 $417,000 680 41 85/85 $417,001-
$625,500 

740 41 

1 Unit SFD 
(attached 

detached & 
PUDôs) 

Properties 
located in 
distressed 
MSAs in 
Arizona, 

California, 
Florida, 

Michigan, 
and 

distressed 
states 

Nevada 
and Puerto 

Rico 

90/90 $417,000 680 41 90/90 $417,001-
$625,500 

760 41 

85/85 $417,000 680 41 85/85 $417,001-
$625,500 

760 41 

Condos 90/90 $417,000 680 41 Not Eligible 

Co-ops 90/90 $417,000 700 41 Not Eligible 

For Jumbo loan amounts: 

Properties located in MSA/MSAD on our distressed markets list and in the states of Arizona, California, Florida and 
Michigan must have minimum 760 loan representative credit score regardless of property type 

Properties located in Nevada must have minimum 760 loan representative credit score regardless of property type 

Properties located in Puerto Rico and in all other MSA/MSADs on our distressed markets list must have minimum 740 
loan representative credit score regardless of property type 
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OWNER-OCCUPIED CONSTRUCTION TO PERMANENT LOANS CONFORMING MARKET (7/2010) 

 Full Doc Full Doc Conforming Jumbo 

LTV/CLTV Loan 
Amount 

Min 
Credit 
Score 

Max 
DTI 

LTV/CLTV Loan 
Amount 

Min 
Credit 
Score 

Max 
DTI 

Construction 
Purchase or 
Construction  
Refinance* 

95/95 $417,000 680 45 Not Eligible 

90/90 $417,000 680 45 90/90 $417,001- 
$625,500 

700 45 

90/90 625,501-
729750 

720 45 

*NOT ELIGIBLE FOR PROPERTIES SUBJECT TO CMG MIôS DISTRESSED MARKETS POLICY. 

3.2  Second Home Loans (7/2010) 

Purchase or 
Rate/Term 
Refinance 

Full Doc 

  

LTV / CLTV  

Loan Amount 

Min 
Credit 
Score 

1 Unit SFD 
(attached, 
detached, condos, 
PUD's) 

95/95 Not Eligible 

90/90 $417,000  700 

85/85 $417,000  700 

Co-ops 95/95 Not Eligible 

90/90 

 

417,000 

 

 

680 

 

2-4 Units, mfg home Not Eligible 

CASH OUT 
REFINANCE 

LTV / CLTV   

Loan Amount 

Min 
Credit 
Score 

Not Eligible 

*NOT ELIGIBLE FOR PROPERTIES SUBJECT TO CMG MIôS DISTRESSED MARKETS POLICY. 

 

3.3 A-Minus Loans (3/2008) 

Not eligible for mortgage insurance. 



 

CMG MI Underwriting Guidelines Manual Page 14 

 

3.4 Limited Documentation Loans (6/2008) 

Not eligible for mortgage insurance.  

 

3.5 Loan Products  

 3.5.1  Fixed-rate/Fixed Payment Loans  

Fixed-rate/fixed payment loans are fully amortizing and do not contain any provisions for rate or payment 
adjustments. 

 

 3.5.2  Growing Equity Mortgage (GEM)  

GEMs are fixed-rate, adjustable payment loans which allow low beginning payments that increase on a pre-
determined schedule over time. As payments increase, equity build-up is accelerated; hence, the amortization 
term is reduced.  

 

 3.5.3  Graduated Payment Mortgage (GPM)  

A Graduated Payment Mortgage (GPM) is typically a 30-year, fixed-rate mortgage aimed at increasing 
affordability by offering lower initial payments. The first year's payments are interest-only. Payments increase by 
1-2% annually for a specified period of time (generally 4 to 8 years). On the last change date, the new monthly 
payment will be sufficient to fully amortize the outstanding principal balance over the remaining term of the loan. 
An acceptable GPM may begin with interest-only payments; payments increase by 1-2% annually for a specified 
period of time. Once the payment becomes sufficient to fully amortize the loan, the monthly payment is fixed for 
the remaining term of the loan. 

GPMs that include scheduled negative amortization (where monthly P&I payments in the initial years are 
insufficient to fully amortize the loan) are not eligible for mortgage insurance.  

 Following are eligibility criteria for the GPM mortgage:  

Á Because certain interest rates will never become fully amortizing based on a 2% annual payment increase, 
the minimum interest rate on a GPM loan is 5.50%. 

Á GPM loans are available for both purchase and refinance transactions.   

Á Secondary financing is permitted with GPM loans as long as combined loan-to-value ratios do not exceed 
95%. 

Á Members may be qualified at the initial, lower "interest only" payment using qualifying ratios of 28/36% (or 
33/36% for loans under Affordable Housing programs). 

Á A minimum of one month's reserves are required for all GPM loans. 

Á The member profile should represent average or better risk and his or her financial condition should 
demonstrate the ability to manage increasing payments. 

Á Property must be memberôs owner-occupied, primary residence.  
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3.5.4  Combined Asset Mortgages (CAM)  

The Combined Asset Mortgage (CAM) involves a secured asset in addition to the real estate collateral, hence 
reducing the member's cash down payment. The pledge can be a savings Certificate of Deposit, annuity, or other 
"non-real estate" collateral and can be provided by the member or a third-party. 

 Following are eligibility criteria for the CAM mortgage:     

Á The property must be an owner-occupied, primary residence.  

Á Cash out transactions are not permitted. 

Á Subordinate financing is not permitted. 

Á Maximum gross LTV (real estate collateral only) to 100%. 

Á Maximum net LTV (real estate value less pledged CD) to 95%. 

Á Minimum pledge amount is 5% (or a combination of pledged funds and cash down payment). 

Á For New York, the maximum gross LTV is 97% with a minimum of 3% cash down payment. 

Á Minimum Funds required from the member ï no cash from the memberôs own funds, if there is a first-party 
pledge; 3% cash from the memberôs own funds, if there is a third-party pledge. Memberôs funds can be 
applied to down payment or closing costs. 

Á New York requires a minimum of 3% cash down payment. 

Á Seller contributions:  Up to 3% for LTVs from 90.01% to 95%; up to 6% for LTVs from 85.01% to 90%; may 
cover non-recurring closing costs only. 

Á Eligible loan programs are the fixed-rate/fixed payment, fixed-rate with temporary buydown and positively 
amortizing ARMs. The maximum term is 25 to 30 years. 

Á Eligible property types are 1 unit single-family attached, detached, condominiums, PUDs, and manufactured 
homes. 

Á The pledge may be first-party (pledged by member) or third-party (pledged by immediate family member, non-
profit organization, or by employer in the context of a relocating member). 

Á The pledge is held by the originating credit union or, at the credit unions discretion, may be transferred to 
another institution. 

Á The pledge account secures the loan by means of a Pledge Agreement, a security agreement that secures 
the credit unionôs interest in the non-real estate collateral. 

Á The pledged account must remain as collateral for ten years; however, it may be eligible for release after 
seven years if CMG MI requirements to release the secured collateral have been met: 

È May be considered after seven years for a 30-year mortgage and after five years for a 25-year mortgage. 

È Loan must be current. 

È No 60-day delinquencies in the last 12 months. 

È The current LTV must be at or below the original net loan ratio. 

È For consideration, submit the letter of request, current appraisal (within 6 months), and loan history showing 
the current principal balance and activity for the last 12 months to the Customer Service Department. 

Á Earned interest can be withdrawn or reinvested. 

Á Under the Pledge Agreement, the pledgor agrees that the original principal amount of the pledge can be used 
to pay down the loan if the member defaults on the mortgage. 

Á The Underwriting criteria and premium rates are based on the net loan-to-value ratio. The premium 
calculation is based on the gross loan amount.  

Á CMG MI will provide a maximum of 30% coverage. 

Á CMG MIôs standard insurance application package plus Pledge Agreement or CAM (Combined Asset 
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Mortgage) worksheet is required. 

Á Except as specified above, CMG MI's standard underwriting guidelines will apply. 

 

 3.5.5  Fixed-Rate Annuity, Life Insurance Policy & Financial Guarantee Pledged 
CAMs  

These products are available on a negotiated basis. The customer is responsible for ascertaining the applicability 
of tax codes as it relates to the deduction of interest for members.  

 

3.5.6  Balloon Payment Mortgages  

Balloon payment loans have periodic, level installments of principal and interest that do not fully amortize the loan 
over the loan term. The balance of the mortgage is due in lump sum at the end of the term.   

 CMG MI will insure loans with balloon payments based on the following: 

Á Balloon loans with terms of five years or more are priced using the fixed-rate category. 

Á Unless the credit union offers either a new loan or modification of the existing loan, mortgage insurance 
coverage will terminate at the end of the loan term. 

CMG MI will not cover default of the balloon payment unless the credit union offers to renew the loan or offers 
new financing.  

At the end of the loan term, coverage may only be renewed if the loan has been modified or extended. Unless 
prior-approved under Fannie Mae or Freddie Macôs Balloon Reset Eligibility Criteria, CMG MI reserves the right to 
approve any extension or modification of the loan terms. Notification, which includes the terms of the extension or 
modification, must be sent to the local CMG MI Underwriting Network for approval. 

If the loan is not modified or extended, and coverage is terminated, coverage will be offered only if a new loan is 
written for the member(s) and a new insurance application package is approved. 

 

CMG MI is not liable for failure of the member to pay any ñballoonò or non-level payment. CMG MI does not insure 
against the inability to refinance the balloon, but only against the inability of the member to make the installment 
payments. 

 

3.5.7  Interest Only Loans (IO)  

 Not eligible for mortgage insurance. 

Interest Only loans can be a fixed payment/fixed-rate or ARM and feature an initial period where the member is 
paying interest, but no principal, resulting in a monthly mortgage payment that is below a normally amortizing 
loan. Interest Only (IO) loans represent an increased risk due to:  

Á Lack of equity build-up in the early years of the loan 

Á Payments when they become fully amortizing will be higher than those of a standard amortizing loan and may 
result in payment shock to the member 

 

3.5.8  Option Payment Mortgage (4/2008) 

 Not eligible for mortgage insurance. 

 

3.5.9  Adjustable Rate Mortgages (ARMs)  

ARMs provide for a variable interest rate which is tied to an index and will adjust at specified periods of time and 
in an amount which is based on movement of the index. Payments adjust either concurrent with the interest rate 
adjustments or at other intervals, as specified in the Note. Credit unions frequently offer initial interest rate 
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discounts (ñteaser ratesò) in order to attract members. A discount or teaser rate exists when the initial rate is less 
than the program rate, which is determined by the current index value plus the margin (i.e., the Fully Indexed 
Accrual Rate/FIAR). 

 Following is a description of features and an overview of CMG MIôs philosophy for ARM loans:    

Á The ARM index used must be beyond the control of the credit union, easily verifiable by the member, and 
published on a regular basis. The most common indices are treasury-related indexes, which include 
indexes based on 1 year Constant Maturity Treasury (CMT) securities and the 12 Month Treasury Average 
(MTA); the 11th District Cost of Funds Index (COFI), and the London Interbank Offered Rate (LIBOR) index.  

Á The Fully Indexed Accrual Rate (FIAR) is the index value plus maximum margin applied during the life of 
the loan. 

Á Annual payment increases are limited to 15% or a 2% interest rate change, whichever is greater. 3- and 5-
year ARMS are limited to an aggregate interest adjustment equivalent to 1% per year. A maximum six 
percentage point (6%) increase over the initial payment rate (or 5% over the FIAR) during the life of the loan 
is allowed. If the initial payment rate is less than the FIAR on an ARM, the maximum allowable discount, or 
rate concession is as outlined in the following table. 

 

Positively Amortizing ARM 300 bp below FIAR 

Potential Negative 
Amortizing ARM 

200 bp below FIAR 

Á Short Term ARMs are defined as loans with a one to three year fixed-rate period. 

Á The Hybrid ARM starts with an initial fixed-rate period; commonly 5, 7 or 10 years -- before they turn into a 
traditional one-year ARM for the remainder of a 30-year term.  

Á Qualifying Rates 

È Short Term ARM ï qualify using the greater of the initial rate or the Fully Indexed Accrual Rate (FIAR). 

È Hybrid ARM ï qualify using the start rate. 

3.5.10  Negative Amortization ï Potential and Scheduled  

 Potential and scheduled negative amortization ARMs are not eligible for mortgage insurance. 

Negative amortization occurs when the payment rate is less than the interest rate and; therefore, the payment is 
not sufficient to pay the interest due on the loan and the shortfall is added to the total principal outstanding. This 
event could be driven by several different situations, such as: 

Á An increase in the interest rate occurs without a corresponding increase in the payment rate; or 

Á An increase in the interest rate occurs and the payment cap restricts the payment from increasing to an 
amount sufficient to pay the interest due; or 

Á The member has the option to pay an amount less than the amount required to pay the interest due. 

Negative amortization can be classified into two types, scheduled and potential. Scheduled Negative Amortization 
occurs when the underlying structure of the transaction provides for a pre-defined payment amount and 
repayment schedule where the payment is not sufficient to cover the interest due at some time during the term. 
Potential Negative Amortization occurs when the underlying structure of the transaction provides, at some time in 
the future, the opportunity for one of the situations listed above to occur. Typically these situations are associated 
with adjustable rate mortgages. Since we do not know what the exact interest rate will be (at the change date) 
when the transaction is initiated, we must define the event as on that may potentially occur.  

If potential negative amortization exists, the amortized loan balance may not exceed 115% of the original loan 
balance. Scheduled negative amortization is not eligible for mortgage insurance. 
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3.6 Loan Programs  

3.6.1  EZ Refinance Program  

The CMG MIôs EZ Refinance program makes refinancing certain loans fast, easy, and convenient. An instant 
approval may be provided with a minimum of documentation from the original loan file  

Only loans currently insured by CMG MI may be considered for eligibility under the program, which is designed to 
take advantage of the favorable risk characteristics of the loan being refinanced.  

Loans meeting all of the following program criteria are eligible for coverage without CMG MIôs prior underwriting 
approval: 

Á The CMG MI certificate extending coverage to the loan being refinanced is in-force and the loan is current. 

Á The property type is the same as the original insured loan. 

Á The occupancy is the same as the original insured loan.  If the occupancy was originally insured as a second 
home or investment property, the occupancy type can be changed to primary if the property is the borrowerôs 
primary residence. 

Á The new refinance is to the original member(s); no assumptions. 

Á The new loan must be a fixed-rate/fixed-payment or positively amortizing ARM. 

Á No more than 2% cash back to the member. 

Á If the payment is increasing due to a refinance from an ARM to a fixed, a maximum 25% increase in the P&I 
is permitted. 

Á The maximum LTV/CLTV for the new loan is 103%, subject to state restrictions. 

Á Junior liens must be either paid off with memberôs own funds or may be re-subordinated, provided the 
maximum CLTV requirements are met. 

Á For loan amounts less than or equal to $417,000 - 4% of the existing loanôs unpaid principal balance plus 
accrued interest, or $5000, whichever is less. 

Á For loan amounts greater than $417,000 ï 4% of the existing loanôs unpaid principal balance plus accrued 
interest or $10,000, whichever is less.  

Á Minimum 580 credit score. 

Á The lender must determine that the member has a reasonable ability to repay his/her total debt obligations.  

 New 1003 and 1008  
o Income and assets will be used as stated on 1003 

 Verbal verification of employment  

 A new credit report with a current credit score is required.  

 If the existing principal and interest payment increases by more than 20% of the principal and 
interest payment that was most frequently made by the borrower during the most recent 12 months 
(or since the Note Date of the loan being refinanced if the Note Deed is less than 12 months prior 
to the application date of the refinanced loan), income and employment must be verified and the 
maximum DTI is limited to 55%. Required income documentation verification:  

o Salaried borrowers ï minimum of one paystub indicating the most recent 30 daysô 
earnings and year-to-date earnings and a verbal VOE  

o Self-employed and other non-salaried borrowers ï minimum of one yearôs tax return and a 
verbal VOE.  

Á The appraised value of the new loan must be indicated on the application. 

 If the value is based on the original appraisal, the Credit Union must represent and warrant that the 
value has not declined since the original appraisal date. This can be evidenced by providing a 
recertification of value, AVM or BPO.  

  If the Credit Union is not able to provide the representation and warranty, a new appraisal is 
required. 
 

CMG MI will consider insuring the new loan without implementing the Distressed Markets Policy or other 
underwriting guideline changes, if the loan being refinanced is currently insured with CMG MI and the refinance  
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improves the memberôs and CMG MIôs position. The loan must be submitted to the Underwriting Network for 
review and approval if current guidelines are not met. 

 

 Exceptions 

If any exceptions to current guidelines or eligibility are required, the loan must be submitted to the Underwriting 
Network for review and approval.   

 Documentation Requirements 

Á CMG MI EZ_REFI Program Application fully completed, signed and dated by an authorized representative of 
the Master Policyholder. 

Á Uniform Residential Loan Application and Uniform Underwriting Transmittal Summary with income and assets. 

Á The original appraised value must be provided. The credit union is warranting that the property value has not 
declined since the appraisal date or a new appraisal and the credit union represents that the value is 
appropriately supported by the appraisal. 

 

Current Certificate 

To determine if the memberôs loan is currently insured by CMG MI check via e-servicing at www.e-cmgmi.com  or 
call CMG MI Customer Service at 415.369.8804. 

 

3.6.2  Home Affordable Refinance Program (HARP)  

The CMG MI CU Home Preservation Refinance ñHARP Same Lender/Servicer Programò is available to assist our 
Credit Union servicers with eligible refinances under Fannie Maeôs Home Affordable Refinance Program and 
Freddie Macôs Relief Refinance Program (together referred to as ñHARPò). Under this program, the submitting 
lender must also be the current servicer of the existing mortgage and that mortgage must be currently insured by 
CMG MI. The Refinanced Loan that falls within the eligibility guidelines of the CMG MIôs HARP Same 
Lender/Servicer Program is provided mortgage insurance coverage through a modification to the certificate of 
insurance for the existing loan, and a new certificate number will not be issued. The premium rate on the modified 
certificate is not changed. Because this Program provides modification to existing insurance coverage, CMG MIôs 
current Program Guidelines and Distressed Markets Policy do not apply to the Refinanced Loan. To be eligible for 
coverage modification, the Refinanced Loan must improve the Memberôs financial position by reducing the 
mortgage payment, interest rate or principal balance, replacing an ARM with a fixed rate, or providing a more 
stable payment product to the Member. 

The CMG MI CU Home Preservation Refinance ñHARP New Lender/Servicer Programò is available to assist our 
Credit Union servicers with eligible refinances under Fannie Maeôs Home Affordable Refinance Program and 
Freddie Macôs Relief Refinance Program (together referred to as ñHARPò). Under this program, the submitting 
lender must also be the new servicer of the existing mortgage and that mortgage must be currently insured by 
CMG MI. The Refinanced Loan that falls within the eligibility guidelines of the CMG MIôs HARP New 
Lender/Servicer Program is provided mortgage insurance coverage through a modification to the certificate of 
insurance for the existing loan, and a new certificate number will not be issued. The premium rate on the modified 
certificate is not changed. Because this Program provides modification to existing insurance coverage, CMG MIôs 
current Program Guidelines and Distressed Markets Policy do not apply to the Refinanced Loan. To be eligible for 
coverage modification, the Refinanced Loan must improve the Memberôs financial position by reducing the 
mortgage payment, interest rate or principal balance, replacing an ARM with a fixed rate, or providing a more 
stable payment product to the Member.  Please reference guidelines to determine which program your loan meets 
at cmgmi.com. 

 

3.6.3  Seasoned Loan Program   

CMG MIôs Seasoned Loan program was designed to provide mortgage insurance coverage on loans that were 
not insured at the time of origination and when a subsequent need has been identified by the credit union (i.e., 
discovery of an oversight or a secondary market requirement).  

Seasoned/closed loans are defined as a loan that has been closed and has past the first payment due date. 

http://www.e-cmgmi.com/
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Loans are subject to current program guidelines. 

A seasoned loan is charged a standard premium rate. Discount premium rates or underwriting fees will not be 
considered. A seasoned loan requires current loan documentation including updated credit report, payment 
history, verbal verification of employment, automated valuation model (AVM), Exterior-only 2055 drive-by 
inspection or recertification of the property value by an appraiser. 

 When underwriting a seasoned loan, the following documentation is required:   

Á CMG MI Application-for-Insurance that is signed and dated by the credit union. 

Á Copy of the original loan application. 

Á Copy of the original Uniform Underwriting and Transmittal Summary  

Á Copy of the original credit report. 

Á Copy of the original appraisal and subject property photographs. 

Á A minimum 12-month payment history; there should be no more than one 30-day late payment in the last 12 
months (a payment is only considered late if it is over 30 days late). If there has been a late payment, the loan 
must have been current for the most recent six months. 

Á If the property is located in a state with a declining market, or at the underwriterôs discretion, a current 
appraisal may be required. 

 Seasoned Renewals are treated the same way as seasoned loan requests. 

 Bulk Mortgage Insurance 

Seasoned loans can be reviewed as a bulk transaction; however, these must be submitted to the corporate CMG 
MI office for approval.  

 First Time Homebuyers 

Must meet CMG MI Conforming & Non-Conforming program Guidelines.  Please refer to CMG MIôs Distressed 
Markets Policy to determine if the property is subject to further guideline restriction.  Guidelines are located at 
http://www.cmgmi.com/guidelines 

 Resources: 

 Pre-Purchase Homebuyer Education  

Pre-purchase homebuyer education teaches members the benefits and responsibilities of homeownership. The 
member is required to complete training in an acceptable pre-purchase education program which addresses the 
following topics: 

Á Preparing for homeownership:  Determining when the right time to buy is; determining housing needs (size, 
features, etc.), and selecting a home 

Á Benefits and risks of homeownership 

Á Budgeting and determining homeownership affordability 

Á Understanding credit 

Á Types of mortgages and financing available 

Á Home warranty programs 

Á Fees, expenses, and costs of mortgage financing 

Á Property appraisal 

Á Property inspections 

Á Understanding the underwriting and closing processes 

Á Settling in:  maintenance and home repairs 

Á Financial difficulties and counseling 

http://www.cmgmi.com/guidelines
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Effective 3/15/2010, CMG MI no longer provides this service.  Many community-based organizations, including 
housing finance agencies, offer home buyer education services directly to members.  Please check with local 
offices of housing and community development for a list of education providers. 

 Early Delinquency Intervention and Counseling  

Early delinquency intervention and counseling are keys to the successful servicing of 97% LTV loans. In many 
instances, first-time homebuyers need help adjusting to the financial responsibility of homeownership. Through 
participation with CCCS, whoôs network of counselors serve as confidential, third-party financial counseling 
agents; CMG MI ensures that members make a smooth transition to homeownership. CCCS offers budget 
counseling, debt management, credit counseling, and default counseling in an effort to provide guidance and 
alternatives to foreclosure. These services are available at no cost to the member or credit union.  

Through a ñwelcomeò letter, CMG MI invites new homebuyers to avail themselves of this free counseling service. 
They are encouraged to seek consumer credit and financial counseling at any time. Their loan need not be 
delinquent in order to receive this service.  

When a 97% LTV loan payment becomes 16 days past due, the credit union is required to report the delinquency 
to CMG MI (this is referred to as ñEnhanced Servicingò and not a substitute for a CMG MI Notice of Delinquency). 
CMG MI notifies CCCS who contacts the member, first by letter and then by telephone. CCCS seeks to identify 
specific financial issues and help the member develop an action plan for resolution. CCCS will also contact the 
credit union to discuss possible alternative actions.  

CMG MIôs goal is to keep members in their homes. We believe that delinquent loans have a much greater chance 
of occurring when early delinquency measures, including CCCS counseling services, are employed.  

The credit union is responsible for obtaining the memberôs signed consent which allows them to release credit 
information to a third party. This allows CMG MI to release the memberôs credit information to CCCS in the event 
of a late payment.  

 

3.6.4  Instant Modification Program  

CMG MIôs Instant Modification program offers our customers an easy and efficient way to modify CMG MI insured 
loans. The CMG MI Instant Modification Program is for loan instruments that contain a reset or conversion clause, 
such as a balloon reset or an ARM loan with a conversion to fixed rate. Certain loans contain a conversion option 
clause which allows the loan to convert from a potentially negative amortizing ARM to a positively amortizing 
ARM; or from an ARM to a fixed-rate/fixed-payment loan. Some credit unions have programs that allow for a 
modification of the note on certain ARM products to change the interest rate for the remaining term of the loan, 
locking that rate for a specified timeframe.  

If a loan is currently insured by CMG MI and the credit union wishes to continue coverage, CMG MI will agree to 
modify the terms of the loan without further underwriting consideration, if the following criteria are met: 

Á The existing Note is being modified and no new Deed of Trust will be executed by the member(s). 

Á The loan is not being assumed by a new member(s). 

Á The modification is to either a fixed-rate/fixed payment loan or a positively amortizing ARM with maximum 
interest rate changes of 2% per year  

Á Monthly payment increase does not exceed 25%. 

Á No other changes in the loan have been made within the past 12 months (unless the previous change 
resulted from an ARM with convertible features). 

Á No "new money" is being advanced. 

Á Loan payments are current. 

Á The mortgage insurance premium payment is current and coverage is in full force. 

Any loans that do not meet the above modification criteria must be prior approved by CMG MI. To obtain a review, 
complete the modification form and submit the documentation to the CMG MI Underwriting Network for prior 
approval. 

For loans that meet the modification criteria, the credit union must submit the completed Instant Modification Form 
to the CMG MI Underwriting Network. CMG MI will provide an amendment to the policy or a signed copy of the 
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Modification Form as verification that the modification has been processed and approved. In instances where the 
loan modification results in a premium rate change, the new renewal rate will be applied at the next renewal 
period. 

The following transactions are NOT considered modifications: 

Á Removing the name of an existing member. 

Á Adding a new member. 

Á Increasing the loan amount (unless the loan was negatively amortizing and the conversion option is being 
exercised), which may result in an increased premium. 

Á Property address change, i.e. releasing a portion of the property (this is considered a partial release/re-
conveyance). 

All modifications that do not conform to the eligibility criteria shown above require updated loan documents that 
must be submitted for underwriting and approval by CMG MI. 

 

3.6.5  Loan Modification Program  

The CMG MI CU Home Preservation Loan Modification Program offers Credit Unions a loss mitigation 
intervention on imminent risk of default and delinquent loans that are CMG MI insured to provide relief to their 
member(s) who are in imminent risk of becoming delinquent or are delinquent. A member is in imminent risk of 
default if he/she is likely to become delinquent on a loan due to a hardship such as, but not limited to, illness, job 
loss, or rate increase on an existing loan, making the member unlikely to continue making timely payments. CMG 
MI-insured Fannie Mae, Freddie Mac, other investors, and portfolio loans are eligible under this program. This 
modification program does not replace the CMG MI Instant Modification Program which is available for 
modification of terms specified in the loan instrument, such as balloon resets and ARM conversions, or the CMG 
MI EZ-Refinance Program. A CMG MI-insured loan can be modified by the lender or servicer under the CMG MI 
CU Home Preservation Loan Modification Program to allow the lender or servicer to provide relief to a member at 
risk of becoming delinquent or is delinquent. The loan that falls within CMG MIôs Home Preservation Loan 
Modification Program is treated as a modification to an existing certificate and a new certificate number will not be 
issued. The premium rate on the modified certificate is not changed. Since CMG MI is insuring the existing loan, 
loans that fall under this program are not subject to CMG MIôs current Program Guidelines and Distressed 
Markets Policy, provided that the modification improves the memberôs financial position.  Detailed information 
regarding all loan modifications offered by CMG MI is available at cmgmi.com.  Please reference requirements to 
determine which program your loan meets. 

 

3.7 Assumptions 

CMG MI will continue to insure a mortgage assumption, provided that the assuming member meets current CMG 
MI underwriting criteria. CMG MI must approve the assumption in writing. Under the terms of the CMG MI First 
Lien Master Policy, CMG MI reserves the right to re-underwrite the risk whenever there is a change in members.  

 The credit union must submit the following: 

Á Notice of Assumption Form 

Á Completed and signed Residential Application Form 

Á Credit Report 

Á Income and Employment Verification 

Á Verification of Funds for Closing 

Á Signed Property Purchase/Sale Agreement 

ASSUMPTION TYPES 

Release of Financial Liability 

The assuming member must qualify for mortgage insurance using the current pricing and guidelines. CMG MI-
approval must be granted prior to transfer of title or addition of member to promissory note.  
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Exempt Transactions 

Certain notes/mortgages contain a due-on-sale clause which does not allow assumption. Certain transactions are 
exempt from enforcement of the due-on-sale clause. They are as follows: 

Á Assumption without release of financial liability of current member. 

Á Surviving party on the death of a joint tenant. 

Á Transfer to a junior lien holder as the result of foreclosure or deed-in-lieu of foreclosure of a subordinate lien. 

Á Transfer of the property (or beneficial interest in a trust) to the relative of a deceased member, as long as the 
transferee will occupy the property. 

Á Transfer of the property (or beneficial interest in a trust) to an immediate family member, as long as the 
transferee will occupy the property. 

Á Transfer of the property (or beneficial interest in a trust) to the spouse of the member under a divorce decree, 
legal separation agreement or incidental property settlement, as long as the transferee will occupy the 
property. 

Á Transfer to an unrelated co-member who has owned the property under joint tenancy or tenancy in common, 
as long as the transfer occurs more than 12 months after the mortgage closed and transferee will occupy the 
property. 

Á Transfer of the property (or beneficial interest in a trust) into an Intervivos Revocable Trust, so long as the 
member is the individual who established the trust, will be the beneficiary of the trust and will occupy the 
property. 

If the assumption is the result of a due-on-sale clause and complies with the requirements listed above, the credit 
union is required to only submit a completed and signed CMG MI Notice of Assumption (Form CMG 2203 
(7/2008)).  

Declined Transactions 

The credit union must be made aware that if the property transfers without CMG MI approval, coverage will be 
terminated on the date of transfer. 

In the event of termination, a short rate or prorated cancellation (depending on product type) and a refund of 

appropriate premium are coordinated with the Policy Servicing Department.  

 

3.8 Partial Release of Collateral  

CMG MI requires that credit unions have a valid first lien on each secured property. The CMG MI Commitment 
and Certificate of Insurance may be invalidated if CMG MI has not been notified and approved an easement or 
encroachment on the property or if a partial release of collateral has been granted without CMG MIôs prior written 
approval. All Partial Release requests will be completed by the Credit Risk Management (Quality Control) 
Department. 

A partial release may be requested due to division of the property (a lot split) or condemnation of a portion of the 
property through eminent domain. Subject to receipt and satisfactory review of all of the following documentation, 
CMG MI may approve a partial release and process the transaction as a request for a modification.  

Á New appraisal report showing value of the property before and after the release. 

Á The appraiserôs statement that the remaining secured property is suitable for residential occupancy. 

Á Copy of the survey of the land. 

Á Contract of Sale of the released portion of the land. 

Á A detail of the distribution of any cash consideration paid for the release, including the amount that will be 
applied to the outstanding balance of the loan (or that will be applied to cure any delinquency). 

Á Mortgage payment history.  

Á Re-calculation of the loan-to-value ratio to determine that, after release of the property and any pay down of 
the outstanding debt, the new LTV does not exceed the original insured loan-to-value ratio. 
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 When the loan amount is reduced as a result of a pay down and a premium adjustment is required, the credit 
union will be notified. At that time CMG MI will provide a new Certificate of Insurance and bill or refund for the 
adjusted premium amount. 
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4 Automated Underwriting Systems 

 

Automated Underwriting Systems combine an objective assessment of key mortgage characteristics with streamlined 
processing requirements to provide fast, accurate and consistent recommendations, thus enabling credit unions to 
underwrite a mortgage faster and more accurately. This consistency and objectivity allows the credit union to expand its 
capacity to accurately evaluate and underwrite mortgage applications that have varying degrees of risk ï and will enable 
the credit union to approve more mortgages without increasing its risk.  

Fannie Maeôs Desktop Underwriter
®
 (DU

®
) and Freddie Macôs Loan Prospector

®
 (LP) automated underwriting systems 

require submission of specific data to return an underwriting and/or documentation recommendation. Details for 
submission of required data elements can be found in the DU

®
 and LP User Guides. As information is verified, certain 

data elements must be resubmitted to the AUS system.  

Note:  CMG MIôs eligibility, guidelines and Distressed Markets Policy supersede DU
®
/LP decisions/findings. 

CMG MIôS POSITION (12/2008) 

CMG MI does not automatically approve loans for mortgage insurance based solely on decisions obtained from Agency 
systems. 

Loans submitted and approved by Fannie Maeôs Desktop Underwriter
® 

(DU
®
) and Freddie Macôs Loan Prospector

®
 (LP) 

must meet CMG MIôs Construction-To-Permanent Program Guidelines. 

The loan must meet CMG Mortgage Insurance Companyôs (ñCMG MIò) Conforming and Non-Conforming Program 
Guidelines, regardless of all Fannie Maeôs Desktop Underwriter

®
 (ñDUò) and Freddie Macôs Loan Prospector

®
 (ñLPò) 

recommendations.  

The DU
®
 Findings and LP Feedback Certificate must display the trademarked two-word response and the DU

®
/LP case 

number. The DU
®
/LP decision must be provided when submitting the loan for mortgage insurance. All loans are subject to 

the CMG MI Distressed Markets Policy; DU
®
 EAIII/Eligible is not allowed.  

Document Efficiencies (DU
®
/LP only) 

One of the following documentation sets will be required (employment gaps explained when required by the findings): 

Á A verbal Verification of Employment (completed prior to closing); and Verification of Employment, or One month's 
paystubs, which contains at least 30 days of year-to-date earnings, and a verbal Verification of Employment; or One 
paystub and the most recent year's W-2s and a verbal Verification of Employment, or One year's personal federal tax 
returns, or Two years' personal federal tax returns, or Two years' personal and two years' business federal tax returns 
(if self-employed) 

Á A document efficiency of only a verbal Verification of Employment is not acceptable; at a minimum a paystub 
containing 30 daysô earnings is required. All other document efficiencies are acceptable 

Á Assets for down payment, closing costs and reserves must meet CMG MI requirements; however, they may be 
documented using the documentation permitted by DU

®
/LP 

All other automated underwriting system decisions (proprietary or custom) must meet CMG MIôs eligibility and guidelines.  

 

4.1 Desktop Underwriter® Version 7.0 and higher (12/2008) 

Á CMG MI does not automatically approve loans for mortgage insurance based solely on decisions obtained from DU
®
.  

Loans submitted and approved by DU
®
 must meet CMG MIôs current eligibility and guidelines 

Á All loans are subject to the CMG MI Distressed Markets Policy; DU
®
 EAIII/Eligible is not allowed 

Á A document efficiency of only a verbal Verification of Employment is not acceptable; at a minimum a paystub 
containing 30 daysô earnings is required. All other document efficiencies are acceptable 

Ineligible: 

Á DU
®
 Refer, Refer with Caution IV, out of Score, and EA I, II, and III- Version 5.7 or earlier 
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4.1.1  Resubmission Requirements (8/2008) 

Some loans will not require additional underwriting submissions as long as the requested documentation supports 
the information submitted to DU

®
.  Only one tolerance may be used on any loan case file. If the loan contains 

more than one of the tolerances listed below, all of the items in the case file must be updated and resubmitted to 
DU

®
. 

FRM -- Interest Rate For an approved fixed-rate loan, if the actual interest rate 
decreases from that used by DU

®
 to underwrite the loan, no 

resubmission is required.  

Cannot exceed the maximum interest rate detailed on the 
findings. 

ARM ï Interest Rate The interest rate change cannot result in a total debt ratio 
increase of more than 2%. 

Total Income If the verified income is less than the income submitted to DU
®
 

by more than 5% of the memberôs total income the income must 
be resubmitted to DU

®
. 

If the income is higher, the date must be updated in DU
®
 and 

resubmitted. 

Salaried versus Self-Employed DU
®
 findings must accurately reflect the memberôs status. If 

self-employed, DU
®
 findings must also state self-employed. 

Undisclosed Debts & Discrepancies with 
Payment Amounts 

Must be reconciled to the loan application and DU
®
 findings. 

Debt Undisclosed debts on the CBR that are not on the 1003 or 
discrepancies must be reconciled. After reconciliation the file 
must be resubmitted if the difference affects the total expense 
ratio by more than 2%. 

Assets The specific amount of assets required by DU
®
 must be verified 

at the specified amount. 

For Refinance Transactions:  

Increase 

 

The loan amount cannot increase more than $500 or 1% of the 
loan amount, whichever is less. 

Decrease The loan amount may decrease 5% of the loan amount.  

 

4.1.2   Validation and Data Integrity Requirements (12/2006) 

If the DU
®
 findings are not followed, limited representations and warranties may be lost. That is why the accuracy 

of the data submitted to DU
®
 must be reviewed carefully to ensure there was nothing missed that might impact the 

DU
®
 underwriting recommendation. 

The credit report must be reviewed to make certain that the data used by DU
®
 to evaluate the loan was complete 

and accurate since information not considered by DU
®
 may result in a different recommendation. Any liabilities 

disclosed by the member that do not appear on the credit report must be included in the final submission for 
underwriting. 

Documentation must be reviewed for potentially derogatory, contradictory, or erroneous information that was not 
part of the data submitted for DU

®
. For example, if the credit report reflects a previous foreclosure but the DU

®
 

Credit Summary does not, the information must be taken into consideration before making a final underwriting 
decision.   

 



 

CMG MI Underwriting Guidelines Manual Page 27 

Credit unions should also examine the inquiries to determine whether they represent potential sources of 
undisclosed credit. The loan application must accurately reflect the memberôs financial obligations. If new debt 
was obtained, the credit union may need to correct the loan application and resubmit the loan.  

 

4.1.3   DU® Recommendation (3/2008) 

The DU
®
 recommendation, which generally includes both a specific risk recommendation and a descriptive 

eligibility status, indicates if the mortgage is recommended for approval or if it should be referred to an underwriter 
for further review. The Underwriting Findings will provide one of the following recommendations:     

APPROVE/ELIGIBLE ï the loan appears to meet both Fannie Maeôs credit risk and eligibility requirements. 

APPROVE/INELIGIBLE ï the loan appears to meet Fannie Maeôs credit risk requirements; however, the loan does 
not appear to meet Fannie Maeôs eligibility requirements. 

REFER/ELIGIBLE ï the loan does not appear to meet Fannie Maeôs credit risk requirements; however, does meet 
eligibility requirements. 

REFER/INELIGIBLE ï the loan does not meet Fannie Maeôs credit risk and eligibility requirements. 

REFER WITH CAUTION ï DU
®
 has evaluated a combination of risk factors, including the LTV, housing and expense 

ratio, available assets, each memberôs credit history, employment status, product type, property type, and 
purpose of the loan. The loan does not appear to meet the credit risk requirements in DU

®
. The layering and 

degree of risk factors represents a greater risk of default. 

OUT OF SCOPE ï DU
®
 does not contain the rules or models that are necessary to make an informed credit decision 

on the loan product, member, or type of loan submitted.  

EA-I, EA-II, EA-III/ELIGIBLE ï The loan appears to meet Fannie Maeôs expanded range of credit risk subject to 
appropriate EA price adjustments; the loan appears to meet Fannie Maeôs eligibility requirements. 

EA-I, EA-II, EA-III/INELIGIBLE ï the loan appears to meet Fannie Maeôs expanded range of credit risk subject to 
appropriate EA price adjustments; however, the loan does not appear to meet Fannie Maeôs eligibility 
requirements. 

REFER WITH CAUTION-IV/INELIGIBLE ï the loan does not appear to meet the expanded credit risk requirements in 
DU

®
 and is not eligible for delivery.  

CMG MI no longer insures loans that receive the following decisions 

Á Refer 

Á Refer with Caution IV 

Á Out of Scope 

Á EA I, II, and III- Version 5.7 or earlier 
 

4.2 Loan Prospector® (12/2008) 

Loan Prospector requires submission of specific data elements in order to process the information and return a complete 
decision with a Risk Class and Documentation Level.  

The Seller must insure that the identifying information for any Member and property are true, complete and accurate and 
that they are properly input into Loan Prospector. All data that was submitted to Loan Prospector for the Last Feedback 
Certificate must be true, complete and accurate. Some loans will not require additional underwriting submissions as long 
as the requested documentation supports the information submitted to LP within the allowable tolerances listed in 
Resubmission Requirements section.   

CMG MI does not automatically approve loans for mortgage insurance based solely on decisions obtained from LP.  
Loans submitted and approved by LP must meet CMG MIôs current eligibility and guidelines.  

A document efficiency of only a verbal Verification of Employment is not acceptable; at a minimum a paystub containing 
30 daysô earnings is required. All other document efficiencies are acceptable. 

Ineligible:  LP Caution or Caution A-Minus 
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4.2.1  Resubmission Requirements (12/2006) 

 For an approved loan: 

Interest Rate Decrease Resubmit if the loan amount decreases by more than: 

Á Purchase ï 1% 

Á Refinance ï 5% 

Interest Rate Increase Resubmit if the loan amount increases 

Debt The monthly debt payment (including monthly housing expense) 
increases 

Income The income for any borrower decreases 

Total Income If the income for any borrower decreases, and/or monthly total debt 
payment increase, and 

Á Total debt ratio increases by more than 3%, and 

Á Total debt ratio on the last submission was greater than 45% 

Assets The amount of verified assets decreases 

The amount of verified reserves decreases 

The amount of verified reserves decreases by no more than 10% 

Loan Amount The loan amount decreases by more than 1% on a refinance and 
mortgage insurance was not required 

Loan Amount The loan amount decreases by more than 1% on a refinance and 
mortgage insurance is required, and 

Á The change impacts the amount of the mortgage insurance 
coverage, and 

Á The amount of the MI premium is changed 

Any other changes in the information used by Loan Prospector require submission.  

 

4.2.2  Validation and Data Integrity Requirements (12/2006) 

Loan Prospector uses statistical models and judgmental rules to analyze the data received and then return a 
Feedback Certificate. Because this is an automated system, it relies heavily on information from other sources. 
Consequently, accurate data and accurate entry are critical. Loan Prospector assumes that the last information 
submitted to LP is the same as the information for the Mortgage that is delivered to Freddie Mac. If the 
information changes or an error is identified in the prior submission, the Mortgage must be resubmitted to Loan 
Prospector with the new data no more than 120 days before the Note Date and no later than the Note Date for 
reassessment. Each new Feedback Certificate prior to closing of the Mortgage invalidates the prior Feedback 
Certificate. The last Feedback Certificate indicating the Loan Prospector Risk Class and Documentation Level 
must be retained in the Mortgage file.  
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 4.2.3  LP Recommendations (3/2008) 

ACCEPT MORTGAGE ï An Accept risk class confirms that LP has determined that the Memberôs credit worthiness is 
acceptable. 

CAUTION MORTGAGE ï A Caution risk class may be eligible for A-minus. The feedback certificate will specify if the 
mortgage is eligible for A-Minus consideration. 

For a caution mortgage that is not eligible for A-minus, the Caution Risk Class indicates that the Mortgage is 
unlikely to comply with eligibility and underwriting requirements because there is a strong indication of excessive 
layering of risk.  

DOCUMENTATION LEVELS ï The documentation level will be identified in a feedback message under the 
documentation guidelines section of the Feedback Certificate and indicate the minimum level of documentation 
that will be accepted.  

STREAMLINED ACCEPT ï requires more documentation than an Accept Plus but significantly less than Standard 
Documentation. 

STANDARD DOCUMENTATION ï this is the most comprehensive level of documentation, required for Accept 
Mortgages, A-minus and Caution Mortgages.  

CMG MI will no longer insure loans that receive Caution and Caution A-Minus recommendations. 
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5 Eligibility 

 

5.1  Overview   

CMG MI is limited by regulation to insuring indebtedness secured by first mortgage liens or Deeds of Trust on residential 
one- to four unit properties.  Loan eligibility requirements are maintained that are in compliance with Fannie Mae and 
Freddie Mac mortgage insurer eligibility criteria, Fair Lending, the Equal Credit Opportunity Act, and the State Insurance 
Departmentsô laws and regulations.   

Due to our mortgage insurance charter, licensing, and state insurance department regulatory requirements, loans with the 
following characteristics, or secured by properties with these characteristics, will not be insured by CMG MI.   

Á New mortgage insurance on loans with a loan to value over 103% 

Á Property which includes more than 4 residential units  

Á Property that is not located in the 50 United States, District of Columbia, or Puerto Rico   

Á Non-residential use of property, including vacant land, commercial or business activity on premises (except for 
incidental business use) 

Á Manufactured housing unit that is less than 22 feet wide 

Á Loan instruments which include scheduled negative amortization 

Á Property is located in New York and the loan includes negative amortization 

Á Property is located in New York or Washington state and loan-to-value ratio is less than or equal to 80%   

Á Property is located in New Jersey or Puerto Rico and loan-to-value ratio exceeds 100% 

Á Property located in Illinois, not a fixed-rate-fixed payment mortgage, secured by an owner-occupied, primary 
residence, and the loan to value exceeds 100% 

Á Loans with a credit grade lower than ñBò  

 

5.2  Member Eligibility  

For the purposes of CMG MIôs underwriting eligibility criteria, the Member is defined as the legal obligor under a Mortgage 
Note.  (In the First Lien Master Policy, the term "Borrower" is used).  

 5.2.1  Member   

CMG MI will only insure loans made to natural persons.  Loans to members that are other types of legal entities, 
such as corporations, general or limited partnerships, real estate syndications, or a trust (other than an Inter Vivos 
Revocable Trust) are not eligible for insurance.   

 

 5.2.2  Permanent Resident Alien  

A permanent resident alien has the right to live and work permanently in the United States.  Evidence of 
occupancy status for a permanent resident alien will be validated by one of the following documents: 

Á U.S. Department of Immigration and Naturalization Services (INS) Alien Registration Receipt Card (I-151 or I-
551, commonly referred to as a ñGreen Cardò) issued no earlier than 1979.  

Á INS Alien Registration Receipt Card (I-551) that has an expiration date; this card with an expiration date is 
issued to aliens granted residency as a result of marriage. 

Á INS Alien Registration Receipt Card (I-551) that has no expiration date on the back, if accompanied by a filed 
INS Form I-751. 

Á Un-expired foreign Passport with an un-expired stamp reading ñProcessed for I-551.  Temporary evidence of 

lawful admission for permanent residence.  Valid until (MM/DD/YY).   Employment authorizedò.   
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 Determining Eligibility ï Permanent Resident Alien 

CMG MI GUIDELINES ELIGIBILITY 

Standard Mortgage Insurance Eligible 

A-Minus Ineligible 

Cash-out Refinance Eligible  

Second Home Eligible  

Investment Property Ineligible  

Limited Doc Ineligible  

     

 5.2.3  Non-Permanent Resident Aliens  

A non-permanent resident alien has the right to live and work in the United States on a temporary basis.  INS 
approval will include valid dates of the stay.  The employer or alien must petition the INS for an extension.  
Evidence of occupancy status for a non-permanent resident alien will be validated by one of the following 
documents: 

Á Unexpired foreign passport containing INS form I-94 stamped ñEmployment Authorizedò 

Á Temporary Resident Card form I-688 

Á Employment Authorization Card form I-688 A or O containing applicantôs photograph    

 Temporary Work Visas 

Evidence of residence status will be validated by a copy of the current INS Temporary Work Visa (Form I-94) 
which could include one of the following classifications: 

Á E, as a treaty trader or treaty investor, may only work for the company which is conducting international trade 
or the company that the member or his/her employer have invested in; spouse and dependents may not work 
within the United States   

Á F or M, as a student.  After one year, the member may be granted authorization to work on a part-time basis 
during the school year and full-time during school vacation periods or for practical training (if permission has 
first been granted by the INS).  M classification requires the school to issue a student eligibility form I-20MN.  
Spouse and dependents may not work within the United States. 

Á G, as a representative of an international organization, may only work for that organization; spouse and 
dependents may be granted permission to work in the United States. 

Á H non-immigrants, with Petition for Non-immigrant Worker (INS Form I-129H) filed by the company or person 
offering employment or training to the member, may be approved by the INS for temporary work authority in 
the United States.  H-2A, H-1B, and H-2B petitions require certification by the U.S. Department of Labor to 
verify that the memberôs skill is in short supply within the United States.   

Á H-1 (alien with distinguished merit or ability entering temporarily to perform services in a specialty occupation; 
i.e., artist, entertainer, cooperative researcher), H-2A or H-2B (temporary services for general labor such as 
seasonal agricultural employment), H-1B (coming to the United States in a specialty occupation), and H-3 
(trainee) non-immigrants are authorized to work only for the person or company that filed the petition.  
Employment may not commence until H-1, H-2, or H-3 status is received and the non-immigrant must leave 
the United States when the work is complete.  Spouse and dependents will be granted H-4 visa status and 
may not work in the United States.  The initial duration of H class visa is three years and may be extended for 
up to a maximum of six years.   

Á I, as a representative of a foreign information media, may be employed only by the foreign-based employer.  
Spouse and dependents may not work within the United States.   

Á K classification non-immigrants are the fiancé or fiancé of a United States citizen.  The Petition for Alien Fiancé 
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(INS Form I-129F), including a photograph of the non-immigrant, must be filed by the United States citizen; 
both the U.S. citizen and the fiancé fiancée must file Form G-325A.  Work eligibility is granted when admitted 
to the United States.  Unmarried, minor children of K classification non-immigrants may also be granted 
permission to work.   

Á L-1 may be granted to an intra-company transferee, entering the United States to perform services in a 
managerial or executive capacity or to perform services requiring specialized knowledge.  The company must 
have a U.S. branch, affiliate, or subsidiary with at least 50% common ownership interest and the U.S. entity 
must own or lease its physical premises.  INS approval of the company is evidenced by INS form I-129L.  
Spouse and dependents may not work within the United States. The initial duration is for one to three years 
and may be renewed for up to five to seven years (depending on the occupation).   

Á O status aliens have extraordinary ability in the sciences, education, or business.  Subject to INS approval of 
an I-129 petition from the employer, he or she may work temporarily in the United States. 

Á P classification allows temporary work status to perform as an artist or entertainer (individually or as a group, 
with accompanying support personnel) under a reciprocal exchange program.   

Á Q status non-immigrants are allowed temporary work status in an international cultural exchange program 
approved by the Attorney General of the United States.   

Á R has, for at least two years prior to petition, been a member of a religious denomination which has a bona fide 
nonprofit, religious organization in the United States.  Temporary work status may be granted as a minister or 
in another professional capacity for the religious organization. 

Á TN is a Canadian or Mexican citizen coming temporarily to the United States under the provisions of the North 
American Free-Trade Agreement (NAFTA).  A work permit allows the non-immigrant alien to work in a 
temporary position in one of the professions listed in the NAFTA agreement.  The duration and maximum stay 
is one year; TN status may be renewed with no maximum limit. 

This list may not be all inclusive, please refer to the INS website at www.usdoj.gov/ins for up to date information.     

 Additional Underwriting Consideration for Non-Permanent Resident Alien Members  

 The following consideration should be given when underwriting loans to non-permanent resident alien members:        

Á Employee information on the Petition for Non-Immigrant Worker (form I-140) must correspond to the memberôs 
Residential Loan Application.   

Á Loans to non-permanent resident aliens will be considered for coverage subject to the following criteria. 
(Territorial Underwriting Guidelines, where more restrictive, may supersede these guidelines.) 

Î Member must evidence a two-year history of residency, employment, and established credit within the U.S.   

Î Funds for down payment, closing costs, and reserves should be verified on deposit in a U.S. financial 
institution for at least six months.   

Î Property is an owner-occupied, single-family detached residence 

Î The visa status should provide for a remaining duration of at least three years. 

Î Heavy emphasis will be placed on employment history and its likelihood of continuation.   

Determining Eligibility ï Non-Permanent Resident Alien 

CMG MI GUIDELINES ELIGIBILITY 

Standard Mortgage Insurance Eligible 

A-Minus Ineligible 

Cash-out Refinance Ineligible 

Second/Investment Property Ineligible 

Limited Doc Ineligible 

Non Resident Aliens do not reside continuously in the United States and do not have authorization to work here. 
Loans to non resident aliens are not eligible for insurance with CMG MI.   

http://www.usdoj.gov/ins
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5.3  Occupancy  

 5.3.1  Owner-Occupied Primary Residence  

A primary residence is defined as single family property which is the memberôs main residence, where they live a 
majority of the year.  A 2-unit property is considered owner occupied when at least one of the units is occupied as 
the memberôs primary residence.  

A property is considered a primary residence if it is occupied by the member for at least six months during the 
year. CMG MI may require verification of intent to occupy. CMG MI will consider a 1- to 2-unit property to be the 
memberôs primary residence, provided: 

 The property will be physically occupied by the member(s) within 60 days of closing or completion, AND 

 The property is within reasonable commuting distance to the memberôs place of employment. 

 3-4 unit properties are not eligible for insurance.  

 

 5.3.2  Second Home  

A second home is a single-family property which generates no rental income and is occupied by the member in 
addition to his or her primary residence.  A 2-4 unit property is not eligible for second home status.  Often located 
in a vacation/resort area, the property must be suitable for year round occupancy.  A second home should not be 
in the same market as the memberôs primary residence.  Agreements that require the property to be rented are 
prohibited.  The member may not use a management firm to control the occupancy of the property. 

 

 5.3.3  Investment Property   

Not eligible for mortgage insurance. 

An investment property is generally purchased for the purpose of profit, either from rental income or resale.  This 
definition is used whether or not the property produces revenue.  

A 1031 Tax Exchange is an exchange of real property in which no taxable gain or loss is recognized at the time 
of sale.  Section 1031 of the Internal Revenue Code allows investors to defer the payment of state and federal 
capital gains taxes by exchanging one investment property with another, rather than selling it. 

A 1031 exchange is an investment property exchange therefore primary residences and second home 
transactions are not permitted. A 1031 tax deferred exchange can be used as the down payment for the purchase 
of an investment property with the following requirements: 

Á The program or product allows investment properties. 

Á There is no subordinate financing 

Á A qualified intermediary must handle the loan closing.  A qualified intermediary is an entity (usually a 
subsidiary of a title company) who enters into a written agreement with the taxpayer.  The qualified 
intermediary cannot be an agent, attorney, accountant, investment banker, or broker.  This exchange 
agreement requires the qualified intermediary to acquire and transfer the relinquished property and to acquire 
and transfer the replacement property.  The relinquished property is the property ósoldô and the replacement 
property is the property óacquiredò. 

Á Copies of all closing documents ï including the 1031 exchange agreement, settlement statement, and title 
transfer ï and the purchase agreement on the relinquished property must be obtained. 

Á Both purchase agreements on the relinquished and replacement properties must contain appropriate language 
to identify the 1031 exchange.    

 

  



 

CMG MI Underwriting Guidelines Manual Page 34 

5.4  Inter Vivos Revocable (ñLivingò) Trust and Land Trusts  

Inter Vivos and Land Trusts are eligible provided that all of the following conditions are met: 

Á They are customary for the area 

Á The member (beneficiary of the trust) is a natural person 

Á Income and assets of the member (beneficiary) are used to qualify for the loan 

Á Both the member (beneficiary) and trustee, on behalf of the trust, execute the Note, and the member (beneficiary) is 
personally liable for the obligation 

È The trustee has legal right to grant a mortgage on the subject property 

È The credit union will be conveyed clear title in the event of default by the member (beneficiary)   

 

5.5  Bridge (Swing) Loans  

Interim financing, such as bridge or swing loans, are not eligible for insurance.   

 

5.6  Co-signers / Guarantors  

A guarantor or co-signer is an applicant who will not have an ownership in the mortgaged property, but will sign the Note 
and Deed of Trust/Mortgage.  A party who has an interest in the property sales transaction ï such as the property seller, 
the builder, the real estate broker, etc ï is not eligible to be a co-signed/guarantor.   CMG MI will insure a loan with a Co-
signer/Guarantor; however, their income and assets cannot be used for qualifying purposes.  

 

5.7  Non-Occupant Co-Borrowers  

Non-occupant co-borrowers will be considered if: 

Á Non-occupant co-borrower is an immediate family member and not a party to the transaction (i.e., builder/developer, 

seller, Realtor , escrow agent, etc.). 

Á Non-occupant co-borrower adds strength to the transaction by contributing stability, good credit standing, and a 
savings history. 

Á Non-occupant co-borrower allowed only for owner occupied, 1 unit property if non-conforming loan amount 

Á Occupant borrower must qualify on their own. 

Á Occupant borrower contributes a minimum 5% cash down payment to the transaction. 

Á Occupant borrower has 2-3 months verified reserves and a demonstrated ability to save. 

Á Occupant borrower exhibits characteristics associated with potential for growth in employment, income, credit 
standing, and asset accumulation. 

Á The property is Owner-occupied to a maximum LTV of 95%. 

Á Loan instrument is fixed-rate or positively amortizing ARM. 

Á The loan is fully documented or stated income; No Ratio, NINA and No Doc are not eligible. 

Á Occupying borrowerôs ratios, without consideration of non-occupying co-borrowerôs income and obligations, should 
generally not exceed 45%.   

Á Debt-to-income ratios which include the non-occupant co-borrowerôs income and obligations should not exceed 
normally accepted ratios for the loan program being offered (i.e., 45% DTI for CMG MIôs standard underwriting 
programs).  The current housing expense for the non-occupant co-borrower must be included in long-term debt when 
calculating the qualifying ratios.    
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5.8  Non-Borrowing Spouse  

When a married applicant applies for a mortgage in their name alone, without involving the applicantôs spouse, the spouse 
is referred to as a non-borrower spouse.  A non-borrower spouse may have rights in the property, either as a co-owner of 
the property or because of state community property or martial rights laws. 

Á If the non-borrower spouse is to be listed on the title as a co-owner, the non-borrower spouse must sign the security 
instrument. 

Á If the non-borrower spouse is not listed on the title, they are not required to sign the security interest.  A quitclaim 
deed may be required to ensure a valid security interest is established for the member. 

Á Pursuant to the California Domestic Partner Rights and Responsibilities Act of 2003, a domestic partner may have 
community property and homestead rights in property owned by their partner.  In Vermont, a party to a civil union may 
have homestead rights in property owned by their partner.  In New Jersey, civil union couples shall have all the same 
benefits, protections, and responsibilities under the law.  Non-borrower spouse signature requirements will apply to 
non-borrower domestic and civil union partners on loans secured by California, Vermont and New Jersey property.  

Debts and income from the non-borrower spouse cannot be considered in qualifying the loan. 

 

5.9  Adding/Removing Members on Application  

To remove a member from a transaction, a new application and credit report must be provided for the remaining member 
only.  Additional members may be added during the application process without the need to resubmit as a new 
transaction.   

 

5.10  Non Armôs Length Transactions  

A non armôs length transaction is one in which the parties involved are not entirely independent of each other (i.e., family 
sales between parent and child, property in an estate, employee and employer, direct sale without a third party, renter and 
landlord, or flip transactions).   

These loans require close examination to ensure the equity position is not compromised.  Common risks associated with 
this type of loan include:  absence of equity or down payment; a purchase price that does not represent the actual 
property value; financial bailouts or attempts to hide poor credit; occupancy concerns; and financing of unsold buildersô 
inventory, especially in soft real estate markets. 

The appraiser must be informed of the non armôs length transactions and discuss whether or not the market value has 
been affected by the relationship of the parties.  

 

5.11  Maximum CMG MI Insured Loans Per Member  

CMG MI will insure up to 3 loans to a member or borrowing entity or $300,000 in risk exposure (aggregate of original loan 
amount x percent of MI coverage) to a member or borrowing entity.  

Within the 3 loans to a member, CMG MI limits the loans by product/program as follows: 

Á Primary Residence - 1 loan maximum 

Á Second Home ï 1 loan maximum 

Á Investment Property ï 1 loan maximum (currently insured with CMG MI) 

 

5.12  Maximum Loan Term  

The term of the insured loan cannot exceed 40 years.  There is no minimum loan term.    
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5.13  Minimum Loan Amount  

There is no minimum loan amount.  

 

5.14  Financed Premium  

Loans which include financed mortgage insurance premium will be underwritten, and premium will be determined, using 
the net (before premium added) loan amount. The premium to be financed is not considered in the net LTV. 

 

5.15  Interested Party/Seller Contributions/Third-Party Contributions (IPCs) 

Third-party contributions/IPCs are either a financing concession or a sales concession.  IPCs are limited to interest rate 
buydowns, reasonable and customary closing costs that are normally paid by the member but which, in the subject 
transaction, are paid by the seller or other interested party such as the builder, developer, or real estate agent and any 
other payments or credits related to acquiring the property.  

Financing Concessions include, but are not limited to, the following: 

Á Any third-party funds that are contributed to an interest rate buydown plan for the purpose of temporarily or 
permanently lowering the memberôs payment and/or interest rate on the mortgage 

Á Contributions and payments in any form, such as 

È Discount points;  

È Commitment fees;  

È Origination fees; 

È Appraisal costs; 

È Transfer taxes, stamps or attorneys fees; 

È Interest rate shortfalls; 

È Title insurance; 

È Survey charges; 

È Prepaid items such as hazard insurance premiums, interest charges, real estate taxes. 

Á Donations by interested parties to a non-profit organization when the recipient of the funds entitles the member to a 
grant or down payment assistance will be considered a third-party contribution.   

NOTE:  Cash deposited by the member at closing to fund future payment of taxes, insurance, or other recurring expenses 

(generally referred to as impounds or escrow funds) must be paid from the memberôs own funds.  If these items are paid 

by the seller or other third-party related to the transaction, they should be considered a sales concession.   

 

5.16  Maximum Allowable Contributions  

Owner-Occupied  

Á Maximum 3% based upon the lesser of the property's sales price or appraised value for LTVs 90.01% - 95% 

Á Maximum 6% based upon the lesser of the property's sales price or appraised value for LTVs up to 90% 

CMG Single Premium Payment Plan 

Á Maximum of 6% based upon the lesser of the property's sales price or appraised value for LTVs up to 95%  

Second Homes      

Á Maximum 6% based upon the lesser of the property's sales price or appraised value for LTVs up to 90% 

Note:  Third party contributions are not allowed on Second homes, and Cash-out Refinances.   
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5.17  Other Third-Party Contributions  

Contributions made by the memberôs employer or a family member are not included in the Maximum Allowable 
Contributions limitation.  A family memberôs contribution is considered a gift and must comply with requirements for gift 
funds.  Employer contributions are permissible if verified under the terms and conditions of an employee relocation 
agreement. Credit union contributions for temporary interest rate buydowns and closing costs are subject to the same 
limitations as builder/seller contributions.   

 

5.18  Sales Concessions  

Sales concessions are interested party contributions (IPCs) that take the form of non-realty items, such as furniture, 
decorator allowance, giveaways (vacations, cars) and excess financing concessions.  The terms of the sale as detailed in 
the purchase contract must be closely evaluated to determine the effect of any sales concessions.  Sales concessions 
must be deducted from the lower of the purchase price or appraised value.  For example:  

$ 101,000 Sales Price 

$ 100,000  Appraised Value 

$     2,000 Concession Amount 

 

Calculation:  

$ 100,000 Appraised Value (lower of Sales Price/Appraised Value) 

$-    2,000 Concession Amount 

$   98,000 Adjusted Value 

The Loan amount would be calculated using the adjusted value and the maximum LTV for the product or program. 

Decorator Allowances 

A decorator allowance may be included in seller-paid closing costs rather than considered a sales concession if there 
is an offsetting upgrade to the improvements (i.e., ceramic tile instead of linoleum, thermal pane windows, upgraded 
insulation, etc.).  The sales contract must describe the upgrades.  The Maximum Allowable Contributions limitations 
for third-party contributions, including these decorator allowances, will apply.   

If the amount is a direct cash credit to the member on the HUD-1, it must always be treated as a sales concession 
and deducted from value.   

Excess Contributions 

Financing contributions in excess of the limits should be considered sales concessions.  In these instances, the 
amount of the concession must be subtracted from the lesser of the sales price or appraised value in order to 
determine LTV. For example: 

$       7,840 Actual seller contributions 

$     88,200 Loan amount 

$     98,000 Sales price 

$   100,000 Appraised value 

 

On a 90% LTV fixed-rate mortgage, the maximum allowable contribution is 6% or $5,880.  The LTV ratio should be 
calculated on the reduced sales price (Adjusted Value) as follows: 

$     98,000 Sales price (lesser of the sales price or appraised value) 

$     - 1,960 Excess contribution which is considered a sales concession ($7,840 - $5,880) 

=     96,040 Adjusted Value 

 



 

CMG MI Underwriting Guidelines Manual Page 38 

 

As a result, the adjusted LTV becomes:   

$    88,200  Original Loan Amount      

÷    96,040  Adjusted Value 

=     91.8%  LTV 

 

This example illustrates the effect of excess seller contributions. In order for this loan to be considered a true 90% 
LTV, the loan amount must be reduced to $86,400. 

$    86,400  Adjusted Loan Amount   

÷    96,040  Adjusted Value 

=     90.0%  LTV   

 

If the loan amount is reduced to an adjusted LTV of 90%, the credit union must verify sufficient funds to close.  
Otherwise, the loan should be underwritten and insured as a 91.8% LTV using 95% LTV loan eligibility criteria and 
premium rates.   

 

5.19  Allowance for Improvements and Rehabilitation  

In the event an allowance is made by the seller for the repair or replacement of items that contribute to structural integrity 
and livability of the property by way of a credit on the HUD-1 Settlement Statement, the underwriter must ascertain the 
following: 

Á The appraisal reflects the propertyôs value upon completion of the repair. 

Á Because the HUD-1 credit will be applied as an off-set to down payment rather than as a deposit to an escrow 
account, the member has sufficient and available funds after closing to complete the repairs. 

Á The credit union will require evidence of completion.  

Any concessions, credits, allowances or rebates, applied at or subsequent to loan closing which result in less than the 
down payment originally represented in the insurance application package could invalidate the CMG MI Commitment and 
Certificate of Insurance.    

 

5.20  Primary Residence Conversion Transaction Types 

 5.20.1  Purchase  

Also known as a purchase money transaction, the funds are used to finance the purchase of the subject property.  
The proceeds may be used for the following: 

Á Finance the purchase of a property ï both the land and improvements. 

Á Payoff an installment land contract, including documented costs to improve the property.  If the new loan 
exceeds the liens, this transaction must be considered a refinance.  

Á Payoff interim financing from the construction credit union, as long as no cash is paid to the member.  If the 
new loan exceeds the recorded liens, this transaction must be considered a refinance.  See the Construction to 
Perm section. 

Á Convert a lease option to purchase into permanent financing, as long as the member receives no cash from 
the new loan.   

Á Payoff the purchase of a manufactured home and land. 

It is required to confirm and document that the property seller in a purchase transaction is the Owner of Record 
for the subject property.    
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 5.20.2  Refinance transactions 

A refinance transaction is defined as repayment of a debt from the proceeds of a new mortgage to the same 
member and that uses the same property as security.  In some instances refinance transactions may have cash 
out. 

If a subordinate lien to be paid off was not used for the purchase of the subject property but has been seasoned 
12 months the transaction will be considered a rate-term refinance. 

If the member has taken equity from the property (not a loan for home improvements) within the past 

12 months through a new first deed of trust (cash-out refinance) the loan will be considered a cash-out refinance 
transaction. 

If the member has taken equity from the property through a second lien, the loan will be considered a cash-out 
refinance transaction. 

If the subordinate lien is not being repaid but will re-subordinate and there is no cash extracted from the 
transaction, the loan will be considered a rate/term refinance despite the age of the subordinate lien. 

If the member has completed multiple transactions in the past 12 months, the value used to calculate the LTV 
must be the lowest appraised value determined during the 12 month period. The value can be increased based 
on documented improvements. 

  5.20.2.1 Rate/Term Refinance Transactions  

The proceeds may be used for the following:  

Á Payoff of the existing lien, including the related closing costs and prepaid items; (there must 
be a continuity of obligation for an existing lien, i.e., there must be at least one member on the 
new loan who was also obligated on the loan being refinanced) 

Á Payoff of a subordinate lien that is seasoned at least 12 months, (including prepayment 
penalty), provided a copy of the HUD1 from the original sale is obtained to verify the entire 
amount being paid off was used to purchase the property.  

Á Subordinate liens that involve an equity line of credit may be satisfied by the proceeds as long 
as the lien has been seasoned for one year measured from the date of the most recent draw 
against the equity line.  As long as the aggregate amount withdrawn within the past 12 months 
does not exceed $2000 this will be exempt as a minimal amount.  However documentation will 
be required for the past 12 months to determine the draws meet this requirement. 

Á Other funds for the members use as long as it does not exceed 2% of the loan amount or 
$2000, whichever is less.  

It is required to confirm and document that the property owner is the Owner of Record for the 
subject property.   

5.20.2.2 Cash-Out Refinance  

Cash-out refinance transaction is defined as repayment of a debt from the proceeds for a new 
mortgage to the same member that uses the same property as security, providing cash to the 
member.  The property should not have been listed for sale in the last 90 days and the proceeds 
may be used for:   

Á Payoff of existing mortgage(s) and closing costs, greater than 2% of the loan proceeds will be 
distributed to the member 

Á Payoff obligations of the member that are not secured by the subject property (i.e., a debt 
consolidation loan) 

Á Place a new loan on a property that is owned by the member free and clear of any mortgage 

Á Payoff or re-subordinate a junior lien which is seasoned less than 12 months whether or not 
the member received any cash from the transaction.   

It is required to confirm and document that the property owner is the Owner of Record for the 
subject property for all transactions.   
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5.20.2.3 Special Purpose Cash-Out Refinance  

A loan being refinanced as part of a divorce settlement in which one spouse is required to ñbuy-
outò the interests of the other spouse or any other refinancing in which an owner ñbuys-outò the 
interests of another owner is considered a limited cash-out refinance ï as long as the following 
conditions are satisfied:   

Á The property must have been jointly owned by all parties for at least 12 months preceding the 
date of the loan application. (Parties who inherit an interest in the property do not have to 
satisfy this requirement).  

Á All parties must be able to demonstrate that they occupied the subject property as their 
principal residence, by providing an acceptable source of verification ï driversô license, bank 
statement, credit card bill, etc., that was mailed to the individual at the address of the security 
property. (Parties who inherit an interest in the property do not have to satisfy this 
requirement). 

Á All parties must sign a written agreement that states the terms of the property transfer and the 
proposed disposition of the proceeds from the refinancing transaction.  (The member who 
acquires sole ownership of the property may not receive any of the proceeds of the 
refinancing). 

Á The party who is ñbuying outò the other partyôs interest must be able to qualify for the mortgage 
under our standard underwriting guidelines.   

 

 5.20.3  Home Improvement and Rehabilitation Loans  

The cost of home improvement, upgrade, or property rehabilitation may be added to funds required to acquire a 
property (purchase transaction) or may be advanced through a refinance.  Maximum financing is allowed if: 

Á In a purchase transaction, all funds are used to acquire the property and complete improvements.  The loan-
to-value ratio is determined by using the lesser of the ñas completedò appraised value or acquisition cost plus 
value of documented cost for improvements and allowable construction-related costs.   

Á In a refinance transaction, funds will be used to satisfy the outstanding lien(s), pay closing costs, and 
complete improvements; there is no cash back to the member.  The loan-to-value ratio is determined by using 
the ñas completedò appraised value. The following requirements must be met: 

È All rehabilitation work must be performed by a licensed contractor.  The member may not act as general 
contractor unless that is his or her full-time occupation.  

È Funds must be controlled by the credit union or its agent and distributed to the contractor upon 
inspection for every phase of work completed.   

È Cost of the improvements or rehabilitation will be based on the plans and specifications and the 
contractorôs bids for all of the work to be done.   

È Allowable construction-related costs that can be included in the total financing include:   

Î Contingency reserve of not more than 10% of total construction costs to cover unforeseen repairs 
or deficiencies that are discovered during the rehabilitation.   All unused contingency reserves must be 
used to reduce the outstanding loan balance after all work is completed, a title update has been 
provided, and the Certificate of Occupancy is issued.  

Î Escrow for mortgage payments that will become due during the construction period may be 
included for an owner-occupied primary residence if the property cannot be occupied during 
rehabilitation.   

Î Other documented construction-related costs, including property inspection fees, title updates, 
architectural and engineering fees, independent consulting fees, required permits, and other 
documented fees directly associated with the improvements to the property 

Á An amount allocated for ñsweat equityò cannot be factored into the rehabilitation costs.    

Á Members should have a minimum of two monthsô cash reserves at closing.   
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 5.20.4  Construction to Permanent Financing  

A construction-to-permanent loan can be structured as a one- or two-time close may be considered a purchase or 
refinance loan.   The following definitions will be used: 

Á Construction to Perm ï the loan which finances the interim construction phase and converts to the permanent 
financing.  Typically a one-time close transaction. 

Á Construction Loan ï the loan that finances the construction costs, the permanent loan is a separate loan.  
Typically a two-close transaction. 

Construction to Perm and Construction loans are subject to the standard underwriting guidelines and the following 
additional criteria: 

Á Maximum 95% LTV. 

Á Maximum term is 40 years. 

Á Standard loan amount and credit scores guidelines apply as detailed in the Chapter 3. Matrices section. 

Á The member for the permanent financing must be the same as the member for the construction loan. 

Á Acquisition costs must be determined for each home.  Acquisition cost includes the cost of construction plus 
land value.   

È Construction costs may include, but are not limited to, building permits and architectural, survey, and loan 
fees in addition to the cost of labor and material required to complete the improvements. 

È To establish the value of the land review the length of time the lot has been owned.  If the lot has been 
owned for 12 months or more the value of the lot is the determined from the appraised value.  If the lot has 
been owned for less than 12 months, the value is the lesser of the purchase price or appraised value.  
Determine the value of the lot as described above and add the costs of the improvements (the construction 
loan and any other documented costs paid for by the member) to determine the acquisition cost.  All 
acquisition costs must be verified either via the construction credit union, or if paid by the member with 
receipts, invoices and a HUD1 for the purchase of the land. 

Á If the land is acquired by gift or inheritance, use the appraised value of the land.  Document the acquisition 
and transfer of the land. 

Á The loan may be treated as a purchase or refinance transaction. The LTV is based on the appraised value or 
total acquisition cost, whichever is less, as determined by the length of time the lot has been owned as 
described above. 

Á The loan is a refinance if: 

È The member holds title to the lot 

È The member is receiving cash out from the transaction. 

Á The loan is a purchase if: 

È The acquisition of the lot occurs at the same time as the construction to perm or construction loan. 

È The membersô investment in the transaction is not clear. 

Á The loan must be fully documented 

Á The permanent loan can be a Fixed-rate Mortgage, Positively Amortizing ARM, or Interest Only Mortgage. 

Á Potential Negatively Amortizing ARMs and Option Payment Mortgages are not allowed. 

Á The property must be one unit single family -- owner occupied or a second home 

Á Temporary buydowns are not permitted 

Á Credit Documents are valid for 180 days, and must be updated thereafter 

Á CMG MI will insure loans originated using Fannie Mae and Freddie Mac published programs 
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Á The following property types are ineligible for construction-to-perm loans: 

È Condominiums 

È Cooperative Housing 

È 2-to-4 Unit Properties 

È Manufactured Housing 

È Investment properties 

When underwriting a construction-to-permanent loan, the memberôs current housing expense will need to be 
considered.  The underwriter must evaluate the member ability to sustain payments on both the current residence 
and the new home during the construction period, and in some circumstances, after completion. 

Á If documentation in the loan indicates that the memberôs current residence will be sold upon completion of 
construction but is not under a non-contingent sales agreement, the underwriter must ascertain that there is a 
ready market for properties in the area.  The following market conditions must be present: 

È Marketing times are no greater than 6 months 

È Property values are stable or increasing 

È The member equity in the current residence is sufficient to cover sales and closing costs. 

Á If the memberôs current residence is not under a binding sales agreement, calculate the current housing debt 
by subtracting 75% of the potential rental income from the PITI (documentation to support the fair market rent 
is required).  If the result is positive, add it to income; if it is negative, add it to debt. 

Á If a ready market for the property cannot be verified, the full payment on both the memberôs current residence 
and the new home should be considered. 

Qualifying Ratios 

Á 45% 

Á PITI for the new home will be determine using the interest rate established for the permanent housing. 

Mortgage Insurance  

Not all credit unions require insurance coverage for the construction phase but do want the assurance that the 
credit worthiness of the member is acceptable when the construction phase is complete and the permanent loan 
begins without the need to submit additional paperwork.  The construction-to-permanent commitment meets both 
these requirements.   

For approval of the member without coverage during the construction phase: 

Á The credit union can select the effective date of the loan as ñthe date the member accepted the property as 
completeò or ñthe date a Certificate of Occupancy was issued of the property or the property became habitable 
under the applicable lawò. 

Á Make payment of the premium within 45 days of the effective date selected. 

Á The property must be complete per the specs and plans to obtain a claim payment as indicated in the 
Construction Loan Endorsement. 

Á Losses are not covered for the memberôs inability to obtain a permanent loan or the credit unionsô failure to roll 
over or cover the construction loan to a permanent loan. 

Á Secure coverage after construction is completed 

Á Premium is not collected and there is no coverage during the construction phase 

Á Commitment/certificate is subject to credit documentation update if greater than 120 days old on the date the 
mortgage note is signed. 

Á Loan must meet published construction-to-perm program.   

CMG MIôs commitment/certificate will be issued for a period of 12 months in the construction credit unions name.  
Upon completion of the construction the mortgage insurance can be assigned to the end credit union. 

Reinstatement/Extension is not permitted.  After 12 months, a new MI application, with current borrower 
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information, is required and is subject to current published construction-to-perm program guidelines.  CMG MI 
does not consider the purchase and affixation of a Mobile Home to be a construction-to-perm loan but will insure 
Manufactured Home Loans originated using Freddie Macôs construction-to-perm program. 

 

 5.20.5  Relocation Loans (6/2010) 

Relocation loans should generally conform to the following criteria: 

Á The mortgage loan is made to a transferred employee of a corporation to finance the purchase of his or her 
primary residence at a new job location. 

Á The employer normally transfers employees in the course of business; the relocation is not part of a plant 
closing or office relocation. 

Á The loan has been originated pursuant to a corporate employee relocation program administered by the 
corporate employer or its agent. 

Á Mortgage financing may involve an employer contribution of the original principal balance of the new mortgage 
loan. Employer contributions may be applied toward any one or more of the following: 

È Closing costs 

È Buydowns or interest rate subsidies 

È Bridge loans 

È Payment differential 

 

 5.20.6  Land Contract/Contract of Sale  

If the land contract or contract for deed was executed more than 12 months preceding the mortgage application 
date, the transaction is considered a rate/term refinance transaction.  Proceeds from the refinance transaction 
may include the sum of the outstanding balance of the installment sales contract and the costs incurred for 
rehabilitation, renovation, or energy improvements.  A new appraisal is required and the LTV must be calculated 
using the appraised value of the new first mortgage transaction.  

 

5.21 Temporary Buydowns  

Loans with temporary buydowns feature money advanced to the credit union (often by the builder or seller) to reduce the 
monthly payments for the initial years of the loan (i.e., temporary interest rate discount).   

The following table shows maximum acceptable temporary annual buydown plans: 

Á 2, 1 on Fixed Rate Mortgages (FRM) and >=5/1 ARM up to 95% LTV 

Á 3, 2, 1 on FRM and >=5/1 ARMs up to 95% LTV                                                                                                 

The source of buydown funds is a critical factor in the evaluation of risk.  For example, member funds derived from 
savings should be given more favorable consideration than seller-funded buydowns, which pose potential payment shock 
and generally impact property value. 

Member- or credit union-funded buydown loans can be underwritten at the bought-down rate.  Seller-funded buydowns 
should be underwritten at the contract note rate.Compressed buydowns provide for payment adjustments more frequent 
than annually.  Member- or credit union-funded compressed temporary buydowns are eligible subject to the following: 

Á Fixed-rate mortgage 

Á Maximum 1% interest rate increase every six months 

Á Owner-occupied, primary residence 

Á Maximum 2-1 interest rate adjustments on 95% LTVs and 3-2-1 interest rate adjustments on 90% LTVs   

Temporary buydowns are not eligible for the following: 

Á Cash-out refinances 
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Á Second home properties 

Á Investment properties 

Á Limited Documentation mortgages 

Á Interest Only mortgages 

Á Option Payment mortgages 

Á Potential Negative Amortization mortgages 

Á Scheduled Negative Amortization mortgages 

Any portion of the buydown paid by the builder/seller must be included in the maximum allowable third-party contribution.    

 

5.22 Secondary Financing  

Secondary financing may be accepted provided that it is fully disclosed in the mortgage insurance application and the 
maximum combined loan-to-value for the subject property (ñCLTVò) does not exceed the CLTV criteria for the memberôs 
occupancy, loan type, and property type.  The loan will be underwritten using the eligibility criteria applicable to the LTV; 
territorial underwriting guidelines will apply.  For example: 

Total financing which includes an 85% LTV first mortgage and a 10% second (95% CLTV) on a 4 unit property will be 
ineligible for coverage since 3-4 unit properties are limited to 90% LTV. 

Underwriting Criteria for loans with Subordinate Financing 

The mortgage insurance premium rate and premium amount will be will be determined by the insured first lien amount.  
The underwriter should confirm that the terms of the subordinate financing meet the following minimum requirements: 

Á The second mortgage is recorded and subordinate to the insured first lien. 

Á The second mortgage is either fully amortizing or interest only and payments are no less frequent than annual.  

Á If the second lien calls for a balloon payment, the term of the second lien is no less than five years. 

Á The second lien will not negatively amortize. 

Á Payment for the second lien is added to the monthly housing expense and included in the memberôs housing-to-
income ratio.  If payments are made quarterly, semi-annually, or annually, the monthly equivalent payment should be 
used. 

Á If the secondary financing is an Equity Line of Credit, the following criteria apply: 

È Terms of the equity line of credit are disclosed in the mortgage insurance application package. 

È The equity line of credit will be recorded and subordinate to the insured first mortgage. 

È The property is an owner-occupied, primary residence. 

È The CLTV ratio is calculated using the maximum amount of the equity line of credit.   

È Repayment terms will include regular payments that cover, at minimum, interest due on the outstanding balance.  
(Negative amortization is not allowed.)   

5.23 Seasoning of Existing Liens  

A first lien need not be seasoned to be eligible for a rate/term refinance.  If, however, the property was purchased within 
the past 12 months, the loan-to-value ratio will be determined using the lesser of the purchase price plus value of 
documented improvements or current appraised value. 

If the member has taken equity from the property within the past 12 months, whether through a new first deed of trust 
(cash-out refinance) or second lien, the loan will be considered a cash-out refinance transaction.   

If a subordinate lien to be paid off, not used for purchase of the subject property, is seasoned less than 12 months, the 
loan will be considered a cash-out refinance transaction.    

If a subordinate lien which is seasoned less than 12 months was used for purchase of the subject property (i.e., 80/10/10 
financing) and will be repaid through proceeds of a new refinance loan, the loan will be underwritten and priced as a 
rate/term refinance (no cash to the member).   A HUD-1 or settlement statement must be provided showing the original 
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purchase money second. 

If the proceeds of a new refinance mortgage will be used to payoff a subordinate lien that is seasoned 12 months or more, 
the new refinance mortgage may be considered a rate/term refinance.   

When the subordinate lien is an equity line of credit, the 12-monthsôseasoning is determined by the date of the most 
recent draw against the line.  (Draws totaling less than $2,000 within the most recent 12 months will not be considered if 
documented by copies of monthly statements or a letter from the credit union indicating no draws have occurred.) 

If the subordinate lien is not being repaid and there is no cash extracted from the transaction, the loan will be considered a 
rate/term refinance despite the age of the subordinate lien. If, however, proceeds of the subordinate lien were used to 
extract equity from the property within the past 12 months, the transaction is qualified as cash-out refinance.  

 

5.24  Documentation Levels 

 5.24.1  Overview    

The loan application package must contain sufficient information for the underwriter to reach an informed decision 
and will need to include all information necessary to verify, clarify, or substantiate the memberôs application. 
Documentation that supports the request for approval will generally be on uniform Fannie Mae/Freddie Mac 
forms. Alternative property and credit documents may be used if they include all of the essential information that 
is normally contained on the Fannie Mae/Freddie Mac forms.  

Documents should be no more than 120 days old on the date that CMG MI approves the loan.  Underwriter 
discretion will be exercised for determining whether re-certification of any document is necessary.  

 

 5.24.2  Limited Documentation  

  Limited documentation loans are not eligible for mortgage insurance 
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6  Underwriting the Member 

 

6.1   Underwriting Overview   

CMG MI assesses the characteristics indicative of the memberôs willingness and ability to repay the debt in a timely 
manner and ensures that the property securing the loan provides sufficient value for recovery if a mortgage default should 
occur. 

These guidelines should not restrict underwriters from making good common-sense decisions. The underwriting process 
must continue to support viable business opportunities while also maintaining a quality book of business. 

To meet the needs of as many qualified members as possible, CMG MI has developed a prudent, but more flexible 
underwriting approach for underserved low- and moderate-income members.  

 

6.2   Loan Application Analysis   

The mortgage application is the primary document that is used to establish the initial profile of the member. The memberôs 
application for a mortgage loan must be documented on the most current version of the FNMA/FHLMC Uniform 
Residential Loan Application. The loan application must contain sufficient information for the underwriter to reach an 
informed decision about whether to approve the loan for mortgage insurance. Additionally, a FNMA/FHLMC Uniform 
Underwriting and Transmittal Summary should be provided to summarize the key data from the loan application. 

The initial loan application should be signed and dated by the member. A copy of the Agreement of Sale, Sales Contract, 
Purchase and Sales Agreement, and/or Escrow Instructions should be provided to verify, clarify, and substantiate the loan 
application. Information given by the members on the original application, whether handwritten or typed, must be 
consistent with both the identifying information in the credit report as well as the other verifications provided. All the 
subsequent documentation provided should support the information contained in the application.  

Many credit unions use loan origination software to prepare the final 1003; certain fields default to the most common 
response. To be sure that the ñnoò answers in the declarations is not just a typographical error; it is recommended that the 
underwriter review the memberôs handwritten loan application to verify consistency.  

 

6.3  Age of Documents   

Verification of income, employment and assets must be no more than120 days old and the credit report must be no more 
than 90 days old on the date that the mortgage note is signed under our Conforming & Non-conforming Program.  

For loans where the property is currently under construction, the credit report and verification of income, employment and 
assets must be no more than 120 days old on the date that the mortgage note is signed.  If the credit documents are older 
than allowed, then the lender must update them.   

 

6.4   Credit Documentation and Evaluation 

 6.4.1  Credit Report  

 Loans with nontraditional credit are not eligible for mortgage insurance. 

The credit report must be no more than 90 days old on the date the mortgage note is signed.  A Residential 
Mortgage Credit Report or tri-merged credit report (additional credit requirements may be applicable based on 
DU

®
/LP findings) from an independent credit reporting agency is required.  

Individual credit reports verifications for all members are required. Joint credit reports on married couples will be 
acceptable if the report clearly indicates a search of individual credit. The credit report should reflect the 
memberôs overall debt payment history and a public record search for each locality in which the member has lived 
during the past two years. The legal search must disclose whether any judgments, foreclosures, litigation, 
collections, garnishments, bankruptcies, or divorce actions were filed.   

The credit report should provide the terms, balances, and ratings for all debts listed on the loan application.  
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If the credit report does not contain a reference for each significant open debt on the loan application, including an 
outstanding mortgage loan, the credit union should provide separate, direct credit verification.  

A business credit report to supplement the individual credit report for a self-employed member may be requested 
at the underwriterôs discretion. 

 

 6.4.2  Nontraditional Credit    

 Not eligible for mortgage insurance. 

When the member has established little or no traditional credit, nontraditional credit sources must be verified to 
evaluate the memberôs history of making regular payments to a third party and to establish his/her paying habits 
on those obligations.  

 Members with nontraditional credit are not eligible for mortgage insurance.   

An independent credit reporting agency should verify that all three of the major credit repositories were checked in 
the initial attempt to verify the memberôs credit history and then conduct an informational interview with the 
member to identify sources from which he/she obtained credit. Favorable as well as unfavorable credit references 
should be provided by the credit union. A sufficient number of sources and period of time must be verified in order 
to make an informed underwriting decision. A minimum of 4 open accounts with a 12-month history of payments 
(requiring at least quarterly installment payments) should generally be provided. The credit report should indicate 
if the member does not have a credit score due to a lack of credit records or if the credit information is too limited 
to develop a credit score. A credit score based on fewer than three trade lines will be considered unusable. If the 
loan application contains adequate information for the memberôs nontraditional credit sources, then the credit 
agency should contact the individual credit providers to independently verify the member payment histories. 

Many credit unions have a tiered methodology to develop alternate credit histories which is acceptable to CMG 
MI. Tier 1 consists of rental housing, payment of utilities, etc.; Tier 2 is insurance payments, i.e., medical, care, 
life, or household; and Tier 3 is payments to department stores that do not report to the credit bureaus, payment 
for medical bills, child care, and school tuition. Verified sources of nontraditional credit should include housing-
related creditors which should be augmented with verification of non-housing credit.  

 Sources for verifying nontraditional credit may include, but are not limited to: 

Á Rent payments of current and previous residences 

Á Utility payments (gas, electricity, water, trash collection) 

Á Telephone bills 

Á Television cable service 

Á Medical bills paid in installments 

Á Auto/life/renterôs insurance premiums 

Á Child care (baby sitter, pre-school) payments 

Á Alimony or child support 

Á Local store payments (department, furniture, appliance) 

Á School tuition 

Á Medical bills paid in installments 

Á Non-credit payment accounts  

 Sources for verifying non-credit payment references may include regular payments of a voluntary nature, such as: 

Á To a savings account, Christmas club or down payment account. 

Á Contributions to a stock purchase plan or payroll savings plan (this does not include payroll deductions for a 
mandatory retirement program or benefits) 

When non-credit payment references are used, the files must contain documentation, preferably bank statements 
showing at least a 12-month pattern of periodic deposits with a growing balance. 
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The information on the credit report should be formatted similarly to a traditional credit report. Each debt should 
include the creditorôs name, the account number, the date the account was opened, the amount of the highest 
credit, the current status of the account, the required payment amount, the current unpaid balance, and a 
payment history. It is preferred that each account have a minimum of 12-months payment history; however, only 4 
accounts must have a minimum of 12-months history, accounts with less than a 12-months history may be 
provided as additional support for the member payment history. 

CMG MI prefers that each nontraditional credit report have a 12-months rental or mortgage payment history, 
however, some member starting out may not have met this requirement. It is up to the underwriter to establish a 
comfort level with the memberôs willingness to repay debt by reviewing all aspects of the member payment history 
which may include non-credit payment sources. For example, a new couple starting out may have lived with a 
relative rent free to save money for a down payment. In this situation, the underwriter could review the savings 
history for the member and develop other no credit payment histories from bank statements. 

The above resources can be used to develop nontraditional credit; however, this does not limit the credit 
references to the ones listed. When a case can be made for other reference types the underwriter should do so. 

 

 6.4.3  Credit Evaluation   

The memberôs credit history must be carefully evaluated to determine the memberôs credit reputation (i.e., his or 
her willingness to meet financial obligations under the agreed-upon terms). While credit reputation is a significant 
factor of risk, it is weighed against the memberôs capacity (financial ability) to meet the mortgage obligation, and 
compensating factors, such as the loan terms and down payment, when rendering an underwriting decision. 
Generally, a loan will not be declined for mortgage insurance based on only one component of risk.  

When evaluating the credit report or verification of nontraditional credit, the underwriter should always consider 
the memberôs entire credit history. However, more weight should be given to the memberôs paying habits within 
the most recent two years. The following factors should be considered: 

Á The type and amount of outstanding credit 

Á How long the member has had credit 

Á How the member uses available credit 

Á Recent changes in the number of open accounts or overall amount of credit outstanding 

Á The payment history and status of all open accounts 

Á Any recent inquiries shown on the credit report 

Á All public record or collection items 

 Close attention should be given to the following: 

 Balance-to-Credit Limit 

The underwriter should evaluate the memberôs ability to manage credit. A pattern of revolving accounts at or near 
their limits, especially when combined with newly opened accounts, may indicate that the member is at risk of 
becoming overextended. A pattern of high balance-to-limits may also indicate the following risk characteristics:   

Á The member is making minimum payments on revolving accounts rather than reducing the debt and, therefore, 
may be near his or her credit capacity. 

Á The member relies on credit to meet day-to-day living expenses. 

Á The member will have no ñcushionò for short term interruptions of income or emergencies such as a costly auto 
repair or replacing a hot water heater. Any such event could trigger a financial set-back and, possibly, mortgage 
delinquency. 

Á The member lacks the financial experience to manage credit.  
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 Recent Inquiries 

If the credit report shows recent inquiries, the underwriter must determine if credit has been granted as a result of 
the memberôs request. A letter from the credit provider or an update to the credit report may be accepted as 
verification of the disposition of the credit requests.  

Recent inquiries may simply mean that the member is searching for the most favorable mortgage terms. It may, 
however, indicate increased credit risk, such as the following:      

Á The member intends to member funds for the earnest money deposit, down payment, or closing costs.  

Á The member is marginally qualified and has been rejected by other mortgage credit unions; the loan is being 
ñshopped.ò 

Á The member is attempting to ñleverageò his or her financial position.  

Á The member is in danger of over-extending their credit.  

Age of Accounts 

Recently opened accounts or recent, significant increases in account balances may indicate that the member is 
using credit for the earnest money deposit, down payment, or closing costs for the mortgage, is in danger of over-
extension of credit, or lacks sufficient financial experience to manage credit.     

Derogatory Credit 

If derogatory credit appears on the credit report or through direct verification of credit, the underwriter must 
determine if late payments were related to an isolated event which is not likely to recur or represent a pattern of 
disregard for obligations.   

Slow Payment Patterns on Revolving and Installment Accounts  

If deemed relevant to the underwriting decision, the member must provide a written explanation of recent slow 
payments or an excessive number of slow payments. All accounts should be current at or before closing. 

Mortgage Payment History   

Delinquent mortgage credit must be closely analyzed. A pattern of 15-day lates on a mortgage may indicate that 
the member has difficulty making payments. Delinquencies over 30 days reflect the memberôs inability to pay or 
disregard for credit obligations. Any late payments on mortgages should be fully explained by the member. A 
member who has recent late payments over 30 days will generally be ineligible for mortgage insurance approval. 

Collections   

Favorable consideration may be given, based on ñreasonablenessò of the explanation and if all other credit is paid 
ñas agreed.ò  Collections should be paid in full at or prior to loan closing if the balance of an individual account is 
less than $250 or the total balance of all accounts is $1,000 or less.   

Judgments, Lawsuits, Litigation, Garnishments, and Repossessions   

These items must generally be paid in full or satisfied at or prior to closing. The member must furnish a 
satisfactory letter of explanation and must have established other good credit to be eligible for mortgage 
insurance approval. 

Tax Liens  

State and federal tax liens should be paid in full at or prior to closing. The member must furnish a satisfactory 
letter of explanation and have established other good credit. 

Bankruptcy  

The following discussion about bankruptcy matters is general in nature and intended to provide a high-level 
overview. CMG MI Underwriters are not authorized to provide legal advice to any credit union, member or other 
third party. Applicability and enforcement of bankruptcy laws depend on the unique facts of each case. Therefore, 
CMG MI Underwriters who have bankruptcy questions should first raise those questions with their immediate line 
manager and the line manager should contact the CMG MI Legal department if specific guidance is needed. 

To be considered for mortgage insurance approval, a bankruptcy must be fully discharged for at least four years 
(with documented extenuating circumstances a bankruptcy discharged for two years will be considered). The 
member must also re-establish good credit, demonstrating the ability to manage financial affairs. The credit report 
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should not reflect any serious derogatory credit since the date of discharge (i.e., no mortgage or housing-related 
late payments, no collections, judgments, liens, or garnishments, no revolving or installment accounts 60 or more 
days late and only isolated incidents of 30-day late payments on revolving accounts).  

To be considered for mortgage insurance approval, a bankruptcy must be fully discharged for at least five years 
for members who have more than one bankruptcy filing in the past 7 years.  

A loan to a member, whose Chapter 7 bankruptcy was discharged within the past two years, or a Chapter 13 
bankruptcy discharged within one year, is generally not considered eligible for insurance.  

A bankruptcy beyond the memberôs control, such as one resulting from extended family illness, should receive 
more favorable consideration than one that has occurred because of poor financial management. In all cases, the 
member should furnish satisfactory written explanation, copies of documentation supporting the event and 
illustrating factors that contributed to the inability to resolve the problems that occurred from the event have been 
resolved, copies of the bankruptcy petition, schedule of debts, and evidence of discharge.  Definitions of 
bankruptcy types (under the Bankruptcy Reform Act of 1978) are provided for informational purposes. 

Chapter 7 (Individual Liquidation of Debt) 

Under a Chapter 7 filing, an individual files a bankruptcy petition with the court seeking to discharge his or her 
debts. After the petition and various financial information forms are filed (such as a schedule of assets and 
liabilities, list of creditors, and statement of affairs), the court appoints a trustee with the power to administer the 
debtorôs property. The filing of the petition results in an automatic stay, which prevents any further legal action by 
creditors against the debtor. A meeting with creditors is held to determine the assets of the debtor which can be 
liquidated and distributed to the creditors. 

A debtor must consider the loss of assets before filing a petition for liquidation since, once the petition has been 
filed, all of the debtorôs property (except certain property exempted by federal or state law) becomes part of the 
debtorôs estate to be liquidated for distribution to creditors.  Certain debts are non-dischargeable in bankruptcy 
such as taxes, debts incurred by fraud, alimony, child support and separate maintenance, fines, student loans, 
and certain judgments. 

There are grounds for denial of discharge in a Chapter 7 proceeding including fraudulent transfers or concealment 
of property, failure to keep books and records, prior discharge within six years, or failure to explain loss of assets. 

Chapter 11 (Business Reorganization) 

A Chapter 11 filing is a remedy for a financially distressed business, enabling it to restructure its finances and 
continue operating. As in the case of Chapter 7 filings, the debtor (a partnership or corporation) is obligated to file 
certain financial documents with the court including lists of creditors and schedules of assets and liabilities. 

In a Chapter 11 proceeding, the debtor may remain in control of its business after reorganization is commenced 
and is referred to as a ñdebtor in possession.ò  In essence, the debtor in a Chapter 11 assumes the role of the 
trustee in a Chapter 7. The debtor in possession continues to operate the business with the protections of the 
automatic stay, which creates an environment for rehabilitation. Throughout the reorganization case, the debtor in 
possession (or a court-appointed trustee, if the court lacks confidence in the debtor) is required to file written 
reports with the court concerning the financial condition of the business and its continued operations. These 
reports provide both the court and the creditors with a close view of the debtorôs ongoing financial condition. 

Chapter 13 (Individual Debt Adjustment or ñWage Earnerôs Planò) 

This plan enables individual debtors, under Court protection and supervision, to apply a portion of their future 
earnings to the payment of all or a portion of their debts over an extended period of time. The debtor is protected 
from creditors by the automatic stay while a repayment plan is developed and carried out by the Court. The 
underlying premises in a Chapter 13 proceeding is to encourage debtors to pay their debts instead of seeking 
discharge under Chapter 7. Similar in theory to a Chapter 11, the purpose of a Chapter 13 debt adjustment is 
rehabilitation, preservation, and continued use of a debtorôs property, as opposed to disposition of assets through 
liquidation. 

There are several advantages for a debtor in filing a Chapter 13 over a Chapter 7. In a Chapter 13 case, the 
debtorôs non-exempt assets are protected; they would be forfeited in liquidation. Also, if a debtor has non-
dischargeable debts, a Chapter 13 enables the debtor to reduce the balance or pay them back over an extended 
period of time (an opportunity which a liquidation case does not provide). Chapter 13 filings may also be available 
to debtors who are not eligible for a Chapter 7 discharge (i.e., a debtor who received a Chapter 7 discharge within 
the last 6 years can only file for a Chapter 13).  
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There is also one significant difference between a Chapter 13 case and liquidation or reorganization cases:  A 
Chapter 7 or 11 may be voluntary (initiated by the debtor) or involuntary (initiated by the creditors); a Chapter 13 
case may only be initiated by the debtor. 
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Foreclosure/Deed-in-Lieu of Foreclosure/Short Sale   

A member who has been foreclosed upon or given a deed-in-lieu of foreclosure or short sale should generally be 
considered an unacceptable risk and will generally not be eligible for coverage. 

The loan to members who was foreclosed or who gave a deed-in-lieu/short sale more than two years prior to the 
new loan application date may be considered as an exception and on a case-by-case basis only. The memberôs 
written explanation must be carefully evaluated and the circumstances surrounding the foreclosure/deed-in-
lieu/short sale should validate the alleged event.  

An exception should generally be granted only if the foreclosure or deed-in-lieu/short sale resulted from a regional 
catastrophe beyond the control of the member. For example: 

There was an economic downturn that caused wide-spread unemployment and resulted in the loss of 
property value. The member (1) lost his/her job; (2) he/she accepting a lower paying job and depleted 
all savings while attempting to maintain timely debt repayment; (3) due to the out-migration of 
population, there was no market for the property (hence, values declined); (4) the member had to 
relocate to find employment in his/her field; and (5) the remaining principal balance on the mortgage 
exceeded the depreciated market value of the home.  

If the member has successfully regained financial strength and demonstrates favorable regard for obligations, 
positive consideration may be given. Conversely, if the member has derogatory credit since the foreclosure (even 
though it might be considered minor), has incurred excessive obligations, or has not demonstrated an ability to 
save, he/she has not proven to be a favorable risk and should not be considered eligible for coverage.  

If the foreclosed loan was CMG MI-insured, the prior loan must be evaluated and must support the memberôs 
explanation of financial hardship. The underwriter should evaluate the memberôs credit profile as shown on the 
previously-insured loan to further support the memberôs overall history of favorable regard for credit obligations.  

 

  6.4.4  Excessive Use of Credit  

Caution must be exercised if the member is carrying a significant amount of consumer debt. Numerous revolving 
accounts which are at or near their limit may indicate that the member is living beyond his/her income level.  

The underwriter should review the spread between the mortgage- and total debt-to-income ratios. An excessive 
spread is generally considered to be an amount greater than 10 points. Particular attention should be given to the 
memberôs credit pattern when underwriting refinance transactions to ascertain that the member does not have a 
history of debt consolidation through refinancing.  

 

  6.4.5  ñNo Creditò Guidelines  

 Not eligible for mortgage insurance. 

 Loans for members with no credit are not eligible for mortgage insurance. 

CMG MIôs statistical data has shown that a member with no demonstrated history of making regular payments to 
a third party is 2 to 3 times more likely to default than the average member. Loans to a member with no credit 
history must, therefore, be underwritten with the utmost diligence.  

 ñNo Creditò is defined as: 

Á A member who has little or no established credit history through either traditional credit sources (Visa, Master 
Card, bank loan, etc.) or nontraditional means (utility company payments, child care, insurance premiums paid at 
least quarterly, etc.); OR 

Á A member who has not used credit within the last 12 months. 

An explanation for not having established credit is an essential underwriting consideration. The member 
characteristics and financial condition should correlate with the explanation given by the member. For example: 
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The member may be a recent graduate, newly established in the workforce, living with his or her parents, 
and has not yet financed a new auto or established credit card accounts. Despite the lack of established 
credit, this member may be considered favorably based on current employment and a strong potential for 
future income growth, a demonstrated savings pattern, cash reserves, and an acceptable debt-to-income 
ratio.  

Members with a lack of traditional or nontraditional credit histories should generally be considered for more 
conservative loan terms.  

 

  6.4.6  Credit Scoring    

  Credit scores are available from each of the three major national credit providers: 

Á Equifax - Beacon
SM

 score 

Á TransUnion ï Empirica
®
 score 

Á Experian - TRW/FICO score 

Credit scores range from low to high with the lower scores representing poorer credit. When the member has too 
few trade lines or has been in the credit system for too little time, a credit score will not be provided. Loans with 
nontraditional credit are not eligible for mortgage insurance. 

In addition to the use of credit scores, or comparable risk representative credit criteria, where required, the 
underwriter must evaluate the credit report and other sources of credit information to determine the memberôs 
credit history.  

 

  6.4.7  Valid Credit Score  

For a credit score to be accepted by CMG MI in the underwriting process, the member must have an established 
credit history verified through traditional credit repositories. The score must be based on sufficient, accurate 
information. Too little information or information that is significantly inaccurate makes the credit score unusable. 
Although a credit score can be generated with one trade line, CMG MI does not consider the credit score valid 
unless at least three trade lines are evaluated for at least 12 months, regardless of AUS decision.  The validity of 
the credit score and the number of trade lines is of importance if the credit history is ñthinò or limited. Trade lines 
may be open or closed.  A trade line is defined as a revolving or installment payment account.  The trade line 
must not be in dispute and must clearly belong to the borrower in order to be eligible for consideration.  
Authorized user accounts cannot be considered as established credit.  Collections, judgments, charge-offs, 
repossessions, foreclosures, bankruptcy repayment plans and credit counseling are not eligible trade lines.   Thin 
credit refers to a file of credit information that contains very little data about the borrowerôs use of credit, most 
likely because there isnôt a long history of credit use upon which to judge repayment ability. The valid credit score 
policy does not apply to all members who have a lengthy and in-depth credit history (multiple years and multiple 
active, inactive and closed accounts) do not have a credit score validity issue, although the minimum loan 
representative credit scores specified in these guidelines nonetheless apply.  

  

  6.4.8  Qualifying Credit Score  

CMG MI requires a minimum of two credit scores when credit scores are required. To determine the appropriate 
score to use, the following guidelines will apply: 

Á For a single member with two credit scores, use the lowest score. 

Á For a single member with three credit scores, use the middle score. 

Á For more than one member, select the appropriate score for each member using the above criteria, and then 
the member with the lowest score should be used.  
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For example: 

Member #1 has credit scores of 680, 685, and 690; Member #2 has scores of 690 and 695. The 
middle score for Member #1 (685) and the lowest score for Member #2 (690) should be considered. 
The member with the lowest scores will be used. In this case, the credit score of 685 will be used to 
determine the CMG MI credit rating of ñfair.ò  

  When the loan is approved through DU
®
 or LP one credit score is acceptable. 

 

  6.4.9  Methods for Determining Credit Score      

CMG MIôs Origination System and loan quality targets will apply CMG MIôs standard credit scoring methodology of 
the Lower/Middle Method. CMG MI may accept any of the other following methods for selecting the representative 
credit score with prior credit union approval.  

  Lower/Middle Method   

This is CMG MIôs method for entering and scoring credit. Two or three scores are obtained for each member. If 
two are obtained, the lower score is the individual memberôs representative score; if three, the middle score is the 
memberôs representative score. The lowest individual memberôs representative score is considered the Indicator 
Score for the loan.  

  Middle/then Average Method  

  The Indicator score would be the average value of all the scores.  

  Highest Wage Earner Income Method  

Two or three scores are obtained for the member with the highest stable monthly income. The individual 
memberôs representative score can be determined by using the Middle/Lower or Averaging Method. That score 
is considered the Indicator Score for the loan. 

  Average/Average Method  

Two or three scores are obtained for each member. The Score for each qualifying member is the average value 
calculated from all usable credit scores received for the member. The Indicator Score is the average value of all 
underwriting scores.  

 

 6.4.10  Credit Bureau Alerts  

All three credit reporting bureaus now offer fraud detection which alerts creditors to possible discrepancies. 
Called Hawk Alert, Safescan, and FACS, they identify possible inconsistencies between the loan application and 
the credit report. These inconsistencies can identify issues with the members surname, current residence, invalid 
addresses or telephone numbers, employment, and Social Security Number. It is important that the underwriter 
review these notifications/alerts, confirming all information matches the information provided on the loan 
application, resolving any discrepancies. Below are some examples of actions that should be taken for the 
various alert messages: 

Á ñéhigh probability Social Security number belongs to another.ò  If this statement appears, it may not be a 
misrepresentation. For instance, if a middle name or middle initial is not disclosed on the application, this may 
generate an alert. However, another name associated with the membersô name, address, or social security 
number would warrant further investigation. 

Á ñéSS reported deceasedò or ñSS # not issued by the Social Security Administration.ò  There is a high 
probability of misrepresentation with these alerts. The underwriter must determine if there was an error in 
reporting. 

Á ñID Mismatch Alertò ï Previous input address does not match file address. This could be an input error, or may 
indicate the memberôs primary address was misrepresented. 

Á ñTelephone number inconsistent with address.ò  This alert would require further investigation of the memberôs 
current address versus the correct phone number. 

Á ñEmployer is shown as self-employed.ò  This alert would require further investigation to determine if the 
memberôs stated employer is actually a self-employed business.  
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Á ñOFAC Name Screen.ò  Designed to screen an applicantôs name against an enhanced U.S. Treasury 
Departmentôs Office of Foreign Assets Control (OFAC) database of specially designated nationals, drug 
traffickers, and money launderers. Members who are confirmed on this list are not eligible for mortgage 
insurance.  

Á ñMember is a victim of fraud ï contact Member prior to issuing new credit.ò  This alert would require the 
members be contacted to confirm they are pursuing new credit.  

 

 6.4.11  Two Social Security Numbers  

Under extremely rare circumstances, members will have two social security numbers, generally due to a Social 
Security Administration error or if they are part of an INS amnesty program. Such situations are acceptable if the 
member provides an acceptable letter of explanation and the credit history has been checked and no derogatory 
credit is reported under both numbers.  

 

6.5  Liabilities and Long-term Debt   

The memberôs liabilities include all debts of a continuing nature, including: 

Á Housing expense on the memberôs primary residence 

Á Installment loan debts with a remaining payment term greater than 10 months 

Á Revolving or open credit 

Á All lease payments 

Á Mortgage and other related expenses on any non-income producing real estate or net operating losses on investment 
properties 

Á Alimony, child support, and separate maintenance payments 

Á Taxes and insurance on any properties owned free and clear 

 

 6.5.1  Liabilities  

For each liability, the underwriter must determine the unpaid balance, repayment terms, and the memberôs 
payment history. The credit report should be used as a resource for obtaining this information. If the credit report 
does not contain a reference for each significant open debt shown on the Loan Application, including outstanding 
mortgage debt, bank, student, or credit union loans; the credit union must provide separate credit verification.  

If a current liability appears on the credit report that is not shown on the loan application, the member should 
provide a reasonable explanation for the undisclosed debt. Documentation may be required to support the 
memberôs explanation. For example: 

The member explains that he/she forgot about the loan because he/she co-signed for a relative and the 
relative is making all of the payments. Copies of 12-months canceled checks from the relative may be 
required to support the explanation.  

 

 6.5.2  Payoff or Paydown of Debt for Qualification   

Payoff or paydown of debt solely to qualify must be carefully evaluated and considered in the overall loan 
analysis. The memberôs history of credit use should be a factor in determining whether the appropriate approach 
is to include or exclude debt for qualification. As a rule-of-thumb: 

Á Installment Loans -- that are being paid off or paid down to 10 or fewer remaining monthly payments, should 
generally not be included in the memberôs long-term debt.  

Á Revolving Accounts -- if a revolving or open account is to be paid off or paid down but not closed, a monthly 
payment on the current outstanding balance should generally be considered as long-term debt.  If debts are 
paid off and the account closed after the application date, the payment at the time of application must be 
considered in qualifying.  
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 6.5.3 Other Obligations (Long-Term Debt)    

The following obligations should be considered in underwriting the loan: 

Installment Debt  

Generally, all installment debt that is not secured by a financial asset ï including student loans, automobile loans, 
and home equity loans ï should be considered as part of the members monthly debt obligations only if there are 
more than ten monthly payments remaining to be paid on the account.  

Deferred installment debt ï such as student loans and loans in forbearance ï must also be included as part of the 
memberôs recurring monthly debt obligations. If the credit report does not indicate a payment amount a copy of 
the memberôs payment letter or forbearance agreement should be obtained so the payment amount can be 
determined.  

Revolving Charge/Open Accounts/Lines of Credit  

Revolving charge accounts, open accounts, and unsecured lines of credit are open-ended and should be treated 
as long-term debts. These trades include credit cards, department store charge cards, and personal lines of 
credit. (Equity Lines of Credit secured by real estate should be included in the housing expense.)   The minimum 
payment should be calculated as 5% of the outstanding balance unless otherwise indicated on the credit report or 
alternative verification form.  

Flexible Spending Cards, not to be confused with Flexible Benefits Credit Cards, is a type of revolving credit 
account. Also known as World Cards, Signature Cards, and/or No Preset 

Spending Limit Cards are a typical credit card with the exception that the card has both a revolving component 
and an open end component. 

Auto Lease Payments 

Because the expiration of a lease agreement for an automobile typically leads to either a new lease agreement, 
the buyout of the existing lease, or the purchase of a new vehicle; auto lease payments should always be 
included in long-term debt regardless of the number of remaining months on the lease.  

Loans Secured By Financial Assets 

Loans secured by the memberôs savings account, Certificate of Deposit, or other investment account (including a 
margin account against the memberôs stock portfolio) need not be considered long-term debt. The security 
instrument allows the credit union the right to access the asset to fulfill the obligation; payment is generally not 
required.  

Loans against tax-favored retirement accounts (i.e., IRAs, Keoghs, Elective Deferral - Section 401(K), and Tax-
Sheltered Annuity - Section 403(B) plans) are generally considered to be a withdrawal from the plan. If funds are 
not repaid within a specified period of time, generally 60 days, the Internal Revenue Service is notified of the 
distribution and the member is subject to tax and penalty on the amount withdrawn. Loans against IRAs, Keoghs, 
401(K)s and 403(B)s should not be considered long-term debt.  

Depending upon the structure and terms of a Defined Benefit Pension Plan, a member may be entitled to a loan 
against his or her invested funds. Again, depending upon the structure and terms of the plan, repayment on a 
periodic basis may or may not be required. A copy of the pension plan agreement and statement from the plan 
administrator should be requested to verify the memberôs repayment obligation and treatment for long-term debt.  

If there is a loan against any of the memberôs assets, only the amount net of the outstanding loan balance should 
be considered in determining the memberôs assets.  

Alimony/Child Support/Separate Maintenance Payments  

Alimony, child support, and separate maintenance payments with duration greater than 10 months should be 
treated as long-term debt.  

The debt should generally be documented with court records (i.e., the memberôs Divorce Decree or Legal 
Separation Agreement). Members, in many cases, feel that it is an invasion of their privacy and prefer not to 
provide these documents. The credit union is, none-the-less, expected to verify the memberôs long-term debt by 
whatever means possible. Copies of 12-months canceled checks or a statement from the court custodian 
verifying receipt of payments may be accepted as verification of the payment amount.   
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Despite a Petition for Divorce appearing on the credit report, if there is nothing in the file that would cause the 
underwriter to believe that there is an obligation, a copy of the legal document is not required if: 

Á The member answers ñnoò to question ñg.ò, ñAre you obligated to pay alimony, child support, or separate 
maintenance?ò on the Uniform Residential Loan Application, Section VIII., Declarations; or 

Á The member provides a letter stating that he/she has no obligation for alimony, child support, or separate 
maintenance payments.  

Many credit unions use loan origination software to prepare the final 1003; certain fields default to the most 
common response. To be sure that the ñnoò is not just a typographical error, it is recommended that the 
underwriter review the memberôs handwritten loan application to verify consistency.  

Payments on Other Real Estate Owned 

When the member owns mortgaged real estate (other than investment property),  the monthly payments of 
principal, interest, taxes, insurance, and other associated costs for real estate owned (other than the subject 
property) should be included in long-term debt. This will include second homes, vacant land, and other non-
income producing property.  

Home Equity Lines of Credit 

When the loan also has a home equity line of credit that provides for a monthly payment of principal and interest 
or interest only, the payment on the home equity line of credit must be considered as part of the memberôs 
recurring monthly debt. If the home equity line of credit does not require a payment due to no balance, there is no 
recurring monthly debt obligation so the credit union does not need to develop an equivalent payment amount.  

Calculating payments, when none is stated on the Credit Report or HELOC documents:  

Á If the equity line of credit is one year old or less, the full line amount should be used to determine the required 
repayment. 

Á For existing lines more than one year old at the date of loan application (to be re-subordinated to a new 
refinance mortgage), the current outstanding balance should be used to determine repayment. 

Á The payment calculation should be an amount that will amortize the balance of the equity line of credit over the 
remaining term at the interest rate currently in effect for the equity line on the date of the new loan application. 
If the remaining term is not specified, a repayment term of five years should be used. 

Non-reimbursed Employee Expenses 

When the member has non-reimbursed business expenses, such as classroom supplies, uniforms, meals, 
gasoline, automobile insurance and/or automobile taxes, the recurring monthly debt obligation for such expenses 
must be determined by developing a 24-month average using information from the IRS 1040, Schedule A and net 
out any automobile depreciation claimed on the Employee Business Expense Form 2106. If there is not a 24-
month history of these expenses an annualized monthly average should be developed and added to the 
memberôs recurring monthly expenses.  

Business Debt in Members Name 

When a self-employed member claims an obligation on the personal credit report is being paid by the memberôs 
business the underwriter must confirm that the obligation is paid out of the company funds and was considered in 
the cash flow analysis of the business.  

Á When the account in question does not have a history of delinquency, the business provides acceptable 
documentation the business paid the debt (12 monthsô cancelled company checks) and the underwriterôs cash 
flow analysis of the business took the payment into consideration, then the payment need not be counted as a 
monthly recurring debt. 

È If the business does not provide sufficient evidence that the obligation was paid out of company funds, the 
payment must be considered part of the memberôs individual monthly recurring debt. 

È If the business does provide acceptable evidence of payment of the debt, but the cash flow analysis does not 
reflect any business expenses that related to the obligation, it is reasonable to assume the obligation has not 
been considered in the cash flow of the business. When this is the case, the debt must be considered part of 
the memberôs individual monthly recurring debt. 

 
































































































