Evaluating Borrower Assets

PRESENTED BY: HALI PLACHECKI, MGIC SR CUSTOMER TRAINER



Legal Disclaimer

The materials included in this presentation are intended for general information only. This
presentation is not intended to be complete or all-inclusive regarding the matters discussed
herein, and nothing contained in this presentation is intended, or should be relied upon, as
legal, accounting, compliance or other professional advice.

Although MGIC believes the information set forth in this publication is generally accurate, the
information may be outdated due to the rapidly changing nature of the residential mortgage
industry, and MGIC does not warrant the accuracy, reliability or completeness of any
information contained in this publication.

The information in this publication is culled from a variety of business and mortgage industry
sources. Attribution is given where deemed necessary. Opinions and insights expressed
herein do not necessarily represent the views of MGIC.



Objectives

Learn about funds
required for closing
and reserves

Understand some
common asset types
and review
documentation
requirements

Discuss how to review
assets to determine
eligibility



The 4 Cs

Credit

* Borrower’s willingness to repay a loan

Capacity

* Borrower’s ability to repay based on the amount & stability of income

Capital

* Borrower’s investment in the property from savings & other sources

Collateral

* Property’s value & marketability to provide adequate security for the loan based on an
appraisal



Risk Assessment and Assets

e Do the borrowers demonstrate an
ability to save?

e |s the money coming from the
borrower’s own funds?

e What is the cash investment in the
property?

* Do the borrowers have sufficient
assets at time of application?

* Do they have cash reserves?




Required Assets

 Down payment

Including earnest money deposit
e Closing costs/prepaids
e Reserves



Reserve Requirements

Transaction

Occupancy

_ _ Number of units
Amount required varies based on:

Number of other financed properties

AUS findings

Investor




DU and LPA findings help identify

funds and reserve requirements

_

LPA

Funds

Total Available Assets $47,654.40

Funds Required to Close $37.,293.08

Reserves Required to be
Verified $2,831.66

2 Fannie Mae 1284-2019. All rights reserved.

MNet Cash Back $0.00

Excess Available Assets,
not required to be verified $7,529.66
by DU
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Understanding Asset Requirements

Verified: Savings of $17,600
Checking of $1,800
Retirement $4,500
1. Do we have enough assets verified? 0
2. Would the retirement funds need to be liquidated?
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Answer

Required funds for closing;:
$18,500 plus reserves of $4,000 = $22,500
Verified funds of $19,400 plus retirement of $4,500 = $23,900

* Yes, we have sufficient assets verified.

e Liquidation is NOT required as these funds are only being used
for reserves. Access to funds must be verified.




Assets and the URLA




Common Assets

e Depository accounts
e Sale of real estate property

Interested party contributions (IPCs)

Stocks, bonds, mutual funds

Retirement funds
e Business assets
Gifts



Asset Documentation & Verification

Bank statements

Online transaction histories
Verification of Deposit (VOD)
Third-party verification vendor
Closing Disclosure (CD)
Retirement funds statement
Gift letter

Desktop Underwriter® Day 1 Certainty® and Loan Product Advisor® AIM



Sale Of Real Estate Property

e Estimate net proceeds:
Calculate 90% of the
listing/sales price and
subtract all associated liens

e Document with Closing
Disclosure



Interested Party Contributions

Occupancy Type LTV/CLTV Ratio Max IPC

90.01% or greater 3%
Primary/Second Home 75.01%-90% 6%
75% or less 9%

Investment All CLTV ratios 2%



VOD

»

e Account type »
(last 4

e Current balance

e Qutstanding loans

e Depository and borrower
e Account number

digits)
e 2-month average balance
e Date opened
e Signed and dated by
representative

Request for Verification of Deposit

Privacy Act Notice: This information is 1o be used by the agency collecting it or its assignees in determining whether you qualify as & prospective mortgagor
undovmproollm It will n mhmwmmwwwnmwmwn Ymmmmnmml nfemuhon but if you

your application for approval as a prospective mortgagor or borrower may be delayed or rejected. The i ‘this form is
Trd|3 USC Chapter 37 (If VA); by 12 USC, Section 1701 et.seq. (I'HUDIFHAI by 42 USC, Section 1452b (if HUD/CPD); nﬂTM 42 USC, 1471 et.seq.
or 7 USC, 1921 et.seq. (If USDA/FmHA).
Lender — Complete Items 1 through 8. Have applicantis) complete ltem 9. wmwmwmw
Depository — Pl-uwmmnmuwph\lnﬂmummkﬁcﬂvh-wwm
10 and is not to be transmitted throu; m

Instructions:

The form is to be transmitted dis
Part | — Request
1. To (Name and address of depository)

s) or other 3

2. From (Name and address of lender)

ABC Lending
111 E. Mortgage Way
Homestead, XY 83888

TCU Bank
123 Sunny Lane
Pleasant Valley, XY 99999

I certify that this verification has been sent directly to the bank or depository and has not passed through the hands of the applicant or any other party.

Gil
= Sourcing guidance from FHLMC:
e New accounts open within 90 days

123456-987
987654-123

462.80
9,311.00

397.44
9,100.00

01/16/2012
01/16/2012

Lea Knows

Customer Service Associate

06/11/20XX

Lea Knows 800-123-4567



Account Statements

Depository Borrower Time Period Account Number (last 4 digits)

=

-
-



Account
Statements

* Beginning & ending
balances

* Transaction history
 |dentify loans




Online Documentation

—

What is missing?




Sourcing Funds

Earnest money deposit

* Document source of funds
e Cancelled check
e Bank statements

New accounts and large deposits

e Source of funds . .. gift, sale of asset, loan?
e Funds seasoned for a minimum of 2 months




Large Deposits

A single deposit > 50%
of total monthly qualifying income for loan

Refinance - Documentation/explanation not required

Purchase - three options:

1. Verify source of deposit

2. Deduct unsourced funds from available assets

3. Verify a portion of the deposit and bring total under 50%



Understanding Large Deposits

e B1 has a monthly income of $6,000
e B2 has a monthly income of $4,000

e Total assets of $20,000 were verified
e $13,000 needed for closing
e Deposit of $6,000 was noted

1. Is this a large deposit? 0
2. Do we need to source these funds?

3. Does it require a LOE?



Large Deposit or Not?

$2,500 was recently deposited
$1,000 was verified as a tax refund

How much of the borrower’s funds can be
considered for underwriting?




Answer

Large deposit of $2,500 minus $1,000 = $1,500, which is
less than 50% of $4,200 and, therefore, does not need to

be deducted, and we can use the entire amount of $13,500




. Commonly Used Assets

e Depository accounts
e Sale of real property

Interested party contributions (IPCs)

Stocks, bonds, mutual funds

Retirement funds
e Business assets
Gifts



Stocks, Bonds and
. Mutual Funds

Value of stocks/mutual
funds must be
determined

* Most recent monthly/quarterly
account statement, or

o Stock certificate & published stock
price as of loan application date

AN

Value of bond(s) must
be determined

» Based on purchase price, unless
redemption value is documented




Vested Stock Option

e Statement that lists

Value of vested number of options/option

stock option must be price, and

documented » Calculation of gain from
. exercise of option & sale

What is “vested”? The portion available for

personal use




Vested Stock Option

10/1/2021 10/1/2022 10/1/2023 10/1/2024
25 shares 50 shares 75 shares 100 shares




. Mutual Fund Account Statement

Using for down payment/closing costs:

e 100% of value
 No liquidation if value >20% funds required

e 100% of value




Understanding the >20% Rule

* You have verified $25,000 in liquid funds
e Additionally, you have verified $20,000 in mutual funds

* Funds required for closing are $40,000

Do you need to verify liquidation of the mutual funds?




Answer

Funds required from mutual fund are
$40,000 minus $25,000 = $15,000

$15,000 x 1.20 = $18,000

We have $20,000 verified, so no verification of
liquidation is required




Retirement Accounts

IRA/SEP/Keogh and 401 (k) accounts

Most recent statement or VOD

Ownership of account must be verified

Confirmation that account is vested

Allows for withdrawals regardless of employment status
* Vested balance, less any outstanding loans



Retirement
. Accounts




Answer

Balance is $18,674

Vested amount is $18,674

Qualified assets would be the vested amount of
$18,674 minus a loan of $5,000 = $13,674




. Business Assets

May be an acceptable source of funds
when a borrower is self-employed

. e Tax returns must be reviewed

e Business cash flow analysis shows
no negative impact

» Standard documentation

. requirements apply



Gift Funds

 Donated gifts (grants)
from nonprofits

e Personal gifts

e Gifts of equity



Personal Gift Funds:
Eligible Donors

Gifts may be provided by a relative, defined as:
the borrower’s spouse, child or other dependent
OR any individual related to the borrower
by blood, marriage, adoption or legal guardianship

FANNIE MAE: FREDDIE MAC:

- Fiancé, fiancée or domestic partner

- Domestic partner (or relative of domestic partner)
- An individual engaged to marry the borrower - Estate and trusts of related persons

- A former relative - Unrelated persons with close family-like ties
- Godparent

- Wedding and/or graduation gifts



. Gift Funds: Documentation

Gift letter, sighed by donor, must state:
e Date of the gift
Donor’s name & relationship to the borrower(s)
Donor’s address and phone number
Amount of gift*
Repayment is not expected

Gift of equity
* |dentified on Closing Disclosure (CD)

. *FHLMC - or the maximum amount of gift



Wedding and Graduation Gifts

e Primary residence of the newlyweds

gr\glg 3 gtlir(])% Ogrift « Marriage license or certificate /

Evidence of graduation
(Freddie Mac)

« Verification of deposit within 90 days

Wedding gifts = « Borrower letter of explanation (LOE)
Large deposit

(Fannie Mae) e Wedding invitation




Gift Funds Reminder

e Does occupancy allow for gifts?

Is the donor eligible?

Is the donor interested party to the transaction?

Were gift funds double-counted?

Are they being used for reserves?



Example of Gifts on URLA



Other Acceptable Assets

Corporate Sale of personal Income tax

Life insurance :
relocation assets refunds

Employer
assistance

Foreign assets Grants Inheritance

Asset-based

loan Lottery winnings Trust funds




Summary

* Discussed different asset types

* Reviewed documentation requirements

e Learned how to review assets documentation to
determine what assets can be considered for
underwriting purposes



Get a free Ml quote:
mgic.com/MiQ

Explore training;
mgic.com/training

Connect with your rep:
mgic.com/contact



Connect with Us

e Twitter: mgic.com/twitter

Blog: mgic.com/blog

LinkedIn: mgic.com/linkedin

YouTube: mgic.com/youtube

Facebook: mgic.com/facebook



Thank you!



