Refinancing Rural Development Mortgages

Refinancing Refinancing
Guaranteed Loan to Guaranteed Loan Direct Loan to Guaranteed Loan
Any lender who has been approved by Rural Development and holds an active lender agreement
> (1980-16).
> E Eligible Approved lenders are responsible for the loan underwriting and will be issued the Conditional
20 Lenders Commitment if all eligibility requirements are met.
94 % Approved lenders may utilize the services of an agent for processing refinance loans.
Streamlined refinance = Non-streamlined refinance only
- 2 o No appraisal, principal only plus
O ‘G| Processing guarantee fee
Eg_ < Types Non-streamlined refinance
c
> .=
'S
g
Loan must have a Loan Note = Loan must have an existing Section 502 Direct loan.
o o Guarantee issued to an approved Ineligible loans: The SFHGLP may not be used to
S £ lender. (Form RD 1980-17) refinance leveraged loans from a non-Rural
>'c Eligible Loan must have been fully Development source that was closed simultaneously
= E Existing Loan documented, underwritten and with a 502 direct loan.
22 originated in compliance with RD
2 Instruction 1980-D, supplemented by
TR published Administrative Notices.
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Refinancing

Guaranteed Loan to Guaranteed Loan

Refinancing

Direct Loan to Guaranteed Loan

Eligibility and Underwriting

Applicant
Eligibility

All applicants that will be a party to the promissory note for the new loan must meet all applicable
Agency eligibility regulations to qualify for a refinance loan.
As part of the refinancing transaction, additional borrowers may be added to the new SFHGLP

loan.

Existing borrowers may be deleted from the current loan.
All applicants that will be a party to the promissory note for the new loan must meet all eligibility

requirements.

Any late mortgage payments within the past 36 months on the existing SFHGLP loan must be
addressed by the lender and taken into consideration in the underwriting decision.

Loan Purpose
and
Limitations

Non-streamlined refinance: The
maximum loan amount cannot exceed
the present fair market value as
supported by an appraisal. A portion
of or the full amount of guarantee fee
may be financed above the fair market
value. The base loan amount may
include the balance (principal and
accrued interest) of the existing loan to
be refinanced, reasonable and
customary closing costs, and lender
fees, including funds to establish a
new tax and insurance escrow account
in conjunction with the new loan
request.

Non-streamlined refinance: The maximum loan
amount cannot exceed the present fair market value
as supported by an appraisal. A portion of or the full
amount of guarantee fee may be financed above the
fair market value. The base loan amount may
include the balance (principal and accrued interest)
of the existing loan to be refinanced, reasonable and
customary closing costs and lender fees, including
funds to establish a new tax and insurance escrow
account in conjunction with the new loan request.

This summary is intended for reference.
May 2010



Refinancing Refinancing

Eligibility and Underwriting

Guaranteed Loan to Guaranteed Loan Direct Loan to Guaranteed Loan
= Streamlined refinance: The = Streamlined refinance: Ineligible for direct to
maximum loan amount cannot exceed guarantee refinancing.

the principal balance of the existing
loan to be refinanced, plus the
Loan Purpose guarantee fee.

and = Cash out refinance transactions are not permitted.

Limitations | = Subordinate financing, such as home equity seconds and down payment assistance “silent”
seconds, cannot be included in the new loan amount. Any existing secondary financing must be
subordinate to the new first lien.

= Applicants may receive reimbursement from loan proceeds at settlement for their personal funds
advanced for eligible loan purposes that are part of the refinance transaction, such as an appraisal
fee or credit report fee.

= Nominal “cash out” to the applicants may occur at closing typically resulting due to final escrow
and interest calculations. This amount, if any, must be applied to a principal reduction of the new
loan.

= Unpaid fees, such as late fees due the servicer, are not eligible to be included in the new loan
amount.

= There is no limit placed on the number of refinance loans made to an existing SFHGLP borrower.
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Refinancing

Guaranteed Loan to Guaranteed Loan

Refinancing

Direct Loan to Guaranteed Loan

= The guarantee fee for SFHGLP
refinances will be 0.5 percent.
* Non-streamlined refinance: A

The guarantee fee for SFHGLP refinances will be
0.5 percent.
Non-streamlined refinance: A portion of or the

Eligibility and Underwriting

Guarantee portion of or the entire guarantee fee entire guarantee fee may be financed in excess of
Fee may be financed in excess of market market value.
value. Streamlined refinance: This option is ineligible
= Streamlined refinance: A portion of for this transaction.
or the entire guarantee fee may be
financed in addition to principal
balance.
= The monthly housing expense to income ratio may not exceed 29 percent of repayment income.
Repayment | = The total debt ratio may not exceed 41 percent of repayment income.

Ratios = Lenders may request a waiver of Rural Development when strong compensating factors are
documented. A satisfactory payment history for the existing mortgage is considered a strong
compensating factor.

= Term of the new loan will be a 30 year fully amortized fixed rate mortgage.
Term

Interest Rate

= Interest rate of the new loan must be a fixed rate.

= The interest rate must be lower than the existing loan to be refinanced.

= The interest rate of the new loan is not subject to RD Instruction 1980-D, Section 1980.320.
» Funded buy down accounts are not permitted.
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Refinancing Refinancing

Guaranteed Loan to Guaranteed Loan Direct Loan to Guaranteed Loan

Household | = Total adjusted income for the household cannot exceed the moderate level for the area as
Income established in RD Instruction 1980-D, Exhibit C.
= Loan security must include the same property as the original loan.

Security = The security property must be owned and occupied by the applicants as their principal residence.
Ruraland | = SFHGLP refinance loans are permissible for properties in areas that have been determined to be
Non-Rural non-rural since the existing loan was made.

Areas
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Refinancing

Guaranteed Loan to Guaranteed Loan

Refinancing

Direct Loan to Guaranteed Loan

Eligibility and Underwriting

Property
Valuation

Non-streamlined refinance: The
value of the new mortgage loan
request must be supported by a new
appraisal. The loan amount cannot
exceed the present market value plus
the onetime 0.5 percent guarantee fee.
The new loan amount can include
closing costs or lender fees if
supported by market value.
Streamlined refinance: The value of
the new mortgage loan request can be
supported by the original appraisal
report obtained in connection with the
existing mortgage. The loan amount
cannot exceed the principal balance of
the existing loan refinanced plus the
onetime 0.5 percent guarantee fee.
The new loan amount cannot include
any accrued interest, closing costs or
lender fees.

Non-streamlined refinance: The value of the new
mortgage loan request must be supported by a new
appraisal. The loan amount cannot exceed the
present market value plus the onetime 0.5 percent
guarantee fee. The new loan amount can include
closing costs or lender fees if supported by market

Streamlined refinance: Ineligible for this
transaction.

Inspections

No property inspections or repairs required by Rural Development.
Lender may require inspections or repairs.
Expenses related to inspections or repairs may not be financed.
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Refinancing

Guaranteed Loan to Guaranteed Loan

Refinancing

Direct Loan to Guaranteed Loan

Processing
Requirements

The lender will process the refinancing loan package in accordance with RD Instruction 1980-D,
except when provided otherwise in this AN.
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Refinancing Refinancing

Guaranteed Loan to Guaranteed Loan Direct Loan to Guaranteed Loan

Eligibility and Underwriting

Closing Costs
and Lender
Fees

The lender may establish charges and fees for the refinance loan, provided they are the same as
those they charge other applicants for similar types of transactions — such as Federal Housing
Administration (FHA) or Veterans Affairs (VA).

Examples of reasonable and customary fees and charges:

 the actual cost of the appraisal, inspection or credit reports;

o imposed verification charges;

« title examination and title insurance fees;

o attorney fees;

» settlement and recording and/or courier/wire/notary fees;

« real estate taxes for establishing an escrow;

o test or treatment fees;

« document preparation fees (if prepared by a third party); and

e anorigination fee.

Lenders and the Agency should make every effort to ensure that applicants are not being charged
excessive fees as part of the new loan.

Discount points may be financed in connection with the new loan request when the existing
borrower’s adjusted household income is at or below the low income limits, as determined by
Exhibit C of RD Instruction 1980-D. Also see:
http://eligibility.sc.egov.usda.gov/eligibility/welcomeAction.do. Select Guaranteed from the
navigation menu under Income Limits.

Permissible discount points financed in accordance with section 1980.310(d) of RD Instruction
1980-D will not exceed two percentage points of the loan amount for a non-streamlined refinance.
Financed discount points must be used to permanently reduce the interest rate.
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Refinancing Refinancing

Guaranteed Loan to Guaranteed Loan Direct Loan to Guaranteed Loan

Eligibility and Underwriting

= Non-streamlined refinance: loans may be originated with the assistance of GUS.

Use of the = Streamlined refinance: loans must be manually underwritten.
Guaranteed | = Reduced documentation may be submitted for loans receiving an ACCEPT recommendation in
Underwriting GUS as follows:
System e An appraisal report.
(GUS) e Form RD 1980-21, “Request for Single Family Housing Loan Guarantee.” The form should
be executed by the lender and borrower(s).
= The lender will process the refinancing loan package in accordance with RD Instruction 1980-D,
except when provided otherwise in this AN.
= Form RD 1980-21, “Request for Single Family Housing Loan Guarantee” must be completed and
executed by the borrower and the lender and accompany the commitment request. Rural
Development accepts a fax, scan or photocopy of this executed form.
Document | = Full documentation file as follows:
Processing o Fully completed and executed mortgage loan application.

Requirements

« Evidence of a qualified alien, as applicable, with the addition of new borrowers.
o Current credit report and verification of debt.
« Income documentation of household income.
o Evidence of the lender’s underwriting analysis addressing repayment ability, credit worthiness
and security value.
o Evidence of the current market value when the refinance type is non-streamlined refinance.
= Submit the fully underwritten file to Rural Development requesting a “Conditional Commitment
for Loan Note Guarantee.”
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Refinancing Refinancing

Guaranteed Loan to Guaranteed Loan Direct Loan to Guaranteed Loan

Post Closing

Delivery

Obtaining the
Loan Note
Guarantee

Submit closing documents and the guarantee fee to the Agency in accordance with RD Instruction
1980-D, Section 1980.361(a).

If the provided documentation represents the loan was closed in accordance with the terms of the
“Conditional Commitment for Loan Note Guarantee,” a Loan Note Guarantee will be issued.

The Agency will process loan closings for SFHGLP refinance loans using the same procedures
used for SFHGLP purchase loans.
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