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Presenter
Presentation Notes
Good morning.  Thank you for joining us for the second module of the HOME Repayable Loan Underwriting series.  We will be discussing Qualifying Income for the new HOME Homebuyer Assistance with New Construction or Rehabilitation program, and the HOME Single Family Development program.  

If you have questions during the webinar, please enter the question in the question panel of GoToWebinar. 

There are also three handouts in the GoToWebinar panel available for download today.  The first is a copy of today’s presentation, and the second is a draft guidebook for underwriting HOME Program repayable loans.  
Please note that the Underwriting Guidebook Draft HAS been revised since last week’s webinar, and the final version has not yet been published. 

The third handout is an excel document which contains the draft loan tool that will be utilized for underwriting HOME repayable loans.  Today, we are covering the information in section 3 of the draft guidebook.  Once the guidebook is finalized, it will be published on the TDHCA website. 



Section 1: Overview
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Presentation Notes
We’ll begin with a brief overview before we jump into the specific topic of qualifying income. 


What is loan underwriting?

e Loan underwriting is the process used to determine if a borrower is likely to
repay a loan based on the agreed upon terms

e TDHCA's underwriting guidelines are included in the Single Family Umbrella
Rule at 10 TAC Chapter 20.13 and in the HOME Program Rules at 10 TAC
Chapter 23.

e Loan underwriting is required for any repayable mortgage loan issued by
TDHCA, including HOME repayable loans under Single Family Development
(SFD) and Homebuyer Assistance with New Construction (HANC)


Presenter
Presentation Notes
Loan underwriting is, at its core, reviewing a borrower’s financial situation to determine if it is likely that they will be able to repay a loan. 

The underwriting guidelines we are discussing in this series apply to the HOME HANC and Single Family Development programs.  

https://texreg.sos.state.tx.us/public/readtac$ext.TacPage?sl=R&app=9&p_dir=&p_rloc=&p_tloc=&p_ploc=&pg=1&p_tac=&ti=10&pt=1&ch=20&rl=13
https://texreg.sos.state.tx.us/public/readtac$ext.ViewTAC?tac_view=4&ti=10&pt=1&ch=23

Why does TDHCA require underwriting?

 TDHCA requires underwriting to ensure that the borrower is set up for
successful repayment by making sure that the payment doesn’t exceed
the ability to repay.

e HOME requires additional underwriting to ensure that the borrower is
not over subsidized as required by the HOME Final Rule at 24 CFR
92.250.
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Loan underwriting is required to some degree for all TDHCA loans.  For repayable loans, the underwriting criteria are included in both the HOME rules at 10 TAC Chapter 23, and the Single Family Umbrella Rules at 10 TAC Chapter 20.

10 TAC Chapter 23 includes the requirements to make sure that we are not oversubsizing a household as required by the federal regulations, and the underwriting rules at 10 TAC Chapter 20 are to make sure that borrowers are both willing and able to repay the HOME funds borrowed from the Department.  

The umbrella rules were recently updated to include more specific underwriting requirements, and those rules went into effect in October 2019.  Any projects submitted for review are subject to the updated requirements. 



Parties to the Loan

e Assisted households are comprised of persons who have different roles as it
relates to the loan:

 Borrower— The borrower is the primary member of the assisted household who is
requesting a mortgage loan

e Co-Borrower — The co-borrower is any adult household member who is not the primary
borrower, but will be included on the loan

* Non-Purchasing Spouse — A non-purchasing spouse is the spouse of the borrower who
will not be included on the loan documents.

e Other household members — Some household members, such as minor children, cannot
be co-borrowers. The household may also elect to exclude other adult household
hmembers from the loan entirely, such as adult children and other adults living in the

ome.



Presenter
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It’s important to emphasize the role of each household member as it relates to loan underwriting.  Each member of the household will fill one of the roles listed on the slide. 

The borrower is the primary member of the assisted household who is requesting a mortgage loan.  This person should be listed as the Head of Household and will be the name that appears in the Housing Contract System.  

The co-borrower is any adult household member who is not the primary borrower, but will be included on the loan  The co-borrower will usually be the spouse of the head of household, but may be any adult household member who will be part of the loan.  The co-borrower is not required to be related by consanguinity or marriage. When we refer to requirements for the borrower, this includes the co-borrower. 

A non-purchasing spouse is the spouse of the borrower who will not be included on the loan documents.  Your borrower may need their spouse to be a non-purchasing spouse if the spouse’s credit history would disqualify them from a TDHCA HOME Repayable loan.  Their debt service will count toward the total household debt, but their income is not included as qualifying income.

Other household members – Other household members who are not the borrower, co-borrower, or non-purchasing spouse are not included on the loan documents, and their information is not utilized in the underwriting process.  This means that their credit history, debt, and income do not factor into loan eligibility. 


Section 2: Applying Qualifying Inco
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Section 2 of this module will discuss how qualifying income is applied for loan underwriting. 


What is Qualifying Income?

e Qualifying Income is defined at 10 TAC 20.3(a)(51) as:

The income used to calculate the Applicant and co-Applicant'’s debt-
to-income ratio and excludes the total of any income not received
consistently for the past 12 months from the date of Application
including, but not limited to, income from a full or part time job that
lacks a stable job history, potential bonuses, commissions, and child
support. Income received for less than 12 months such as retirement
annuity or court ordered payments will be considered only if it is
expected to continue at least 24 months in the foreseeable future.
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Qualifying income is defined in the TDHCA Single Family Umbrella Rules at 10 TAC Chapter 20.  This definition is only used in the event that a household is applying for a repayable loan, and does not apply to any type of grant or deferred loan project, like those offered under Homeowner Rehabilitation Assistance.  

We will cover how to make sure that income used for underwriting meets the definition of Qualifying Income in the next section of this module, but first we’ll discuss HOW the qualifying income is used in underwriting, and how it differs from eligibility income. 


Why do we use Qualifying Income for underwriting?

e Loan Underwriting is the process used to determine a household’s
e Willingness to repay a mortgage loan and
e Ability to repay a mortgage loan.

e Credit History is used to determine the borrower’s willingness to repay

e Qualifying Income is used in conjunction with the monthly debts and
obligations to determine a borrower’s ability to repay

 Some income included in eligibility income is excluded from Qualifying
Income.
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There are two main ideas that are central to loan underwriting for a HOME Program repayable loan.

The first is willingness to repay, which is demonstrated through a review of credit history that we discussed in Module 1 of this series.

The second is ability to repay.  This is demonstrated by reviewing the household’s current liabilities in proportion to the income available to repay the mortgage loan.  We discussed liabilities last week.

Qualifying income is not the same as eligibility income, but all qualifying income is included in eligibility income.  Qualifying Income is the income that TDHCA will use to determine if the household has the ability to repay. 


What about Part 5 Income?

e Part 5 income is the income definition utilized by the HOME Program to
determine income eligibility to participate, or eligibility income.

e Part 5 income will still need to be calculated to determine whether the
household qualifies for HOME assistance.

e Eligibility Income must be at or below 80% AMFI

 Eligibility income will help determine the minimum housing payment
under the HOME Program rules
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So, what about Part 5 income?  

Part 5 income determination is a very important part of income determination.  This is the income definition used to determine if a household is even eligible to participate in a HOME Program activity, and the Part 5 income for the household must still be at or below 80% of the area median family income.  

Review of part 5 income will still have to take place, because the review for qualifying income is secondary to the review for overall eligibility for HOME funds.

In addition, Part 5 income is also used to help determine the minimum amount that the family will need to pay each month for their mortgage payment to make sure that we are not over-subsiziding the household.  


Qualifying Income VS. Eligibility Income

Eligibility Income Qualifying Income
e All household members included ¢ Only the bo.rrower and co-
e Determines eligibility for HOME borrower’s income is counted

Program per the federal e Determines income used to
requirements and minimum qualify for a HOME Repayable
housing payment loan

e Compared to the Income Limit e Does not include all income
(80% AMFI) to determine types
eligibility

* |s not compared to the Income
* Includes all types of income Limit
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The first step in income determination will always be the Part 5 eligibility income determination.  As with all HOME Program activities, income calculated under Part 5 must be at or below 80% AMFI, including all types of non-excluded income from all household members.  

The second step is determining which pieces of the Part 5 income will be counted in Qualifying Income.  The qualifying income will never be more than the Part 5 income, and may be substantially less because only income from the borrower and co-borrowers is counted, and because not all of the income that is counted for them under Part 5 will be included in qualifying income. 

Qualifying Income is not compared to the HOME income limits. 





Part 5 Income

¢ All household members
¢ Includes gift income
¢ Includes all bonuses and commissions

¢ May include court-ordered payments that are not actually received, like child
support

¢ Includes imputed asset income
¢ Includes income that is temporary in nature

Qualifying Income

e Borrower and Co-Borrower income only
¢ Does not include gift income
e Does not included temporary (less than 24 months remaining) income
® Does not include awarded amounts not received
¢ Does not included any imputed income
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This chart, while not exhaustive, illustrates the relationship between Part 5 eligibility income and Qualifying Income for loan underwriting.  As you can see, Part 5 income includes all qualifying income, but not all Part 5 income is included as qualifying.  

We will detail what types of Part 5 income are included as qualifying income in the next section. 


Eligibility and Qualifying Income for Underwriting

Eligibility Income Use and
Calculation

e Eligibility Income <=50% AMFI:
e Minimum housing payment must
be >=15% of monthly eligibility
iIncome

e Eligibility income >50% AMFI:
e Minimum housing payment must
be >=20% of monthly eligibility
income

Qualifying Income Use and
Calculation

» Total debt service, including the
monthly housing payment, may
not exceed 45% of monthly
qualifying income.
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Both the eligibility and qualifying income are used for different purposed to determine the allowable monthly housing payment.  Eligibility income sets the floor, or minimum payment, which is partially dependent on the income level of the borrower.  If the borrower‘s total household income is less than 50% of AMFI, they will have a smaller percentage of their income as the required monthly payment than borrowers with higher incomes.

Qualifying income is used alongside monthly debts and obligations to determine the maximum monthly housing payment.

The loan tool workbook will automatically make the calculations needed when you enter the information into the tool.  We will discuss the Qualifying Income worksheet today, and will speak to this in more detail during Module 3 of this series next Friday.
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Next we’ll talk about which income is included as qualifying. 


Income Inclusion for Qualifying Income

e Only income for borrower and co-borrower(s) is included

* Income for non-purchasing spouses and non-borrower household
members is excluded

e Only certain types of income count.
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As we have discussed, only income from the borrower and co-borrowers would be reviewed to determine if its qualifying income.  Income from other household members, including a nonpurchasing spouse, is not factored into qualifying income.

In this section, we’re going to discuss the types of income that may be included, starting with income from employment. 


Documenting Income from Employment

 For HOME Repayable Loans, it is strongly recommended that Administrators
utilize the Verification of Employment (VoE) form to document income from
employment.

e Pay statements or check stubs may be utilized, but at least 12 months of
employment history must be documented for Qualifying Income, and the VoE
reduces the paperwork requirements as it may be utilized for both Eligibility
Income and Qualifying Income documentation.

* |f the borrower or co-borrower has changed employers within 12 months,
additional Verification of Employment may be necessary.
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The need for more information, including length of time with an employer, is one reason why it may be better, for HANC and Single Family Development, to verify income using a Verification of Employment form rather than pay statements for both eligibility and qualifying income determination.  The VoE is going to provide all of the information you need in one place, including the length of employment.  The VoE will simplify the documentation process, as you may be required to verify employment from more than one employer. 


Income from Employment - No Changes for 12 Months

e Gross amount of annual wages and salary calculated in accordance with
Part 5 for the borrower and co-borrower(s) may be included as
Qualifying Income if income has been in place for at least 12 months.

e Length of employment may be verified with a Verification of
Employment (VoE) form.

e Exclude bonuses and commissions that are not expected to continue
annually. This may be confirmed with a VoE or letter from the
employer.
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For employment income, the income has to meet some requirements in order to be counted.  The income has to be stable and consistent for at least 12 months prior to the loan application.  
If the applicant has been in the same job for a year or more, you only need the VoE from the current employer to evidence income stability from this source.  Unlike eligibility income, for qualifying income, you would need to exclude bonuses and commissions from the income if the employer indicates on the form that these payments are irregular and not a part of the employee’s overall regular compensation.  



Income from Employment — Pay rate at same employer differs

* When the amount of pay has changed within 12 months with the same
employer, and the pay has changed due to a change of position or hours
worked, utilize the current pay rate as shown on the Verification of
Employment.

e Pay statements may be utilized, but cannot evidence expected
continuation of bonuses and/or irregular commissions for inclusion as
Qualifying Income.
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READ SLIDE


Income from Employment — New Employer within 12 months

* When employment income has changed within 12 months of the loan
application due to a change of employer:

e Request Verifications of Employment from prior employers to verify no gap in
employment that lasted more than 30 days.

 |f there was a gap in employment that lasted more than 30 days, the Borrower
will need to submit a letter of explanation for review.

* |f Verification of Employment from a former employer is not available, federal
tax returns indicating employment stability may be considered mitigating
documentation if they evidence stable employment history.
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If a borrower has changed employers within 12 months of loan application, the previous income isn’t used to calculate the qualifying income, but we do have to show a pattern of stable employment.  This can be verified with pay statements from the prior employer, but the easiest way to document work history is with a VoE from the prior employer.  

If there was a gap of employment of more than 30 days within a year of the loan application, the borrower will need to provide an explanation of the gap in order to count the current income as qualifying.  

If it is not possible to get a VoE from the previous employer, the borrower may provide their federal tax returns to show their prior earnings, and provide a statement about their employment history and whether there was a gap of more than 30 days which need to be explained. 


Income from Retirement, Pension, Annuity, and Trust Accounts

* The gross amount of annual payments to the Borrower and Co-
Borrowers from any retirement, pension, annuity or trust accounts is
included as Qualifying Income if the payments will continue for at least
24 months.

Social Security, Veterans Administration, and Other Benefits

* The gross amount of annual payments to the Borrower and Co-
Borrowers calculated in accordance with Part 5 are included as
Qualifying Income if they are expected to continue for at least 24
months.
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The income from retirement, social security, and other income types listed on this slide would be calculated exactly as it is for Part 5 eligibility income, but in order to count it as qualifying income, the income needs to be expected to be received for at least 24 months after the loan application date.  


Income from a Business

e Self-employment income, or income from a business, must be
documented with tax returns that show the net business income on
Schedule C.

A minimum of 2 years of tax returns must be provided.




Court Ordered Payments

 The gross amount of court-ordered payments to the Borrower and Co-
Borrowers is included as Qualifying Income if:

 The payments are actually being received AND

 The payments are expected to continue for at least 24 months.
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Court ordered payments for qualifying income may be calculated differently than they are for part 5, particularly as it related to child support.  To count those payments as qualifying income, the court ordered amount actually has to be received by the borrower or co-borrower, not just ordered to be paid to them.  As with the income shown on the previous slide, the payments have to be expected to continue for at least 24 months.  So, for example, if you had a borrower who receives court-awarded child support, and the order states that the support will end when the child turns 18, then you would need to look at the age of the child to determine if the child will turn 18 within 24 months.  If they would turn 18 within 24 months, then the child support would not be included as qualifying income, but would still be included in eligibility income. 


Questions about Qualifying Income Inclusions?


Presenter
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We’ll take some time now to answer any questions that have been asked so far.  If you have a question, please enter it into the questions panel of the go-to-webinar screen. 
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Next we will talk about the Qualifying Income Worksheet, which is the first worksheet in the Loan Tools Workbook.  If you haven’t already done so, you may access the workbook in the GoToWebinar control panel with the other attachments.  If you’re unable to access the worksheet, don’t worry.  We are going to look at screenshots of the worksheet in the upcoming slides. 


Loan Tool Workbook Overview

e The Loan Tool Workbook contains 4 worksheets:

Qualifying Income Worksheet for Repayable Loans
Buyer’s Closing Cost Estimator

HANC Loan Analysis
SFD Loan Analysis

B W

 The Qualifying Income Worksheet and the Buyer’s Closing Cost Estimator feed
information into the Loan Analysis for both HANC and SFD
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The loan tool workbook is comprised of 4 worksheets.  These worksheets work together, and both the Qualifying Income Worksheet and the Buyer’s Closing Cost Estimator have to be completed for the Loan Analysis to work for either HANC or Single Family Development.  We will discuss the closing cost estimator and the loan analysis worksheet in Module 3 of this series next Friday. 


Qualifying Income Worksheet

TEXAS
HOME Qualifying Income Worksheet for Repayable Loans

PROGRAM

v

Enter the requested information inte the yeliow ceils.

| Part 1. General Information

Administrator/CHDO: Contract Number: 0

Part Il. Borrower Information

First Name and Middle

Relationship to

Household Last Name - Date of Birth
Initial Borrower
Member Role
Borrower self
Co-Borrower 1
Co-Borrower 2
N

Part Ill. Employment Income

Annual Wages/Salary
{May include
bonuses/commissions only

Source of Income

Length of Time with
Employer

Current employment
term is less than 12
manths and

TOTAL HOUSEHOLD QUALIFYING INCOME:

incomfrom retirement,
annuity, trust, or

| s

if received regularty for at [(Name of Employer) addltlnn_al )
R documenation is
least 12 months)
attached
Borrower 5 5
Co-Borrower 1 5
Co-Borrower 2 5
5
Part IV. Other Income. Include only if expected to continue for at least 24 months.
Court-Ord d
. . Social Security/3S1/55D1/ purcuraere Net Self-
Houzehold Reitirement/Pension/ ) Payments
3 WA Benefits/Other . Employment/
Member Number Annuity/Trust _ {Child support, |
Benefits Business Income
spousal support, etc)
Borrower 5 5 5 5
Co-Borrower 1 5 5 5 )
Co-Borrower 2 5 . 5 )
5 Annual employment 3 S

S
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The qualifying income worksheet resembles the Household Income Certification used to determine income eligibility.  There are some differences, which we will highlight in more detail as we go through each section.  This worksheet does not replace the HIC, as that is still needed to demonstrate income eligibility for the HOME Program. 


Completing the Qualifying Income Worksheet — Parts | and Il

Enter the requested information into the yellow cells.

Part |. General Information

Administrator/CHDO: Rural Texas CDC Contract Number: 1007000
Part Il. Borrower Information

Household Lact Name First NamE_' ?mn:l Middle Relationship to Date of Birth

Initial Borrower
Member Role
Borrower Smith Robert Self 1/2/1975
Co-Borrower 1 Smith Barbara Cpouse - 2/3/1977
Co-Borrower 2
Sibling

Part Ill. Employment Income Ejrjtn It:hild G-

Ctler

I TlFEFFTEIACHEE ITET

FT1 e e s e
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Part 1 of the Qualifying Income Worksheet, or Q-I-W, is completed by filling in the yellow spaces with basic identifying information.

Only the borrower and co-borrower(s) are listed on the QIW.  On the Relationship to the Borrower field, you would select the appropriate relationship.  We have only included 2 potential co-borrowers on the QIW, but if you need more spaces for a particular household, please contact your performance specialist.  


Completing the Qualifying Income Worksheet — Part Il

Part lll. Employment Income

Annual Wages/Salary
{May inciude
bonuses/commissions only
if received regularly for at
least 12 months)

Source of Income
(Name of Employer)

Length of Time with
Employer

Current employment
term is less than 12
months and
additional
documenation is
attached

47,800.00

Borrower 5 29 800.00 | Texas Home Health 12 months or more Mo
Co-Borrower 1 5 18,000.00 | Texas ISD Less than 12 months
Co-Borrower 2 5

3 | Mo
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Part 3 of the QIW requests information about employment income that is to be counted as qualifying income.   If the response to the Length of Time with Employer is “less than 12 months”, additional documentation related to previous employment will need to be submitted with the QIW.

It is possible that there will be income that COULD be counted as qualifying income, but the household cannot document that the income is eligible to be counted.  You can run the loan analysis with any sources that aren’t easily documentable excluded, and see if you really need to work to document it, or if the borrower is eligible based on other qualifying income excluding the source that is more challenging to document.


Completlng the Qualifying Income Worksheet — Part IV

Part IV. Other Im::umE Include only if Eupected to mntlnue for at least 24 months.
Court-Ordered
. ) Social Security/S51/55D1/ Met Self-
Househaold Reitirement/Pension/ ) Payments
) V& Benefits/Other i Employment/
Member Number Annuity/Trust ] (Child support, )
Benefits Business Income
spousal support, etc.)
Borrower 5 5 5 5
Co-Borrower 1 5 5 720000 | 5 5
Co-Borrower 2 5 5 5 5
5 5 7.200.00 | 5 5
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Part 4 of the QIW is where you would enter the annual income from all other eligible sources for each borrower.  In this example, there is a benefit payment of $7,200 annual for Co-Borrower 1.   If there is more than one source under a category for a borrower, add them together and enter the total for that category, for that borrower.


Completing the Qualifying Income Worksheet — Part V

TOTAL HOUSEHOLD QUALIFYING INCOME: | 5 55,000.00 |

Part V. Certification Statement

Under penalty of perjury, Borrower(s) and Non-Purchasing Spouse certify that the information presented in this Qualifying
Income Worksheet is true and accurate to the best of their knowledege and belief. The undersigned further understand that

providing false representations herein constitutes an act of fraud. False, misleading or incomplete information may result
in the termination from the HOME Program.

Sronesr JEgnadns Liaia
Lo=Samonar Fonm s i3
Lo=Somonwar & SR Liaia
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Part 5 of the QIW shows the total qualifying income, and includes signature lines for all borrowers and a representative of the administrator.  All parties must sign the QIW to certify that it is true and accurate to the best of their knowledge.  





For more information, contact:

CHAD LANDRY, HOME PROGRAM MANAGER

CHAD.LANDRY@TDHCA.STATE.TX.US OR (512) 475-2135

RAUL SALAZAR, SINGLE FAMILY PRODUCTION COORDINATOR

RAUL.SALAZAR@TDHCA.STATE.TX.US OR (512) 475-2975

EQUAL HOUSING
OPPORTUNITY
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Thank you for attending module 2 of the HOME Repayable Loan Underwriting Series.  If you haven’t already, please sign up for next week’s webinar, which will cover closing cost estimation and completion of the loan analysis form.
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