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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generally accurate, the information may be outdated due to the rapidly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.
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Objectives

* Introduce importance of the 4 Cs
* Increase knowledge of Capital/Assets
- Understand different asset types

* Review documentation requirements

- Learn about funds required for closing
and reserve funds
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The 4 Cs
Credit

- Borrowers’ willingness to repay a loan

Capacity

- Borrowers’ ability to repay based on the amount &
stability of income

Capital

- Borrowers’ investment in the property from savings &
other sources

Collateral

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




Capital — Assets

Do the borrowers demonstrate
ability to save?

« What is their cash investment
in the property?

Do the borrowers have
sufficient cash to close the
loan?

* Any cash reserves?
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Required Assets

- Down Payment
- Including Earnest Money Deposit

* Closing Costs/Prepaids
* Reserves
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Reserve Requirements

« Amount required varies based on:

- Transaction

Occupancy

Number of units

Number of other financed properties
AUS findings

Investor




Exercise

Down payment and closing costs: $18,500

Required reserves: $ 4,000

- Verified savings $17,600
- Verified checking $ 1,800
* Verified IRA $ 4,500
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Most Commonly Used Asset Types

» Depository accounts

- Sale of real property

* Interested party contributions (IPCs)
* Stocks, bonds, mutual funds

* Retirement funds

- Business assets

- Gifts
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Asset Documentation & Verification

- Bank statements

* Online transaction histories

* Verification of Deposit (VOD)

» Third-party verification vendor
* Closing Disclosure (CD)

* Retirement funds statement

* Gift letter
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VOD

Depository and
borrower

Account type

Account number -
last 4 digits

Current balance
2-mo. avg. balance
Date opened

Outstanding loans

Signed & dated by
representative
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Account
Statements

Depository Time Period
Borrower Account Number — last 4 digits
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Account
Statements

Beginning & ending
balances

Transaction history
|dentify loans
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Online Documentation

Documents downloaded from the Internet, or faxed, must
include:

Depository/investment institution

URL or fax banner at top of document
Unless

—Being used in conjunction with other asset
document containing missing information
—Clearly ties history to same asset account
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Joint account

- Joint account with non-borrower
- Considered Borrower’s personal funds
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Sourcing Funds

- Earnest Money Deposit

- Document source of funds

- Cancelled check
- Bank statements

* New Accounts and Large Deposits
- Source of funds
- Gift, sale of asset, loan
- Funds seasoned for minimum of 2 months
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Large Deposits

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

Refinance
- Documentation/explanation not required

Purchase

- Documentation/explanation required if needed to
complete transaction; OR

- Reduce asset by amount not verified
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Large Deposit — Exercise #1

Purchase transaction
How much of borrowers’ funds can

be considered for underwriting?

Borrowers’ monthly income: $4,200

Current balance in savings: $13,500

« $2,500 recently deposited

- $250 documented as federal tax
refund
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Large Deposit — Exercise #2

Purchase transaction
How much of borrowers’ funds can

be considered for underwriting?

Borrowers’ monthly income: $4,200

Current balance in savings: $13,500

« $2,500 recently deposited

- $1,000 documented as federal tax
refund
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Most Commonly Used Asset Types

* Depository accounts

- Sale of real property

* Interested party contributions (IPCs)
* Stocks, bonds, mutual funds

* Retirement funds

- Business assets

* Gifts
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Stocks, Bonds and Mutual Funds

Value of
stocks/mutual
funds must be
determined

Bond(s) value

* Most recent
monthly/quarterly
account statement; or

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

« Based on purchase
price, unless redemption
value is documented

/
<

)
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Vested Stock Option
l

« Statement that lists N
number of options/option

must be price; and
documented  Calculation of gain from

exercise of option & sale )

Value of vested
stock option

What is vested?
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Vested Stock Option

25 shares 50 shares
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Mutual Fund Account Statement

100% of value

No liquidation if value >20% funds required

100% of value
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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
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Retirement
Account
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Business Assets

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

- Tax returns must be reviewed

- Business cash flow analysis shows no
negative impact

- Standard documentation requirements
apply
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Gift Funds

* Types of Gifts
- Donated gifts (grants) from nonprofits
- Personal gifts
- Gift funds
- Gift of equity
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Gift Funds

Personal gifts can be provided by...

- Any individual related to the borrower by:

Blood

Marriage

Adoption

Legal guardianship

Fiancé, flancée or
domestic partner
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Gift Funds

- Gift letter signed by donor, must state:
Date of the gift

Donor’s name & relationship to the borrowers
Donor’s address and phone number

Amount of gift

Repayment is not expected

Gift of Equity
- Identified on Closing Disclosure (CD)
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Wedding Gifts

~

* Primary residence of the
newlyweds

Wedding Gift - Marriage license or
(Freddie Mac) certificate

« Verification of deposit
within 60 days

~
* Borrower letter of
explanation (LOX)

* Wedding invitation

Large Deposit

(Fannie Mae)
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Gift Fund Reminders

- Does occupancy allow for gifts?

* Is donor eligible?

* Is donor interested party to transaction?
- Were gift funds doubled counted?

* Are they being used for reserves?
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Other Acceptable Asset Types

* Life insurance

» Corporate relocation

» Sale of personal assets
* Income tax refunds

* Employer assistance

* Grants

* Inheritance

» Asset based loan

* Lottery winnings
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Unacceptable or Maybe Asset Types

 Personal cured loans

. Proce@rom cash-out refinance

 Funds disbursed from no cash-out or
limited cash-out refinance Mmaylbe

- Interested party contributions maylbe
« Cash on hand maybe

34



02/19/2020

Summary

Increased knowledge of Capital/Assets
Discussed different asset types

Reviewed documentation requirements

Learned about funds required for closing
and reserve funds




Connect with us.

Twitter: mgic.com/twitter

MGIC Connects Blog: mgic-connects.com
LinkedIn: mgic.com/linkedin

YouTube: mgic.com/youtube

Facebook: mgic.com/facebook
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Thank You.

Visit us @ mgic.com
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