STEPS Towards
Homeownership
SKILLS and TOOLS EDUCATING
PEOPLE for SUCCESS
Financial Literacy Resources and Strategies for REALTORS®

California’s
Housing Finance
System

REALTORS® are often the first contact for
questions related to mortgage finance

NETWORK

BENEFITS

R E A LT O R S ®

The State’s housing
finance system is
a sophisticated
network of private
entities and public
agencies that work
together to connect
buyers of residential
real estate to the
world-wide capital
markets

This efficient system
expands access to
low-cost mortgage
credit, increases
home ownership
rates, and improves
and stabilizes
neighborhoods and
the economy as a
whole

REALTORS® who
understand the
housing finance
system and the rolls
and responsibilities
of the various players
will be in a stronger
position to help their
clients access its
benefits
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Mortgage Finance
Essentials
How to help your clients get to close – in
this segment, you will learn:
▷▷

In this segment you will learn about the different types of
home loans

▷▷

Basic lending underwriting concepts

▷▷

Why mortgage insurance may be the best thing for your client

▷▷

How to describe the appraisal process to your clients

▷▷

What to expect when your client is burdened with student debt

▷▷

How to help your clients through the closing process

Basic Requirements for
Conventional or GovernmentInsured Home Loans

STABLE
INCOME

VERIFIABLE
ASSETS

Borrower must have
income from sources that
are stable and durable
and can be documented
with pay stubs, bank
statements, tax returns and
other independent sources.

Borrower must have
access to equity
sufficient to meets
that minimum down
payment requirements.
All assets included on
the loan application
must be sourced and
documented.

POSITIVE
CREDIT
REPUTATION

ADEQUATE
COLLATERAL

The borrower must
demonstrate an ability and
willingness to satisfy their
past and current credit
obligations. Generally this
is verified with a mortgage
credit report and qualifying
credit scores.

The value of the property
used to secure the
mortgage loan must
be determined by an
independent appraiser
looking primarily at
recent comparable sales
and using standardized
adjustments.

Basic Credit
Requirements

CO N V E N T I O N A L A N D G OV E R N M E N T INSURED LOANS
CREDIT SCORES

Lenders use a mortgage credit
report that have scores from all
three national credit bureaus. The
high and low scores are excluded
and the middle credit score is used
to determine eligibility. Generally
conventional loans require a middle
score of 620. Some FHA lenders will
accept scores as low as 500 but 580 is
more typical.

CREDIT
HARDSHIPS

Borrowers with prior bankruptcies
must have a two year credit
reestablishment period for an FHA
loan and four years for a conventional
loan. Prior foreclosures require 3
years for an FHA loan and 7 years for
a conventional loan. Prior short sales
generally require a 3 year waiting
period.

NONTRADITIONAL
CREDIT

Borrowers without established
tradeline credit histories may qualify
for a conventional or FHA loan using
documented non-traditional credit
references which must include an ontime rental history, and three other
payment references (e.g. utilities).
Non-traditional credit can not be
used to offset a derogatory tradeline
or credit history.

Benefits of
Mortgage
Insurance

▷▷

Buyers have lots of misconceptions and
confusion regarding mortgage insurance
and how it benefits them

▷▷

REALTORS® can close more deals by
helping borrowers understand the
benefits of mortgage insurance

▷▷

Private mortgage insurance (PMI) is
required on conventional loans when
the loan-to-value is greater than 80%

▷▷

▷▷

Buyers who do not have a large down
payment can still purchase a home by
using mortgage insurance
Mortgage insurance protects lenders in
the event of a foreclosure where there is
insufficient equity to repay the balance
due the lender

W H AT
Mortgage insurance is a
form of down payment
assistance because it
is an alternative to a
large down payment

PMI
Monthly premiums for
private mortgage insurance
can be cancelled when the
owner has sufficient equity

FHA
FHA is government
mortgage insurance that
is required regardless of
the LTV and stays in place
for the life of the loan

Understanding the
Appraisal Process

The Home Value Code of Conduct regulates the residential appraisal process. Most lenders now use
an Appraisal Management Company (AMC) for appraisals. The AMC selects the appraiser, reviews
their work and issues the appraisal report to the lender. Loan originators are prohibited from
directly interacting with the appraiser.
5 T H I N G S R E A LT O R S ® N E E D T O K N O W A B O U T T H E A P P R A I S A L P R O C E S S

1.

The final decision regarding property value is made by the underwriter. The underwriter is not required to accept the appraiser’s determination of value.

2.

The initial appraised value can be appealed through a Reconsideration of Value submitted to the AMC
identifying comparable sales that should have been considered and/or corrections to the adjustments
made by the appraiser.

3.

Due to concerns about inflated property values, FHA loans require a 90 day waiting period before a
seller can enter into a purchase agreement with a buyer (“90 Day Flip Rule”). Conventional loans may
require a second appraisal to support the increased value.

4.

Listing and selling agents can be present during the appraisal inspection and provide the appraiser
with suggested comparable sales and information about the property condition (e.g. recent improvements, repairs and additions).

5.

All financing is based on the lesser of the contract price or the appraised value. So if the appraised
value is lower than the contract price, the buyer will not be able to finance the difference – it will have
to be paid by the buyer with eligible funds.

Student
Loan Debt

Student Loan Debt
- In today’s market
REALTORS® will
encounter many
buyers struggling with
student loan debt.
Lenders are required to
consider a borrower’s
student loan payment
in the debt-toincome calculation
even if the student
loan is currently
in forbearance or
deferral. As a result,
home buying power
can be seriously eroded
- sometimes to the
point where it is not
feasible to purchase
a home. Fortunately,
new conventional
underwriting
guidelines can help.

5 T H I N G S R E A LT O R S ® N E E D T O K N O W A B O U T
FINANCING HOMES WHEN PROSPECTIVE
B O R R O W E R S M I G H T H AV E S T U D E N T L O A N S
1.

The buyer can be relieved of the student loan payment for underwriting
purposes if the loan has been paid successfully by someone else (e.g. a
parent) for the last 12 months, even if that person is not actually obligated on the student loan debt. Documentation of the third-party payment
history is required.

2.

If the buyer’s employer has agreed to repay the student loan debt at the
end of the deferral or forbearance period, lenders do not need to consider the monthly payment. Public safety employees, medical professionals, social workers and teachers sometimes have this benefit. Documentation of the employer’s repayment commitment is required.

3.

If the loan is currently in repayment status, lenders can use the buyer’s
approved Income Driven Repayment (IDR) plan payment even if that
plan payment is $0. IDR plans consider the buyer’s current financial
ability to repay the loan.

4.

If the loan is not currently in repayment and the future payment amount
is not known, lenders can use 50% of the loan balance as the payment
or calculate a payment that will payoff the loan during the standard
repayment term.

5.

FHA has the most restrictive underwriting guideline relative to student
loan debt – the flexible options described above are not available.
FHA uses the greater of 1% of the loan balance or the stated monthly
payment.
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First Time Home
Buyer Resources
How to help widen the pool of buyers – in
this segment, you will learn:
▷▷

About the programs offered by government agencies, nonprofits
and employers

▷▷

About partnerships that may provide support for you and your
client

▷▷

What to expect with down payment assistance and how to ensure
your offer is correct

Working with Down Payment
Assistance Programs (DPA) and
Layered Financing Strategies

L AY E R E D
FINANCING

BUYER'S
CONTRIBUTION

Many DPA programs require a
minimum buyer contribution
toward the purchase, 1% is typical
but with some DPA programs
there is no minimum borrower
contribution required

FIRST MORTGAGE
Conventional or FHA +
Mortgage Credit Certificate

The size of this loan is based on
conventional or FHA underwriting
guidelines

D O W N PAY M E N T
A S S I S TA N C E
Grant from nonprofit or silent
loan from government agency

DPA loans are deferred repayment
“silent” or “soft” loan that require
no monthly payments typically for
30 years. They are repayed when
title is transferred in the future.
DPA loans fill the gap between
what the buyer can afford on their
own and actual price of the home

CLOSING COST
A S S I S TA N C E

Interest party credits as well as
some of the DPA financing can be
used (up to 105% CLTV allowed)

REQUIREMENTS
FOR DPA
PROGRAMS
The requirements for first-time home
buyer assistance program can vary
but these guidelines generally apply
to all programs:
▷▷

The buyer may not have owned a
home in the last three years

▷▷

The household income must fall
within the income guidelines for
the program

▷▷

The home purchased may need
to be in an eligible area

▷▷

Fee-simple, single unit
properties in good condition

▷▷

The home must be vacant or
owner-occupied at the time the
purchased contract is executed

▷▷

Purchase price limits may apply

▷▷

The buyer must agree to owneroccupy the home – not for
investors

Two Trending
Affordable Home
Ownership Programs
INCLUSIONARY HOUSING

M O R T G A G E C R E D I T C E R T I F I C AT E S

▷▷ Also called Below Marketing
Rate (BMR) or resale price deedrestricted housing programs

▷▷ A federal income tax credit for firsttime buyers administered by local
and state government agencies

▷▷ As a condition for receiving
development rights, home builders
are required by local governments
to set aside some homes in their
project for low- and moderateincome buyers

▷▷ The tax credit has the effect of
increasing your buyer’s federal
income tax credit for each year they
own the home and the mortgage is
outstanding

▷▷ Affordability for these buyers is
achieved by pricing the homes
below their market value

▷▷ Lenders can add the value of
the tax benefit as income on the
buyer’s loan application which
boosts their buying power

▷▷ The home is sold with a deed
restriction that limits the future
resale of the home at a price
deemed affordable at that time

▷▷ This first-time buyer program
generally has higher income limits
than most assistance programs and
is available statewide in CA

▷▷ This affordability covenant can
significantly restrict the home
owner’s ability to build equity
resulting from market appreciation

▷▷ Many buyers can qualify for the
MCC program

Unlocking
Homeowner
Equity

REALTORS® can grow
their business by
helping their clients
understand the
benefits of tapping
their home equity
to buy a second or
vacation home for
themselves, assist
their adult children
in purchasing a first
home, or buying an
investment property.
These strategies may
have tax and legal
implications for your
clients and they should
be advised to speak
with their tax advisor
before proceeding.

4 S T R AT E G I E S F O R A C C E S S I N G H O M E E Q U I T Y

1.

Cash-Out Refinance
Refinance up to 85% of the home’s value, the net proceeds can be used
for a variety of purposes

2.

Home Equity Line of Credit
A revolving credit line that can used and repaid by the homeowner
as-needed

3.

Home Equity Loan
A fixed loan amount secured by a second deed of trust based on installment repayment terms

4.

Reverse Mortgage
Home owners aged 62 and older can extract equity from their home for a
variety of purposes and repayment is deferred while they owner-occupy
the home

How To Help
Your Buyer
Get Their
Dream Home

The FHA 203k loan program allows buyers to finance the purchase and rehabilitation
(upgrade and repair) of homes through one loan.
For Realtors the FHA 203k loan program expands the inventory of homes they can list
and sell by offering buyers the opportunity to purchase homes that would otherwise not
qualify for a low-cost government insured loan.
Insider tip: find a loan officer that is experienced with FHA 203k loans because it requires
special knowledge and training.

F E AT U R E

2 0 3 K S TA N D A R D

203K STREAMLINED

Occupancy

Owner-Occupied

Owner-Occupied

Property Types

SFRs, PUDs, condos, town homes,
1-4 units, manufactured homes

SFRs, PUDs, condos, town homes,
1-4 units, manufactured home

Max Repair Amount

No Limit

$35,000

Allowed Repairs

Structural and Non-Structural

Non-structural

Building Additions

Yes

No

Mold and Lead Paint Abatement

Yes

Yes

Tear Down / Rebuild

Yes

No

Foundation Work

Yes

No

Time to Complete

6 Months

6 Months

Lender
Secrets

REALTORS® can open more doors for their clients by taking
advantage of special financing program offered by various
lenders, here is a sample.

SOURCE

LOAN
PROGRAM

Alterra Home Loans

Provides financing up to 80% LTV for foreign nationals who do not
have a Social Security number but have an established work history,
ITIN Loan Program
verifiable credit references and an Individual Taxpayer Identification
Number (ITIN)

Citadel Servicing
Corporation

Bank Statement
Loans

Helps higher net worth, self-employed borrowers or business owners
who can verify the amount and stability of their income through
personal or business bank statements

Carrington Mortgage

Structural and
non-structural

Provides FHA loans with credit scores as low as 500

HomeBridge Financial

Home Style and
203K Loans

Expertise in purchase-rehabilitation financing using both 203K and
Fannie Mae’s HomeStyle renovation loans.

Land Home Financial

Manufactured
Home Loans

Expertise in lending on fee-simple, manufactured homes

New American Funding

Home Possible

Freddie Mac’s conventional loan that finances up 97% of the purchase
price and has no minimum buyer contribution requirement

Union Bank

Economic
Opportunity
Mortgage

A CRA-driven conventional loan that finances up to 97% of the
purchase price with no mortgage and offers flexible underwriting
guidelines

BENEFITS

