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March 12, 2009 MORTGAGEE LETTER 2009-08

TO: ALL APPROVED MORTGAGEES

SUBJECT: Limitson Cash-Out Refinances

Effective for case number assignments on or afpeil A, 2009, the loan-to-value (LTV) of
anycash-out refinance to be insured by FHA may not ekBBepercent of the appraiser’s estimate
of value.

Given the continued deterioration in the housingketaand FHA'’s need to limit its
exposure to undue risk, this reduction to the marinh@'V for cash-out refinances is being
instituted on a temporary basis while FHA furthealgpes the housing and mortgage industry as
well as its own portfolio to determine whether pament measures should be taken.

Underwriting and eligibility requirements for casht refinances include:

» Subordinate Liens and Combined Loan-to-Value (CLTV)

o0 New Subordinate Financindf new subordinate financing is being offerectiy
mortgagee or other permitted entity, the CLTV nsited to 85 percent (the FHA-
insured first mortgage and any new junior liens waeted together).

0 Re-Subordinate Existing subordinate financing may remain in pldaut subordinate to
the FHA-insured first mortgage, regardless of tital indebtedness or combined loan-
to-value ratio, provided the borrower qualifies iaking scheduled payments on all
liens.

0 Modified Subordinate LierFHA understands that many subordinate lien holdave
been requesting modifications to the terms ofidre(typically a reduction in the
amount of the lien) in exchange for remaining iniBogdinate position. Modifying the
subordinate lien in this manner often results texecuting it at closing, which is an
acceptable practice to FHA and therefore, FHA dm¢gonsider it a new subordinate
lien.

* Length of Ownership

o 12 Months or More The subject property must have been owned blgahewer as
his or her principal residence for at least 12 imeprreceding the date of the loan
application in order to obtain the maximum of 8%cpet of the appraiser’s estimate
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of value in the new mortgage. This applies whethere was a mortgage, and thus,
mortgage payments, on the property, i.e., ownexshg least 12 months regardless
of the number of mortgage payments, if any, that haaye come due.

0 Less than 12 Monthsif the subject property has been owned less1Banonths
preceding the date of the loan application as thetver’'s principal residence, the
mortgage amount is limited to the lesser of ei8tepercent of the appraiser’s
estimate of value or 85 percent of the sales jifitke property when acquired.
However, a sales price need not be considered fbribperty was acquired as the
result of inheritance and is or will become the’bgirincipal residence.

Delinquent Borrowers IneligibldBorrowers who are delinquent or in arrears utitketerms
and condition of their mortgagee not eligible for a cash-out refinance.

Three-and Four Unit Propertie3 he “self-sufficiency” test for three- and-faumit properties
remains in effect. Handbook HUD-4155.1 REV-5, geaph 1-8C explains the additional
requirements for these properties.

Second Appraisal Requirements for High-Balance €agRefinancesA second appraisal is
required on cash-out refinances that will exceed D and the property is in a declining
area. See Mortgagee Letter 2008-09 for more infoomat

Non-Occupant Co-Borrowers/Co-Signeisny co-borrower or co-signer being added to the
note must be an occupant of the property secunmgéw FHA-insured mortgage. Non-
occupant co-borrowers or co-signeray not be added in order to meet FHA'’s credit
underwriting guidelines for the cash-out refinance.

Fees Charged by Non-Approved Brak&Yhile FHA regulations (see 24 CFR 203.27(e))
permit a borrower to engage a broker who is not fagaroved to assist in obtaining mortgage
financing, the loan origination servicesy not be performed by that broker and the FHA
approved mortgagee shall not compensate the bimksuch services. FHA requires that these
services be performed by either an FHA-approved lemdean correspondent. Further, under
no circumstances may a borrower be charged adeestiot commensurate with the amount
normally charged for similar services. If the paymbears no reasonable relationship to the
market value of the services provided, the excessthe market rate may be used as evidence
of a compensated referral or unearned fee in vaolaf section 8(a) or (b) of RESPA and 24
CFR 3500.14(g). See Mortgagee Letter 2008-17 fditiadal guidance.

Existing Mortgage Not RequiredProperties owned free and clear may be finaasezhsh-out
transactions.
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If you have any questions regarding this mortgagger| please contact the FHA Resource
Center at 1-800-CALL-FHA (1-800-225-5342). Persoith hearing or speech impairments may
access this number via TDD/TTY by calling 1-877-TR2BUD (1-877-833-2483).

Sincerely,

Brian D. Montgomery
Assistant Secretary for Housing-
Federal Housing Commissioner



