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The Non-QM Select 5 program includes both Non-QM (1 and 2 year full documentation, personal and
business bank statements, 1099 statements and asset depletion) and DSCR. There are two rate

sheets for this program: Non-QMSelect5 and DSCRSelect5. The eligibility matrices for each rate
sheet are in Sections 3.2 and 3.3 of this guide.
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Version 6 Update Summary

Section Update Summary
2.0 Clarified exceptions may be allowed on a case-by-case basis with
strong compensating factors.
3.2./3.3 Updated eligibility for the Non-QM and DSCR program matrices.
5.0 For DSCR loans vested in an entity, clarified a third-party fraud
report is required for the entity and all members of the entity.
5.1 Amended the requirements for DSCR loans vested in an entity to
require one or more members representing 51% ownership of the
entity to provide a personal guarantee.
5.3 Clarified the requirements for multiple financed properties.
8.3 Updated the housing history requirements to align with the
Agencies timing guidelines.
10.2 e Added a business narrative is required to describe the type of
business and number of employees.
e Amended the fixed expense ratio approach to tiered.
e C(Clarified the eligible deposits must be multiplied by the
ownership percentage in the qualifying income calculation.
e Removed third party prepared P&L as an expense ratio
approach.
10.3 Added third party prepared P&L as an eligible Alternative
DocumentationProgram-—Not available at this time
10.4 Added 1099 as an eligible Alternative Documentation Program.
11.0 For DSCR loans, clarified 12 months investor experience must be
within the past 24 months.
14.1 Added 1 unit property with an accessory dwelling unit as an eligible

property type.
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14.5

Updated the fixed percentage and declining prepayment
penalty structures to apply only on the amount of the
prepayment that exceeds 20% of the original principal balance
in any 12 month period.

Clarified the state term restrictions represent the maximum
term.
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1.0

2.0

2.1

Fair Lending Statement

CW Lend operates in accordance with the provisions of the Fair Housing Act and Equal
Credit Opportunity Act. The Fair Housing Act makes it unlawful to discriminate in housing-
related activities against any person because of race, color, religion, national origin, sex,
handicap, or familial status. The Equal Credit Opportunity Act prohibits discrimination with
respect to any aspect of a credit transaction on the basis of sex, race, color, religion,
national origin, marital status, age (provided the Borrower has the capacity to enter into a
binding contract), receipt of public assistance, or because the Borrower has in good faith
exercised any right under the Consumer Credit Protection Act. CW Lend fully supports the
letter and spirit of both of these laws and will not condone discrimination in any mortgage
transaction.

Underwriting Philosophy

All loans must be manually underwritten and documented per the requirements in this
guide. CW Lend may approve exceptions on a case-by-case basis with strong compensating
factors. If an exception is needed, please contact Underwriting for assistance.

Where the guidelines are silent, defer to FNMA.

Benefit to Borrower

In keeping with the commitment of responsible lending, all refinance transactions must have
a measurable benefit to the Borrower. When determining the benefit on a refinance
transaction, one (1) or more of the following items must exist to support the benefit to the
Borrower:

e Lower principal and interest housing payment

e Lower total monthly payments

e Lower interest rate

e Conversion from adjustable rate to fixed rate

e Payoff of a balloon payment

e Conversion from negative amortization to fully amortizing
e Reduction of loan term

Reduction of total interest payments

Consolidation of debt

Payoff of a tax lien

Proceeds (cash-out) to Borrower in excess of the costs and fees to refinance
Payoff of a construction loan

Payoff off of property taxes

Title transfer/Court order

e Eliminating mortgage insurance

Acceptable secondary benefits to be used in conjunction with other benefits are:
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3.0

3.1

e Cash-out for medical needs
e Cash-out for education needs
e Payoff of a privately held mortgage

On a loan where the only benefit is monthly savings, closing costs and fees must be
considered and recouped within state-specified timeframes as applicable.

Originators must adhere to any state-specific or federal benefit to Borrower compliance
requirements.

Products

Products Offered

Fixed Rate Products

A fixed rate mortgage is a mortgage transaction in which the interest rate remains fixed
throughout the amortized term.

e Terms: 30- and 40-year amortization. Qualified using the fully amortizing
payment.

e Interest-Only Option: available with a 30-year term including a 10-year initial
interest-only period followed by a 20-year fully amortizing period. Qualified using
the fully amortizing payment calculated over the 20-year fully amortizing period.

Adjustable Rate Products

An Adjustable Rate Mortgage (ARM) is a mortgage transaction in which the interest rate
changes at specified intervals.

e Terms: 5yr/6m, 7yr/6m and 10yr/6m initial adjustable rate period options with
30-year amortization. Qualified using the greater of the maximum rate that could
apply at the first adjustment or the fully indexed rate. The fully indexed rate is
the sum of the index and the margin.

e Interest-Only Option: available with a 30-year term including a 10-year initial
interest-only period followed by a 20-year fully amortizing period. Qualified using
the fully amortizing payment calculated over the 20-year fully amortizing period
based on the greater of the maximum rate that could apply at the first adjustment
or the fully indexed rate.

e Caps

o byr/ém: 2%/1%/5% (Initial, Periodic, Lifetime)
7yr/ém and 10yr/6m: 5%/1%/5%

e Index: 180 Day Average SOFR Index as published by the New York Federal Reserve.

e Margin/Floor: 3.5%

e Rounding: to the nearest one-eighth of one percentage point (0.125%).
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e Look-Back: 45 days

Legal Documentation

FNMA documents can be utilized for closing. If FNMA does not offer current documentation

(i.e., interest only products or prepayment penalties), a document vendor such as Doc Magic
or IDS should be utilized.
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3.2 Product Matrix - Non-QM - Full and Alternative Documentation Programs

Purchase/Rate & Term Cash-Out
Maximum Maximum Minimum Maximum Minimum
Occupancy . .
Loan Amount| LTV/CLTV | CreditScore | LTV/CLTV | Credit Score

$2,500,000 80% 620 75% 620

) $3,000,000 90% 680 85% 680

Primary $3,000,000 85% 640 80% 640
$3,500,000" 70% 0 [

$2,500,000 80% 620 75% 620

Second Home $3,000,000 90% 680 85% 680

$3,000,000 85% 640 80% 640

$2,500,000 70% 620 65% 620

NOO $3,000,000 80% 680 75% 680

$3,000,000 75% 640 70% 640

12 Year Full Documentation Only

Additional Requirements
Minimum Loan Amount: $100,000
Maximum DTI: 50%
Minimum Reserves:
-Loan Amount <=$500,000 - 3 months PITIA
-Loan Amount >$500,000 and <=$1,000,000 - 6 months PITIA
- Loan Amount >$1,000,000 and <=$2,000,000 - 9 months PITIA
- Loan Amount >$2,000,000 and <=$3,000,000 - 12 months PITIA

- Loan Amount >$3,000,000 - 18 months PITIA
Maximum Cash-Out: $1,000,000

Interest Only: reduce max LTV/CLTV 5%
12 Month P&L: maximum LTV/CLTV 80%
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3.3 Product Matrix - DSCR Program

Additional Requirements

DSCR >=1.00 DSCR >=.75 and <1.00
Purchase/Rate-Term Cash-Out Purchase/Rate-Term Cash-Out
Maximum Maximum Minimum Maximum Minimum Maximum Minimum Maximum Minimum
Loan Amount | LTV/CLTV Credit Score LTV/CLTV Credit Score LTV/CLTV Credit Score LTV/CLTV Credit Score

80% 680 75% 680 70% 680 65% 680
$1,000,000

75% 640 70% 640 65% 640 60% 660

80% 680 75% 680 70% 680 65% 680
$1,500,000

75% 640 70% 640
$2,000,000 80% 680 75% 680

Minimum Loan Amount: $100,000
Minimum Reserves: 6 months PITIA
Maximum Cash-Out: $1,000,000
Interest Only: reduce max LTV/CLTV 5%
Refinances of Unleased Properties: reduce max LTV/CLTV 5%.
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4.0

5.0

Regulatory Compliance

Seller must ensure that each loan delivered to CW Lend has been originated, closed, serviced
and transferred in compliance with all applicable federal, state and local laws and
regulations. To the extent applicable to the subject transaction, loans must adhere to the
Ability to Repay (ATR) rule effective 3/1/21, the TILA-RESPA Integrated Disclosure (TRID)
rule effective 10/3/15 and the laws and regulations listed below.

Regulation X - RESPA

Regulation Z - Truth in Lending

Regulation G - SAFE Act - Federal Licensing and Registration
Regulation H- SAFE Act - State Licensing and Regulation
Regulation V - Fair Credit Reporting

Regulation B - Equal Credit Opportunity

Regulation P - Privacy of Consumer Financial Information (GLB)
USA Patriot Act

Fair Housing Act

Dodd-Frank Act

Federal high cost loan regulations.

State, local and county high cost and usury regulations
National Flood Insurance Act

All applicable closing documentation and disclosures pertaining to the above regulations
should be included in the closed file submission.

CW Lend will not purchase loans which are: (a) Mortgage Loans subject to, 12 CFR Part 1026.32
or, 1026.34 of Regulation Z, the regulation implementing TILA, which implements the Home
Ownership and Equity Protection Act of 1994, as amended, or (b) classified and/or defined,
as a “high cost,” “threshold,” “predatory high risk home loan,” or “covered” loan (or a
similarly-classified loan using different terminology under a law imposing additional legal
liability for mortgage loans having high interest rates, points and/or fees) under any other
applicable state, federal, or local law.

Borrower Eligibility

Borrowers must have reached the age at which the mortgage note can be enforced in the
jurisdiction where the property is located. There is no maximum age limit for a borrower.
The maximum exposure to CW Lend for one (1) borrower/guarantor is ten (10) loans or
$5,000,000.

Lender is required to order a third-party fraud report (Fraudguard or similar) to identify and
resolve any borrower information discrepancies and indications of possible fraudulent
activity. The report should also include a comparison of all participant names against
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industry watch and exclusionary lists such as OFAC. For DSCR loans vested in an entity, a
report is required for the entity and all members of the entity.

5.1 Eligible Borrowers

United States Citizens
Permanent Resident Aliens

Permanent Resident Aliens with an Alien Registration Card (Green Card) are
eligible for financing with the same terms as United States Citizens. A Permanent
Resident Alien is:

o Not a United States citizen
Employed in the United States
o A lawful permanent resident of the United States (Green Card Holder)

If the Borrower is a Permanent Resident Alien, the file must contain evidence of
lawful permanent residency.

Non-Permanent Resident Aliens
Non-Permanent Resident Aliens are eligible. A Non-Permanent Resident Alien is:

Not a United States citizen
Granted the right to live and work in the United States on a temporary
basis and their primary residence and employment is in the United
States

o A lawful non-permanent resident of the United States (Visa Holder)

If the Borrower is a Non-Permanent Resident Alien, the file must contain evidence
of lawful residency. Borrowers who are Non-Permanent Resident Aliens and
provide evidence of lawful residency are eligible for financing with the same terms
as United States Citizens.

A Borrower with an expired, but otherwise acceptable Visa type, is permitted with
supporting documentation. For example, supporting documentation includes, but
is not limited to, any of the following:

Form 1-797 which is issued when an application or petition is approved.
Form I-797C or I-797E which must not state that the application has been
declined.

o Application for extension of current visa 1-539 (or equivalent) or copy of
application for green card 1-485 (or equivalent) and electronic
verification of receipt from the USCIS web site.

o If the borrower is sponsored by the employer, the employer may verify
that they are sponsoring the Visa renewal.

o In lieu of a Visa, an Unexpired Employment Authorization Document
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e}

(EAD), or 1-94 or 1-797; and a letter from the employer or a verification
of employment reflecting continuance is likely are required.

Grant of Asylum (Asylee) is permitted with letter from United States
Citizenship and Immigration Services indicating eligibility and completed
form 1-94, Arrival and Departure Record, indicating borrower has been
granted asylum in the United States.

Deferred Action for Childhood Arrivals (DACA) approval.

Non-Permanent Resident Aliens may qualify using either a SSN or ITIN, provided
they meet all of the standard requirements related to credit, employment, income
and assets.

Inter-Vivos (Living) Revocable Trusts

Inter-Vivos (Living) Revocable Trusts are permitted. The following requirements
must be satisfied:

O

e}

The trust must be established by one or more natural persons, solely or
jointly. The primary beneficiary of the trust must be the individual(s)
establishing the trust. The trust must become effective during the
lifetime of the person establishing the trust.
If the trust is established jointly, there may be more than one primary
beneficiary as long as the income or assets of at least one of the
individuals establishing the trust will be used to qualify for the
mortgage.
One (1) of the following:
= Asigned attorney’s opinion of the trust is required. The opinion
letter must indicate that the trust meets all requirements in this
section and must also include the following: name of the trust,
date executed, settler(s) of the trust, whether it is revocable or
irrevocable, does the trust have multiple trustees, etc.
= A notarized statement from the Borrower indicating that the trust
has not been revoked, modified, or amended in any manner.

The trustee must include either:

O

e}

The individual establishing the trust (or at least one of the individuals, if
there are two or more).

An institutional trustee that customarily performs trust functions in and
is authorized to act as trustee under the laws of the applicable state.

Other requirements:

e}

e}

The trustee must have the power to hold the title and mortgage the
property. This must be specified in the trust.

One (1) or more of the parties establishing the trust must use personal
income or assets to qualify for the mortgage.
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Non-Occupant Co-Borrowers
Non-occupying Co-Borrowers are permitted provided that:

o Occupying Borrower must demonstrate sole financial capacity for the
mortgage by not exceeding a total Debt-to-income (DTI) ratio of 43%.
o Subject property must be 1-Unit Primary Residence for the Occupying
Borrower.
o The non-occupying Borrower(s) must:
= Sign the Note.
= Meet the minimum credit history and credit score requirements.
= Not be an interested party to the transaction (i.e., seller, builder,
realtor, etc.), and must have family or other similar long-standing
relationship with the Borrower.

United States based Limited Liability Companies (LLC), Partnerships and
Corporations (allowed on the DSCR Program Only): while ownership of the subject
property may vest in an entity, individual members of the entity must act as
borrowers.

Any business structure is limited to a maximum of four members.
Purpose and activities of the business are limited to ownership and
management of real estate.

o Copies of the entities Articles of Organization, Operating Agreements,
Tax ldentification Number, Certificate of Good Standing and other
corporate documents needed to determine ownership percentage and
authority to execute on behalf of the entity must be provided.

o One or more members representing at least 51% ownership of the entity
must provide a Personal Guarantee (see Appendix A for Form of Personal
Guarantee). The Guaranty must be executed as an individual at loan
closing and dated the same date as the Note or the loan will be
ineligible for purchase. Personal guarantees from community property
states must be accompanied with a Spousal Consent to Pledge.

» Each Guarantor must complete and sign a Loan Application as an
individual. The section labelled “Title will be held in what
Name(s)” should be completed with the entity name. Each
Guarantor is subject to the same underwriting requirements as an
individual borrower.

= Each Guarantor must sign the applicable federal and state
disclosures as an individual.

= Each Guarantor must have the authority to execute documents on
behalf of the entity and sign the following documents as an
authorized signer of the entity.

v Business Purpose and Occupancy Affidavit
v" Note, Deed of Trust/Mortgage and all Riders

v' Any state and/or federally required settlement statements
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*= Final loan documents may not be signed with a Power of Attorney.

e First-Time Homebuyer

A “First-Time Homebuyer” is defined as a Borrower who had no ownership interest
in a residential property in the United States during the preceding three (3) year
period. A First-Time Homebuyer is permitted with the below restrictions:

o Investment Property not permitted
o Interest Only not permitted

e Limited Power of Attorney (POA)
A Limited Power of Attorney is acceptable when all of the following are met:

It is specific to the transaction.

It is recorded with the Mortgage/Deed of Trust.

It contains an expiration date.

It is used to execute only the final loan documents.

The Borrower who executed the POA signed the initial 1003.

An interested party to the transaction (such as seller, broker, loan
officer, realtor, etc.) may not act as Power of Attorney.

o 0O O O O O

e Lawsuit/Pending Litigation

If the application, title, or credit documents reveal that the Borrower is presently
involved in a lawsuit or pending litigation, a statement from the Borrower’s
attorney may be required. The statement must explain the circumstances of the
lawsuit or litigation and discuss the Borrower’s liability and insurance coverage. A
copy of the complaint and answer may also be needed. The title company closing
the loan must be informed of the lawsuit or litigation and provide affirmative
coverage of our first lien position. Lawsuit/pending litigation is not permitted for
any cash out transaction.

5.2 Ineligible Borrowers

e Irrevocable trusts

e Illinois Land Trusts

e Borrowers with diplomatic immunity or otherwise excluded from United States
jurisdiction

e Borrowers less than 18 years old

5.3 Multiple Financed Properties

If the subject property is a primary residence, defer to FNMA.
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If the subject property is a second home or investment property, borrowers who own more
than ten (10) financed properties (residential, 1-4 family), including their primary residence,
are not permitted except under the DSCR Program. The DSCR Program permits up to twenty
(20) financed properties (residential, 1-4 family) for borrowers/guarantors, including their
primary residence, subject property and all additional financed properties. Additional
financed properties (properties other than the subject property and primary residence) are
limited to properties with mortgages on the credit report or third-party fraud report.

6.0 Occupancy

6.1 Primary Residence

Primary occupancy refers to a property that is occupied as the Borrower’s primary residence
for a major portion of the year. Primary occupancy is allowed on 1-4 family dwellings
(including condominiums and PUDs). A typical primary residence meets the following
criteria:

e Usually located in the same general area as the Borrower’s income source.
e Borrower(s) declares their intention to occupy the subject property.

6.2 Second Home (Vacation Home)

Second home occupancy is a single-family dwelling that the Borrower occupies in addition to
their primary residence. A typical second home will meet the following criteria:

e Must be located a reasonable distance away from the Borrower’s principal
residence.

e Borrower may not own any other residential real estate in the same locale or
vicinity.

e Suitable for year around occupancy.

e |t must be available for Borrower’s exclusive use. It may not be subject to any
timesharing arrangements, rental pools or other agreements which require the
Borrower to rent the subject property or otherwise give control of the subject
property to a management firm.

e Any rental income received will not be considered.

e 2-4 unit properties are not permitted.

6.3 Investment Property (Non-Owner Occupied)

An investment property is owned but not occupied by the borrower. Investment occupancy is
allowed on 1- 4 family dwellings (including condominiums and PUDs).

For cash-out refinance transactions of an investment property a borrower signed Business
Purpose & Occupancy Affidavit indicating the loan purpose is for the acquisition,
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improvement or maintenance of a rental property is required. See Appendix B for form of

Affidavit.

Loans delivered without the affidavit will be subject to TILA compliance.

Cash out loan proceeds used for any personal use are not eligible as a Business Purpose loan
and will be subject to TILA compliance.

7.0 Eligible Transaction Types

7.1 Purchases

A purchase transaction is one in which the proceeds are used to finance the acquisition of a

property.

A copy of the fully executed purchase contract and all attachments or addenda is
required.

For purposes of calculating the LTV, the property value is defined as the lesser of
the purchase price or appraised value of the mortgaged premises.

The seller must be on title for a minimum of 90 days from the date seller takes
title to date sales contract executed (excludes new construction).

Twelve (12) month chain of title to ensure not a flip transaction. Property flipping
schemes and other similar type transactions not permitted.

When the Borrower is purchasing a new property as an Owner-Occupied residence, but will
still retain ownership of their existing residence, the following requirements apply:

If the current principal residence is pending sale but the transaction will not be
closed prior to the new transaction, or the property is being converted to a second
home, both the current and proposed mortgage payments (PITIA) must be included
in the debt-to-income ratio used for qualification.

If the current principal residence is being converted to an investment property,
see Section 9.19 Conversion of Departing Residence to Investment Property.

7.2 Rate and Term Refinance (Limited Cash-Out Refinance)

For rate-term refinances, the loan amount is limited to the sum of the following:

Existing first mortgage payoff, closing costs, fees, and any prepaid items.
Any subordinate financing which was used to acquire the subject property.
Any subordinate financing that was not used to purchase the subject property

provided:

o For closed end seconds, the loan is at least one (1) year seasoned as
determined by the time between the note date of the subordinate lien
and the application date of the new mortgage.

o For HELOCs and other open-ended lines of credit, the loan is at least one
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(1) year seasoned and there have been less than $2,000 in total draws
over the past 12 months.
Cash to Borrower no greater than $5,000.

e Properties listed for sale in the last six (6) months are not eligible for a refinance
transaction. This timeframe is measured from the date the property was no longer listed
or offered for sale to the application date of the current transaction.

e A property owned free and clear by the Borrower is not eligible for Rate/Term Refinance.

e Refinance to buy out an owner’s interest is permitted and should follow FNMA guidance.

7.3 Cash-Out Refinance

A cash-out refinance involves a refinance that does not meet the rate term refinance
definition. Typically, this would include a refinance where the Borrower received more than
$5,000 cash from the transaction or when an open-ended subordinate lien that does not
meet the rate-term requirements is paid off. Cash-Out Refinances are permitted with the
following requirements:

A minimum of six (6) months must have elapsed since the most recent mortgage
transaction on the subject property (either the original purchase transaction or
subsequent refinance). This timeframe is measured from the note date of the
previous transaction to the note date of the current transaction.

A mortgage placed on a property previously owned free and clear by the Borrower
is always considered a cash-out refinance mortgage.

The maximum amount of cash out for a cash-out refinance transaction is
$1,000,000.

Loans secured by a homestead in Texas are eligible provided they comply with
Article 16, Section 50 of the Texas Constitution, and applicable regulations.

Subordinate Financing

The Borrower is not required to satisfy outstanding junior liens secured by the subject
property provided:

There is a fully executed copy of the subordination agreement verifying our lien is
in first position.

The subordinate financing was provided by a financial institution.

A copy of the note is provided and reviewed to ensure terms are consistent with
other requirements of these guidelines.

e Properties listed for sale in the last six (6) months are not eligible for a refinance
transaction. This timeframe is measured from the date the property was no longer listed
or offered for sale to the application date of the current transaction.
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7.4 Continuity of Obligation

For a refinance transaction to be eligible for purchase there must be a continuity of
obligation of the outstanding lien that will be satisfied through the refinance transaction.

An acceptable Continuity of Obligation exists when any of the following exist:

e There is at least one (1) Borrower obligated on the new loan who was also a
Borrower obligated on the existing loan that is being refinanced.

e The Borrower has been on title and residing in the property for at least six (6)
months and has either paid the mortgage for the last six (6) months or can
demonstrate a relationship (parent, spouse, domestic partner, sibling, etc.) with
the current obligor.

e The Borrower has recently inherited or was legally awarded the property (divorce,
separation).

e The existing loan being refinanced and the title have been held in the name of a
natural person or a limited liability company as long as the Borrower was a
member of the limited liability company prior to transfer. The loan must have
been transferred out of Limited Liability Company prior to application. Transfer of
ownership from a corporation to individual does not meet Continuity of Obligation.
DSCR is exempt from this requirement.

Properties that are owned free and clear meet the continuity of obligation. Loans with an
acceptable continuity of obligation may be underwritten and priced as either rate and term
or cash-out refinance transactions based on the requirements for each type of transaction.

7.5 Delayed Financing

Borrowers who purchased the subject property within the past six (6) months (measured
from the date on which the property was purchased to the disbursement date of the new
mortgage loan) are eligible for a cash-out refinance if all of the following requirements are
met:

e The original purchase transaction was an arms-length transaction.

e The borrower(s) initially purchased the property as one of the following:

o A natural person, an eligible inter vivos revocable trust, when the
borrower is both the individual establishing the trust and the beneficiary
of the trust.

o An eligible land trust when the borrower is the beneficiary of the land
trust or an LLC or partnership in which the borrower(s) have an
individual or joint ownership of 100%.

e The original purchase transaction is documented by a settlement statement, which
confirms that no mortgage financing was used to obtain the subject property. (A
recorded trustee's deed (or similar alternative) confirming the amount paid by the
grantee to trustee may be substituted for a settlement statement if a settlement
statement was not provided to the purchaser at time of sale.)
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e The preliminary title search or report must confirm that there are no existing liens
on the subject property.

e The sources of funds for the purchase transaction are documented (such as bank
statements, personal loan documents, or a HELOC on another property).

e If the source of funds used to acquire the property was an unsecured loan or a loan
secured by an asset other than the subject property (such as a HELOC secured by
another property), the settlement statement for the refinance transaction must
reflect that all cash-out proceeds be used to pay off or pay down, as applicable,
the loan used to purchase the property. Any payments on the balance remaining
from the original loan must be included in the debt-to-income ratio calculation for
the refinance transaction. Funds received as gifts and used to purchase the
property may not be reimbursed with proceeds of the new mortgage loan.

e The new loan amount can be no more than the actual documented amount of the
borrower's initial investment in purchasing the property plus the financing of
closing costs, prepaid fees, and points on the new mortgage loan (subject to the
maximum LTV, CLTV, and HCLTYV ratios for the cash-out transaction based on the
current appraised value).

e All other cash-out refinance eligibility requirements are met. Cash-out pricing is
applicable.

7.6 Contract for Deed/Land Contract

When the proceeds of a mortgage transaction are used to pay off the outstanding balance on
an installment land contract that was executed within twelve (12) months preceding the
date of the loan application, the transaction must be considered a purchase transaction.

The LTV ratio for the mortgage loan must be determined by dividing the new loan amount by
the lesser of the total acquisition cost (defined as the purchase price indicated in the land
contract, plus any costs the purchaser incurs for rehabilitation, renovation, or energy
conservation improvements) or the appraised value of the property at the time the new
mortgage loan is closed. The expenditures included in the total acquisition cost must be
fully documented by the borrower.

When the installment land contract was executed more than twelve (12) months before the
date of the loan application, the loan will be considered a limited cash-out refinance. In this
case, the LTV ratio for the mortgage loan must be determined by dividing the new loan
amount by the appraised value of the property at the time of the new mortgage loan is
closed.

Cash-out refinance transactions involving installment land contracts are not eligible.

7.7 Permanent Financing for Newly Constructed Homes

The conversion of construction-to-permanent financing involves the granting of a long-term
mortgage to a borrower for the purpose of replacing interim construction financing that the
borrower has obtained to fund the construction of a new residence.
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Construction-to-permanent financing can be structured as a transaction with one closing or a
transaction with two separate closings. The borrower must hold title to the lot, which may
have been previously acquired or be purchased as part of the transaction.

All construction work, including any work that could entitle a party to file a mechanics’ or
materialmen’s lien, must be completed and paid for, and all mechanics’ liens,
materialmen’s liens, and any other liens and claims that could become liens relating to the
construction must be satisfied before the mortgage loan is delivered. The lender must retain
in its individual loan file the appraiser's certificate of completion and a photograph of the
completed property. When a construction-to-permanent mortgage loan provides funds for
acquisition or refinancing of an unimproved lot and the construction of a residence on the
lot, the lender must retain a certificate of occupancy or an equivalent form from the
applicable government authority.

The lender must use FNMA's uniform mortgage instruments to document the permanent
mortgage. These documents may not be altered to include any reference to construction of
the property, other than any alteration that FNMA specifically requires.

Attached units in a condo project, all co-op projects, and manufactured housing are not
eligible for construction-to-permanent financing. Detached units in condo projects are
permitted for construction-to- permanent financing.

The following are required for all construction-to-permanent mortgages:

e Certificate of Occupancy from applicable government authority.

e Appraisal Report 1004-D.

e For qualification purposes, if the tax assessed value of the property is based on the
final fully improved value of the property, then the actual taxes may be used,
otherwise taxes are calculated at 1.5% or the actual tax rate of the appraised
value.

Single-Closing Construction-to-Permanent Mortgages:

A single-closing construction-to-permanent mortgage loan may be closed as either:

e A purchase transaction
e A limited cash-out refinance transaction

When a purchase transaction is used, the borrower is not the owner of the lot at the time of
the first advance of interim construction financing, and the borrower is using the proceeds
from the interim construction financing to purchase the lot and finance the construction of
the property.

When a limited cash-out refinance transaction is used, the borrower must have held legal
title to the lot before he or she receives the first advance of interim construction financing.
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The borrower is using the proceeds from the construction financing to pay off any existing
liens on the lot and finance the construction of the property. This type of transaction is not
a “true” limited cash-out refinance whereby the borrower refinances a loan(s) that was used
to purchase a completed property; however, all other requirements for limited cash-out
refinances apply.

Cash-out refinance transactions are not eligible for single-closing construction-to permanent
mortgages.

Calculating the LTV Ratio for Single-Closing Construction-to-Permanent Mortgages

Single-closing construction-to-permanent mortgages are subject to the purchase and limited
cash-out refinance maximum LTV, CLTV, and HCLTYV ratios provided in the Product Matrix, as
applicable. The LTV ratio calculation differs depending on whether the transaction is a
purchase or a limited cash-out refinance, as shown in the table below.

Transaction Type| Lot Ownership Requirement LTV Ratio Calculation

Purchase The borrower is not the Divide the loan amount of the construction-to-
owner of record of the lot permanent financing by the lesser of the purchase
at the time of the first price (sum of the cost of construction and the sales

advance of interim price of the lot), or the “as completed” appraised
construction financing value of the property (the lot and improvements).
Limited Cash- The borrower is the owner Divide the loan amount of the construction-to-
out Refinance of record of the lot at the permanent financing by the “as completed” appraised

time of the first advance of | value of the property (the lot and improvements).
interim construction
financing.

Age of Credit and Appraisal Documents

Single-closing transactions with credit and appraisal documents dated more than four (4)
months but not exceeding eighteen (18) months old at the time of the conversion to
permanent financing are eligible for delivery if all of the following conditions were met at
the time of the original closing of the construction loan:

e The documents were dated within 120 days of the original closing date of the
construction loan.

e The LTV, CLTV, and HCLTV ratios do not exceed 70%.
e The borrower has a minimum credit score of 700.

Down Payment Requirements for Single-Closing Purchase Transactions

The borrower must use his or her own funds to make the minimum borrower contribution
unless one of the following is true:

e The LTV, CLTV, or HCLTYV ratio is less than or equal to 80%.
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The borrower is purchasing a one-unit principal residence and meets the
requirements to use gifts, donated grant funds, or funds received from an
employer to pay for some for all of the borrower's minimum contribution.

Modifications of Single-Closing Construction-to-Permanent Mortgages

If the terms of the permanent financing change after the original closing date of the
construction loan, the loan may be modified to reflect the new terms if it meets all of the
following criteria:

The modification must take place prior to or at the time of conversion.

Only the following loan terms may be modified in a single-closing transaction:
Interest rate

Loan amount

Loan term

Amortization type (adjustable-rate amortization to a fixed-rate
amortization)

The loan must be underwritten based on the terms of the loan as modified and
delivered.

Increases to the loan amount are permitted only as necessary to cover
documented increased costs of construction of the property.

If the modification results in an increase in the original loan amount, the lender
remains responsible for all standard title insurance requirements. In addition, the
lender must obtain an endorsement to the title insurance policy that:

o Extends the effective date of the coverage to the date of the recording
of the modification agreement.

o Increases the amount of the policy to the original loan amount, as
increased.

o Confirms that the lien of the mortgage, as modified, continues to be a
first lien.

o Both the original construction loan amount at closing and the final
modified loan amount delivered must meet the loan limits currently in
effect.

The original construction loan must be documented on FNMA uniform instruments
or substantially similar documents, subject to the non-standard document
representations and warranties.

The modification must be documented on one of the following:

o Loan Modification Agreement (Providing for Fixed Interest Rate) (FNMA
Form 3179).

o Loan Modification Agreement (Providing for Adjustable Interest Rate)
(FNMA Form 3161).

o A substantially similar document, subject to the non-standard document
representations and warranties.

O O O O

Two-Closings \ Construction-to-Permanent Mortgages
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In a two-closing construction-to-permanent transaction, the permanent mortgage delivered
may be closed as either:

e A limited cash-out refinance transaction
e A cash-out refinance transaction

Two-closing construction-to-permanent mortgages are subject to the limited cash-out and
cash-out refinance maximum LTV, CLTV, and HCLTYV ratios provided in the Product Matrix, as
applicable. For the borrower to be eligible for a cash-out refinance transaction, the
borrower must have held legal title to the lot for at least six months prior to the closing of
the permanent mortgage. All other standard cash-out refinance eligibility and underwriting
requirements apply.

7.8 Non-Arm’s Length Transactions

Non-arm’s length transactions involve a personal relationship or business relationship
(outside of the subject transaction) between the Borrower and any interested party to the
transaction. These transactions must be fully disclosed as such, and the appraiser must be
informed of the non-arm’s length transaction and address whether or not the market value
has been affected.

A "family member” is defined as the Borrower's spouse, child, dependent, domestic partner,
fiancé, fiancée, or any other individual related to the borrower by blood, marriage,
adoption, or legal guardianship.

Non-arm’s length transactions are considered only under the following conditions:

e Relationships are clearly disclosed with initial submission.

e Primary residence only.

e Additional risk factors are not present (i.e., distress sale, selling assets for down
payment, etc.).

e Loans made to principals or employees of the lender or service provider cannot
provide services on their own transactions (closing agent, title agent, appraiser,
etc.).

e In purchase transactions where the lender is a corporation, partnership or any
other business entity, the seller must ensure that the Borrower is not one of the
owners of the business entity selling the subject property.

Family transactions occur when a family member deeds the title to their home to another
family member. The following apply to family transactions:

Relationships are clearly disclosed with initial submission.

Primary residence only.

Purchase contract must be provided.

A Gift of Equity letter is required to explain the relationship and reason for the

Page 25 of 82 May 1, 2025



NON-QM SELECT 5 PROGRAM GUIDE

gift.

e Appraiser must note this is a non-arm’s length transaction.

e Foreclosure bailouts are not allowed. Payoff statement and Verification of
Mortgage (VOM) on subject required as verification.

e The HUD-1 must reflect all liens on title are paid and not all loan proceeds going
to the family member.

e Current appraised value is used for LTV purposes.

7.9 Loan Seasoning

To be eligible for purchase, the period between the closing date and the lock date cannot
exceed 90 days. In addition, the period between the closing date and settlement date
cannot exceed 180 days.

7.10 Ineligible Transaction Types

Lease Purchase Option

Model Home Lease Back

Builder/Seller Bailout

Foreclosure Bailout

Blanket Loans

Bridge Loans on the Subject Property

Refinancing of a subsidized loan including Habitat for Humanity, USDA, FHA with
recapture or any City/County grant

e Loans with Shared Appreciation second liens

8.0 Credit Documentation Requirements

Determination of a Borrower’s creditworthiness, as demonstrated by willingness to repay
past and current debt obligations in a timely manner, is a critical aspect of credit analysis.

A credit report is required for every Borrower who executes the note. The credit report must
meet all FNMA requirements, as well as any additional criteria in this guideline. The
representative credit score should be determined based on the FNMA definition. An average
credit score is not permitted for qualifying or pricing purposes.

8.1 Credit Documents Age

The credit report and credit verifications may not be greater than 120 days old at the time
of closing.
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8.2 Minimum Credit Requirements

Each Borrower must have an established credit history and the following must appear on
their credit bureau report:

e A minimum of three (3) trade lines from traditional credit sources that reported
for 24 months or more.

e At least one (1) of these must be open and active for the last 12 months.
Authorized user accounts will not be considered as a credit reference for
establishing this minimum required history, and alternative credit histories not
permitted.

e VOR documented per guidelines may count as a trade line.

e On full documentation loans, DU/LPA approval can be utilized in lieu of the trade
line requirements above.

8.3 Mortgage/Rental History

CW Lend requires a 12-month housing history on the subject property, primary residence
and all additional financed properties. All payment histories must reflect 0X30 measured
from the credit report date. On the credit report date, the existing mortgage(s) must be
current, which means that no more than 45 days have elapsed since the last paid installment
date.

For DSCR loans, only the subject property and primary residence must be listed on the
application and the housing history requirements for additional financed properties
(properties other than the subject property and primary residence) are limited to properties
with mortgages reflected on the credit report.

Mortgage/Rental history must be documented as follows:

e A mortgage payment history from an institutional lender as verified through (i)
credit bureau report reference for 12 months, (ii) a verification of mortgage
completed by a financial institution or (iii) 12 months canceled checks.

e For rental verification, a credit supplement, standard VOR completed by a
professional management company or 12 months bank statements or canceled
checks are required.

e If a borrower is refinancing a privately held mortgage the following payment
verification requirements apply:

o The privately held mortgage payments must be verified with either
cancelled checks or bank statements (if the payment is automatically
withdrawn from the borrower’s account).

o Evidence must be included in the loan file that the lien being paid off is
a current recorded lien against the subject property.

e Forbearance, or repayment plans, for any financed property must be completed
with all related financial obligations satisfactorily met and at least three (3)
consecutive timely payments made as of the application date of the new loan.
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8.4

8.5

8.6

Borrowers who have lived in a rent-free situation are ineligible. If a Borrower has lived in a
temporarily rent-free situation for a time period of three (3) months or less, and the prior
twelve (12) months can be documented, this is acceptable (example: Borrower sold
residence then lived with family rent-free until a new home was available). Borrowers
whose spouse has the mortgage in only their name but can verify payments are coming from
a joint account or who have other mortgaged properties with satisfactory most recent 12
month pay histories are excluded from rent free restrictions. Borrowers with a primary
home that is owned free and clear are also exempt from this requirement.

For credit review purposes, timeshare obligations are considered installment.

Bankruptcy, Foreclosure, Notice of Default (NOD), Deed-In-Lieu of
Foreclosure and Short Sales

e At least two (2) years must have elapsed since bankruptcy discharge, dismissal or
completion, foreclosure, notice of default (NOD), short sale or deed-in-lieu
measured from the date of completion to the date of application.

e A satisfactory letter of explanation for the event from the borrower is required.

e Borrower must show reestablished credit and meet the minimum credit
requirement.

e If there are multiple events, at least seven (7) years must have elapsed since the
last event.

Collections, Charge-Offs, Judgments and Liens

All delinquent credit that will impact title, including delinquent taxes, judgments, charge-
off accounts, tax liens and mechanics’ lines, must be paid off prior to or at closing. Title
must insure the lien position without exception. Any item secured against the subject must
be paid in full.

However, non-medical collection accounts, charged-off accounts and judgments that do not
impact title are not required to be paid off if the sum total of all derogatory accounts is
$5,000 or less. When total exceeds $5,000, all must be paid in their entirety and all past due
accounts brought current. Medical collection accounts that do not impact title are not
required to be paid regardless of the amount.

Delinquent Credit belonging to an Ex-Spouse

Delinquent credit which belongs to an ex-spouse may be excluded from the credit evaluation
when all of the following apply:

e File contains a copy of the divorce decree or separation agreement which shows
the derogatory accounts belong solely to the ex-spouse.

e Late payments that have occurred after the date of the divorce or separation.
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8.7

8.8

8.9

9.0

e |If debt in question is a mortgage, evidence of title transfer prior to any delinquent
debt must be provided and evidence of “buyout” as part of court proceedings.

Delinquent Credit belonging to Co-Signer

A Co-signer is considered a Borrower on the loan, and therefore delinquent credit that
belongs to a co-signer must be considered when evaluating the loan.

Written Explanations

A written explanation is required for significant derogatory information. The purpose for
requiring a written explanation is to assist the Originator in determining whether the
Borrower's credit problems were due to extenuating circumstances (factors clearly beyond
the control of the Borrower) or whether they reflect financial mismanagement (the
Borrower's disregard for the payment of obligations when due). In order to accomplish this
purpose, it may be necessary to allow someone to assist the Borrower in preparing the
explanation.

A written explanation in and of itself does not satisfy the Originator’s responsibility to
determine the Borrower's willingness to repay. When adverse or derogatory information is
considered significant, the Originator must relate the reasons for the late payments, as
stated by the Borrower, to the other information about the Borrower's credit history
contained in the Mortgage file. The Originator must reasonably be able to conclude that:

e The explanation is consistent with the adverse information reported and the other
information in the Mortgage file.

e The explanation establishes a credible cause for the late payments.

e The Borrower represents an acceptable credit risk and exhibits the ability and
willingness to repay the Mortgage.

Inquiries

If the credit report indicated that a creditor has made inquiries within the previous 90-day
period, the underwriter must determine whether additional credit was granted as a result of
the Borrower’s request. A letter from the creditor or letter of explanation from the
Borrower is required for all inquiries inside this time period.

Full Documentation Program

Full Documentation requires 24 months of verified income and employment history that can
reasonably be expected to continue, and verification of assets for funds to close (if
applicable) and required reserves. Regardless of income source and in addition to other
verification required or provided, each Borrower must sign an IRS Form 4506-C/8821, which
must be executed by the originator to obtain full tax transcripts for the most recent two (2)
years. Where the guidelines are silent on documentation in this section, defer to FNMA.
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9.1

9.2

Income documentation may not be greater than 120 days old at the time of closing.

Income Sources and Calculation of Income

The income of each Borrower who will be obligated for the mortgage debt and whose income
is being relied upon in determining ability to repay must be analyzed to determine whether
their income level can be reasonably expected to continue. Borrowers are qualified based on
calculated stable monthly income over the most recent two (2) year period. Stable monthly
income consists of those amounts and sources which are reasonably expected to continue.
Income can be reasonably expected to continue where the Borrower’s employer verifies
current employment and income and does not indicate that employment has been or is set to
be terminated. However, an originator should not assume that income can be reasonably
expected to continue if a verification of employment includes an affirmative statement that
the employment is likely to cease. Income from sources other than salaries or wages, such as
bonus, commission, self- employment, etc., may be considered, when properly verified and
documented by the originator.

Use the most conservative approach for the income calculation when income, which is
substantial or comprises the majority of qualifying income, is declining or inconsistent. An
explanation for the decline must be obtained. If income has been declining or inconsistent,
the lowest annual compensation over the prior two (2) year period must be used qualify the
Borrower. Unreimbursed expenses, for either the Borrower or co-Borrower, must be
subtracted from qualifying income.

The source(s) of income used to qualify must be reviewed with regard to the Borrower’s ability
to meet their total debt obligation. Varying types and levels of income documentation may be
necessary for different types of income and programs.

Employment and Income Stability
Employment must be stable with at least a 2-year history in the same job or jobs in the same

or related field. Self-employed Borrowers must have been in business for at least 2 years.
Other circumstances may also be acceptable as outlined in this section.

Frequent Job Changes

A Borrower who changes jobs frequently to advance within the same line of work may
receive favorable treatment if this can be verified. Frequent job changes without
advancement or in different fields of work must be carefully reviewed to ensure consistent
or increasing income levels and the likelihood of continued stable employment and income.

Gaps in Employment

Borrower must explain, in writing, any job gaps that span one (1) month or more and be
employed at current job for a minimum of 6 months.
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9.3

Previously in School or Military

Originator must require the Borrower to indicate whether he or she is or has been in school
or the military for the recent two full years and, if so, provide evidence supporting this
claim, such as college transcripts, or discharge papers.

Income Documentation Requirements

Salaried Income/Wage Earner Income

Income that is derived from a consistent hourly, weekly or monthly wage, must be verified
by all of the following:

e Most recent typed or computer-generated pay stub(s) covering a 30-day period (28
days for a Borrower who is paid bi-weekly) with Borrower’s full name and address,
employer’s name, Borrower’s rate of pay and year-to-date earnings. Paystub
should be reviewed to confirm it does not reflect garnishments and that Social
Security and Medicare are taxed at the appropriate rates.

e Typed or computer-generated IRS Form W-2’s for the prior 2 years.

e Signed and executed IRS Form 4506-C/8821.

e Verbal Verification of Employment within 10 calendar days of closing.

Borrowers paid on an hourly basis or who may not work a regular 40-hour work week
throughout the year, will generally have their income averaged over the minimum
employment history required. If there is an indication of declining income, the current
income is used instead of the average.

Overtime and Bonus Income

Overtime and bonus income can be used to qualify if the Borrower has received this income
for the past two (2) years, and documentation submitted for the loan does not indicate this
income will likely cease. If, for example, the employment verification states that the
overtime and bonus income is unlikely to continue, it may not be used in qualifying.

The creditor must develop an average of bonus or overtime income for the past two (2)
years. Periods of overtime and bonus income less than two (2) years may be acceptable,
provided the creditor can justify and document in writing the reason for using the income
for qualifying purposes.

The creditor must establish and document an earnings trend for overtime and bonus income.
If either type of income shows a continual decline, the creditor must document in writing a
sound rationalization for including the income when qualifying the Borrower.

A period of more than two (2) years must be used in calculating the average overtime and
bonus income if the income varies significantly from year to year.
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Commission Income

A commissioned Borrower is one who receives more than 25 percent of their annual income
from commissions. Commission income must be averaged over the previous two (2) years
and unreimbursed business expenses must be subtracted from gross income. To qualify with
commission income, the Borrower must provide:

e Copies of signed and dated tax returns containing all schedules for the last two (2)
years and most recent typed or computer-generated pay stub(s) covering a 30-day
period (28 days for a Borrower who is paid bi-weekly) with Borrower’s full name
and address, employer’s name, Borrower’s rate of pay and year-to-date earnings.
Paystub should be reviewed to confirm it does not reflect garnishments and that
Social Security and Medicare are taxed at the appropriate rates.

e A tax transcript obtained directly from the IRS may be used in lieu of signed tax
return