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(2) Standard 

The Mortgagee may consider Private Savings Club funds that are distributed to 
and received by the Borrower as an acceptable source of funds. 

The Mortgagee must verify and document the establishment and duration of the 
club, and the Borrower’s receipt of funds from the club. The Mortgagee must also 
determine that the received funds were reasonably accumulated, and not 
borrowed. 

(3) Required Documentation 

The Mortgagee must obtain the club’s account ledgers and receipts, and a 
verification from the club treasurer that the club is still active. 

 Gifts (Personal and Equity) (TOTAL) 

(1) Definition 

Gifts refer to the contributions of cash or equity with no expectation of 
repayment. 

(2) Standards for Gifts 

(a) Acceptable Sources of Gifts Funds 

Gifts may be provided by:  the Borrower’s Family Member;  the Borrower’s employer or labor union;  a close friend with a clearly defined and documented interest in the 
Borrower;  a charitable organization;  a governmental agency or public Entity that has a program providing 
homeownership assistance to: 
o low or moderate income families; or 
o first-time homebuyers. 

Any gift of the Borrower’s MRI must also comply with the additional 
requirements set forth in Source Requirements for the Borrower’s MRI. 

(b) Donor’s Source of Funds 

Cash on Hand is not an acceptable source of donor gift funds. 
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(3) Required Documentation 

The Mortgagee must obtain a gift letter signed and dated by the donor and 
Borrower that includes the following:  the donor’s name, address, and telephone number;  the donor’s relationship to the Borrower;   the dollar amount of the gift; and  a statement that no repayment is required. 

Documenting the Transfer of Gifts 

The Mortgagee must verify and document the transfer of gift funds from the 
donor to the Borrower in accordance with the requirements below.  

a. If the gift funds have been verified in the Borrower’s account, obtain the 
donor’s bank statement showing the withdrawal and evidence of the 
deposit into the Borrower’s account. 
 

b. If the gift funds are not verified in the Borrower’s account, obtain the 
certified check or money order or cashier’s check or wire transfer or other 
official check, and a bank statement showing the withdrawal from the 
donor’s account.  

If the gift funds are paid directly to the settlement agent, the Mortgagee must 
verify that the settlement agent received the funds from the donor for the amount 
of the gift, and that the funds were from an acceptable source. 

If the gift funds are being borrowed by the donor and documentation from the 
bank or other savings account is not available, the Mortgagee must have the donor 
provide written evidence that the funds were borrowed from an acceptable source, 
not from a party to the transaction. 

The Mortgagee and its Affiliates are prohibited from providing the loan of gift 
funds to the donor unless the terms of the loan are equivalent to those available to 
the general public. 

Regardless of when gift funds are made available to a Borrower, the Mortgagee 
must be able to make a reasonable determination that the gift funds were not 
provided by an unacceptable source. 

(4) Standards for Gifts of Equity 

(a) Who May Provide Gifts of Equity 

Only Family Members may provide equity credit as a gift on Property being 
sold to other Family Members.  
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(b) Required Documentation 

The Mortgagee must obtain a gift letter signed and dated by the donor and 
Borrower that includes the following:   the donor’s name, address, and telephone number;  the donor’s relationship to the Borrower;   the dollar amount of the gift; and  a statement that no repayment is required. 

 Interested Party Contributions (TOTAL) 

(1) Definition 

Interested Parties refer to sellers, real estate agents, builders, developers or other 
parties with an interest in the transaction. 

Interested Party Contribution refers to a payment by an Interested Party, or 
combination of parties, toward the Borrower’s origination fees, other closing costs 
and discount points. 

(2) Standard 

Interested Parties may contribute up to 6 percent of the sales price toward the 
Borrower’s origination fees, other closing costs and discount points. The 6 
percent limit also includes:  Interested Party payment for permanent and temporary interest rate 

buydowns, and other payment supplements;  payments of mortgage interest for fixed rate Mortgages;  Mortgage Payment protection insurance; and  payment of the UFMIP. 

Interested Party Contributions that exceed actual origination fees, other closing 
costs, and discount points are considered an inducement to purchase. Interested 
Party Contributions exceeding 6 percent are considered an inducement to 
purchase.  

Interested Party Contributions may not be used for the Borrower’s MRI. 

Payment of real estate agent commissions or fees, typically paid by the seller 
under local or state law, or local custom, is not considered an Interested Party 
Contribution. The satisfaction of a PACE lien or obligation against the Property 
by the property owner is not considered an Interested Party Contribution. 
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(3) Required Documentation 

The Mortgagee must document the total Interested Party Contributions on form 
HUD-92900-LT, Closing Disclosure or similar legal document, and the sales 
contract. 

 Inducements to Purchase (TOTAL) 

Inducements to Purchase refer to certain expenses paid by the seller and/or another 
Interested Party on behalf of the Borrower and result in a dollar-for-dollar reduction 
to the purchase price when computing the Adjusted Value of the Property before 
applying the appropriate Loan-to-Value (LTV) percentage. 

These inducements include, but are not limited to:  contributions exceeding 6 percent of the purchase price;  contributions exceeding the origination fees, other closing costs and discount 
points;  decorating allowances;  repair allowances;  excess rent credit;  moving costs;  paying off consumer debt;  Personal Property;  sales commission on the Borrower’s present residence; and  below-market rent, except for Borrowers who meet the Identity-of-Interest 
exception for Family Members.  

(1) Personal Property (TOTAL) 

Replacement of existing Personal Property items listed below are not considered 
an inducement to purchase, provided the replacement is made prior to settlement 
and no cash allowance is given to the Borrower. The inclusion of the items below 
in the sales agreement is also not considered an inducement to purchase if 
inclusion of the item is customary for the area:  range  refrigerator  dishwasher  washer  dryer  carpeting  window treatment  other items determined appropriate by the HOC 



II. ORIGINATION THROUGH POST-CLOSING/ENDORSEMENT 
A. Title II Insured Housing Programs Forward Mortgages 
4. Underwriting the Borrower Using the TOTAL Mortgage Scorecard (TOTAL) 
 

Handbook 4000.1  234 
Effective Date: 09/14/2015 | Last Revised: 12/30/2016 
*Refer to the online version of SF Handbook 4000.1 for specific sections’ effective dates 

(2) Sales Commission (TOTAL) 

An inducement to purchase exists when the seller and/or Interested Party agrees to 
pay any portion of the Borrower’s sales commission on the sale of the Borrower’s 
present residence. 

An inducement to purchase also exists when a Borrower is not paying a real estate 
commission on the sale of their present residence, and the same real estate broker 
or agent is involved in both transactions, and the seller is paying a real estate 
commission on the Property being purchased by the Borrower that exceeds what 
is typical for the area. 

(3) Rent Below Fair Market (TOTAL) 

Rent may be an inducement to purchase when the sales agreement reveals that the 
Borrower has been living in the Property rent-free or has an agreement to occupy 
the Property at a rental amount considerably below fair market rent. 

Rent below fair market is not considered an inducement to purchase when a 
builder fails to deliver a Property at an agreed-upon time, and permits the 
Borrower to occupy an existing or other unit for less than market rent until 
construction is complete. 

 Downpayment Assistance Programs (TOTAL) 

FHA does not “approve” downpayment assistance programs administered by 
charitable organizations, such as nonprofits. FHA also does not allow nonprofit 
entities to provide gifts to pay off:  Installment Loans  credit cards  collections  Judgments  liens  similar debts 

The Mortgagee must ensure that a gift provided by a charitable organization meets 
the appropriate FHA requirements, and that the transfer of funds is properly 
documented. 

(1) Gifts from Charitable Organizations that Lose or Give Up Their Federal 
Tax-Exempt Status 

If a charitable organization makes a gift that is to be used for all, or part, of a 
Borrower’s downpayment, and the organization providing the gift loses or gives 
up its federal tax-exempt status, FHA will recognize the gift as an acceptable 
source of the downpayment provided that: 
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 the gift is made to the Borrower;  the gift is properly documented; and  the Borrower has entered into a contract of sale (including any 
amendments to purchase price) on or before the date the IRS officially 
announces that the charitable organization’s tax-exempt status is 
terminated. 

(2) Mortgagee Responsibility for Ensuring that Downpayment Assistance 
Provider is a Charitable Organization 

The Mortgagee is responsible for ensuring that an Entity providing downpayment 
assistance is a charitable organization as defined by Section 501(a) of the Internal 
Revenue Code (IRC) of 1986 pursuant to Section 501(c) (3) of the IRC. 

One resource for this information is the IRS Exempt Organization Select Check, 
which contains a list of organizations eligible to receive tax-deductible charitable 
contributions. 

 Secondary Financing (TOTAL) 

Secondary Financing is any financing other than the first Mortgage that creates a lien 
against the Property. Any such financing that does create a lien against the Property is 
not considered a gift or a grant even if it does not require regular payments or has 
other features forgiving the debt. 

(1) Secondary Financing Provided by Governmental Entities and HOPE 
Grantees (TOTAL) 

(a) Definitions 

A Governmental Entity refers to any federal, state, or local government 
agency or instrumentality. 

To be considered an Instrumentality of Government, the Entity must be 
established by a governmental body or with governmental approval or under 
special law to serve a particular public purpose or designated by law (statute 
or court opinion) and does not have 501(c)(3) status. HUD deems Section 115 
Entities to be Instrumentalities of Government for the purpose of providing 
secondary financing. 

Homeownership and Opportunity for People Everywhere (HOPE) Grantee 
refers to an Entity designated in the homeownership plan submitted by an 
applicant for an implementation grant under the HOPE program. 


