MSI Wholesale Partner Announcement

Mortgage Services III, LLC At MSI...Your Interest Is Our Priority!

A Subsidiary of First State Bank member FDIC

Issue Date 10/07/09 Effective Date As Noted WPA 2009-038

Multiple Topics

Purpose This communication announces:
U FHA FICO Increases.
U Underwriting Updates:

Based on Freddie Mac LP changes.

Clarification of Conventional Subordinate Financing Limitations.

Requirement for Attached PUDs.

Correction and clarification of document aging requirements for all loans.
Mortgage Disclosure Improvement Act (MDIA) clarifications.
Higher Priced Mortgage Loans (HPML) — Clarification.

Quick Underwriting Tips and Reminders.
USDA Loans — Continuation of Funding.

cococc

Effective Date As Noted.

FHA FICO Effective for loans locked or relocked on/after 10/19/09.
Increases MSI is increasing the minimum FICO requirements for the following FHA loans:
U FHA Streamline Refinance, with or without an Appraisal — New Minimum
FICO is 640.

U  FHA Cash Out Refinance — New Minimum FICO is 640
U FHA High Balance Cash Out Refinance — New Minimum FICO is 660.

No exceptions, loans with a lock (or relock) date on/after 10/19/09 must meet
the new minimum FICO requirements.

Continued on next page
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Underwriting Effective for all LP loans submitted (or resubmitted) to LP on/after

Updates 9/27/09 as announced by Freddie Mac; Effective for all DU loans
submitted (or resubmitted) to DU on/after 10/08/09 (these guidelines
are now MSI overlays).

See the matrix for a summary of changes; see the Seller Guide, Underwriting
Chapter and the Government and USDA Product Suite for full details.

Chapter Topic Summary
Underwriting Alimony/Child Support/ U In order for alimony or child support to be considered as acceptable stable
Separate Maintenance income, the borrower must have received income for at least 6 months;
REV the payor must be obligated for the most recent 12-months and for a

minimum of 3-years more.

U [f the payor is/was obligated for less than 12 months, but not less than 6-
months, the income may be considered for qualifying if the amount of the
monthly payment does not exceed 30% of the Borrower's qualifying
monthly income.

U However, the income may not be used to qualify the Borrower if

The payor is obligated to make payments for less than 6-months OR
If the payments received (regardless of the court documents) are not
for the full amount OR are not received on a consistent basis.

Income Analysis U Salaried:
MSI requires that the underwriter provide an “analysis” of the
Salaried - REV qualifying income calculation on the 1008.

MSI require that the underwriting complete, as applicable, either the
Freddie Form 91 or the Fannie Form 1084(or equivalents) to
document the qualifying income calculation.

Self-Employed Borrowers If the Borrower(s) is self-employed, but the income is not used to qualify, the
Where the Income is Not underwriter must obtain the Borrower's individual income tax returns to

Used to Qualify determine if there is a business loss that may have a detrimental impact on the
CLAR stable monthly income used for qualifying.

Continued on next page
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Underwriting Updates, Continued

Chapter Topic Summary
Underwriting Subordinate Financing MSI will not accept the following types of New Subordinate Financing:
REV U Employer seconds.
U Community seconds.
Documentation MSI would like to clarify the following:
CLAR U For underwriting purposes:
If the AUS calls for any type of “reduced” documentation, MSI
requires a minimum of 1-year W-2 to be included in the loan file.
If the AUS calls for full/alt documentation, MSI requires 2-years W-2.
U For quality control purposes:
MSI requires that the loan file contain 2-years of tax transcripts; and
at time of delivery the 4506-T must provide the ability to pull 2-years
transcripts.
Appraisal Requirements MSI would like to clarify that for any property that was previously a Deed-In-
CLAR Lieu or Foreclosure, MSI requires a “full” appraisal (1004 or as required by the
property type — no “streamline” appraisal types are acceptable).
Borrowers that do not tax If the Borrower(s) does not use an accountant to prepare their taxes on a
accountants on a regular regular basis, they may enlist the services of an accountant on a one-time
basis. basis to provide necessary documentation to meet loan underwriting
CLAR requirements.
Verbal Verification MSI would like to clarify that when completing a Verbal Verification of
CLAR Employment the underwriter must independently validate the information by
using the Yellow Pages, 411.com, local licensing bureaus, or in the case of
Self-Employed Borrowers, Web Sites such as the Department of Revenue,
Better Business Bureau, etc.
The telephone numbers to call should be obtained from a reliable third party
source and not from the loan application.
See the Seller Guide/Underwriting Chapter or Fannie Mae or Freddie Mac
Seller Guide for additional guidance. MSI will accept Freddie Mac Form 90 or
any equivalent form.
Government Age of Documents Corrected/Clarified that at time of delivery, the credit and income documents
Product Suite may not be aged greater than 120 days from the Note Date.
C tion/Clarificati . i . .
USDA orrectioniarication See the Product Suite for additional requirements for age of documents at time
Product Suite of Underwriting and appraisal aging requirements.
Underwriting Clarified the Guide to be consistent with Fannie Mae for Conventional loans.
Continued on next page
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MDIA Effective Immediately

MSI understands that loan officers provide Borrowers with a preliminary GFE/TIL

at the time they meet and then at a later date the processor or loan officer

prepares the “application package”; which results in a TIL dated (for example)

7/30 and an application dated 8/14. This is not acceptable under our

interpretation of the Mortgage Disclosure Improvement Act (MDIA).

U MSI requires that the company provide a re-disclosed TIL at the time of
application to ensure that the dates of the application and the TIL are in full
compliance with MDIA.

HPML Loans Effective for loans with an application date on/after October 1, 2009.

On July 14, 2008, the Board of Governors of the Federal Reserve System issued
amendments to Regulation Z which provided additional consumer protections for
mortgages. The new rules cover what are categorized as “Higher Priced Mortgage
Loans” (HPMLs), which are separate from and should not be confused with High
Cost loans.

MSI tests all owner occupied loans (closed end loan secured by the consumer’s
principal dwelling) prior to loan funding to ensure that they are not considered a
HPML. If the loan, based on the calculation provided at this Web Site,
www.ffiec.gov/ratespread/newcalc.aspx , is an HPML loan, MSI will apply the
following restrictions:

U The loan may not be one of the following. If it is, the loan is not eligible for
funding and will be returned to the Seller:
FHA Streamline
VA IRRRL
3/1 ARM — All loan types.
5/1 ARM — All loan types.
Conventional Streamline (DU Refi Plus is considered a “streamline”.)
U If the loan product is acceptable, the following additional requirements must
be met for the HPML loan to be eligible for funding:
U Verified income and assets that clearly supports the borrower’s ability to
repay.
No prepayment penalties (MSI does not offer.)
U Verification of the rate spread difference as required by Reg Z, HMDA, as well
as any other local or state statutes.

Continued on next page
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Quick Tips MSI would like to list a few “down and dirty” tips for underwriting and faster
funding ...
U Remember:
MSI does require 2-years tax transcripts, even if the AUS has required
only 1-year W-2 documentation.
If an asset is needed for closing, it must be liquidated and the cash
documented prior to closing.
For all condos: MSI requires “walls in” (H-06) insurance coverage; the
standard 5% deductible applies. Please see the Underwriting Chapter,
Property, General Condo Requirements for full details.
For Conventional Loans, always check the MSI Underwriting Chapter for
additional guidance.
Be sure that your documents are aged as required for the product type.
U MSI can underwrite a suspended loan faster if all the conditions are e-mailed
back to the appropriate contact person at one time.

USDA Funding MSI is currently purchasing USDA loans as usual; we will communicate
immediately and accordingly on the Rate Sheet if there should be any change in
that status.

Seller Guide As Applicable: The Seller Guide and any Product Quick Reference Sheets will be
updated within 2 business days of the effective date of the change.

Questions If you have questions, contact your Account Executive.
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Mortgage Services III, LL.C

Seller Name:

Seller ID#:

MSI Borrower Name: | MSI Loan #
Project Name:

Phase:

Property Address:

A Subsidiary of First State Bank member FDIC

MSI Condo and Attached PUD Questionnaire — Limited Review

> L e

10.

11.

12.

13.

14.

15.

16.

The units are: q Attached q Detached
Is the project subject a conversion of an existing building? q Yes q No
Is the project new construction? IF YES, the project is ineligible for Limited Review. q Yes q No
Is the project subject to additional Phasing or Annexation: q Yes q No
IF YES, the project is ineligible for Limited Review.
Are all the Common Areas and facilities complete? q Yes q No
IF NO, the project is ineligible for Limited Review.
Occupancy: Total # Units in Project: Total # of Units Sold, Not Closed:
Total # Units Sold As  Owner-Occupied: Second Homes: Investment:
Does any single entity own more than 10% of the total units in the project? q Yes q No
Are owners permitted to hold title to more than one unit, with owner-ship evidenced by a single deed? g Yes g No
How is the HOA managed? q Self Managed q Management Company
Provide Entity Name: Contact Person:

Address: Phone:
Has control of the Home Owners Association been turned over to the residents? q Yes q No
IF NO, the project is ineligible for Limited Review.

IF YES, date of Transfer:

How many units are 30 days or more delinquent in their HOA dues?
IF MORE than 15%, the project is not eligible.
Are all units owned fee simple and do the unit owners have sole ownership interest in, and rights to the use of
the project’s facilities, common elements and limited common elements? g Yes g No
Are the units subject to rental pooling agreements that require unit owners to rent their units or give a
management firm control over occupancy? q Yes g No
Is the project an “ineligible project” in accordance with MSI and/or Fannie Mae Guidelines? g Yes g No
Note: If the project is a condo operated as a cooperative or condotel, as identified by the presence of hotel-type services
(i.e., registration desk and/or use of daily occupancy rates; the availability of food and telephone services; provisions for
daily cleaning services) or a time-share type arrangement, the project is ineligible.
Are common elements/limited common elements insured to 100% replacement cost? g Yes g No

Coverage: Deductible: Expiration Date:
Is the owner’s association (or the developer, if not turned over to the association) named as a party to current
litigation relating to the project? g Yes g No

The above information was obtained from the following representative of the project's Homeowners Association.

Name: Phone:

Position/Title: Date:

Reviewer’s Signature:

Revised 10/07/09
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