Example of qualifying criteria for lease-purchase

Credit issues are the number one reason that the lease-purchase option is used. There are a variety of ways that acceptable credit is determined. FICO scores are now the standard for homeownership credit determination and they are increasingly being used for lease-purchase. While FICO scores are used for a continuum of incomes, they are less relevant at the lower incomes ranges due to lack of typical uses of credit by very low-income families. A comprehensive example of underwriting criteria is the Public Lease-purchase program.  They require FICO scores of 580 or higher but also have other requirements such as:  
· No late rent payments for the past six months

· No evictions in the past two years

· Willingness to fix past credit problems over the lease term

· Minimum credit score of 580 or proof of 12 months of on-time rent payments

· Post bankruptcy with 12 months of reestablished credit

· Willing to repay unpaid collection accounts during the lease period

Note that the initial criteria relates to the sponsoring nonprofit since they are the mortgagee during the lease period.

Public Lease-Purchase Underwriting Guidelines 

	Feature 
	Description 

	Initial Borrower 
	The initial borrower shall be a 504(c)(4) non-profit corporation designated to participate in PLP locally.  This corporation will have been pre-approved to act as the mortgagor during the lease period. 

	Loan Term 
	30 Years 

	Loan Type 
	30-year term, fully amortizing, rate & term reset mortgage.  The reset will occur upon exercise of purchase option. 

	Loan to Value 
	100% 

	Mortgage Insurance 
	Not required at Closing.  May be required when the option is exercised. 

	Maximum Loan Amount 
	$475,000 (unless adjusted by PMF for certain high-cost areas). 

	Eligible Property Types 
	Single-family homes, condominiums, town homes located in a participating jurisdiction.  Condominium projects must be at least 60% owner-occupied.  Manufactured homes on a permanent foundation with ownership of the land included (fee simple) are also eligible.  Homes with wood shake roofs are not eligible. 

	Applicant Income and Residency Eligibility 
	140% of the higher of the county or statewide median income.  Consider only applicant income, not household income.  Applicants must be co-lessees and agree to occupy the property as their primary residence during the lease-option period. 

	Citizenship Status 
	Legal residency is required as determined by Freddie Mac / Fannie Mae guidelines. 

	Participation Fee 
	There is no minimum contribution required from the Lease-Purchaser.  However, PLP requires a minimum participation fee of 2.25%, which may be paid by the lease-purchaser (and does not need to be sourced or verified by the lender), by a seller contribution or discount, as a gift or grant from a family member, employer, or non-profit organization, or from any combination of these sources. 

	Lease Payment /  

Option Price 

Buydown Payment 
	Additional payments of any amount may be contributed by any source to lower the monthly lease payments and lower the option price at which a home may be acquired.  The PLP Lease Payment / Option Price Calculator on the web site at www.PublicLeasePurchase.org may be utilized to determine the exact impact of various Buydown Payments.   

	Income Verification 
	Except as noted below income sources must be fully documented in accordance with standard Freddie Mac/ Fannie Mae guidelines 

• All sources of stable and durable income may be considered.  There is no minimum time-on-the job requirement as long as the income source is determined to be stable and durable (likely to continue for at least three years)  

• Commission, part-time and bonus income may be considered based on the most recent verified 12-month average. 

• Income from temporary disability and foster care payments may not be considered.  Permanent disability payments and income from a trust are eligible. 

• Self-employment income can be verified with at least one year of tax returns or 12 months of personal bank statements that shows deposits equal to the amount of income generated by the business. 

Stated Income Options: 

• Lease-Purchasers with a Middle FICO Credit Score of 660 or Greater:  Self-employment and wage earner income does not need to be documented but must be consistent with the trade, industry or line of work. 

• Lease-Purchasers with a Middle FICO Credit Score below 660 but Greater than 580: May include up to $1,000 in undocumented income but the undocumented income may not be greater than 25% of the total qualifying income. 




	Qualifying Debt-to-Income Ratios 
	• Include all debts including court-ordered payments, deferred student loans and consumer credit counseling debt management plans. 

• No maximum front-end ratio. 

• Lease-Purchasers with a Middle FICO Credit Score of 580 or Greater: Maximum total debt-to-income ratio cannot exceed 50% 

• Lease-Purchasers with a Middle FICO Credit Score Below 580:  Maximum debt-to-income ratio cannot exceed 45%.  No maximum housing “payment shock” if Lease-Purchaser otherwise meets program guidelines. 



	Credit Reputation
	• A tri-merged credit report including credit scores is required for all applicants and co-applicants; credit scores of non-applicants may not be used. 

• Utilize the middle score if there are three scores or the lower score if there are two scores.  When there are multiple applicants, the lowest score of all applicants will dictate how the application is evaluated except that if one of the applicants is contributing less than 25% of the total income in the application, the next higher score may be used. 

• Lease-Purchasers with a FICO credit score of 580 or greater are considered eligible without further documentation, including rental verification, except as noted below.   

• Lease-Purchasers with a FICO credit score below 580 must provide verification of an on-time rent history covering the most recent six-month period (no 30 day late payments).  Cancelled checks, rent receipts, statement from the property management company or landlord (not related to the applicant) are acceptable verification sources. 

• Program Lenders must provide information for each Lease-Purchaser verifying that they have checked the records for unlawful detainer actions recorded against them.  A Lease-Purchaser must have a record free of such actions for the most recent 24 month period, and may have no more than one unlawful detainer action in their history. 

• All bankruptcies (11 or 13) must have been discharged or dismissed prior to Closing.  There is no minimum post-bankruptcy reestablishment period, but no late payments may show on trade line credit references during the most recent 12 month period post bankruptcy. 

• Collection accounts, charged off accounts, and judgment liens must be addressed prior to the loan Closings.   Evidence that they have been paid in-full or settled must be included in the application file.  Collection accounts and charged-off accounts greater than $500 that can not be paid or settled prior to Closing may be included in a debt management plan supervised by a non-profit credit counseling agency, but the plan payment must be included in the qualifying ratios.   



	
	• Judgments and tax liens with an approved repayment plan that can be repaid during the term of the lease are acceptable but must also be included in the qualifying ratios. 

• Lease-Purchasers with incidents of derogatory credit during the previous five-year period must provide a letter of explanation, which describes the circumstances that contributed to the derogatory credit and what steps have been taken to correct the problem.  Derogatory credit includes bankruptcies, foreclosures, and collection accounts, charged-off accounts, judgment and any other liens of public record matters. 

• Lease-Purchasers with a prior mortgage foreclosure must have six months of re-established credit (the most recent 12-month period prior to a PLP application). 

• Lease-Purchasers without a useable credit score and no derogatory credit reference during the past 12 months may establish their credit reputation through at least three non-traditional and/or trade line credit references that show an on-time payment history over the last 12 months.  A non-traditional reference is any verifiable reference that is paid at least quarterly by the consumer.  If available, a rental history should be included as one of the credit references. 




	Seller Discount 
	The maximum seller discount is 6.0% of the home purchase price. 

	Education 
	All Lease-Purchasers must complete the Public Lease-purchase Pre-Lease Education Handbook and submit the final examination to the Agency prior to the Closing.  The Agency’s certificate of completion must be included in the loan file. 

Additionally, all Lease-Purchasers must complete a comprehensive homebuyer education course not later than the first 12 months of the lease.  Evidence of completion of such a course must be submitted to the Program Administrator. 

	Loan Assumption 
	The unpaid balance of the debt on the subject property is assumable upon lessee’s exercise of the purchase option, but the mortgage rate and other terms are subject to being reset to reflect current market conditions and preferences of the lessee. 
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