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JMAC Lending Principal Reduction Policy 06.07.16 

Principal Reduction Policy 

PRINCIPAL REDUCTION FOR LIMITED REFINANCE CASH OUT 

Principal Reduction for Conventional, Non-Conventional, FHA and VA loans are not allowed if the cash 

back to borrower exceeds the allowable limits for limited cash out refinance.*  The maximum limited 

cash out amounts are as follows: 

- Conventional Limited Cash Out: $2,000 or 2% of the loan amount, whichever is less 

- Conventional DU Refi Plus/LP Open Access: $250 

- Non-Conventional Limited Cash Out: $2,000 or 2% of the loan amount, whichever is less 

- FHA Limited Cash Out: $500 

- FHA Streamline: $500 

- VA IRRRL: $500 

*There are instances where an exception for principal reduction may be applied if the maximum limited 

cash out amount exceeds the allowable amount and will be determined on a case-by-case scenario. 

If a principal reduction is granted, the maximum amount is $2,500 or 2% of the original loan amount, 

whichever is less.  This will apply to all loan types until further notice; the following FNMA Guidelines 

will apply: 

The lender may apply a curtailment to refund the overpayment of fees or charges paid by the borrower, 

in any amount, in accordance with applicable regulatory requirements.  If the borrower receives more 

cash back than is permitted for limited cash-out refinances, the lender can apply a curtailment to reduce 

the amount of cash back to the borrower to bring the loan into compliance with the maximum cash-

back requirement. The maximum amount of the curtailment cannot exceed the lesser of $2,500 or 2% of 

the original loan amount for the subject loan. For example, on Conventional Limited Cash Out Refinance, 

if the borrower received $3,500 cash back at closing on a loan amount of $200,000, the lender could 

apply a $1,500 curtailment prior to delivery to Fannie Mae. This would result in “net cash back” to the 

borrower of $2,000, thus meeting Fannie Mae’s limited cash-out refinance requirement.  Another 

example, on Conventional DU Refi Cash Out, if the borrower received $3,500 cash back at closing on a 

loan amount of $200,000, the lender could not apply a $3,250 curtailment because it exceeds the 

allowable amount. 

 

https://www.fanniemae.com/content/guide/selling/b2/1.4/05.html 
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PRINCIPAL REDUCTION FOR EXCESS LENDER CREDIT (REBATE) 

Principal Reduction for Excess Lender Credit is allowed for all loan products including: Non-Owner 

Occupied (NOO) and Lender Paid Option (LPO) based on the amount of Excess Lender Credit.  Borrower 

Paid Option (BPO) is acceptable on an exception basis.* 

Lender Credits may be applied to all closing costs pertaining to loan transaction.  All non-recurring and 

recurring fees including, but not limited to: 

 hazard insurance premium 

 property taxes  

 interest per diem, pre-paid interest on loan 

 termite work 

 homeowner’s warranty 

 FHA/VA only: existing payoff fees except principal, interest and pro rata mip 

Please note that lender or third party credits may never be applied to liens, debts, late charges, and 

delinquent charges.  In addition, all lender credits must be applied to closing costs prior to any 

additional third party credits are applied.  For example, if total closing costs is $5,000 and lender credit is 

$3,000 plus seller credit $3,000 ($6,000 total credits); the seller credit will need to be reduced to $2,000 

because the closing costs only total $5,000.   

*The maximum principal reduction amount allowed is $2,000 or the best rate offered, whichever is 

greater.  To determine if the best rate was offered at the approved lender credit, the docs department 

will need to verify with secondary department. 

 


