
Date: July 30, 2014 

Topic: All Structured Products Group Lending Clients:  
Delayed Financing, Continuity of Obligation and Multiple Financed Properties 

Subjects in this Announcement include: 

• Delayed Financing and Continuity of Obligation Eligibility Requirements
• Continuity of Obligation

o Defined
o Requirements
o Permissible Exceptions
o All Other Refinance Transactions

• Delayed Financing Exception
o Requirements
o Documentation Requirements
o Maximum Loan Amount

• Multiple Financed Properties Update
o Type of Property Ownership Defined

Investor and Second Home Borrowers with Five to Ten Financed Properties 

Delayed Financing 
and Continuity of 
Obligation 
Eligibility 
Requirements 

Delayed Financing and Continuity of Obligation eligibility requirements indicate the property 
must have been purchased (or acquired) by the borrower at least six months prior to the 
disbursement date of the new mortgage loan, except for the following: 

• There is no waiting period if the loan file is documented that the borrower acquired
the property through an inheritance or was legally awarded the property (divorce,
separation, or dissolution of a domestic partnership).

• The delayed financing requirements are met in accordance with this communication
and Fannie Mae’s Delayed Financing Exception.

Continuity of 
Obligation Defined 

Continuity of obligation occurs on a refinance transaction when at least one of the 
borrower(s) on the existing mortgage is also a borrower on the new refinance transaction 
secured by the subject property. 

Complete details on Continuity of Obligation are available in section B2-1.2-04 of the Fannie 
Mae Selling Guide. 

Continuity of 
Obligation 
Requirements 

All refinance transactions must: 

• Comply with the continuity of obligation definition provided above
• Meet one of the permissible Continuity of Obligation Permissible Exceptions
• Described below, or
• Comply with Continuity of Obligations – All Other Refinance Transactions

Note the following: 

• Continuity of obligation requirements do not apply when there is no existing
mortgage on the subject property as a result of:

o The borrower either having purchased the subject property with cash, or
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o Any prior mortgage for which the borrower was an obligor has been paid in 
full. 

• All time period references for continuity of obligation are measured from the date of 
the event (for example, transfer of title) and end with the disbursement date of the 
new refinance transaction. 

• Continuity of obligation must be demonstrated unless one of the Continuity of 
Obligation Permissible Exceptions described below are met. 

Continuity of 
Obligation 
Permissible 
Exceptions 

Although the following refinance transactions do not meet the definition of continuity of 
obligation, the new refinance transaction will be eligible and not bound by the limited 
eligibility parameters described below if any of the following are applicable: 

• The borrower on the new refinance transaction was added to title 24 months of more 
prior to the disbursement date of the new refinance transaction, or 

• The loan file is documented to show that the borrower acquired the property through 
an inheritance or was legally awarded the property (for example, divorce, separation, 
or dissolution of a domestic partnership). There is no minimum waiting period with 
regard to when the borrower acquired the property before completing a new 
refinance transaction, or 

• The borrower on the new refinance transaction has been added to title through a 
transfer from a trust, or a limited liability company (LLC), or partnership. The 
following requirements apply: 

o The borrower on the new refinance transaction must have been a 
beneficiary/creator (trust) or a 25% or more owner of the LLC or partnership 
prior to the transfer, and 

o The transferring entity and/or the borrower has had a consecutive ownership 
(on title) for at least the most recent 6 months prior to disbursement of the 
new loan. 

Note: Transfer of ownership from a corporation to an individual does not  meet the continuity 
of obligation requirement. 

• The borrower has been on title for at least 12 months but is not obligated on  the 
existing mortgage(s) that is being refinanced, and the borrower meets at  least one of 
the following requirements: 

• Has been residing in the property for at least 12 months, 
• Has paid the mortgage for at least 12 months, or 
• Can demonstrate a relationship with the current obligor (for example, relative or 

domestic partner). 

In all cases, the loan file must have satisfactory documentation to support the exception. 

Continuity of 
Obligation – All 
Other Refinance 
Transactions 

All other refinance transactions that do not meet either the continuity of obligation 
requirements or a permissible exception must 

• Comply with the following LTV, CLTV, HCLTV ratio restrictions below, regardless of the 
occupancy of the property, and 

• LTV, CLTV, HCLTV ratios must be based on the current appraised value. 

Months on Title Eligibility Requirements 
< 6 months Ineligible 

≥ 6 months and < 24 months Limited to 50% LTV/CLTV/HCLTV 

≥ 24 months No additional LTV/CLTV/HCLTV 
restrictions 
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Delayed Financing 
Exception 
Requirements 

Borrowers are eligible for a delayed financing exception when: 

• Original purchase was an arms-length transaction, and 
• For current refinance transaction, the borrower(s) meets Fannie Mae’s borrower 

eligibility requirements as described in B2-2-01, General Borrower Eligibility 
Requirements. The borrower(s) may have initially purchased the property as one of 
the following: 

o A natural person; 
o An eligible inter vivos revocable trust, when the borrower is both the 

individual establishing the trust and the beneficiary of the land trust; or 
o An LLC or partnership in which the borrower(s) have an individual or joint 

ownership of 100%. 

Delayed Financing 
Exception – 
Documentation 
Requirements 

The original purchase transaction must be documented as follows: 

• HUD-1 Settlement Statement that confirms no mortgage financing was used to obtain 
the subject property. 

o Recorded trustee’s deed, or similar alternative, confirming the amount paid 
by the grantee to trustee can be substituted for a  HUD- 1, if a HUD-1 was not 
provided to the purchaser at the time of the sale. 

• Preliminary title search or report that confirms there are no existing liens on the 
subject property. 

• Source of funds utilized for the purchase of the property must be documented (for 
example, bank statements, personal loan documents, or a HELOC on another 
property). 

o 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): 
 HUD-1 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, and 

 Any payments on the balance remaining from the original loan must 
be included in the debt-to-income ratio calculation for the refinance 
transaction. 

Note:  Funds received as gifts and used to purchase the property may not be reimbursed 
with proceeds of the new mortgage loan. 

Delayed Financing 
Exception – 
Maximum Loan 
Amount 

The new loan amount cannot exceed the: 

• Actual documented amount of the borrower’s initial investment in purchasing the 
property, plus 

• Financing of the closing costs, prepaid fees, and points on the new mortgage loan 
(subject to the maximum LTV/CLTV/HCLTV ratios for the  cash-out transaction, based 
on the current appraised value). 

Continuity of obligation is not required with transactions meeting the requirements for 
Delayed Financing Exception. 

All other cash-out refinance eligibility requirements apply, and transaction must be priced as 
a cash-out refinance. 

Multiple Financed 
Properties Update 

Multiple Financed Properties in Section B2-2-03 of the Fannie Mae Selling Guide has been 
updated to provide clarification on applying the financed property limitation when the 
property is owned by a limited liability company (LLC) or partnership, based on the 
percentage of ownership and whether the financing is in the name of the borrower, the LLC 
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or the partnership. 

Fannie Mae’s standard eligibility and underwriting policies apply if the borrower: 

• Is financing a second home or investment property, and 
• Will have one to four financed properties. 

Additional eligibility, underwriting and delivery requirements apply if the borrower: 

• Is financing a second home or investment property, and 
• Will have five to ten financed properties. 

The financed property limit applies to the: 

• Borrower’s ownership of one-to-four unit financed properties or mortgage obligations 
on such properties and is cumulative for all borrowers, and 

• Total number of properties financed, not to the number of mortgages on the property 
or the number of mortgages sold to Fannie Mae. 

Multiple Financed 
Properties – Type 
of Property 
Ownership Defined 

The table in Section B2-2-03 has been updated to include the following. The below is an 
excerpt; refer to this section of Fannie Mae’s Selling Guide for the complete table and details. 

Type of Property Ownership Property Subject to Limitations? 
Ownership of property that is held in the 
name of a limited liability company (LLC) 
or partnership where the borrower(s) 
have an individual or combined ownership 
in the LLC or partnership of 25% or more, 
regardless of the entity or 

Yes 

Ownership of a property that is held in the 
name of an LLC or partnership where the 
borrower(s) have an individual or 
combined ownership in the LLC or 
partnership of less than 25%, and the 
financing is in the name of the LLC or 

No 

Ownership of a property that is held in the 
name of an LLC or partnership where the 
borrower(s) have an individual or 
combined ownership in the LLC or 
partnership of less than 25%, and the 
financing is in the name of the 

Yes 

 

Multiple Financed 
Properties – 
Investor and 
Second Home 
Borrowers with 
Five to Ten 
Financed 
Properties 

Fannie Mae applies the following cash-out refinance eligibility requirements for all investor 
and second home borrowers with five to ten financed properties: 

• Cash-out refinance is permitted if: 
o Cash-out refinance is within 6 months of the subject purchase date and 
o All delayed financing exception requirements are met 

• Cash-out refinance is not permitted if: 
o Cash-out refinance is more than 6 months since the subject purchase date 

Refer to Section B2-2-03 of the Fannie Mae’s Selling Guide for complete details on minimum 
credit scores and maximum LTV/CLTV/HCLTV requirements. 

Effective Date This announcement is issued as a reminder of clarifications provided by Fannie Mae dated 
May 27, 2014, which stated these updates were effective immediately. 
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