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The Federal Housing Administration (FHA) provides a path to homeownership for many individuals and
families, especially those with lower credit scores or limited financial histories. When applicants do not
meet the standard automated underwriting guidelines, lenders may resort to manual underwriting. This
process is more in-depth and requires a comprehensive evaluation of a borrower's financial situation. In this
article, we will explore the FHA manual underwriting checklist, outlining the requirements, processes,

and essential documents needed to secure an FHA loan through manual underwriting.

What is FHA Manual Underwriting?

FHA manual underwriting is a process used by lenders to evaluate loan applications that cannot be
approved through automated underwriting systems (AUS). This process is especially beneficial for
borrowers who may have a non-traditional credit history or extenuating circumstances that impact their
creditworthiness. Manual underwriting allows lenders to perform a thorough review of the borrower's

financial profile, taking into account factors that may not be fully captured in a credit score.

Why Choose FHA Manual Underwriting?

There are several reasons why borrowers may opt for FHA manual underwriting:

- Lower Credit Scores: Borrowers with credit scores below 580 may still qualify for an FHA loan with a
higher down payment and manual underwriting.

- Limited Credit History: Individuals who have limited credit history or lack traditional credit lines may
benefit from manual underwriting, which allows lenders to evaluate alternative credit data.

- Extenuating Circumstances: Borrowers with previous financial difficulties, such as a bankruptcy or
foreclosure, may find that manual underwriting gives them a chance to explain their situation and
demonstrate their current financial stability.

- Unique Financial Situations: Self-employed individuals or those with non-traditional income sources may

be better served by a manual underwriting process.

FHA Manual Underwriting Checklist

The FHA manual underwriting checklist includes several key components that lenders must review to



ensure that borrowers meet the minimum eligibility requirements. The checklist typically includes the

following sections:

1. Credit Evaluation

The credit evaluation is a critical aspect of the manual underwriting process. Lenders will assess the

borrower's creditworthiness based on:

- Credit Score: While FHA guidelines allow for lower scores, lenders often prefer a minimum score of 580.
Borrowers with scores between 500 and 579 may qualify with a 10% down payment.

- Credit History: A thorough review of the credit report will be conducted. Lenders will look for any late
payments, collections, or derogatory marks.

- Alternative Credit Sources: If traditional credit lines are lacking, lenders may consider alternative credit

sources, such as utility payments, rent payments, or other recurring expenses.

2. Debt-to-Income Ratio (DTI)

The debt-to-income ratio is a critical factor in assessing a borrower's ability to repay the loan. The following

criteria typically apply:

- Front-End DTI: This ratio measures the percentage of gross monthly income that goes toward housing
costs (mortgage payment, property taxes, homeowners insurance). FHA guidelines generally allow a front-
end DTI of up to 31%.

- Back-End DTTI: This ratio includes all monthly debt obligations, such as credit card payments, car loans,
and student loans. The FHA guidelines typically allow for a back-end DTI of up to 43%, though some

lenders may allow higher ratios with compensating factors.

3. Compensating Factors

Lenders may consider compensating factors that strengthen the borrower's application despite higher DTI

ratios or lower credit scores. These factors may include:

- Significant Cash Reserves: Having substantial savings or liquid assets can reassure lenders of the
borrower's ability to cover mortgage payments.

- Stable Employment History: A long and consistent employment history in the same field or with the
same employer can positively impact the underwriting decision.

- Higher Down Payment: Offering a larger down payment (more than the standard 3.5%) can demonstrate

financial commitment and reduce lender risk.



4. Documentation Requirements

A crucial part of the manual underwriting process is gathering the necessary documentation to support the

loan application. The following documents are typically required:

- Loan Application (Form 1003): The standard mortgage application form that outlines the borrower's
financial situation.

- Credit Report: A full credit report obtained by the lender to evaluate the borrower's creditworthiness.

- Income Documentation:

- For salaried employees: Recent pay stubs, W-2 forms, and tax returns.

- For self-employed individuals: Profit and loss statements, 1099 forms, and business tax returns.

- Asset Documentation: Bank statements, investment account statements, and any documentation of other
assets.

- Employment Verification: A letter from the employer confirming the borrower's employment status,
position, and salary.

- Rental History: Documentation showing timely rent payments over the past 12 months if the borrower

has limited credit history.

5. Residual Income Analysis

In addition to standard DTI calculations, FHA manual underwriting may require a residual income analysis.
This analysis helps determine if the borrower has enough income left over after all monthly obligations to
cover living expenses. Lenders may use regional guidelines to assess acceptable residual income levels

based on family size and location.

Steps in the FHA Manual Underwriting Process

The FHA manual underwriting process entails several steps, which include:

1. Initial Loan Application: The borrower submits a loan application along with the required documentation
to the lender.

2. Credit Evaluation: The lender reviews the credit report and assesses the borrower's credit score and
history.

3. DTI Calculation: The lender calculates both front-end and back-end DTI ratios to evaluate the borrower's
ability to manage monthly payments.

4. Compensating Factors Assessment: The lender looks for any compensating factors that may strengthen
the application.

5. Residual Income Calculation: The lender conducts a residual income analysis to ensure the borrower can

cover living expenses after debt obligations.



6. Underwriting Decision: Based on the comprehensive review, the lender makes a decision to approve or
deny the application.
7. Loan Closing: If approved, the loan proceeds to the closing phase, where final documents are signed, and

funds are disbursed.

Conclusion

Navigating the FHA manual underwriting process can seem daunting, but understanding the checklist and
requirements can significantly improve a borrower's chances of securing a loan. By ensuring all
documentation is complete and accurately reflects their financial situation, borrowers can present a
compelling case to lenders. Manual underwriting serves as a valuable tool for those who may not fit the
traditional mold, providing a path to homeownership for many individuals and families. Whether you are a
first-time homebuyer or looking to refinance, being prepared and knowledgeable about the FHA manual

underwriting checklist can set you on the right path to achieving your homeownership dreams.

Frequently Asked Questions

What is the purpose of an FHA manual underwriting checklist?

The FHA manual underwriting checklist is used to evaluate loan applications that do not meet automated
underwriting criteria, ensuring that all necessary documentation and borrower qualifications are

thoroughly reviewed.

What are the key components included in an FHA manual underwriting
checklist?

Key components typically include verifying income, assessing credit history, checking debt-to-income

ratios, confirming asset documentation, and ensuring compliance with FHA guidelines.

How does FHA manual underwriting differ from automated
underwriting?

FHA manual underwriting involves a detailed, case-by-case review by an underwriter, while automated

underwriting uses algorithms and software to make quick decisions based on preset guidelines.

‘What are common reasons for a loan to require FHA manual



underwriting?

Common reasons include low credit scores, insufficient credit history, high debt-to-income ratios, or missing

documentation that prevents automated underwriting approval.

‘What documentation is typically required for FHA manual
underwriting?

Typically required documentation includes pay stubs, W-2 forms, bank statements, tax returns, proof of

additional income, and a written explanation for credit issues.

Can borrowers with lower credit scores still qualify for FHA loans

through manual underwriting?

Yes, borrowers with lower credit scores may still qualify for FHA loans through manual underwriting if
they can demonstrate compensating factors, such as a stable income, significant savings, or a strong rental

history.
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