
For Arch MI and Arch MI for Credit Unions

Conquer the 
Components
Understanding the Aspects 
of a Loan File
a MORTGAGE SKILLS course



Legal Disclaimer 

Arch Mortgage Insurance Company 
is providing this training to you for 
use as a training tool only. These 
materials are not intended to be, 
nor should they be, relied upon for 
any other purpose. This includes 
underwriting actual mortgage 
loans without independent 
verification and testing by your 
in-house quality control and/or 
compliance personnel or 
actual preparation of documents 
presented in the materials. All 
materials presented 
are samples for illustrative 
purposes only.
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Objectives

Overview of The Three Cs, including:
 Income/Employment.
 Assets/Reserves.
 Ratios.

Understand What Makes up a
Credit Score.

Fundamentals of Mortgage Risk.
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The Three Cs
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What Are the Three Cs?
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Capacity
Can the borrower pay?

Credit
Will the borrower pay?

Collateral
What if the borrower doesn’t pay? 



The Three Cs
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COLLATERAL



The Three Cs

Conquer the Components 7

Capacity

Income/ 
Employment Assets Ratios



Capacity

Stability Ability Dependability
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Income/Employment



Capacity — Income/Employment
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Capacity

Stability
= PAST

Ability
= PRESENT

Dependability
= FUTURE
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Income/Employment



Employment History
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Two years and beyond



History
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PAST

PRESENT

FUTURE



Knowledge Check One

Is the following True or 
False?

 Capacity includes the
collateral.
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Check Your Understanding One

The answer is False.

 Capacity does NOT include
the collateral.
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Income/Employment
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SALARIED 
EMPLOYMENT

Use Current 
Rate

Past Two 
Years’ W-2s 
+ Current
Paystub



Income/Employment

Conquer the Components 16

VARIABLE 
INCOME

Average 
Income

Written 
VOE or 

Equivalent



Income/Employment 
— Variable Income
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Bonuses

Overtime Commission



Income/Employment
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NON-
EMPLOYMENT 

INCOME

Current 
Rate —
Average 
Income

Award 
Letter —

Tax Returns



Income/Employment
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Income/Employment

Average 
Income 

Tax 
Returns

Award 
Letter

Current 
Rate



Income Test

Income/Employment 
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1. Is it needed to qualify?

2. What is the history?

3. Can it be documented?



Knowledge Check Two

Is the following True or False?

 It is acceptable to always
count variable income such
as overtime, bonus and
commission.
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Check Your Understanding Two

The answer is False.

 It is NOT acceptable to always
count variable income such as
overtime, bonus and
commission.
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Capacity — Assets
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Down Payment, Closing Costs 
and Reserves
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Down Payment

Reserves

Closing Costs
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DOWN 
PAYMENT,

CLOSING COSTS,

RESERVES Retirement Funds

Gifts

Stocks/Bonds/Mutual Funds

Sale of Assets

Asset Types Used for Down 
Payment, Closing Costs, Reserves



Gifts Used for Down Payment, 
Closing Cost, Reserves

Conquer the Components 26

Acceptable 
donor.

Receipt of 
funds.

No 
repayment.

Gifts



Stocks/Bonds/Mutual Funds Used for 
Down Payment, Closing Cost, Reserves
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Determine and 
verify value of 

asset and verify 
borrower owns 
account/asset.

*Used for Down
Payment or Closing 

Costs:
Proof of liquidation 

required.

Used for Reserves:
100% of asset 
value may be 

considered and 
liquidation is not 

required.

Stocks/Bonds/Mutual Funds

Source: Fannie Mae Selling Guide B3-4.3-01, Stocks, Stock Options, Bonds, and Mutual Funds (06/30/2015)



Verify borrower owns 
account, confirm 

account is vested and 
withdrawals are 

allowed regardless of 
current employment 

status.

Retirement Funds Used for Down 
Payment, Closing Cost, Reserves
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Retirement Funds

*Stocks, bonds, mutual
funds used for Down
Payment or Closing 
Costs must comply 
with Stock/Bond/

Mutual Fund 
requirements.

Used for Reserves: 
funds do not need to 

be withdrawn from the 
account.

Source: Fannie Mae Selling Guide B3-4.3-03, Retirement Accounts (06/30/2015)



Liquidation Requirements:  Stocks, 
Bonds, Mutual Funds, Retirement Funds
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*Used for Down Payment or Closing Costs

NO Documentation Required
--------------------------------------------

Borrower’s receipt of funds 
realized from sale or liquidation.

Value is greater than or equal to 
20% of amount needed for 

Down Payment or Closing Costs:

Documentation Required
--------------------------------------------

Borrower’s receipt of funds 
realized from sale or liquidation.

Value is less than 
20% of amount needed for

Down Payment or Closing Costs:

Source: Fannie Mae Selling Guide B3-4.3-01, Stocks, Stock Options, Bonds, and Mutual Funds (06/30/2015)



Sale of Assets Used for Down 
Payment, Closing Cost, Reserves
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Sale of Assets

Value Bill of
Sale

Receipt
of FundsOwnership



Borrowed Funds 

Assets
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Assets — Borrowed Funds
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Secured

Yes

Unsecured

No



Assets — Secured 
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SECURED

Secured

401(k)

Car Loan

Certificate 
of Deposit



Assets — Unsecured 
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Unsecured

Credit Card 
Advance

Loan from a 
Friend/Family



Knowledge Check Three

Is the following True or False?

 Undocumented funds for
down payment and closing
are unacceptable.
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Check Your Understanding Three

The answer is True.

 Undocumented funds for
down payment and
closing are unacceptable.
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Capacity — Ratios 
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Capacity
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LOAN-TO-VALUE (LTV)



Loan-to-Value

Conquer the Components 39

Loan Amount

Lesser of 
Sales Price or 

Appraised 
Value 

LTV



Capacity
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Debt-to-Income Ratio (DTI)



Debt-to-Income (DTI)
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Total Debt 

Qualifying 
Income 

DTI



Credit 
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Credit Reports in the Past

Historically, credit reports 
provided:
 Outstanding balance.

 Minimum payment due.

 Available credit amount or
original amount borrowed.

 How credit debt is paid:
– On time.
– Late.
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Credit Reports Today

Today credit reports include 
Trended Credit Data.

 Two-year history of consumer
revolving account management.

– Outstanding balance history.

– Scheduled payment history.

– Actual monthly payments for
up to 24 months.
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Why Trended Credit Data?

Deeper insight into consumer 
behavior.
 More granular consumer patterns.

 Historical information predicts
future risk.

 Identifies core consumer credit
management behavior types:
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Transactor Revolver



Observed Behavior Types

 Uses revolving credit.

 Pays full balance amounts each
month.
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Transactor



Observed Behavior Types

 Carries credit card balances.

 Makes minimum payments
or pays amount less than
full balance.
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Revolver



Research and Risk
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Research Shows That Borrowers …

… who pay off their 
credit card every month 
are 60% less likely to 
become delinquent 
than borrowers who 
only make their 
minimum payment 
each month.

… who never exceed their 
limit are 75%  less likely to 
become delinquent 
than borrowers who 
exceeded their credit card 
limit in the last 12 months.



Credit Score Factors
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15

10

10

30

35

Source: https://www.myfico.com/credit-education/whats-in-your-credit-score



Credit Score Factors
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15

10

10

30

35

Length of Credit History 15%

New Credit 10%

Types of Credit Used 10%

Amount Owed 30%

Payment History 35%

Source: https://www.myfico.com/credit-education/whats-in-your-credit-score



Credit
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Payment History
Debts Paid on Time 35%

Source: https://www.myfico.com/credit-education/whats-in-your-credit-score



Credit
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Amount Owed
Balance below 50% 
of Credit Limit

30%

Source: https://www.myfico.com/credit-education/whats-in-your-credit-score



Credit 
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Length of Credit History 
Accounts Kept Open with 
a History 

15%

Source: https://www.myfico.com/credit-education/whats-in-your-credit-score



Credit 
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New Credit
Limit Opening New Credit 10%

Source: https://www.myfico.com/credit-education/whats-in-your-credit-score



Credit
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Types of Credit Used 
Mixed Use 10%

Source: https://www.myfico.com/credit-education/whats-in-your-credit-score



Credit 
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Isolated Beyond Their 
Control

Unable to 
Pay Bills 

Extenuating Circumstances 



Credit 
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Financial 
Mismanagement

Choices

Decisions



Knowledge Check Four

Is the following True or False?

 Payment history carries the
most weight in a credit
score.
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Check Your Understanding Four

The answer is True.

 Payment history carries the
most weight in a credit score.
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Liabilities
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DEBTS YOU COUNT

 Student Loans.
 Auto Leases.

DEBTS YOU DON’T COUNT

 Installment Loans
≤ 10 Payments.

 Loans Secured by Financial
Assets.

 Contingent Debt.
 Credit Card Accounts Paid

Down to Zero.



Liabilities – Student Loans

Fannie Mae
 Income-Driven Payment Plan:

– Obtain student loan
documentation to verify actual
zero monthly payment.

 Deferred Loans or Loans in
Forbearance:
– Calculate a payment equal to 1%

of the outstanding loan balance or
fully amortizing payment using
documented repayment terms.

Freddie Mac
 Zero Monthly Payment:

– Use 0.5% of the outstanding
balance on credit report.

 Loans in Repayment, Deferment
or Forbearance:
– Use monthly payment amount on

credit report or other file
documentation when not zero.
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Collateral
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Collateral
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Collateral
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What Are the Three Cs?
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Capacity
Can the borrower pay?

Credit
Will the borrower pay?

Collateral
What if the borrower doesn’t pay?



Risk
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Risk
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Layered 
Risk

Compensating 
Factors



The Four Main Risk Factors
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LTV Credit

DTI Reserves



Other Risk Factors
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Occupancy
Status

Property
Type

Number of 
Borrowers with

Good Credit



Example of Low Risk
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 95% LTV.

 780 credit score.

 40% DTI.

 Three years of
employment history.

 Single-family dwelling.

 Three months’ PITI reserves.



Example of Layered Risk 
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 95% LTV.

 600 credit score.

 49% DTI.

 Two years of
employment history.

 Single-family dwelling.

 Two months’ PITI reserves.



Automated Risk Assessment 
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Automated Underwriting System (AUS)



Automated Underwriting Systems
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AUTOMATED UNDERWRITING SYSTEM (AUS)Automated Underwriting System (AUS)
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AUS Limitations 

Letter of 
Explanation Stability Appraised

Value

Fraud Source of
Funds

Data 
Input



Mortgage Loan Risk Factors
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*Other Factors: Number of Borrowers, Occupancy Status, Property Type.

Total Expense Ratio Other Factors*

Equity LTV

Liquid Reserves Loan Term

Revolving Credit 
Use Mortgage Accounts

Public Records Credit History

Delinquent 
Accounts Credit Inquiries

NON-CREDIT RISK FACTORSCREDIT RISK FACTORS



Objectives

We have now concluded the session intended 
to help you:

 Understand the Three Cs, including:
– Income/Employment.
– Assets/Reserves.
– Ratios.

 Understand What Makes Up a Credit Score.

 Learn the Fundamentals of Mortgage Risk.
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FOLLOW US ON:

LinkedIn (Arch Mortgage Insurance Company)
Twitter (#archmi_us)
Facebook.com (Facebook.com/Arch-Mortgage-Insurance)
Instagram (archmi_us)
Vimeo (archmi_us)

THANK YOU

ARCH MORTGAGE INSURANCE COMPANY | 230 NORTH ELM STREET GREENSBORO NC 27401 | ARCHMI.COM

© 2020 Arch Mortgage Insurance Company. All Rights Reserved. Arch MI is a marketing term for Arch Mortgage Insurance Company and United Guaranty 
Residential Insurance Company. DU is a registered mark of Fannie Mae. Loan Product Advisor is a registered mark of Freddie Mac. MCUS-B0423F-0221

Diana Swift
Senior National Trainer 

and Instructional Designer

dswift@archmi.com




