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Non-traditional credit should consist of a Verification of Rent for the last 12 months and two or more tradelines established for 12 months.  If 
a VOR is not available, at least three tradelines are required.  Options for non-traditional credit are as follows: 
 Utility payment records; 
 Insurance premiums that are not deducted from paychecks;  
 Payments to child care providers-made to a business providing such a service;  
 School tuition; payments to local stores such as department, furniture, appliance and specialty stores;  
 Payments for uninsured portions of any medical bills;  
 Internet/cell phone, auto leases;  
 Personal loan from an individual (other than a family member) with repayment terms in writing and supported by cancelled checks or 

money order receipts;  
 Documented 12 month history of saving by regular deposits (non-payroll deducted/no NSF’s), resulting in a reserve account equal to 

three months of proposed mortgage payment (PITI) as a cash reserve post-closing.   
Payments made to relatives for credit sources are ineligible as a non-traditional trade reference. 
The alternative credit may be open, closed and/or paid in full—accounts may not have been closed more than six months prior to application. 
NOTE:  Max ratio’s for non-traditional credit:  29/41 

Non-Traditional Credit 

USDA Quick Reference 

Minimum Credit Score  
Minimum credit score is 581.  At least one borrower whose income or assets are used for qualification must have a valid credit report score.  
NOTE:  With a credit score of 581-640, a credit waiver is required, as this will be a GUS Refer and require a manual underwrite.  Max DTI 29/41. 

Tradeline Requirements 
Two or more historical tradelines with at least 12 months of repayment history reported are required.  The tradelines may be open, closed     
and/or paid in full.  If a borrower has only one eligible tradeline reporting, we must obtain non-traditional credit.  Non-traditional credit may not 
be used to enhance poor payment records or low credit scores. 

Authorized User 

We must analyze all open authorized user tradelines to ensure that any open tradelines are an accurate reflection of the borrower’s approach to 
credit repayment and history.  Closed authorized user accounts are not considered.   
A GUS recommendation of ‘Accept’ with open authorized user tradelines must include evidence of one of the following: 
 The tradeline is owned by another borrower on the mortgage loan application, 
 The owner is the spouse of a borrower, or 
 We must document the borrower has been making payments on the account for the last 12 months. 
If one of these conditions cannot be met, the file must be manually downgraded to a ‘Refer’ and manually underwritten. 

Student Loans 

USDA requires a borrower to qualify with a monthly payment for all student loan debts, regardless of whether or not the student loan is        
deferred, in forbearance, or in repayment.   
Fixed payment loans: A fixed payment may be used in the debt ratio when we obtain documentation to verify the payment is fixed, the    
interest rate is fixed, and the repayment term is fixed.  There must be no future adjustments to the terms of the student loan payments.  
Non-fixed payment loans: Payments for Deferred loans, Income Based Repayment (IBR), Graduated, Adjustable, and other types of            
repayment agreements which are not fixed cannot be used in the total debt ratio calculation.  We must utilize 1% of the outstanding balance 
reflected on the credit report to establish the monthly payment to be used in qualifying.  No additional documentation is required.  
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USDA Quick Reference 

Disputed Accounts 

Open Judgment 

When a borrower’s credit report indicates a tradeline or public record is in dispute, a GUS ‘Accept’ may need to be downgraded to a ‘Refer’.  A 
downgrade is not required if any of the following conditions are met in regards to the disputed item: 
 The tradeline has a zero balance, 
 The tradeline is marked paid in full or resolved, or 
 The tradeline has a balance owed of less than $500 and is more than 24 months old. 
For manually underwritten loans, all disputed accounts with outstanding balances/payments must have a letter of explanation and                  
documentation supporting the basis of the dispute. 

Typically, any open and unpaid judgments should be paid in full prior to loan eligibility.  When a borrower has an open and unpaid non-federal 
judgment, an exception to payment in full can be made when the borrower has a payment arrangement and has made regular and timely      
payments for at least three months prior to loan application.  Prepaying scheduled payments as a means of meeting minimum requirements is 
unacceptable.  The payment agreement must be included in the DTI ratio.   
Note:  A borrower who has an IRS tax debt is ineligible if a repayment plan is not underway.  With exception of an IRS tax debt with  a        
repayment plan underway, an outstanding Federal judgment that is open and remains unsatisfied is ineligible for a USDA mortgage loan.  

Collection accounts are factored into the credit score and will be considered in the analysis of credit and capacity.  When the total outstanding 
balance of all collections, for all applicants, is equal to or greater than $2,000 (not including medical collections and all types of charge off    
accounts), any of the following actions will apply: 
 Payment in full of all collection accounts at or prior to closing. 
 Payment arrangements must be made with each creditor for each collection account. Documentation to validate the payment                

arrangement is required and these monthly payments must be included in the borrower’s DTI ratio. 
 If there is no payment arrangement, we must utilize in the DTI ratio a calculated monthly payment of 5% of the outstanding balance for 

each collection account.  No payment in full required if utilizing 5% of the outstanding balance for each account. 
For manually underwritten loans, the borrower must provide a letter of explanation along with documentation regarding the outstanding    
collection. 

Collections Accounts 

Contingent Liability 

When the borrower is a co-signer/joint obligor of a debt, the borrower may exclude the liability for qualifying purposes *if* they document the 
primary obligor/joint debt holder has made the most recent 12 monthly payments in a timely manner, with no late payments.   
Note:  Previous mortgage liabilities disposed of through a sale, trade or transfer without a release of liability will be included i n total debt 
ratio unless evidence can be obtained to confirm the remaining party (or new owner) has successfully made the payment in the previous 12 
months prior to loan application.  In the case of divorce, we must obtain a copy of the divorce decree ordering the spouse to make the          
payments.  If the loan was assumed, sold or traded without a release of liability, a copy of the assumption agreement (as applicable) and deed 
showing transfer of title out of the borrower’s name will be required.  Loans that are transferred, sold or traded with a history of delinquent 
payments within the previous 12 months prior to application will be included in the borrower’s monthly obligations. 

Charge Off Accounts 

Charge off accounts are factored into the credit score and don’t need to be included in the borrower’s long term liabilities or debt.  If the        
borrower has entered into an agreed upon repayment plan with the creditor, a liability payment will be included in the long term liabilities and 
debt.  For a manually underwritten loan, credit score of 639 or below, we will consider a charge off as a derogatory credit item, to be addressed 
with a credit exception—the borrower must provide a letter of explanation along with documentation regarding the charge off account(s). 
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USDA Quick Reference 

Bankruptcy Chapter 13 

Foreclosure 

Bankruptcy Chapter 7 

Short Sale 
Deed-In-Lieu 

Seasoning:  3 years from discharge date, less than 3 years with extenuating circumstances beyond the borrower’s control.   

Seasoning:  1 year of payoff must elapse and payment performance must be satisfactory; borrower must receive written permission from the 
court to enter into a mortgage. 

Seasoning:  3 years from completion date, less than 3 years with extenuating circumstances beyond the borrower’s control. 

Seasoning:  3 years from completion date if the loan was delinquent at short sale, less if the loan was current. 

Extenuating circumstances may be considered when the circumstances that caused the credit problems were temporary in nature, beyond the applicant’s control, and the 
circumstances have been removed and resolved for the 12 months prior to application.  Examples include temporary loss of a job, delay or reduction in benefits, illness, or 
dispute over payment for defective goods or services.  Inability to sell a property due to a job transfer or relocation is not considered an extenuating circumstance.  Divorce is 
not considered an extenuating circumstance, however, an applicant whose loan was current at the time of a divorce in which the ex-spouse received the property, including  
mortgage responsibility, and the loan was later foreclosed may qualify as an exception.  

Current homeowners are eligible for a USDA mortgage if ALL of the following are met: 
 The borrower does not currently hold a USDA mortgage, 
 The borrower is financially qualified to own more than one home (limited to owning one single family housing unit other than the one 

associated with this loan request), 
 The borrower must occupy the new home as their primary residence throughout the term of the loan, 
 The current home no longer meets the borrower’s needs.  The determination that the current home no longer adequately meets the  

borrower’s needs must include documentation of significant status change in the circumstances of the borrower that require immediate 
remedy.  Examples of changes in status could include, but are not limited to: 

 Severe overcrowding, defined as more than 1.5 household members per room.  Room count generally includes a living room, 
dining room, kitchen, den, recreation room, and bedroom(s).  Room counts do not include bathroom(s) or entry hall/foyer.  We 
must obtain verification that overcrowding has existed for more than 90 days and will persist for at least nine months into the 
future. 

 The disability or limited mobility of a permanent household member that cannot be accommodated without substantial         
retrofitting of the current property, i.e.-the installation of a ramp, an elevator or stair-lift, extra-wide doors and hallways. 

 The applicant has relocated with a new employer, or being transferred by the current employer to an area not within           
reasonable and locally recognized commuting distance. 

In all cases, the we must provide additional explanation of the burden upon the borrower imposed by the status change both in the near 
and longer term, and also the reasons beyond homeowner convenience why the purchase of the property must be completed prior to the 
sale of the existing property. 

Owning a Dwelling 
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Seller Contributions 
The limit for seller contributions, or other interested party contributions, is 6%.  These contributions may be used for financing/closing costs,  
escrow accounts, etc.  Fees towards the borrower’s closing cost, such as real estate commission or other typical fees paid by the seller or other 
interested party under local, state law, or local custom are not considered in the 6% max contribution calculation. 

USDA Quick Reference 

Conventional Credit 
Test 

We must certify the borrower(s) does not qualify for a conventional credit loan.  The conventional credit test for RD purposes includes all of the 
following: 
 The borrower has available non-retirement liquid assets of at least 20% of the purchase price for downpayment, 
 In addition to the downpayment, borrower(s) can pay all closing costs from available non-retirement liquid assets, 
 After applying the downpayment and closing costs the borrower would not exceed 28% PITI ratio and 36% DTI, 
 The borrower demonstrates qualifying credit for a conventional loan, and 
 The conventional credit term is 30 years, fixed rate, without a requirement to carry private mortgage insurance (PMI). 

Reserves 

Gift funds are permitted from the borrower’s relative, employer or labor union, charitable organization, or government agency/public entity 
that has a program to provide homeownership assistance to low and moderate income applicants. 
The following documentation is required: 
 Executed gift letter 
 Proof of transfer—cancelled check 
 Proof of deposit—borrower’s bank statement 
NOTE:  USDA will now allow gifts from household members. 

Although cash reserves are not required, they are considered in the risk assessment provided by GUS.  When reserves are listed, because        
accounts, such as checking, typically fluctuate significantly from deposit to average monthly balance during the month, a two month average 
monthly balance of liquid assets most accurately represents the true value of the account.  The lesser of the two month average balance or    
actual balance (as reported on the most recent statement) should be used.   
NOTE:  Gift funds are not included in the reserve total.  Also, if the borrower has overdraft fees or NSF’s on the bank accounts,  no reserves 
are allowed to be listed. 

Gift Funds 

The borrower must occupy the home within 60 days of Closing. 
Occupancy 

Acreage 

There is no maximum acreage on any of our loan products, however, in all cases we need to consider land use.  The primary use of the property 
must be residential, no income producing/agricultural use, in most cases.  We rely on the Appraiser to analyze the property and advise whether 
or not this type of property is typical for the area.  As with all properties, comps are an important factor. 
The following characteristics are ineligible property types: 
 Any agricultural use or commercial use 
 Income producing—i.e. - crops/functioning farm/livestock 
 Tillable land 
 Excessive acreage —NOT primary residential in nature 
 Large outbuildings/barns need to be analyzed closely particularly when on large acreage properties 
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USDA Income Requirements — This is a quick reference for the most commonly referenced income types 

For many more details on income, refer to Chapter 9 in the USDA Handbook at https://usdalinc.sc.egov.usda.gov/USDALincTrainingResourceLib.do. 

Full Time 
2 years of full time employment income is required.  Income that has been received for a shorter period of time may be considered as acceptable       
income, as long as the borrower’s employment profile demonstrates that there are positive factors to reasonably offset the shorter income history. 

Self-
Employment 

2 years of self-employment history is required.  Case-by-case exception for 12 to 24 months if self-employment is in a similar line of work as previous 
employment, training or education, solid work history prior to self-employment.  Must provide most recent two years signed tax returns. 

New Employment:  If a borrower is scheduled to begin new employment within 60 days of the loan closing, the lender may, depending on risk, use the borrower’s offer  
or contract for future employment and income to underwrite and close the loan.  We must verify the applicant will have sufficient income, or cash reserves, to support        
mortgage payments and other obligations during the time between loan closing and start of employment.  If receipt of the income or employment information cannot be  
obtained prior to delivery to USDA the loan is ineligible for delivery. 

Most Common Variable Income Requirements 

Part Time 
2 years of uninterrupted part-time employment income history is required and must be likely to continue.  Part-time income received less than 2 years 
may be counted if we are able to determine that the income’s continuance is likely at the level of receipt verified in the past. 

Overtime 
2 consecutive years of overtime history is required and must be likely to continue.  Overtime income earned for less than one year with the current   
employer should not be considered for repayment income without significant compensating factors. 

Commission 
2 consecutive years of commission history is required.  Commission income earned less than one year should not be considered repayment income  
without significant compensating factors.  Case-by-case exception may be made if the borrower’s compensation was changed from a salary to           
commission within a similar position with the same employer. 

Bonus 
2 consecutive years of bonus income history is required and be likely to continue.  Bonus income earned for less than one year with the current          
employer should not be considered for repayment income without significant compensating factors. 

Tips 
2 years of uninterrupted tip income history is required and must be likely to continue. 

Seasonal 
A 2 year history in the same job or same line of seasonal work is required.  Confirm employer has reasonable expectation the borrower will be rehired  
next season. 

Secondary 
Employment 

2 years of uninterrupted secondary employment income history is required and must be reasonably likely to continue.  

https://usdalinc.sc.egov.usda.gov/USDALincTrainingResourceLib.do
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USDA Income Requirements (continued)  
For many more details on income, refer to Chapter 9 in the USDA Handbook at https://usdalinc.sc.egov.usda.gov/USDALincTrainingResourceLib.do. 

Determining income:  For employees who are salaried and whose income has been and will likely be consistently earned, we must use the current salary to calculate        
income.  For employees who are paid hourly, and whose hours do not vary, we must consider the borrower’s current hourly rate to calculate income.  For employees who 
are paid hourly and whose hours vary, we must average the income over the previous two years.  For part-time and secondary employment income, we must multiply the 
base hourly wage by the anticipated number of hours.  For overtime and bonus income, we must average the income over the most recent two years.  If there has been a 
decrease in overtime or bonus income, we must determine the amount of income, if any, which can be justified as stable and document the explanation for the decrease.  
For commission income, if it is determined that the commission income is consistent, we must divide the total of the most recent two years (minus business expenses when 
applicable) by 24 months.   

Continuity of Income:  A key driver of successful homeownership is confidence that all income used in qualifying a borrower will continue to be rece ived by the          
borrower for the foreseeable future.  That being said, there are certain types of income in which we must verify will continue for at least 3 years.   
We must document 3 year continuance for the following types of income: 
 Alimony or Child Support 
 Social Security Income—not including retirement (i.e.—received for a teenage child) 
 Pension/Retirement Income 
 Trust Income 
 Distributions from a Retirement Account 
 Any other type of fixed income that may have a defined expiration date 

Job Gap:  Generally speaking, with an extended absence of 6 months or more, a borrower should establish 6 months on the job in order  to be eligible to use their income 
from the new job to qualify.  USDA may allow an exception with a strong file, same line of work, similar earnings, cert of degree in the field of current employment. 

Non-taxable income:  Non-taxable income may be grossed up 25% for repayment income, this 25% is across the board amount regardless of what tax bracket the borrower is 
a part. 

https://usdalinc.sc.egov.usda.gov/USDALincTrainingResourceLib.do


 

April 2016 Page 7 

USDA Income Requirements (continued) - Types of Income to Consider for Loan Eligibility and Repayment 

For many more details on income, refer to Chapter 9 in the USDA Handbook at https://usdalinc.sc.egov.usda.gov/USDALincTrainingResourceLib.do. 

Annual Income:  The projected income for all adult household members for the coming year  
***Important note—any income earned or expected to be earned from any source should be counted toward the Annual Income***  

 Income for all adult household members, not just parties on the mortgage, must be considered when computing annual income.  
 Wages, salary, self-employed, commission, overtime, bonus, tips, alimony, child support, pension/retirement, social security, disability, trust income, etc. 

 Additional income to primary income  
 Automobile allowance, mortgage differential, military, secondary employment, seasonal employment, unemployment. 

 Income from assets 
 Assets of all household members are considered.  We must review the two most recent bank statements for any additional household income.  Large     

deposits may indicate additional income. 
 Some examples, but not limited to:  Stocks, bonds, investment accounts, savings certificates, certificates of deposit, money market funds, etc. 

 Interest earned from these types of assets is considered income. 
 
**In some circumstances, we will use historical data to project the anticipated Annual Income, i.e.— Seasonal, Unemployed 

 Seasonal income:  If a household member currently has no income but historically has seasonal income, we must confirm with the borrower and the       
employer that the same seasonal pattern is expected to continue.  We will then use the historical data to project the annual income for the coming 12 
months. 

 Unemployed:  If a household member is not presently employed but there is recent history of employment, that person’s income will be considered in the 
annual household income calculation.  We will use historical data to project the annual income for the coming 12 months.  If the household member is not 
presently employed and doesn’t intend to resume employment in the foreseeable future, they must provide an executed statement indicating they do not 
plan to resume working.  

Adjusted Annual Income:  The household’s annual income minus certain qualified household deductions 
 Qualified household deductions 

 Dependent deduction ($480 for each child under age 18, full-time student attending school or disabled family member over the age of 18) 
 Annual child care expenses (Reasonable expenses for children 12 and under) 

 When a child is 12 years or under, with qualifying documentation, reasonable child care can be deducted as long as it enables a family member to 
work, to actively seek work, or to further a family member’s education as long as they are not reimbursed or paid by another source. 

 Elderly/disabled household (one household deduction of $400 if 62 years or older, or elderly and a party to the note) 
 Disability (Unreimbursed expenses in excess of 3% of annual income) 
 Medical expenses (Elderly/Disabled households only. Unreimbursed medical expenses in excess of 3% of annual income) 

Repayment Income:  The stable and dependable income used to calculate debt ratios and determine whether the applicant can afford a home.  To com pute repayment 
income, we only count the income of the person(s) who will be on the mortgage loan. 

Qualifying Income:  Adjusted annual income compared to established income limits to determine eligibility of the household  
 Applicant(s) must fall at or below the established moderate income level to be eligible. 

https://usdalinc.sc.egov.usda.gov/USDALincTrainingResourceLib.do

