who does manual underwriting

who does manual underwriting is a critical question for borrowers and lenders alike, especially in the
mortgage and loan industry. Manual underwriting refers to the process where a loan application is
reviewed individually by a human underwriter rather than through automated systems. This method is
often employed when automated underwriting systems cannot fully assess the risk due to insufficient or
non-traditional financial data. Understanding who performs manual underwriting, their roles, qualifications,
and why manual underwriting is necessary provides valuable insight into the lending process. This article
explores the key players involved in manual underwriting, the scenarios in which it is used, and the
benefits and challenges associated with this approach. Additionally, it covers the types of loans commonly

subjected to manual underwriting and the criteria underwriters consider when making decisions.
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‘Who Performs Manual Underwriting?

Manual underwriting is conducted by professional underwriters employed by financial institutions,
mortgage lenders, banks, and credit unions. These underwriters are trained experts who analyze loan
applications and supporting documentation to determine the borrower's creditworthiness. Unlike
automated underwriting systems, which rely on algorithms and credit scoring models, manual
underwriters exercise professional judgment to evaluate complex or borderline cases. Their role is essential
when an applicant's financial profile does not fit the standard criteria or when an automated system flags

potential issues.

Role of the Manual Underwriter

The primary role of a manual underwriter is to assess the risk associated with a loan application by
reviewing income statements, credit reports, employment history, and other financial documents. They

verify the authenticity of the provided information, analyze the borrower’s ability to repay the loan, and



ensure compliance with lending guidelines. Manual underwriters also provide decision rationale and may

recommend loan approval, denial, or conditional approval with specific stipulations.

‘Who Employs Manual Underwriters?

Manual underwriters are typically employed by:

Mortgage lenders and brokers

e Commercial banks and credit unions

¢ Government-sponsored enterprises (GSEs) such as Fannie Mae and Freddie Mac

Private lending institutions specializing in non-conforming loans

These entities rely on manual underwriting to handle applications that do not meet automated systems'

requirements or require a more nuanced evaluation.

When and Why Manual Underwriting is Used

Manual underwriting is used in specific scenarios where automated systems cannot provide a clear decision
or when the borrower’s financial circumstances are unique. It is a necessary alternative to automated

underwriting, especially in cases involving non-traditional credit histories or complex income sources.

Situations Requiring Manual Underwriting

Common circumstances that lead to manual underwriting include:

e Borrowers with limited or no credit history

Self-employed individuals with fluctuating or hard-to-document income

Applicants with recent credit events such as bankruptcy or foreclosure

Non-traditional income sources, including gig economy earnings or rental income

Loans that fall outside standard automated underwriting guidelines



Advantages of Manual Underwriting

Manual underwriting offers several benefits over automated processes:

Allows for a more personalized review and consideration of unique financial situations

Enables approval of loans that automated systems might reject due to rigid criteria

Provides flexibility in evaluating non-traditional documentation

Reduces the risk of false negatives in creditworthiness assessment

The Manual Underwriting Process

The manual underwriting process involves a detailed and systematic review of all relevant loan
documentation and borrower information. This process is more labor-intensive than automated

underwriting but can lead to more accurate and fair lending decisions.

Steps in Manual Underwriting

The typical steps include:

1. Document Collection: Gathering all necessary financial documents such as tax returns, pay stubs, bank

statements, and credit reports.

2. Verification: Confirming the authenticity of the documents and verifying employment and income
details.

3. Risk Analysis: Assessing the borrower's ability to repay the loan based on income, debts, assets, and
credit history.

4. Guideline Compliance: Ensuring that the loan meets internal and regulatory lending standards.

5. Decision Making: Approving, denying, or conditioning the loan with specific requirements or

compensating factors.



Factors Considered During Manual Underwriting

Underwriters evaluate various factors to determine loan eligibility, including:

Debt-to-income ratio (DTI)

Credit score and history

Employment stability and income verification

Assets and reserves

Loan-to-value ratio (LTV)

e Compensating factors such as savings or additional income streams

Qualifications and Skills of Manual Underwriters

Manual underwriters possess specialized skills and qualifications that enable them to analyze complex
financial data and make informed lending decisions. Their expertise is crucial in maintaining the integrity

and profitability of lending institutions.

Educational Background

Most manual underwriters have a background in finance, economics, accounting, or business administration.

Many hold relevant certifications that demonstrate proficiency in underwriting standards and practices.

Key Skills
Important skills for manual underwriters include:
¢ Attention to Detail: Meticulous review of financial documents to identify inconsistencies or errors.

¢ Analytical Thinking: Ability to interpret complex financial information and assess risk accurately.

¢ Knowledge of Lending Guidelines: Familiarity with FHA, VA, conventional, and other loan

program requirements.



¢ Decision-Making: Capability to make sound judgments balancing risk and opportunity.

e Communication: Clearly explaining decisions and conditions to loan officers and applicants.

Types of Loans Involving Manual Underwriting

Manual underwriting is most commonly used in mortgage lending but applies to various loan types where

borrower profiles require individualized assessment.

Mortgage Loans

Mortgage loans, particularly those insured by the Federal Housing Administration (FHA), often undergo
manual underwriting when applicants do not meet automated criteria. FHA guidelines explicitly allow for
manual underwriting under specific conditions to facilitate homeownership for borrowers with non-

traditional credit profiles.

Other Loan Types

Manual underwriting may also be applied to:

Personal loans with unconventional income documentation

Small business loans where financial statements are complex or irregular

Auto loans for borrowers with limited credit histories

Refinance loans requiring detailed income and asset verification

In each case, manual underwriting provides lenders the flexibility to evaluate risk beyond algorithmic

constraints.

Frequently Asked Questions



Who typically performs manual underwriting in the mortgage industry?

Manual underwriting in the mortgage industry is typically performed by experienced underwriters who

review loan applications individually when automated systems cannot make a clear decision.

Why would a lender choose manual underwriting over automated

underwriting?

Lenders choose manual underwriting when a borrower's financial situation is complex or does not meet

automated system criteria, requiring a detailed, individualized review to assess creditworthiness.

Which professionals are responsible for manual underwriting in

insurance?

In insurance, manual underwriting is performed by underwriters who evaluate risks and determine

policy terms on a case-by-case basis when standard algorithms are insufficient.

Can manual underwriting be outsourced, and if so, who does it?

Yes, manual underwriting can be outsourced to specialized underwriting firms or third-party service

providers who have trained underwriters to handle complex cases.

What qualifications do individuals who perform manual underwriting
usually have?

Individuals performing manual underwriting usually have backgrounds in finance, risk management, or

insurance, combined with training and experience in assessing credit risk and financial documentation.

Additional Resources

1. Manual Underwriting in Mortgage Lending: A Comprehensive Guide

This book offers an in-depth exploration of manual underwriting processes within the mortgage industry.
It covers the criteria used by underwriters to assess loan applications without relying solely on automated
systems. Readers will gain insights into evaluating creditworthiness, income verification, and risk

assessment through traditional methods.

2. The Art and Science of Manual Underwriting

Focusing on the balance between analytical skills and intuition, this title delves into the nuanced decision-
making involved in manual underwriting. It provides case studies and practical examples to help
underwriters improve their judgment. The book also discusses regulatory considerations and compliance

issues relevant to manual evaluations.



3. Manual Underwriting for Non-QM Loans: Strategies and Best Practices

Designed for professionals dealing with non-qualified mortgage (Non-QM) products, this book explains how
manual underwriting plays a critical role in these specialized loan types. It outlines strategies for assessing
borrower profiles that do not fit traditional credit models. The guide also highlights risk mitigation

techniques and documentation standards.

4. Understanding Manual Underwriting: A Lender’s Perspective

This title offers insights from experienced lenders on how manual underwriting decisions impact loan
approval and portfolio quality. It explains the criteria lenders prioritize when manually reviewing
applications. The book also discusses the interplay between manual underwriting and automated systems in

modern lending environments.

5. Manual Underwriting Fundamentals: Tools and Techniques for Loan Professionals

A practical handbook for loan officers and underwriters, this book covers the essential tools and techniques
used in manual underwriting. It emphasizes the importance of thorough documentation review and
borrower analysis. Readers will find checklists and templates to support effective manual underwriting

workflows.

6. Risk Assessment and Manual Underwriting in Consumer Lending
This book explores the role of manual underwriting in identifying and managing credit risk in consumer
loans. It provides methodologies for evaluating non-traditional credit data and alternative income sources.

The text also addresses how manual underwriting can complement automated credit scoring models.

7. Manual Underwriting: Navigating Regulatory and Compliance Challenges

Focusing on the regulatory environment, this book discusses how manual underwriting practices must
adapt to evolving compliance requirements. It highlights key laws and guidelines affecting underwriting
decisions and documentation. The author offers strategies to ensure that manual processes meet legal

standards while maintaining efficiency.

8. The Manual Underwriter’s Handbook: Best Practices for Accurate Loan Evaluation
This handbook serves as a reference for underwriters seeking to refine their manual review skills. It
covers best practices for income verification, credit analysis, and asset evaluation. The book also includes tips

for effective communication with loan officers and borrowers during the underwriting process.

9. Manual Underwriting in a Digital Age: Integrating Technology and Human Judgment

Examining the evolving landscape of lending, this book discusses how manual underwriting remains
relevant alongside advanced automated systems. It explores ways to integrate technology with human
judgment to improve loan decision accuracy. The author provides insights on balancing efficiency with

thorough risk assessment in underwriting workflows.
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