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Principal Reduction Policy 
 

Note: Principal reductions are for incidentals that occur after closing. Principal reductions 
discovered prior to closing must be resolved.  
  

Ineligible Programs  

Principal reductions are not allowed for the following loan programs:  

 Laguna  
 Monterey  
  

Limited Cash Out Refinance  

Below are the maximum limited cash out amounts for the following loan programs:  

 Fannie Mae Conventional Limited Cash Out: $2,000 or 2% of the loan amount, whichever 
is less  

 FHA Limited Cash Out: $500  
 FHA Streamline: $500  
 Freddie Mac Conventional Limited Cash Out: $2,000 or 1% of the loan amount, whichever 

is greater  
 Jumbo and Non-QM Limited Cash Out: Varies by loan product per underwriting guidelines  
 VA Interest Rate Reduction Refinancing Loan (IRRRL): $500  
  
 
A Principal Reduction may be applied if the maximum limited cash out amount exceeds the 
allowable amount per Fannie Mae guidelines (see section titled Fannie Mae Guidance). The 
maximum amount is $2,500 or 2% of the original loan amount, whichever is less, except for the 
following loan programs:   

 FHA Streamline: The maximum amount is $500 if the cash out amount exceeds the 
allowable amount due to minor adjustments at closing not related to the payoff demand. A 
payoff demand that differs from the demand used by the underwriter for loan amount 
calculation will require re-calculation of the loan amount.  

 VA Interest Rate Reduction Refinancing Loan (IRRRL): The maximum amount is $500 if 
the cash out amount exceeds the allowable amount due to minor adjustments at closing not 
related to the payoff demand. A payoff demand that differs from the demand used by the 
underwriter for loan amount calculation will require re-calculation of the loan amount.  
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Fannie Mae Guidance 

Fannie Mae permits curtailments for the following reasons: 

 The lender may apply a curtailment to refund the overpayment of fees or charges paid by the 
borrower, in any amount, in accordance with applicable regulatory requirements.  

 If the borrower received more cash back than is permitted for limited cash-out refinances, the 
lender can apply a curtailment to reduce the amount of cash back to the borrower to bring the 
loan into compliance with the maximum cash-back requirement. The maximum amount of the 
curtailment cannot exceed the lesser of $2,500 or 2% of the original loan amount for the 
subject loan. For example, if the borrower received $3,500 cash back at closing on a loan 
amount of $200,000, the lender could apply a $1,500 curtailment prior to delivery to Fannie 
Mae. This would result in “net cash back” to the borrower of $2,000, thus meeting Fannie 
Mae’s limited cash-out refinance requirement.   

  

Excess Lender Credit 

A Principal Reduction may be applied if the Lender Credit exceeds closing costs. The maximum 
amount is $2,000 or the best rate lock offered (verified by secondary), whichever is greater.  
 
The Lender Credit is applied towards closing costs pertaining to the loan transaction, including all 
non-recurring and recurring fees, not limited to:  

 Homeowner’s Insurance  
 Homeowner’s Warranty (Up to One Year)  
 Interest Per Diem (Pre-Paid Interest)  
 Property Taxes  
 Termite Inspection   
  
The Lender Credit and/or Third-Party Credit(s) can never be applied towards debts, delinquent 
charges, late charges, liens, or payoffs.   
 
Third-Party Credit(s) are applied prior to applying any Lender Credit. If there is excess Lender 
Credit after Third-Party Credit(s) have been applied, the remaining credit is posted as a principal 
reduction. For example, if total closing costs is $5,000 and Lender Credit is $3,000 plus Third-
Party Credit(s) are $3,000 ($6,000 total credits); A Principal Reduction of $1,000 will be applied 
for excess Lender Credit. If total closing costs is $2,000 and Lender Credit is $3,000 plus Third-
Party Credit(s) are $3,000 ($6,000 total credits); Third-Party Credit(s) will need to be reduced by 
$1,000 and a Principal Reduction of $3,000 will be applied for excess Lender Credit. For VA 
Purchase, the Veteran can choose to apply remaining Third-Party Credit(s) towards sales 
concessions up to 4% of the appraised value or sales price, whichever is less, for debt payoffs.  

  
For additional questions, please contact heather@jmaclending.com.  


