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Instructions

* Because of the large number of registrants, the lines will be
muted.

« To ask a question, click thi
the GoToWebinar box and type your question.

* The panelists will address questions at the end of the
presentation. If your question is not addressed, we will email

the answer to you.
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Our Panelists

We are fortunate to have with us today a panel of experienced mortgage
professionals. They will be taking the time to answer your questions about Early
Payment Default loans and provide insight from haadspplication.

* Kerry Page Regional Production Manager/Wholesale Lending

e Bob Warnock mca ceo

e Craig Christensen mca coo
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Historical data

EPD defined

How does the EPD affect you
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Ramifications

* A poorly performing mortgage can negatively impact
— The economy
— Consumer confidence
— Reputation of the mortgage industry
— Your bottom line
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Historical Data

Mortgage Bankers Association National Delinquency Survey

— Between late 2006 and mid-2007, loans reported seriously
delinquent or beginning the foreclosure process reached
their highest levels.

— By mid-2008, rates had more than doubled the previous
record highs.
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Mortgage Bankers Association National
Delinquency Surveg 3 Qtr 2009

* The delinquency rate for mortgage loans on one-to-four unit

residential properties rose to a seasonally adjusted rate of
9.64.

* Third quarter figures up 40 basis points from the second
quarter of 2009 and up 265 basis points from one year ago.

* According to the survey, the percentages of loans 90 days or
more past due, loans in foreclosure, and foreclosures started
all set new record highs.
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What is a delinquent payment?

* Delinquency occurs when all, or part, of the borrower's
monthly installment of principal, interest, and where
applicable, escrow is unpaid 30 days after the due date.
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What is an Early Payment Default?

e According to FHA guidelines, an EPD is defined as a 60-day
late pay within 6 months of the loan.

 Fannie Mae and Freddie Mac define an EPD as a loan that

experiences a 90-day delinquency during the first 12 to 24
months after the delivery date.

* Loans with a delinquent first month payment are also known
as first payment defaults oI
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How it can affect you

If there are a high number of EPD loans, investors can become
concerned about the credit and underwriting quality. As a
result:

— The lender may need to buy back loans sold to investors
— The company's credibility with investors could decline

— Investors may choose not to purchase future loans from
the company
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Loan Performance and Actions by HUD

HUD monitors and assesses your performance in originating
quality loans by the pay history of the loans.

If the loans that you originate perform poorly, HUD has the
option to terminate your authority to originate FHA loans.
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HUD Letters Addressing EPDs

* Mortgagee Letter 99-15

-—-HUD may terminate | enders
family loans or place on Credit Watch Status in geographic areas
where the lender has a high rate of early defaults and claims.

a |

* Mortgagee Letter 01-23

—El 1T mi nat ed HUD' s practice of
Watch Status prior to termination.

* Mortgagee Letter 10-03

— HUD will review all DE underwriting mortgagee defaults and
claim rates on loans and may terminate the underwriting
authority of DE mortgagees.

MA

MORTGAGE COMPLIANCE ADVISORS, LLC

12



Loan Performance and Actions by HUD

HUD has become more stringent in its handling of those
involved with the originating of poorly performing loans.
Actions can be taken against:

— Borrower

— Lender

— Originator
— Underwriter
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Loan Performance and Actions by FNMA

Fannie Mae reviews a percentage of the mortgages it
purchases to ensure they meet eligibility criteria and
underwriting standards.

Fannie Mae may require the immediate repurchase of a
mortgage or property when an EPD underwriting review
reveals significant underwriting deficiencies.
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What can you do to manage your risk?

_ EARLY WARNING SYSTEM]

* One very useful t ool ' s HUD
— https://entp.hud.gov/sfnw/public/

 FAQs about Neighborhood Watch are available at:

— http://www.hud.gov/offices/adm/hudclips/letters/mortga
gee/files/02-15al.doc
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Neighborhood Watch Early Warning System
Neighborhood Watch lets you see how your loans are
performing compared to the national average.

Loans that are delinquent or have had claims filed against the
FHA Insurance Fund warrant your special attention.

Lenders should monitor their default/claim rates and be ready
both to:

— Take preventative action and
— Defend default/claim rates
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Credit Watch Termination Threshold

24 Month Period Ending Date Termination Threshold
June 30, 2002 300%
September 30, 2002 275%
December 31, 2002 250%
March 31, 2003 225%
June 30, 2003 200%

* A default/claim rate exceeding 200% of the local HUD field
office average will trigger proposed termination action.
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Instructions

Early Warnings Serviciﬁg Analysis Details Help/About

DT =0 N el s Al s e s @ e e s eiee e e e s sieeie s eine ses o8

o Welcome

EARLY WARNINGS -- SINGLE LENDER

Type first few letters of the lender's name or the 5 or 10 digit lender id:
Sample
Loan Portfolio: 2 Year FHA -
18
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Report Details

Originator: SAMPLE MORTGAGE - #####
Area: UNITED STATES
Mortgagee Selections: Default Choices: 2 Year Performance Period:
Criginator by Institution Current Defaults Data as of 03312010 -
Criginator by Branch Defaults within the first vear Data as of All Quarter End Dates (51
Brokers/3ponsors Data as of 2009014 -
Compare Lenders to Area:
Qutput Options: Show: All Loans -
and between P and 9999999  total current defaults and claims -
and between 0 and 9999999  compare ratio -
Show Data For: Mationwide Totals -
Report Options: ) Detail and Totals @ Detail Only ) Totals Only
sort By: Percent of Defaults and Claims - Descending -
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Monitor the performance of your loans

Single Lender - Originator by Institution
Sample Mortgage - #####

Lender Originations in the United States
Loan Portfolio - 2 Year FHA
Default Choice - Current Defaults

Performance Period - 0272812010
Sort Order by Percent of Defaults and Claims in Descending Order
Data shown includes all insured zingle family loans with beginning amortization
dafe befween March 1, 2008 and Februans 28, 2010

United | United
United States | States
Totalin | % in States | United | Total in % in
Total Default | Default | United Total States | Default | Default
United |(Compare Total| in Total and and states in Total and and
Rank states Ratio |Orig Default Claims | Claim | Claim |Total Orig | Default | Claims | Claim Claim
1 |United States |  243% 2707 | 204| 12 | 218| 1167| 3,369,959 | 153,528| 8453 | 161,931 481
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Recognizing the Risk

 We have identified a way to monitor your loan performance
once the | oan has <c¢cl osed, n
identify a potentially problematic loan.
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Have a Plan

Unfortunately, the burden of proof will sit with you, so a clear
and concise plan of identifying and addressing any potential
exposure should be implemented.
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Limiting Your Exposure

If an AUS is used to validate the loan, do not assume an
approve/eligible recommendation will ensure the loan can, or
will, be repaid.

Layered risk factors:

— High ratios

— High LTV

— Limited or no reserves

— Derogatory credit with recent late payments
— First time homebuyer

Does the loan make sense for the borrower?
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Limiting Your Exposure (continued)

* Take note of the following attributes of your loan:

— Strength of the borrower
* Stability of Job History
* Evidence of ability to save assets

— Use of Credit

* Has the borrower demonstrated the ability to repay
their debts?

 How does the amount of maintained debt compare to
proposed debt?
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Limiting Your Exposure (continued)

— Collateral

* If a purchase, does the location and size make sense for
the borrower?

* |s it within commutable distance for work?

* |s a buyer retaining his or her current residence? Can
they afford both payments and for how long?

— Are ratios reasonable?

* Can your borrower afford the house?

MA
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Misrepresentation in Your File

« The FBI ' s Mort gae@@siddicasedid Re |

—“There I s a strong correl a
loans which result in default and foreclosure. While the
amount of mortgage fraud cannot be precisely
determined, industry experts agree that there is a direct
correlation between fraud and distressed real estate

mar ket s. "
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Mortgage Fraud Statistics for 2007-2009

IRS Criminal Investigation
Real Estate/Mortgage Fraud Statistics

FY 2009 FY 2008 FY 2007
Investigations Initiated 336 349 337
Prosecution Recommendations 250 263 217
Indictments/Informations 215 255 134
Convictions 184 136 130
Sentenced 135 104 147
Incarceration Rate* 77.8% 82.7% 85.7%
Average Months to Serve 35 38 35

How to Interpret Data. Complex financial investigations may take several years to complete. For example, the data shown for
sentenced investigations within a given fiscal year may represent investigations actually initiated in a previous fiscal year.

*Incarceration includes confinement to federal prison, halfway house, home detention, or some combination
Data Source: Criminal Investigation Management Information System
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Not Just One Source

* There is a misconception that fraud stems from origination.
* Fraud comes from various sources:

— Borrower

— Seller

— Title Representative
— Real Estate Agent

— Appraiser
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Watch for Red Flags

* Watch for the following red flags to help you combat
mortgage fraud:

— Social Security number discrepancies

— Borrower credit patterns inconsistent with income and
lifestyle

— PO Boxes indicated for employer addresses
—Applicant’s residence remo
— Wages are even dollar amounts

— Handwritten paystubs or W2 tax statements
0/ 2y GAyd
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Red Flags (continued)

— Loan is a cash out transaction on a recently acquired
property

— Owner of property is inconsistent between documents

— For purchases: Non arms-length transactions, excessive
real estate commissions or for sale by owner transactions

— Asset verifications are even dollar amounts
— Occupancy on appraisals
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Scenario

Borrower is relocating from out of state with a letter of
employment and is moving into a vacant, newly constructed
home which has been listed for two years. Title shows more
than one transfer of the property within the last year.

The borrower is retaining his current residence, yet has
qualified with both payments according the salary he will be
receiving within 30 days of closing.

Internet statements reflect funds to close and reserves,
however, there is an unidentified party on the account along
with recent, large deposits.
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What are the red flags?

Does this scenario point to a possible straw buyer?

* New construction
 Transfer of title
e Listed over 365 days

e Letter without supporting documentation of receipt of
income (allowable by agencies and/or investors)

* Internet printouts for asset verification
* Individual on bank account who is not your borrower
* Recent, large deposits
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Not all signs of possible misrepresentation will be obvious.
Ask yourself:

Does this | oan make
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Resources on Red Flags of Fraud

 Two useful resources for information on red flags of fraud are:

— www.efanniemae.com

* Mortgage Fraud Program/ Resources to Help You
Combat Mortgage Fraud

— www.freddiemac.com/dgtg

* Fraud Prevention Best Practices
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Quality Control

Early Payment Default loans are subject to quality control
audit.

— FHA requires mortgagees to perform audits on 100% of
their Early Payment Default loans.

Implement a thorough and dependable Quality Control Plan.

— A good Quality Control Plan can help you assess the overall
qguality of your loans and assist you to implement quality
control procedures to ensure loans comply with agency
requirements.
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Recognize, Implement, Monitor

Recognize and monitor the red flags of your loan file
Implement a good Quality Control plan
Monitor closed loan performance
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- Benjamin Franklin
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Resources

Fannie Mae
— www.efanniemae.com

Freddie Mac

— Freddie Mac Resources for Sellers/Services (including news and the Seller/Servicer Guide)
http://www.freddiemac.com/singlefamily/

HUD/FHA

—  www.HUD.gov
— Neighborhood Watch: https://entp.hud.gov/sfnw/public/

Mortgage Bankers Association

—  www.mbaa.org

The Mortgage Fraud Reporter

—  www.mortgagefraud.org

Federal Bureau of Investigation

—  www.fbi.gov/publications/fraud/mortgage
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Contact Information

We will be answering a few of your questions in just a moment.
Questions not addressed at this time will be emailed directly to you,
as well as answered in our next newsletter. You are also welcome
to contact us at any time:

Mortgage Compliance Advisors, LLC
5505 South 900 East # 110 = Salt Lake City, Utah 84117

Support (Current Clients): (801) 649-6038
Support (General): (877) 250-5243
Email: Info@MortgageComplianceAdvisors.com
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Questions & Answers

Q: If | exceed the 200% credit watch termination threshold,
will | be automatically terminated? What actions will HUD
allow me to take to defend my default and claim rate?
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Questions & Answers

* Q: How would my company handle a repurchase?
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Questions & Answers

 Q: Isthere a way to monitor closed loan performance
through other agencies?
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Questions & Answers

* Q: Who can | report to when | discover acts of misrepresentation in a loan?

— U.S. Dept. of Housing and Urban Development (HUD)

* http://www.hud.gov/consumer/index.cfm
http://www.hud.gov/complaints/landsales.cfm

Office of Consumer and Regulatory Affairs
Director, Interstate land Sales/RESPA Division
451 7th Street S.W.

Washington, DC 20410

Phone: (202) 708-4560

National Hotline: (800) 347-3735

— To Report Possible Fraud to Fannie Mae:
* www.eFannieMae.com 1-800-7FANNIE

— The Federal Bureau of Investigation (FBI)

* http://www.fbi.gov/
(202) 324-3000 — National FBI Financial Institution Fraud Unit
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Thank You!

The information provided by Mortgage Compliance Advisors, LLC has been
taken from various public resources and does not constitute legal advice.
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