“All things are difficult before they are easy.”

- THOMAS FULLER
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Instructions

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

¢2 Fal | l[dzSadArAzys Of AO]l UKS
GoToWebinar box and type your question

There will be a break for questions during the presentation, and the
remaining questions will be answered at the end of the webinar. If
your question is not addressed, we will email the answer to you

You should have received a reminder email with a link to the slides.
You can also find the slides for all our webinars on our website
under the News & Resources tab

MA 3

MORTGAGE COMPLIANCE ADVISORS, LLC



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 and provide

insight from hands-on application.

e Bob Warnock wca ceo
e Craig Christensen wmca coo

¢ Brady Meadows wmanager
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e We discussed common compliance findings and touched
ONASTte 2y ClIYYyAS al SQa [ 21
announced February 26, 2010
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Agenda

Introduction to FNMA LQl
Benefits of LQ
Components of LQJ
Effective Dates

Resources

Q&A
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(Lender Letter LL-2010-03)

Many compliance issues are not detected until AFTER
delinquency or foreclosure

Major differences between loan delivery and actual facts
were caused by:

— Data mismatch

— Calculation errors

— Other inaccuracies (such as input errors)
— Misrepresentation or fraud
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(cont.)

 To recognize primary drivers of repurchase requests, Fannie
Mae launched the LQl

 The LQl identifies and implements enhancements to the
following:

1. Policy
2. Process
3. Technology
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(cont.)

Fannie Mae aims to improve compliance to mitigate
repurchase risk

Primary focus is to capture crucial data earlier and validate it:
— Before

— During and

— Immediately after loan delivery
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How does the LQI affect my organization?

e Approved Fannie Mae Lenders

— Significant changes have been made to loan level and
qguality control requirements

Brokers and Non-Fannie Mae Approved Lenders

— The LQI does not directly affect non-Fannie Mae approved
organizations, but rather provides for new requirements
on how lenders are required to monitor their business
partners

— LQl requirements will be passed on to you by your
investors
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Benefits of LQI

LYLINR OGS ClFYyyAS al SQa f2Iy
— Better loan quality should help keep conforming mortgage

rates down while reducing the taxpayer's burden for
foreclosures

Reduction of repurchase risk
Decreased fee and data reconciliation activity

Reduction of data errors which could result in faulty loans

11

MA

MORTGAGE COMPLIA E ADVISORS, LLC

LJ:



Components of LQl

e The LQl can be summarized in two categories:

1. Loan level changes (validations)

2. Quality control updates for lenders
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The lender is now required to validate the following areas in a

Validations

very specific manner:

Borrower Identity

Occupancy of subject property
Qualified parties to the transaction
Credit liabilities of the borrower
LTV ratios
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Validations: Borrower ldentity

Effective: June 1, 2010

Lenders must confirm the identity of each borrower prior to
the extension of credit

— Aligns with existing federal obligations under OFAC and
Patriot Act
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Validations: SSN and ITIN

o Effective: June 1, 2010

e All borrowers must have a valid SSN or ITIN

e Sources to validate through:

— Social Security Administration
— Third party
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Validations: SSN and ITIN (cont)

 The Social Security Administration performs four validation
checks:

— Invalid formats

— Numbers not issued

— Borrower age/issue date discrepancy

— SSN associated with deceased individuals

e Examples of third party validation:
— HAWK-Alerts on TransUnion credit reports
— Rapid Reporting
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Validations: Borrower Occupancy

Effective: April 17, 2010 with DU update

Lenders must take certain steps to verify occupancy for
certain DU loan case files, such as:

— Owner occupied refinance

— Purchase of primary residence while retaining existing
home
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Validations: Borrower Occupancy (cont.)

e Owner Occupied Refinance

— Lender must obtain proof of occupancy if residence
address on application is different from subject address

— Proof of occupancy can be supported with:
o Utility bill
e Evidence of insurance
e Bank statements or credit card statements
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Validations: Borrower Occupancy (cont.)

e Purchase of primary residence while retaining existing home
—-[ SYRSNJ ySSRa R20dzyYSyualdaAazy
occupy as primary residence

— Proof of occupancy can be supported with:
e Evidence of insurance (look for landlord policy, etc.)
o Utility bill
e Possible contract with a moving company
e Change of address information submitted by borrower

MA

MORTGAGE COMPLIANCE ADVISORS, LLC

19



Validations: Qualified Parties

Effective: June 1, 2010

Lenders are prohibited from delivering loans that have been
originated, underwritten, or serviced by individuals or
companies that are listed on:

— Federal General Services Administration (GSA) Excluded

Party List
* https://www.epls.gov/

—~1!'5Qa4 [AYAUSR 5SyAlLft 27F t}

|
* https://www5.hud.gov/ecpcis/main/ECPCIS List.jsp
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Validations: Qualified Parties (cont.)

Individuals who may be considered a qualified party include:
— Those with management or supervisory responsibilities

— An individual or entity with critical influence on origination
or servicing

— An individual with critical influence over any function
related to origination or servicing

MA

MORTGAGE COMPLIANCE ADVISORS, LLC

21



Validations: Undisclosed Liabilities

o Effective: June 1, 2010

 Lenders must determine that all debts incurred by the
borrower, up to settlement, are disclosed on the final
application signed at closing

 Although Fannie Mae did not require a new credit report to
determine new debt, it was noted as a recommended form of

validation

MA ’

MORTGAGE COMPLIANCE ADVISORS, LLC



Validations: Undisclosed Liabilities (cont.)

Chba! [ vL C!lvQa T1TkmMnkwmnyY
Undisclosed Liabilities Policy

Q4. How would a lender confirm that undisclosed liabilities are not present in a transaction,
through the closing of a transaction?

A: The lender is responsible for implementing practices to identify undisclosed liabilities in a

OGN} yalrOUuAz2yd® LG A& GKS fSYRSNXA NBALRYAAOACT
02 &dzZLILI2 NI O2YLIX AlFYyOS gA0K CFYYyAS al SQa NBI
lenders already had such processes in place prior to issuance of Announcement SEL-2010-01.

The Selling Guide update was not intended to require additional credit report pulls or

underwriting at the time of closing. Rather, we sought to reiterate our requirement that lenders

have in place prudent processes and controls that support their ability to fully assess the

02NN GSNQRE FAYEFYOALFT OANDdzyaidl yOSasz gKAOK A
successfully repay their mortgage obligation over the life of the loan.

Based on lender feedback, Fannie Mae is reviewing the policy and intends to provide additional
guidance by the end of July.
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Validations: Minimum Credit Score

Effective: July 26, 2010

Loans will be rejected for credit scores less than 620

— Fannie Mae says there will be exceptions, but does not
give specifics
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Validations: Property Unit Number

Effective: June 1, 2010

If the subject property is identified by a unit number, such as
a condo or PUD, the unit number must be included in the
property address on the Note
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Validations: LTV Ratios

Effective: January 3, 2011

LTV ratios will be shortened to two decimal places, then
rounded UP to the next whole percent

— Example:
* 96.01% will be 97%
* 96.001% will be 96%

Updates apply to the CLTV and HCLTV ratios
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Validations: Manual UW of DU refer with
Caution/IV Recommendations

e Effective: March 2, 2010

e Any loan that receives a Refer with Caution level IV (RWC/IV)
recommendation from DU may be manually underwritten

— RWC/IV loans must be delivered as manually underwritten
(special feature code 343), not as DU underwritten
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Quality Control for Lenders

«e CLYYyAS al$Qa SEAalGAY3 YR V!
qguality control are considered a minimum in your QC process

 Fannie Mae recommends each lender analyze their current
lending culture and implement additional risk layers to reduce
their overall company risk
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Quality Control for Lenders

The policy changes will address:

Prefunding quality control
Sampling methodologies
Reporting

Auditing

BN

All Quality Control requirements we will be reviewing are
effective July 1, 2010
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Lender QC: Accountability for TPO

Lenders must have written procedures for the approval of Third
Party Originators (TPO).

OFFSOGAVS al yIF3IASYSYd t NP OSRAdz
Fannie Mae:

e aSUK2R F2NJ OSNAFeéeAy3I ¢t hQa
licensing and qualifications for originating

e Method for confirming TPO complies with contractual
obligations it has with lender

 Requirement that TPO has a written Quality Control plan
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Lender QC: Accountability for TPO (cont.)

Effective Management Procedures for Third Party Originators
recommended by Fannie Mae (cont.):

* Process for addressing and resolving QC discrepancies
. Reguire[ne’nt for s,ubmission of rgports on activityAand o

NEf SOl yiu AaadzSa 02 f SYRSNXa
e Provisions for corrective action
e lyydzZf NBGYASE 2F ¢t hQa FAYIl
e Quarterly review of loans originated by TPO
lyydzZ f NBOASS 2F ¢t hQa v/ 7T,
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Lender QC: Process and QC Plan Contents

The purpose of performing a QC review is to:

 Improve loan quality
e Assess overall quality of production

e \Verify accuracy of documentation used by lender in
underwriting and funding
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Lender QC: Process and QC Plan Contents
(cont.)

Lenders must have QC systems and processes to:

 Maintain compliance with their contractual obligations along
with applicable federal, state, and local regulations

e OYVadz2NBE f2Fya YSSUO Cba! Qa St .
requirements
 Guard against fraud, negligence, errors, and omissions
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Lender QC: Process and QC Plan Contents
(cont.)

Fannie Mae requires lenders to implement their own compliance and
credit culture. Fannie Mae will audit to ensure lenders follow their own
guidelines.

Establishing an effective QC Plan includes processes and procedures
for:

c hOSNIWASg 2F fSYRSNXa v/ 2062S0il
e Identifying risks the lender intends to measure, monitor, and

manage

e QOperating and reporting procedures for all employees involved in,
or affected by, the QC process

e Performing QC during prefunding and post-closing
e |dentifying a representative sample of loans
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Lender QC: Process and QC Plan Contents
(cont.)

Establishing an effective QC Plan includes processes and
procedures for (cont.):

e WSOASGHAYT v/ @$2N] LISNF2N)SR
9@l fdzr AYy3d O2YLI Al YOS SAU0K
e Addressing findings

Record retention (3 years for QC findings and related material)
| dZRAUOAY 3 f SYRSNXQR& v/ LINRPOSA:

(FNMA SSG D1-1-02)
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Lender QC: Outsourcing the QC Process

 Alender may outsource its QC processes

 Lender must establish a process within its written QC plan for
NEOASGAYIT GKS O2y iGN O02NXQa
— Requirements and guidelines are applied consistently
- ¢KS NBOASG NBadz Ga | OOdzNY
loan originations

 Lender must have procedures to address findings and
implement corrective action
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Lender QC: Prefunding QC

Fannie Mae now requires lenders to implement a prefunding
procedure.

Fannie Mae recommends the QC plan for loans selected for
prefunding review contain the following information:

Timing of prefunding QC review
Process of loan selection
Verification of data and documents

> w N e

Reporting procedures
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Lender QC: Prefunding QC (cont.)

1. Timing of prefunding QC review

— Reviews done prior to funding provide important and
timely feedback to staff

— Fannie Mae recommends lenders allow sufficient time to
make loan selections to allow corrections/revisions be
made
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Lender QC: Prefunding QC (cont.)

2. Process of loan selection

— Samplings should include loans with characteristics related
to errors identified previously

— At a minimum, sampling should include the following loans
with higher risk characteristics:

e LTV ratios over 90%
e Credit scores considered in the high-risk range
e Loans secured by investment properties

e Cash out refinances
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Lender QC: Prefunding QC (cont.)

3. Verification of data and documents

— An effective prefunding QC process includes verification of:

e Data entered into AUS
e SSN
e Employment, income, and assets
— Income and asset amounts should match
e Appraisal or other property valuation data
e Type of appraisal for transaction and property type

e Documentation of adequate mortgage insurance
coverage
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4.

Lender QC: Prefunding QC (cont.)

Reporting procedures

— Lender should have procedures for findings identified in
review

— Action plan should include:

* Notifying senior management about defects
* Informing parties responsible for resolving defects
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Lender QC: Post-Closing QC Timing and Loan
Sampling

Previous requirements:

— Select loans for QC review on monthly basis and complete
within 90 days of selection

— Standard minimum selection was 10%
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Lender QC: Post-Closing QC Timing and Loan
Sampling
Updates to policy:

— Select loans within 30 days of closing and complete
reviews within 60 days of selection

— Lenders must notify Fannie Mae if their QC cycle is behind
more than one 30 day cycle
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Lender QC: Post-Closing QC Timing and Loan
Sampling

Updates to policy (cont.):

— Lenders may use statistical sampling (in lieu of standard
10%)

e Must provide written justification

— Discretionary mortgage selections are now required and
must include all property types

e Condos, cooperatives, and manufactured housing
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Lender QC: Post-Closing QC Process and Data
Integrity

Attempt to verify owner-occupancy

Review potential red flag alerts provided through DU or other
sources

— All red flags must be adequately addressed and
documented

Ensure the loan is eligible for delivery to Fannie Mae

iy
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Lender QC: Reporting and Review of QC
Process

e v/ NEOASSG FAYRAYIE Ydzad 0SS
management within 30 days

— Lenders must have audit process to ensure their QC
procedures are followed and recorded

— Results of audit must be reviewed
— Action plan must be established for remediation to policies

— Lenders must annually review their entire QC process
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As always, contact your lenders and investors with questions
you may have specific to your loan
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We look forward to assisting you with all
of your compliance needs
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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 w Salt Lake City, Utah 84117

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

Fannie Mae

— https://www.efanniemae.com

Lender Letter LL-2010-03

—  https://www.efanniemae.com/sf/guide

s/ssg/annltrs/pdf/2010/111003.pdf

Announcement SEL-2010-01

— https://www.efanniemae.com/sf/guide

s/ssg/annltrs/pdf/2010/sel1001.pdf

Announcement SEL-2010-03

— https://www.efanniemae.com/sf/guide

s/ssg/annltrs/pdf/2010/sel1003.pdf

e [ 21 Y wvdzZ fAGE
7/14/10

— https://www.efanniemae.com/sf/lqgi/pd
f/lgifags.pdf

. CILYyyAS al $§Q&
— https://www.efanniemae.com/sf/lqi/in
dex.jsp

e AllRegs

—  http://www.allregs.com/home/default.
aspx
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Questions
&
Answers
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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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