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V
Ace Mortgage Funding, Inc.

Known throughout the balance of document as AMF

Overview and Policy Statement

AMF maintains high standards in conducting business and realizes the importance of each employee contribution to achieving quality and the unwillingness of the company to tolerate work performance that does not meet the company’s standards.  Fraudulent activities and employee misconduct will result in an employee’s immediate dismissal.  AMF fells that the first step in combating fraud and other compliance issues is by hiring correctly and providing continuous training.  AMF is committed to hiring experienced processors to help with the training and compliance process.  AMF has installed an AVP of Quality Control to insure proper training and compliance on files, and to do regular training and evaluation of performance of processors and loan officer.  AMF has a policy of all new hires being subjected to an in house quality control review before a file is submitted to underwriting.  AMF has a training class with all loan officers after they are hired on, whether they are experienced or not among the items discussed are:
1. Filling out a 1003 completely

2. Filling out a correct Good Faith Estimate

3. Information needed for HMDA purposes

4. RESPA guidelines

AMF asks that the AVP of Quality Control oversee a variety of functions:

1. Developing, drafting and updating the quality control plan

2. Keeping staff informed of changes in agency, investor, and company requirements

3. Overseeing the monthly review of loan files and procedures

4. Preparing reports and recommending appropriate corrective actions to senior management

5. Assisting in implementing corrective actions

6. Monitoring the effectiveness of corrective actions

7. Assisting in training initiatives

8. Performing branch audits

9. Notifying agencies and investors of significant quality control findings

10. Attending industry meetings

11. Maintaining quality control records

12. Administering the department’s budget

13. Working with underwriters and managers in the use of automated underwriting systems

14. Responding to agency and investor audits, and monitoring reviews and demands for the repurchase of loans or indemnification of losses.

Purchase money transactions present unique risks in a loan transaction.  Non-arms length transactions, investor flips, silent second mortgages, straw-buyers, and excessive sales concessions are unique to purchase money loans.  AMF tries to prevent these types of issues by carefully reviewing the Purchase and Sales Agreement, preliminary HUD-1 and title commitment.  This handbook provides a checklist of “red flags” for each of these documents.

To make sure that all AMF employees are aware of all HUD, VA, DO, and LP regulations, Handbooks, Mortgagee Letters, and Circular Letters.  AMF has subscribed to a service ALL REGS, for every office that allows them to view regulations, handbooks, mortgagee letters, and circular letters.  Furthermore, these would be discussed as they change or are updated in the weekly branch meeting and monthly in the AVP meeting

AMF has made sure that all personnel are aware of the common indicators of a straw-buyer:

1. A quit-claim deed issued either right before or soon after loan closing

2. Investment property is represented as owner occupied

3. There is no credit history on the borrower

4. Someone signed on the applicants behalf

5. Names were added to the purchase contract

6. There are sales to a relative or related party

7. No sales agent is involved

8. There is an indication of default by the property seller

9. The borrower appears to be moving down without apparent reason, and reports to be keeping the existing home as an income property

AMF realizes that the use of straw-buyers is one of the most difficult to detect.  The loan officer will be pivotal in avoiding these types of transactions.  AMF encourages loan officers to look for these occurrences and to question applicants if they have suspicions, while at the same time offering alternatives for how the loan can be made properly.

AMF makes loans based on a reasonable expectation of orderly repayment, according to the terms, from the borrower’s regular income stream.  All income used to qualify the borrower for approval must be verified to support our expectation.  Likewise, there must be a reasonable expectation that the income used to qualify the borrower will continue through the maturity of the loan.  Therefore, the amount of the borrower’s regular income and the stability of the income source(s) must be confirmed and documented.  The exception to this would be a Stated Income, or No Ratio loan which allows the used of stated income, or no income, without confirmation.

AMF expects all loan officers to:

1. Be knowledgeable of the loan products we have access to

2. Be knowledgeable of the requirements of the agencies, investors, and insurers with which we do business with

3. Be familiar with Federal and state consumer credit statues, such as the Equal Credit Opportunity Act, The Fair Credit Reporting Act, and Right to Financial Privacy Act, Real Estate Settlement Procedures Act, and Truth-in-Lending Act.  Also, have an understanding of the Home Mortgage Disclosure Act.

4. Give to applicant at the time of application

a. Transfer of servicing disclosure

b. Good Faith Estimate

c. Truth-in-Lending

d. ARM disclosure (if applicable)

e. ARM booklet (if applicable)

f. Settlement cost booklet

5. To conduct face-to-face interviews on all FHA loans.
6. Make sure all corrections to documents are initialed by the customer
AMF uses specific compliance checklists to verify that each loan file is complete and contains all required loan processing, underwriting, and legal documents. (See Appendix I-IV)
Goals of Quality Control

The goal of AMF’s quality control program is to maximize long term profitability versus short term gains.  This will be accomplished by evaluating loan origination and increasing efficiency, minimizing the risk of administrative, civil and criminal liability; maintaining and even enhancing the company’s reputation and its investor relationships; and building a strong foundation for the future by increasing consumer satisfaction.

The AVP of Quality Control will identify for senior management areas of deficiency including, for example, errors and omissions, unacceptable patterns or trends, as well as fraud and intentional violations of regulations

Assure that AMF’s procedures are revised in a timely manner to accurately reflect changes in HUD-FHA requirements; keep its personnel informed of the changes; and assure that employees are held accountable for performance failures or errors.

Assure that prompt and effective corrective measures are taken and documented when deficiencies in loan origination, processing, or underwriting is identified and to inform its personnel when deficiencies are found.  Assure that procedures exist for expanding the scope of quality control reviews where fraudulent activity or patterns of deficiencies are identified.

AMF will review Neighborhood Watch every 90 days.  Every loan in Neighborhood Watch will be immediately pulled for quality control review as well as forwarded to an external quality control company, TENA Companies, Inc. for further review.

Assurance that AMF is reporting the HUD-FHA under the HMDA; the information being reported is accurate; all required information is being reported; and the information is reported promptly.

A.   Specific Goals
1. Verify compliance with FHA, VA, Fannie Mae, Freddie Mac, investor and insurer requirements

2. Evaluate and monitor the quality of mortgage originations

3. Verify compliance with the lenders loan origination

4. Verify the completeness and accuracy of legal documentation, property appraisals, and underwriting

5. Verify the existence and data integrity of AU underwritten loans.

6. Ensure that current publications and issuances are maintained and distributed to personnel

7. Assure that any investor/agency handbooks are available to staff.

8. Identify ineffective, inconsistent, or ambiguous procedures

9. Uncover single and recurring errors

10. Pinpoint communication deficiencies

11. Identify training deficiencies
B.   Staffing of Quality Control
1. Will be independent of production and underwriting.  Will report directly to senior management

2. Currently the QC department will be consist of Jeremiah Wean, AVP of Quality Control

3. Outsourcing will be done on all loans that go in to foreclosure within the first year.  This will be done by pulling up Neighborhood Watch on FHA deals

C.  Number of loans Reviewed

There will be a random selection of 10% of monthly production, with adjustments to ensure the sample includes a representative selection of loans – FHA, VA, Freddie Mac, Fannie Mae, Loan Officer, underwriter, appraiser, branch office, product type.  There will be discretionary reviews to monitor trends.

Discretionary targeted reviews will be on early defaults, rejected applications, new employees, high volume producers, 2-4 family units, non-owner occupied, and cash-out refinances.  For our purposes cash out will be defined as any mortgage where anything other than the 1st mortgage is paid off and a customer receives more than 2% back other than to payoff a subordinate lien that was used to purchase the property.

AMF will respond to the situations such as mortgages that are 30 days or more late within the 1st four months or mortgage’s referred to foreclosure within the 1st twelve months, to the extent they are made aware of their existence.

D.  Frequency of Review
A review will be done every month by branch.  Hitting every branch office once a quarter.  Periodically or as necessary for discretionary and targeted reviews.  A report will be generated immediately after inspection directed to senior management.  Each time a branch is audited all loans closed in the most recent 90 days will be put in the selection process.  A general error and finding report will be generated quarterly and given to senior management as well as gone over in the next AVP meeting.

E.   File Review

We will review closing documents for completeness and accuracy, a re-verification of underwriting documents a review of the appraisal, and an evaluation of the underwriting decision.

1. Closing documents

2. HUD-1

3. Note

4. Mortgage

5. TIL

6. Hazard insurance

7. Flood insurance (if applicable)

8. MI insurance (if applicable)

9. Employment

10. Income

11. Assets

12. Credit History

13. Credit Application

A minimum of 10% of total loans rejected will be reviewed, concentrating on three particular areas.  First, the reasons given for rejection must be reviewed and determined to be valid.  Second, AMF will ensure that a senior staff person or officer of the company or a committee chaired by a senior staff person or officer concurred with the rejection.  

F.   Re-verification of credit documents

1. Employment and income, source of funds, assets, rent, mortgage and gift letters

2. Tax returns

3. Occupancy

a. Certified letter to subject property address

b. Physically inspect the subject property

c. Use directory assistance or cross reference services

d. Check with utility companies

4. Credit Application

5. Credit Report

G.   Review of Appraisals

A quality control staff will review appraisals, on all loans chosen for quality control, to verify the accuracy of the data in the appraisal report and to develop an opinion on the appropriateness of the appraisal methods and techniques that the original appraiser used.  (See Appendix V)
H.   Reporting and Resolution Mechanism

Reports are generated to senior management monthly by the branch audited.  The AVP of each branch will receive a report as they are audited as well as a general summary report once per quarter.
Management responds to AVP of Quality Control in writing within 30 days of receiving the report, outlining the following:
Appropriate action taken on:
Significant findings:
1. Employee termination

2. New policies implemented

3. Significant finding reports to agency or investor as appropriate

Lesser findings:
1. Employee training

2. Employee re-training

3. Warning to employee

a. Pre closing quality control review

Records of finding, report, responses, and corrective actions are maintained for a period of not less than three years.
The actions taken by senior management will be formally documented by citing each deficiency, identifying the cause of the deficiency, and providing management’s response or actions taken.  The documentation will be promptly distributed to all loan originators, Branch Managers, and processors.  Employees will be provided with corrective instructions where patterns of deficiencies are identified in processing, or underwriting.

I.   Formatting of the Report
1. Executive Summary

a. Total production by month

b. Total by source

c. Total loans subject to quality control

d. Number of loans with minor exceptions

e. Number of loans with significant exceptions

f. Number of loans with findings warranting notification of the agency or investor

2. Historical Review

a. Will be in Graph form to show findings as increasing or decreasing

3. Findings and warranties, reporting to agencies and investors

a. Senior Management will make be responsible for reporting findings to investors or agencies as needed or warranted.

b. Include the type of deficiencies noted significant and minor according to tracked variables

J.   File Review Process
Third, AMF will ensure that the requirements of the Equal Credit Opportunity Act are met and documented in each file.

Once a file is selected for quality control it will be entered into the quality control log consisting of the following information:

1. Lender

2. Our account number

3. Lender’s account number

4. Type of loan (Purchase, Refinance, Home Improvement, 2nd, HELOC, etc.)

5. Loan Amount

6. Property Address

7. Loan Officer

8. Loan Processor

9. Branch Officer

10. Underwriter

11. Appraiser

12. Settlement Agent

13. Seller

14. Date Re-verifications mailed out

15. Date Re-verification received

16. LP, DO, VA, FHA, Sub prime

Re-verifications will be mailed out on:

1. VOD

2. VOE

3. VOM/VOR

4. Gift Letter

5. Credit Application

6. Tax Returns

7. Source of funds

The re-verifications will not be addressed to the individual who originally completed them.  It will be sent with a stamped return envelope.  If the re-verification is not returned in a timely fashion a phone call will be made to follow up on and attempt to obtain the information that way.  If unable to verify verbally a second attempt to mail out will be attempted.

Quality Control Review

1. All required internal checklists were completed

2. Acceptable title policy

3. Property adequately covered by hazard insurance

4. Flood and rent-loss insurance coverage were obtained if applicable

5. HUD-1 statement is complete

6. There are no unexplained credit to the borrower on the HUD-1 settlement statement

7. The HUD-1 indicates that the applicant made the required down payment and paid the closing costs.  Any closing costs paid by the seller were considered at the time of underwriting.

8. No changes made to the sales price of the property, or other loan terms, unless noted by the underwriter prior to loan closing

9. On refinances, a Right of Rescission notice and itemization of amount financed were provided
We will target loans for discretionary reviews, in addition to the normal 10% of all production, that have the following characteristics:

1. No Credit History

2. No or new bank accounts

3. Higher than customary earnest money deposits

4. Large increases in bank account balances

5. Low cash reserve after closing

6. Large increase in housing expense, greater than 150%

7. Less than 18 months employment with the current employer

8. Gifts for source of funds

9. Self-employed applicants

10. Applicants owning more than one property

11. 2-4 unit properties

12. Non-occupant co-borrower’s

13. Excessive seller concessions

14. Identity of interest transactions

Discretionary selections will be performed as needed.  This could relate to: High risk mortgages, particular branch offices, large producers, newly employed, appraisers, or if concerns about patterns have been identified in other reviews or about delinquency rates.  This would only be used to supplement not replace random selection.

QUALITY CONTROL GUIDELINES
CREDIT
In the absence of a previous mortgage, written verification of the most recent 12 months rental history from a large institutional landlord may be used.  VOR’s from private individuals, real estate offices, etc., are unacceptable. Instead, 12 months cancelled checks are required.

A new credit report will be obtained.  It will be a three bureau in-file report.  A full RMCR will be obtained on 10% of the FHA loans chosen for quality control, and in all cases when the in-file credit report reveals discrepancies, and in cases of early default.

If rating is an asterick (*,0,X) obtain a rating from an alternative credit bureau pulled by AMF.

Acceptable alternative sources of mortgage history verification:

· A written VOM with the most recent 12 months history from the Mortgage Company.  No verbal verification allowed.
· Most recent 12 months cancelled checks and a statement from the Mortgage Company showing the account is current

Credit Reports will be reviewed for discrepancies in the applicants

1. Name

2. Address

3. Employment

4. Accounts

5. Account balances (excluding minor differences)

6. Account standings

7. Collections

8. Judgments

9. Marital Status

10. Credit Inquiries

11. New Accounts

A note will be made on the review form of any information that suggests the applicant is not residing at the property.

INCOME
Income is calculated on a “gross” basis, i.e. prior to deductions for taxes, FICA or benefits.  Deductions that are not clearly labeled must be investigated to determine whether they should be included in liabilities: e.g. credit union deductions that may be for the repayment of a loan or deposit to a savings account.  
All non-taxable income will be grossed up by multiplying the net income by 115%.  
If it is determined that a family member employs the applicant, Federal tax returns are also required for the two most recent years.  
For commissioned employees, the borrower must provide his/her federal tax returns with all schedules.  1099 forms are not accepted as sole proof of income.  Business expenses are usually deducted for a commissioned person.  Deduct these expenses from the gross commissions.  
Teacher may be paid on a nine-month, 10-month, or 12-month basis.  Determine how their pay is structured before calculating the income.  Obtain a copy of their contract with the school district or call the personnel office for the school district to determine how they are paid if uncertainty exists.  
Seasonal employees will be qualifies based on a two-year income average only if the applicant has a minimum of two year history of seasonal employment and is currently employed or provides a letter from the employer guaranteeing rehire.  The applicant’s ability to maintain mortgage payments during periods of reduced income must be demonstrated.
Income

1. The income used for the underwriting evaluation must have been stable and adequately documented

2. There are W2 forms for the past two years, pay stubs from the two most recent pay periods, and a pay stub reflecting year to date earnings. Exceptions will be as noted for AU or stated income, no ratio loans

3. Verify that social security tax withholding are correct on the W2 forms and paystub

4. The employer’s tax identification number appears to be correct

5. The are no discrepancies in the amount of the applicant’s income as reported on the VOE or pay stub, and the earnings for the previous year were consistently reported on the VOE and W2 form.  Any discrepancies were satisfactorily resolved.

6. If the applicant was in the post secondary education or military training within the past two years, verify that this was documented with discharge papers or transcript/diploma

7. Other types of income including military income, commissions, overtime, bonuses, part-time, retirement, social security, alimony, or child support, notes receivable, interest and dividends, mortgage differential payments, trust income, VA benefits, unemployment and welfare benefits, rental income, automobile allowances, and expense accounts.  These forms of income are acceptable provided they are verified as having existed in the past and as being expected to continue.

8. The applicant must have had sufficient assets on hand to pay the earnest money deposit and down payment and closing costs, and have adequate reserve funds in required amounts.

Paystubs & W2’s

Verify borrowers name correctly spelled

Pay periods are consistent with information from borrower or on VOE.

Question handwritten paystub/W2 from a large employer

Recalculate FICA on applicants W2 and paystub




Max

Max Tax
Rate

Social Security
$80,400
$4985

6.20%

Medicare

Unlimited
Unlimited
1.45%

AMF will verify disclosed child support and alimony by obtaining the following documents and proof of income:

· Satisfactory evidence of income received from child support/alimony for the past 12 months or since eligible (i.e. court print out, bank statements, a copy of Form 1040, or cancelled checks).

· Divorce Decree/Separation Agreement/Property Settlement indicating the amount and duration of the payments (must verify at least a three-year continuance of such income).

Income from public assistance programs will be verified by obtaining a copy of the applicant’s award letter.  If the award letter is more than six months old, the applicant must obtain and provide a current award letter, or 2 full current bank statements showing a direct deposit in the amount of the award, or last year’s 1099 with one bank statement.

If a borrower is a member of a trade union, income is averaged over a two-year period

Income for pensions, annuities, other retirement benefits or survivor benefits will be verified by obtaining a copy of the following:

· One check and one year W2

· Award letters supporting terms of receipt

· 1099-R or copies of bank statements reflecting deposits

· Letter from organization providing income

VA benefits will be used with proof of benefits continuance for at least three years from the date of the loan application.  Verify income by obtaining a copy of the following:

· One check and one year W2

· Award letters supporting terms of receipt

· 1099-R or copies of bank statements reflecting deposits
· Letter from organization providing income

Trust income will be used if the applicant is both the trustee and beneficiary; use an average of trust income from the previous two years to qualify:

· Obtain a copy of the fully executed trust

· Reviewing the trust agreement, confirm the following:

· Frequency and history of payments

· If the trust will terminate within three years, determine what assets will be distributed to the applicant.

· Obtain a letter from an accountant explaining any nontaxable income

· Obtain copies of the trustee’s personal federal tax returns for the past two years

· Calculate actual income, adjusted for depreciation and amortization

· Obtain copies of any supporting documents, such as cancelled checks or account statements.

If the validity of any income documentation is in question, AMF will pursue additional investigation.  The following additional information may be required:

· Audited profit and loss statement

· Cancelled checks for IRS quarterly payments

· Prior bank statements

· Appraiser’s analysis of rents

· Exercising form 4506 or 8821

Employment

1. At least two years of continuous employment were verified

2. The applicant provided explanations for periods of unemployment lasting more than one month

3. If periods of unemployment exceeded one month, the applicants ability to meet his or her obligations was not impaired

4. The applicants employment appears stable

5. If there are frequent job changes, the underwriter noted that fact and commented on it.

6. The employer exists and the employer’s phone number is correct (confirmed by checking with directory assistance)

7. The VOE is complete and included the applicant’s position, start date, salary or hourly wage, the number of hours worked per week and probability of continued employment.  Income from commissions or bonuses is indicated

8. If applicants employer is a relative or family business, two years of federal tax returns should have been obtained at the time of processing and reviewed by the underwriter.

Self-Employed Applicants

Special requirements apply to the verification of income for self-employed applicants.  Determine that during loan processing the following documents were obtained:

1. Signed individual federal income tax returns for the two most recent year, including all applicable schedule (except were note otherwise by AU)

2. For “S” corporations and partnerships, federal tax returns for the business for the two most recent years, including all applicable schedules

3. A Year-to-Date profit and loss statement

4. For sole proprietorships, a balance sheet for the past two years
DEBTS
If an applicant is a cosigner on a loan, the payment will be excluded from the debt ratio only under the following conditions:

· The loan is secured by collateral not owned by the applicant (except real estate)

· The loan is being paid as agreed

· Copies of six consecutive recent months cancelled checks for payment from the party making the payment are obtained and reviewed.

If the loan is delinquent, the payment must be included in the debt ratio calculation.

INSURANCE
Insurance coverage must be in an amount equal to the total of all liens or the replacement value of the improvements, whichever is less.  The replacement value is the amount indicated on the line title Total Estimated Cost New under the Cost Approach section of the Uniform Residential Appraisal Report #1004.

Flood insurance is required for any property located in a special flood hazard area.  Flood zone designations and their respective flood insurance requirements are as follows:

· A, A1-A30, AE, AO, AH, A99, V, V1-V30, VO – Evidence of flood insurance must be provided

· B, C, D, or X no flood insurance is required

· If part of the property is in a special flood hazard area, but the property improvements are not, flood insurance may not be required.  A survey showing the home improvement must be reviewed to make that determination.

Where flood insurance is required, AMF must verify the following:

· The flood insurance deductible does not exceed the greater of $1,000 or 1% of the policy’s limit

· The amount of coverage is adequate.  Adequate insurance coverage is defined as the lesser of

· The sum of all liens on the property

· The dwelling value (total appraised value less estimated land value)

· The maximum amount of insurance currently sold under the National Flood Insurance Program (NFIP); presently set at $250,000 (special limits apply in Alaska, Hawaii, Guam, and the Virgin Islands).

DOWN PAYMENT
All funds for down payment must be sourced.  Acceptable sources of funds to close are:

· Government bonds

· Sale of stock

· Trust accounts

· IRA/Keogh accounts

· Proceeds from sale of home

· Monetary gifts from relatives

· Bridge loans

· Checking and savings account

· Borrowed funds secured by free and clear assets (payment to be calculated in debt ratio)

SURVEY
Reviewing the Survey

· Provide survey to title agent for review.  Require the title agent to issue an endorsement to insure over any exception relating to a survey

· Look for notations on the survey or title endorsement to ensure that there are no encroachments or city requirement violations.

· In non-survey states, an ALTA title endorsement may be obtained in lieu of a survey

PURCHASE AGREEMENT
Reviewing the Purchase and Sale Agreement

· Be certain you have all pages of the agreement, including all counteroffers or addenda.

· Compare the information on the contract with the information on the loan application, preliminary title and disclosures

· Verify that the agreement lists the borrowers as “Buyer”

· Verify that the seller is in title to the property

· Be sure that the receipt of deposit agrees with the amount on the application.

· Ensure that the seller of the property is an individual (i.e., Partnerships, corporations, investors and various non-profit entities pose special issues).

· Verify that the purchase price agrees with the application purchase price under details of purchase section on the application.  Also, verify the terms of any other financing.

· Verify that the buyer and seller portions agree with the details of purchase section on the application.  If the seller is to pay any closing costs on the buyer’s behalf, they must be fully disclosed in the contract.  Closing costs may be limited to a dollar amount or percentage of the purchase price, or to specific items.

· The seller may pay all non-recurring closing costs up to the maximum provided in the purchase and sale agreement.  Seller contributions to pay recurring or prepaid expenses, such as hazard insurance premiums or prepaid mortgage payments, are not allowed.

HUD-1
The signed settlement statement (HUD-1) will be examined.  Prove the mathematical accuracy of the form.  Compare amounts listed in the form to other authentic loan documents

Determine the origination fee did not exceed one percent of the loan amount on FHA loans.

Review computations and supporting data for amounts collected to establish escrow accounts for taxes and hazard insurance.  Reconcile and report any differences.

Review computations and supporting data for interest collected from the applicant at loan closing.  Reconcile and report any differences.

The Form HUD-92900 contains the acquisition cost of the property.  The HUD-1 contains the amount of the insured mortgage.  Compare the amount of the insured mortgage to the acquisition cost to determine that the mortgagor made the minimum investment.

Compare the purchase contract and the HUD-1 for agreement as to sales price, earnest money and any seller concessions.
HUD-1 properly certified by the seller, buyer, and closing agent

GIFT FUNDS
Gift letters do not indicate repayment and the relationship between the donor and the applicant is noted.

Gift funds were transferred from the donor to the applicant before closing, or paid by the donor at closing and verified by the closing agent.

Gift Letters and Gift Funds

1. Verify that a gift letter was obtained from the donor, which states the donor’s relationship to the applicant, the amount of the gift and that no repayment of the gift is expected.  Verify the donor’s address and phone number using a telephone directory or directory assistance.

2. Verify that funds were transferred from the donor to the applicant prior to closing.  Alternatively, the closing agent could have verified that the donor remitted the funds at closing.

VERIFICATIONS
Information looked for on verifications:

1. Corrections

2. Use of correction fluid or relative type products
3. Address to which the form was sent

4. Use of post office boxes

5. Forms mailed to the attention of an individual instead of to a department

6. Date the form was sent and date verified

7. Changes in the handwriting of the verifier or typeface used

8. Squeezed-in numbers

9. Excessive praise in comment section

10. Title of person providing the verification

11. New bank accounts

12. Round dollar amounts

13. Bank accounts that are not in the applicants name

14. Significant changes in account balances

15. High income borrower with little accumulation of cash

Credit documents (VOE, VOD, VOM, and VOR) were not handled by the applicant or an interested third party.  Noticed by evidence of the document being faxed or fold marks from being mailed.

APPRAISALS
General Guidelines on Reviewing the Appraisal

The value per square foot of a new home to 3 years old should be calculated based on approx. 75% of purchase price or well supported new appraised value.

A home 5 to 10 years old should be adjusted based on 50% of original purchase price or the typical sale price supported in the appraisal.

Homes 10 years and up justify size adjustments based on 30% to 25% on the older homes (20 years up)

Very small homes of 800 sq. ft. should be adjusted based on higher percentages, no matter what their age as EVERY SQ. FT IS VERY VALUABLE DUE TO THE VERY LIMITED UTILITY OF THE VERY SMALL DWELLING.

Very overbuilt homes justify lower adjustments per sq. ft.; due to each added sq. ft. that is more than the typical buyer demands is worth less on the market.

Subject is a new home to 3 years old; minimum of 75% of purchase price per sq. ft.

If purchase price is not available; use most supportable value provided.

Example: New, 3000 sq. ft. home sells or is estimated at $100 per sq. ft.

· Comps are new to 2 year old homes, similar in many respects, but are 1,000 sq. ft. LARGER.  They sold for $100 per sq. ft. (approx. $400,000)
· The appraiser makes negative adjustments based on $30 per sq. ft.  Estimated value at $370,000

· 3,000 sq. ft. Less 4,000 sq. ft. Comps = 1,000 sq. ft. x $30 = -$30,000

· A more supportable adjustment is 75% of purchase price of $75 per sq. ft., which would result in a value of $75 x 500 = -$37,500 or $312,500 AT THE MOST

· The appraiser, using the very low “contributory value per sq. ft.” estimated the value $57,500 more than was supported.

Site adjustments:  Acreage and extra lots

Example:

· The subject has 20 acres and the site is valued at $1,000 per acre or $20,000

· All the comps have 3 to 5 acres and the appraiser has made positive site size adjustments to all the comps in the amounts of +$17,000 to +$15,000.
· “Typically” site size differences should be reflected based on no more than ½ of the calculated value per acre.  The adjustments should have been closer to +$8,500 to +$7,500.
· The reason being that most typical buyers of 3 to5 acre tracts can be expected to pay slightly more per acre than they would for 20 or more acres as they do not want the maintenance or the tax liability.

Extra Lots: The house is on one lot and the appraiser has included 1 to 2 extra lots.
Example:
· The appraisal tells us the lot upon which the house is built is built is worth $30,000 (see site area of Cost Section)

· The appraiser then makes positive adjustments to all the comps (that do not have extra lots) of +$30,000 to +$60,000.  The is “typically” not supportable and no more than ½ to 1/3 of the value of the one lot is to be added and then only if there is supportable demand.

· Extra lots in an old neighborhood, adjacent to our old subject with no new homes in the area could tell us the extra lots have NO VALUE as there is no demand for building sites of new homes in this very old neighborhood.

Primary Areas of Value Concern in Appraisals:

1. Legal Description:  Sometimes old street names and house numbers disagree with current information.  This can be due to cities participation in the 911 emergency call program or simply city actions.  The parcel number would still match the parcel number on the title work.  The legal description tells us exactly which site/property is being appraised.  This is confirmed by the Title information.

2. Fee Simple ownership is most desirable and is provided in the majority of the properties offered as collateral.
3. Leasehold estate means the house in on a long term lease (usually 99 years).  Common in Northeast developments and some large lake/recreational developments in some states, including GA, NC, and FL.  We must have the terms of the lease provided in the Title work.  The lease must extend 10 years beyond the term of the note.  The details of the lease is usually provided by the appraisers’ research and confirmed in the title work in the file.  The comparable Sales utilized must also be Leasehold Estates.

4. Rural vs. Suburban: this can mean a decreased LTV in some cases.
a. City/Urban/Suburban typically is proven by a legal description of “Lot 3, Block 4 of Fred’s Subdivision within the City of Indianapolis.”  The distance from major services and being within city limits confirms urban vs. rural.  A city lot can have a septic tank and a private well.  This does not make them rural.
b. Rural typically has a site described by “metes and bounds” (12 ft. to the old oak, 1,000 ft. to the big rock, etc.)  The sites are usually provided water by community water systems or private wells and have septic systems for sewer services.

5. Predominant value should be close to the estimated value of the subject or the subject could be considered as being overbuilt.

6. Percentage of vacant land aids in confirming if a property should be considered rural or suburban.  An area said to be 50% or more vacant land may be rural.

7. The Neighborhood Section is where positive and negative aspects of the immediate area are described.  This is where “board-ups, vacancies and declining properties” should be discussed.

8. Site: Site size: acres over 5 acres in rural settings are “scaled” for underwriting.  If the sites utilized are less than the whole tract, a survey showing the exact acres to be utilized plus the improvements.

9. Site: Zoning should be appropriate for the subject.  Commercial zoning with a single family residential subject could be a problem.

10. Site: Highest and Best Use MUST be for single or 2-4 family use, depending on our subject.  Single family zoning is not acceptable for a duplex.  Illegal multi-family use (ex: 2 houses on one lot) could eliminate the rent income from the 2nd house.

11. Site: City services determines site size allowable.
Septic systems are acceptable.  Lagoon or aeration sewer systems are not acceptable.

“Spring water” is not an acceptable source of water nor is “hauling water” to the site.

12. A “Private” road access must have a confirmed, filed and recorded ingress/egress easement shown in the Title work.  If there is none and one is not created, the property is unacceptable.

13. Flood insurance is typically required on properties within Zone A.  Some coastal/water influenced properties will be within V or Z which would also possibly require flood insurance due to gale winds and high tides.

14. A home with an Actual age of 80 years may have an effective age of 30 years due to updated plumbing/electrical, but it must be compared to other 80 year old homes.

15. Foundation: If significant water accumulation, major cracks due to settling/torquing or termite damage is noted; this may cause a property to be unacceptable.

16. Site Value:  site value should not amount to more than 35% of the total value of the subject.  High site values may be due to acreage that will be “scaled” or high end development or water-influenced/golf course type of properties.  The site value should be in an appropriate proportion to the value of the improvements.

17. Distance of the comparables can confirm good demand for our subject’s market area; it can confirm the rural nature of a subject; it can also confirm lack of value and demand in a vary small market area.
a. Distant Comparable for Condos is generally not acceptable.  We typically want two sales from the subject condo building or project to support demand and value level in that Particular condo project/building.  

b. It is common for a condominium building or project to be a “market within itself.”  A similar building next door could provide similar size units for 30% more or less value because of minimal differences.

18. Dates of Sales should be within the past year for solid support of demand and positive sales.  The need for very old sales could be a sign of stability, but also of very limited demand for the area.

19.  Comparables should be as similar as possible in age, size, and bedroom count.

20. At least two of the three indicated values must support the final estimated value.

21. The appraiser must be State Certified and must have signed the appraisal.
RED FLAGS

Application
1. Significant or contradictory changes from handwritten to typed application

2. Unsigned or undated application

3. Invalid social security number

4. Employer’s address shown only as a post office box

5. Significant or unrealistic commute distance

6. Buyer currently resides in property –purchasing from landlord – track down payment funds carefully

7. Same telephone number for borrower and employer

8. Borrower is downgrading from larger to smaller home or new housing is too small to accommodate the occupants

9. Borrower intends to rent/sell current residence but has no documentation

10. Borrower lives with parents

11. Dates of application and verification forms are not consistent

12. Price and date of original purchase not shown for refinances.

13. Borrower buying investment property but does not own current residence

14. Years of schooling are not consistent with profession

15. Borrower’s age and years of schooling are not consistent

16. Borrower/Co-Borrower working for same employer – may be self-employed

17. Inappropriate salary with respect to amount of loan

18. High income borrower has little or no personal property

19. Personal property value exceed one year’s salary

20. New housing expense exceeds 150% of current housing expense

21. Down payment other than cash

22. Deposit/down payment is a promissory note

23. Stocks, bonds (liquid assets) not publicly traded (may be closely held corporation)

24. Face (not cash surrender) value of life insurance policy shown as liquid asset

Credit Report 

1. No credit history (possible use of alias, previous undisclosed Bankruptcy)

2. Invalid social security number or variance from that on other documents

3. Personal data not consistent with handwritten mortgage application

4. Significant differences between the original and new credit report

5. Also Know As (AKA) or Doing Business As (DBA) indicated

6. Employment information is different from mortgage application and verification of employment

7. Recent inquiries from other mortgage lenders

8. High-income borrower with no accounts or recently established accounts

9. All trade lines opened at same time

10. Length of time on file is inconsistent with the borrower’s age

11. All trade lines have balances ending in zero

12. Patterns of delinquencies are inconsistent with letter of explanation

13. All accounts paid in full recently – possibly a new undisclosed debt

Salaried Employment and Income

1. Evidence of “white-outs” or alterations on VOE, pay stub and/or W2

2. “Squeezed-in” numbers

3. Appearance that verification of employment form was hand carried – document is not folded and no fax header

4. rounded dollar amounts on VOE, paystub and/orW2

5. Employer’s address shown only as a post office box

6. Handwritten pay stub or W2 forms

7. Income out of line with type of employment

8. Prepared/signed by processor on the same date as completed/signed by employer

9. VOE contains incorrect spelling

10. Current and prior employment overlaps

11. Date of hire is weekend or holiday (per perpetual calendar)

12. Income is primarily commissions or consulting fees (self-employed)

13. Change in profession to current employer

14. Borrower is a professional employee but not registered/licensed

15. Illegible signature with no further documentation

16. Inappropriate verification source (secretary, relative etc.)

17. Overtime equals or exceeds base pay

18. No prior years’ earnings on VOE

19. Company name and/or employer name not imprinted on pay stub

20. Social security number not imprinted on pay stub

21. Inconsistent check numbers and or dates on pay stubs

22. Numbers are not aligned on pay stub

23. Sequence of payroll check numbers do not correspond with payroll dates

24. Social security number is not consistent on pay stub with loan application

25. FIC amounts are incorrect

26. Pay stub does not appear to be photocopied, but rather “printed” directly on the page

27. W2 contains invalid employer identification number

28. FICA wages/ taxes and local taxes (if applicable) exceed ceiling/ set percentages on W2

29. W2 contains different type within the form

30. W2 appears to be printed directly on the page rather than photocopied.

Self-Employed

1. Tax returns not signed or dated by borrower

2. Evidence of “white-outs” or alterations

3. Borrower with substantial cash in bank reporting little or no interest income

4. Real estate taxes or mortgage interest paid, but no ownership of real property reported or vice versa

5. Different handwriting or type style within one document

6. Tax computations do not agree with tax tables

7. Address and/or profession does not agree with other information submitted on the loan application

8. No estimated tax payments by self-employed borrower (Schedule SE required)

9. Paid preparer sign taxpayer’s copy

10. Borrower files Schedule G (income averaging), which is for taxpayers with fluctuating income from year to year.

11. Higher income borrower does not use a professional tax preparer
Source of Funds

1. New bank account (verify previous)

2. Rounded dollar amounts (especially on interest-bearing accounts)

3. Evidence of “white-outs” or alterations

4. “Squeezed-in” numbers

5. Recent large deposits without acceptable explanation.

6. Illegible signatures with no further identifications

7. Prepared by the processor on the same date as completed/signed by the depository

8. Cash in bank not sufficient to close

9. Young borrowers with substantial cash in the bank

10. Gift letters carefully reviewed and matched with cancelled checks and bank statements

11. Borrower has no bank account

12. Credit union for smaller employer

13. Document is not folded 

14. High income borrower with little or no cash

15. Low-income borrower with large cash on deposit

16. Addressed to a post office box

17. Account is not in the borrower’s name or is a joint account with a third party

Collateral Assessment
1. Appraisal ordered by someone other than the lender

2. Tenant shown to be occupant on owner-occupant refinance application

3. Information blank – borrower, client, occupant, etc.

4. Ordered considerably earlier than sales contract.

5. Ordered by a party to the transaction other than the originator (i.e., seller, buyer, real estate broker, etc.)

6. Tenant shown to be occupant on owner-occupied loan

7. Income approach not used on tenant-occupied single-family residences

8. Subject photographs not consistent with date of appraisal or other information contained within the report

9. Photos do not match the description of the house

10. Appreciation exists in a stable or declining market

11. Photos reflect a “for sale” sign in refinance loans or “For Rent” sign on owner-occupied homes

Sales contract

1. Seller shown as a relative, real estate agent, or employer

2. No real estate agent involved

3. Sales price substantially below market value.

4. Assignment of contract or borrower not shown as purchaser

5. Deposit checks have inconsistent dates

6. Name and address on deposit check is different from the buyer’s

7. Multiple contracts exist

8. Earnest money is not cashed

Preliminary Title Report

1. Tax or similar liens against borrower on refinances

2. Delinquent property taxes

3. Notice of default recorded

4. Second lien is on the property but not listed on the application

5. seller not on the title

6. Seller owned property for short time with cash out on the sale

Legal and Closing Document

1. Terms of closed mortgage differ from the terms approved by the underwriter

2. Unusual credits or disbursements shown on settlement statements

3. Power of attorney used with no explanation

4. Different names or addresses shown

5. Evidence of “white-outs” or alterations without initials

6. Reference to other undisclosed financing

7. Cash paid outside of closing to seller

8. Down payment paid to closing agent seller in beginning

9. Related parties involved in the transaction

10. Business entity acting as the seller (may be controlled or related to the borrower)

11. Change of sales price to fit appraisal

12. Purchase not subject to inspection(s)

13. Sale subject to seller acquiring title

14. Buyer required to use a specific loan broker/lender

Owner-Occupancy

1. There is an unrealistic commute distance without a plausible explanation

2. The borrower is downgrading from a larger or more expensive home without explanation

3. The borrower intends to rent or sell their current residence with no documentation
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