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

• To ask a question, click the plus sign next to “Questions” on 
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

Instructions
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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 and provide 

insight from hands-on application.

• Bob Warnock  MCA CEO

• Craig Christensen MCA COO

• Brady Meadows Manager
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Reviewing Last Month’s Webinar

• We discussed the Red Flags of Fraud and the FTC’s Red Flags 
Policy (postponed until December 31, 2010)

• The ability to recognize, and limit, your exposure to risk
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Agenda

• Importance of Compliance and Quality Control 

• Quality Control Audit Review Requirements

• Value of Your Quality Control Audit Review

• Common Compliance Findings in MCA Audit Reviews

• Q & A

• Resources
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What are Compliance and Quality Control 
about?

• They are NOT about:

– Being able to process, originate, or underwrite a loan

– Following minimal guidelines to get a loan funded

• They ARE about implementing policies and procedures to:

– Curtail fraud

– Reduce repurchase demands

– Decrease costly audit findings

– Minimize overall risk to your organization 
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Requirements for Quality Control Audits

• You need to have policies in place to help you monitor your 
loans and compliance-related issues

• Investors and agencies require quality control file audit 
reviews to reduce:

– Errors

– Risk

– Liability



8

General Quality Control Rules

• General rules set forth by FHA, Fannie Mae, and Freddie Mac: 

– Audit 10% of closed, cancelled and denied loan files

– Complete audit within 90 days of closing

– Audit 100% of Early Payment Default (FHA)

FHA requires field appraisal review be completed on 10% of the 
audited closed loans

(See HUD Handbook 4060.1 chapter 7, Fannie Mae Single Family Selling Guide D1-3-02, Freddie Mac Single-Family Seller/Servicer Guide 48.4)

http://www.hud.gov/offices/adm/hudclips/handbooks/hsgh/4060.1/40601c7HSGH.pdf
https://www.efanniemae.com/sf/guides/ssg/sg/pdf/sel052710.pdf
http://www.freddiemac.com/sell/guide/
http://www.freddiemac.com/sell/guide/
http://www.freddiemac.com/sell/guide/
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How often should you perform quality control 
audit reviews?

• FHA guidelines:

– Monthly if closing more than 15 loans per month

– Quarterly if closing 15 or fewer loans per month

• Fannie Mae guidelines:

– Audit monthly. Must occur within 60 days of funding

• Freddie Mac guidelines:

– No specified time. Each loan must have chance of selection 
within 90 days of Note Date

(See HUD 4060.1 7-6B, Fannie Mae Guide D1-3-02, Freddie Mac Guide 48.4)

http://www.hud.gov/offices/adm/hudclips/handbooks/hsgh/4060.1/40601c7HSGH.pdf
http://www.hud.gov/offices/adm/hudclips/handbooks/hsgh/4060.1/40601c7HSGH.pdf
http://www.hud.gov/offices/adm/hudclips/handbooks/hsgh/4060.1/40601c7HSGH.pdf
https://www.efanniemae.com/sf/guides/ssg/sg/pdf/sel052710.pdf
https://www.efanniemae.com/sf/guides/ssg/sg/pdf/sel052710.pdf
https://www.efanniemae.com/sf/guides/ssg/sg/pdf/sel052710.pdf
https://www.efanniemae.com/sf/guides/ssg/sg/pdf/sel052710.pdf
https://www.efanniemae.com/sf/guides/ssg/sg/pdf/sel052710.pdf
http://www.freddiemac.com/sell/guide/
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The value of your quality control audit review

• An objective quality control audit allows you to improve day-
to-day practices and procedures within your organization 

• QC Audit can be used as an effective training tool

• QC Audit can help you comply with quality assurance of 
agencies and stay current with changes
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Agency Changes

• Fannie Mae

– 24 lender announcements YTD

– 3 DU Versions since September 2009 

– 7 updates to the Selling Guide since April 2009

• Freddie Mac

– 13 published bulletins and letters YTD

• FHA /VA

– 20 HUD mortgagee letters YTD
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The value of your quality control audit review 
(cont.)

• Quality control reviews provide feedback about practices 
which may be putting your organization at risk

• Follow recommendations to help curtail weaknesses or 
deficiencies in origination or underwriting practices

You cannot effectively manage risk without information to 
manage it from
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QC Reviews Improve Your Loan Process

A thorough quality control review audit can help you develop 
your loan process
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QC Reviews Improve Your Loan Process (cont.)

• Processing

– Detect common processing weaknesses: 

• Clerical and data input errors  

• Miscommunication of information from originator to 
processor

• Incomplete or missing information relevant to the loan
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QC Reviews Improve Your Loan Process (cont.)

• Originating

– Your QC review can improve your origination process:

• Disclosures mailed within three days of application 

• Application completed with correct borrower 
information

– 2 year work/residence history

– Debts completed from credit report

– HMDA information complete
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QC Reviews Improve Your Loan Process (cont.)

• Originating (cont.)

• Credit report ordered within three days of the 
borrower’s authorization

• Loan type correctly reflected on loan documents
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QC Reviews Improve Your Loan Process (cont.)

• Underwriting

– Your QC review can improve your underwriting process:

• Agency guidelines followed

• Underwriter signed all applicable documents and 
disclosures

– Retain in your file underwriting package from your 
lender: 

» Transmittal Summary

» UW condition sheet

» FHA: 92900A (FHA)

» Conditional Commitment (FHA)
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QC Reviews Improve Your Loan Process (cont.)

• Underwriting (cont.)

– Final AUS report reflecting correct figures used to approve 
and close the transaction

• Loan amount/property value

• Income and assets

– Borrowers met minimum contribution requirements

• Watch credits given at closing



19

QC Reviews Improve Your Loan Process (cont.)

• Closing/Funding

– Your QC review can improve your closing/funding process:

• Closing documents reflect appropriate closing and 
funding dates

• Prepaid interest calculated correctly

• Rescission disclosures correctly dated and signed

• Charges on the GFE match the HUD settlement 
statement (Were violations appropriately addressed 
and cured?)
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At the top of our list….

OMPLIANCE

– In accordance with RESPA.  (Real Estate Settlement 
Procedures Act)

• The Real Estate Settlement Procedures Act (RESPA) is a 
consumer protection statute, first passed in 1974. The 
purposes of RESPA are:

1. To help consumers become better shoppers for settlement 
services

2. To eliminate kickbacks and referral fees that unnecessarily 
increase the costs of certain settlement services
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RESPA Violations

• Two most common RESPA violations noted by our auditors:

1. Incorrectly completed GFE disclosures

2. RESPA disclosures not provided to borrower within three 
days of initial application date
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Good Faith Estimate

• Understanding of the form has evolved  

• Most common GFE errors:

1. Not updating the Date of GFE from initial to subsequent 
reissues of the disclosure

ABC Mortgage Inc.

123 Main St.
Anywhere, USA 55555

(555) 555-5555

abc@abc-mtg.com

John Doe

123 Oak Ave.
Anywhere, USA 55555

6/24/2010
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Common GFE Errors (cont.)

2. Important Dates page #1

• Item #2 does not reflect 10 business days from date of 
GFE
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Common GFE Errors (cont.)

• HUD provides the following instruction:

In Line 2, the loan originator must state the date until which 
the estimate of all other settlement charges for the GFE will 
be available. This date must be at least 10 business days from 
the date of the GFE.

Visit www.hud.gov/respa for Good Faith Estimate Instructions

http://www.hud.gov/respa
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Common GFE Errors (cont.)

3. Page 2, Block 2 “ Your cost or charge for the specific 
interest rate chosen”

• Boxes not checked
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Good Faith Estimate (cont.)

• HUD provides the following instruction:

For transactions without a mortgage broker, wherein the 
lender may choose not to separately disclose in this block, the 
first box of this block must be marked indicating the credit or 
charge for the interest rate chosen is included in the 
origination charge disclosed in Block 1.
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And at settlement…

The two most common GFE errors at closing:

1. Charges reflected on the most recently disclosed GFE do not 
match the GFE column of the final HUD settlement 
statement

2. Fees increase above allowable tolerances between GFE and 
settlement without evidence of cost to cure

* You should retain all supporting documentation in your file
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The Three Day Rule

• Additional common RESPA violation noted by auditors

– Evidence not retained in the file Initial RESPA disclosures 
were provided to the borrower within three business days
of application date
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Initial RESPA Disclosures

• GFE

• TIL (TILA)

• Servicing Disclosure

• Special Information Booklet (required for purchase 
transactions only)
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When to Disclose

• All required information constituting a loan application is 
obtained and the loan application is completed

• If the application is obtained by phone, mail, or internet, the 
originator must provide initial RESPA disclosures to the 
borrower within 3 business days of taking the loan application
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Evidence of Disclosure

• Evidence the disclosures were provided to the borrower must be 
retained in the file

• Evidence can be any of the following:

– Date stamp or HW notation

– Initial disclosure letter, including:

• Date disclosures were provided 

• Borrowers’ names 

• Subject property address

• List of documents included

– Copy of email sent to borrower with list of disclosures included  

• Email will provide date and time
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What constitutes a business day?

• The FDIC Law, Regulations and Related Acts defines a business 
day as:

A day on which the creditor's offices are open to the public for 
carrying on substantially all of its business functions.  
Specifically, all calendar days except Sundays and the legal 
public holidays. 
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The Three C’s (cont.)

OMPLIANCE

– In accordance with TILA (Truth in Lending Act)

• The sole purpose of TILA is to promote the informed use of 
consumer credit, by requiring disclosures about its terms and 
costs, to standardize the manner in which costs associated 
with borrowing are calculated and disclosed
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Compliance: TILA

• Two most common TILA findings noted by our auditors:

1. Verbiage stated on TIL disclosure as required by MDIA 
(Mortgage Disclosure Improvement Act) 

2. Correct completion of the TIL disclosure
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TILA (cont.)

1. The most common violation in reference to TILA falls under MDIA

• MDIA became effective 7/30/09 and requires:

– 7-business day waiting period between initial disclosure and 
closing of a loan

– Re-disclosure of the TIL if APR increases above .125% from initial 
application

– Limits on what fees may be collected from the borrower

– The following written language on the initial and final TIL: 

"You are not required to complete this agreement merely because you have 
received these disclosures or signed a loan application."



37

TILA (cont.)

2. TIL disclosure not completed, or was completed incorrectly  

• Boxes not completed correctly with information specific to 
loan transaction

• Entire top and bottom sections left blank

• Assumption information and late charge information entered 
incorrectly
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Assumption and Late Charge Information

• Conventional loans are typically not assumable, whereas FHA 
loans are assumable, subject to conditions

• Disclose late fees according to state requirements

• Maximum allowable late charge for FHA is 4%
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OLLATERAL

• Quality of the collateral is of significant consideration for 
lenders and investors 

• Investor’s loss may need to be recovered with the liquidation 
of the property

• Quality cannot be interpreted by the AUS report
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Appraisal

• Typically, comparables must be:

– No older than 6 months

– Less than 1 mile from your subject

• Some agencies, such as FNMA, require an additional 
comparable that is an active listing or pending sale
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Appraisal (cont.)

• Common findings related to appraisal:

– Exceeding distance and age requirements

• Look for adequate comments about use of the 
comparables. A desk or field review may be required.

– Appraiser did not provide a listing or an active comparable 
(Conventional loan) 

– Appraiser’s license missing  

– Appraiser not checked in FHA Connection, or appraiser 
name on assignment inconsistent with appraiser name on 
appraisal 
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REDIT

• A credit report provides information to:

– Support a borrower’s ability to repay a loan

– Validate borrower’s identity, employment history, and 
residence history



44

Credit (cont.)

• Auditors will review credit report for:

– Information properly and consistently reflected 
throughout loan file

– Explanation for name and address variations on the credit 
report
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Credit (cont.)

• Retain any supporting documentation for detected variations

– Name variations should be explained with an LOE

– Any items such as divorce decrees or legal name change 
documents should be retained in your file
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Credit (cont.)

• The AUS report, alone, does not validate your loan approval  

“This loan is also subject to all other lender specified conditions 
and must comply with all applicable federal, state and local laws 
and regulations.” 

– It is your responsibility to make sure your loan meets the 
requirements of the agencies

– For manually underwritten loans, agency and lender credit 
requirements must be followed
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Omission of Liability

• Unsupported omission of a liability can:

– Invalidate your AUS findings

– Contribute to a repurchase if ratios increase beyond 
specified thresholds (due to discovered debt)

• Retain supporting documentation for any omitted debt in 
your loan file



48

Omission of Liability (cont.)

AUS report may incorrectly interpret the credit liabilities

• Revolving tradeline was incorrectly reflected as an Installment 
loan with less than 10 payments and omitted from qualifying 
ratios

• AUS findings did not read a debt. Make sure the borrower’s 
monthly debts reported through the credit report match the 
monthly debt on the AUS report
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Information on Credit

• Unexplained inquiries and undisclosed debt

– Review the credit report and make sure ALL recent 
inquiries (typically within 90 days) have been adequately 
addressed with your borrower

– Take steps to verify undisclosed debt has not been 
obtained by the borrower
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FNMA’s Loan Quality Initiative (LQI)

• Fannie Mae’s LQI is effective on all applications dated on or 
after June 1, 2010

– Detection of any new debt incurred after the initial credit 
pull could delay closing or prevent the transaction from 
going forward

– Lenders must disclose all borrower debts on the final loan 
application, including those incurred DURING the 
application process

Learn more about FNMA’s LQI at: https://www.efanniemae.com/sf/lqi

https://www.efanniemae.com/sf/lqi
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Common Findings Overview

27%

19%

19%

18%

17%

Top 5 Compliance Findings

TIL Disclosure

GFE Disclosure

Right to Cancel

Appraisal

APR Calculation

(Year to Date)



52

Top 5 Compliance Findings (cont.)

1. Initial TIL Disclosure not provided to borrower within 3 days 
of application date (TILA)

2. Initial GFE Disclosure not provided to borrower within 3 days 
of application date (RESPA)

3. Notice of Right to Cancel missing from file

4. Appraisal

– Distance and age of comparables exceed guidelines

5. APR disclosed incorrectly

– Prepaid finance charges itemized incorrectly
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Additional Compliance Findings

• Credit report ordered more than 3 days prior to authorization

• Underwriting approval not included in file

• FHA Amendatory Clause Statement not signed by all parties 
prior to date of appraisal

• FHA Conditional Commitment 92800.5B not included in file

• FHA Addendum to Application 92900-A not included in file

– initial and final

• HVCC Disclosure not included in file

– Conventional loans only
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Brief Summary and Checklist

 Address and correct any discrepancies between your 
documents

 Obtain and RETAIN all supporting documentation gathered 
during the loan process

 Obtain underwriting package with all appropriate signatures

 Obtain closing package with all appropriate signatures

 Follow the 3 day disclosure rule

 Utilize your resources if you have any questions
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• Take the time and effort to implement a good quality control 
plan to save:

– Time

– Resources

– Revenue
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We look forward to assisting you with all 
of your compliance needs
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• 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

Contact Information

mailto:Info@MortgageComplianceAdvisors.com
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• Federal Trade Commission:
– http://www.ftc.gov

• Doc Magic
– https://www.docmagic.com

• Mortgage Fraud Reporter
– http://www.mortgagefraud.org

• Fannie Mae
– https://www.efanniemae.com

• Freddie Mac
– https://www.freddiemac.com

• FHA/VA
– http://www.HUD.gov

Resources

http://www.ftc.gov/
https://www.docmagic.com/
http://www.mortgagefraud.org/
https://www.efanniemae.com/
https://www.freddiemac.com/
http://www.hud.gov/
https://www.freddiemac.com/
https://www.freddiemac.com/
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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


