
Please refer to the MPF Program Guide (chapter 8.2) for minimum guidelines required. Below is a sample template.

PROPOSED

IN-HOUSE QUALITY CONTROL PROGRAM

The goal of _________________________ quality control program is to evaluate and monitor the overall investment quality of the mortgage production and to comply with the requirements of the MPF Program and other secondary market investors. Quality control staff shall operate independently of the mortgage production and underwriting departments. Quality control staff shall provide written reports directly to a senior manager not involved in the day-to-day operation of the mortgage division. Quality control staff has the total discretion to conduct additional reviews as seen fit. Quality control reports will be utilized to provide feedback to the organization for the purpose of modifying and improving the origination process as well as identifying training needs.  

Pre-Closing and Post-Closing Audits will be completed.  

Pre-closing selection process 
· Timed so every mortgage within the selected population has the chance of being selected for review

· Timed to be completed after final loan approval and before closing

· Allows sufficient time to complete the review process and notify origination personnel to make necessary corrections prior to closing
· The audit department/staff has the authority to prevent loans from closing until all deficiencies are cured
· The audit department/staff may select loan types or scenarios that have generated previous quality control findings

There is no set percentage of Pre-Closing reviews required; however, they are separate and in addition to Post-Closing quality control review requirements.  

Post-closing selection process 
· Must have written documentation to support the sampling methodology

· Must include both random and target sampling

· Can be either statistical or 10% random sampling of closed loans

· When using random sampling:

· If 10 or more loans are closed in a month, the selection of 10% of the mortgages closed must be made before the end of the next month.
· If less than 10 loans are closed in a month, the selection can be delayed until the month following the month where the combined number would reach 10. At least one quarterly QC review is required even if the loan count does not reach 10 in the three-month period.

Files shall be reviewed and reports provided to the senior manager responsible for quality control within 90 days of the file selections. Should __________________________ determine a loan to be ineligible for the MPF program or not to be of investment quality, ______________________________’s

management will notify FHLB Des Moines of the finding within 30 days.

Transfers of Servicing
Quality Control reviews, with the exception of Early Payment Default (EPD) loans, are completed by retaining copies of file documents or arranging with Servicer to assist in quality control reviews.

File Selection

Reviews will be done monthly assuming sufficient volume for review, but with a minimum sample frequency of quarterly (see above). Emphasis shall be placed on areas having higher potential for errors, misrepresentation or fraud. Files will include loans with characteristics of previous QC findings for both pre-closing and post-closing. Files selected for audit will consist of loans from all product types and all branch locations.  Any loan excluded from the QC selection process is not eligible for sale to MPF.  
Document Review

A comparison will be done of the information contained on the initial uniform residential loan application (FNMA/FHLMC 1003) versus final information. 

File documentation will be reviewed for completeness, accuracy, consistency, and freedom of errors. The auditor’s review of the file will include, but is not limited to, the following documents: 

· Note and riders

· Security instrument and riders

· Closing instructions

· Confirm underwriting conditions were met

· Title Insurance/certificate of title (as applicable)

· Private mortgage insurance certificate (for LTV’s above 80%)

· Settlement statements (final HUD-1 Settlement or Closing Disclosure (as applicable under the TILA & RESPA regulations)
· Hazard insurance policy or certificate

· Flood certification

· Flood insurance policy (if applicable)

· Right of rescission notice (if applicable)

· Servicing disclosure

· Other state & regulatory disclosures as may be required by law, regulation or statute

Re-verification Requirements
The auditor will re-verify the following loan information for each file selected for review:

· Source of funds

· Employment/Income – where tax returns are used to support income, re-verification will be done via the IRS using form 8821 or 4506

· Credit report – a new residential mortgage credit report will be requested for each file reviewed
· Appraisal- A desk review will completed on all loans sampled to determine the quality of the Appraisal. The auditor will determine if there are defects in the appraisal and recommend appropriate action. If an alternative property valuation was completed as part of the loan, a collateral risk assessment must be completed by an individual who is not a licensed or certified appraiser, as long as the individual is competent in appraisal theory, assessing property eligibility, and characteristics including condition and quality.
The auditor will compare the final uniform residential mortgage application (FNMA/FHLMC form 1003) to the re-verified information.  The written underwriting decision will be analyzed to determine that the file was underwritten properly, based on sound underwriting judgement and conformity to the MPF guidelines.  Audit findings will be included in the quality control report to senior manager responsible for quality control.

Post-Closing Review of a loan that had a Pre-Closing Review 

Auditor will review the pre-closing findings and verify that all pre-closing finds were cured. They will re-verify or validate only the items required in a post-closing review that were not previously verified.

Quality Standards and Measures
__________________ will define the severity levels that are appropriate for our organization and reporting needs with the highest level of severity assigned to those Mortgages with defects resulting in Mortgage not being eligible as delivered under the MPF Program. Post-closing target defect rates will be established for organization, reflecting its quality standards and goals based on post-Closing random QC samples to regularly evaluate and measure progress in meeting quality standards.
Reporting

Quality control activities will be documented in writing and reports will be provided to the senior manager responsible for quality control and lending personnel within 30 days of completion of the QC review. The entire QC process must be completed within 120 days from the first day of the month in which the sampled loan closes. The quality control report will include the list of the loans selected for review, including the loan number, borrower name and any deficiencies found in the review. Each deficiency will be issued a quality control rating of critical or non-critical. Non-critical items will be reviewed by the appropriate staff but no action will be required. Items rated with a critical rating will require action to resolve the issue. Quality control staff will monitor the critical items and report non-resolved issues to senior management. Any verifiable finding of fraud or serious violation which affects the investment quality or eligibility of a loan will be referred, in writing, to FHLB within thirty (30) days of discovery.
Record Retention

Records for each file selected for audit will be maintained for a period of 3 years from the date of review.  



  will maintain a listing, by year, of all pre-closing QC reviews, post-closing reviews, and post-closing reviews of a pre-closing review, as well as Early Payment Default (EPD) and High Level Concern (HLC) reviews. Record retention will include audit findings and information showing steps taken to cure critical issues. If requested these records will be made available to MPF staff or a company engaged to assist with the quality control process on behalf of MPF or FHLB Des Moines.


