Insert Logo Here
Company Name
Quality Control Plan

Table of Contents

Table Of CONIENES... ..o i
1.10 QC Quality Control Plan OVEIVIEW............cuuvuiiiiieeeiieeeiiii e e e 4
1.10.11 HUD and FNMA Quality Control Criteria ...........ccorurreeriiieieeiiiee e 4

1.20.2 ODJECHIVE ...ttt 4

1-11 QC DEL Quality Control Organization and Management ..............cccceeeeiiiiiieeniaeeee e 7
1-11-1 Quality Control Department Organization .............ccceeoriiiiiiieeeeeeeeeriiiieeeee e 8

1-11-2 Personnel Identified in PIAN ... 9
Quality Control Manager(s) for HUD and Investor Reporting ..........ccccceeveeeveiicvinneennnn. 9

1-12 QC DEL Quality Control PErsONNEL..........cc.uviiiiieeiii ittt sarran e e e e 10
1-12-1 Production Personnel Separated by Plan ...........cccccceveeiiiiiciiieeeee e, 10
1-12-2 Disbarred Employees/Ineligible Participants..........cccccceeevviicviiiieeeee s 10
1-12-3 Periodic Review of Employee Performance..........cccccccveeviiiciiiieeeee e, 10

1-13 QC DEL Position Description — Quality Control ReVIEWET ...........cceeevvieeiiiiiieeeiiieen, 11
1-13-1 Qualifications of QC EMPIOYEES.........cooiiiiiiiiiiiiie ittt 11

1-14 QC Employee ReSOUIrCES — TIAINING ....eeeeiiuriieiiiieieerieieeesiieee e s e e seeeeesssneeeesseeeees 12
RESOUICES ...ttt ettt sttt et e s be st e e e bs st sbnbsbsbnnnees 12

1-15 QC Use of Outside Firms to Perform Quality Control Review ............ccccovvieeiiiiiiinnns 13
1-15-1 Review/Audit of Third Party AUITOr ..........ccooiiiiiiiiiie e 13
1-15-2 Vendor Management PrOCESS .........occcuiiiiieie et e e strrre e e e e 13

1-16 QC DEL - Standards, Findings, Reporting and Corrective Action.............. 14
1-16-2 Corrective Action and TiMe FramesS..........ccveeiiiiiiiiiiiiee e ciieeeee e e 14
1-16-3 - Defects/Findings — Severity Rating and Target Rates ...........cccccevvvveeenninen. 15
1-16-4 - Target Defect Rates for Corrective ACtON ............eeveiiiiiiiiiiiiieeeeeeeeeiieee, 15

1-16-5 Notification to HUD or Other Agency of Significant Discrepancies................ 16
1-16-4 FNMA Reporting Of FINAINGS . .....ueeiiiiiiiiiiiii et e e e 17
1-16-41 FNMA QC RePOItiNg PrOCESS .....cccocuiiiiiieee e e eieiieeee e e e e s siianee e e e e e s e e ennnneees 18
1-16-43 Significant Findings-Fraud REPOItiNg .........cccooiiiiiireeiee e 19

1-19 QC HUD - Inclusion of Specific HUD/FHA Requirements in Review Process ............. 20
1-19-1 QC HUD 4000.1 REQUIFEMENTS .....cceieceiieieeeeee e e e eiiiieeeee e e e s s snnenneeeeee e e s e snnrneeees 21
1-19-2 Referrals for Elements Specified in HUD 4000.1 ..........ccoovviivveveeeeeeeeiinnnn, 22
1-19-21 Terminology — Pre-Funding, Pre-Closing and In-Process Reviews............. 22

1-20 QC DEL Quality Control Overview - Audit TYPES......cccvvuivriiieeeeeeeeeeiiiinnnn 24
1-20-1 In-Process Quality Control AUIt............c.uuviieiieoiiiciiiiee e e e 24
1-20-11 - Rationale for SEIECHON ........ccuvvii it 24
1-20-2 Pre-Funding Loan Quality AUdit...........ccuuviiiireoiiiiiieece e e e s e e e 24
1-20-3 Post-Closing Quality Control AUdit............ceevrieiiiiiiieece e 24
1-20-4 Compliance and Financial AUdit ............c..uviiiiieiiiiieec e e e 25
1-20-5 AnNnual Operating AUGIT..........coiriiieiiiii e 25
1-21 QC DEL Quality Control Review Scope-Coverage .........cccceevveeeeeeeeeeennnnnnnn 26
R R AN U o [ OL0) V=T = Vo [T Ao o] o1 SRR 26
1-21-2 Appraisal Audit FUNCHION...........uviiiieiiiiiie e e e e 26

1-21-3 Federal Law Compliance FUNCHON .........cevieeeeiiiiiiiiieieece e e e 26

1-22 QC DEL — Loan Selection MethodolOgy ........cuvieeeiiicciiiieiiee s e s s siieeee e e e e e 27
1-22-1 FHA Loan Selection CrterIa.........coiuuiiiiiiiiee et 27
1-22-2 Early Payment Defaull...........oocuiiiiiiiiii e 27
1-22-4 “Higher Risk” Criteria Loans Selected by Quality Control .............ccccceeeennne. 28
1-22-5 Higher Risk Transactions Selected by Credit Policy as Warranted ............... 28
1-22-6 Streamling RefiNANCES ..........uviiiiiiiiiii e 28
1-22-7 Special Handling for 203(k) Rehabilitation Transactions ..........cc.ccccoevuvveeeen. 29
1-22-8 Selection of Third Party Originator TranSactions..........c.ccoeecvvveeeeeeereiicvvnnnn. 29

1-23 QC DEL - Loan Sampling/Selection ProCedure .........cccceeeeeiiiiiiiieeeeee e ccciiieeeeee e 30

Page i



Insert Logo Here
Company Name
Quality Control Plan

1.23.1 Post Closing Audit Selection ProCedure ..........cueeeiiiieieiiieee e 30

1.23.2 Pipeline Selection TOOI ..........uuiiiiiieiiieee e 31

1-24 Audits Timing — Loan Level, Site and Corporate Offices ..........ccccvvvvvnnnnn... 32
1-24-1 Timing of POSt-ClOSING AUAILS .....ccooiiiiiiiiieeee e e 32

1-24-2 AUAIt SCHEAUIE ... 32

1-24-4 Completion Of REVIEW.........cciiiiiiiiiiiiie et 34

1-25 — QC Field-Site Review of Corporate and Branch Offices...........ccccccviiiiiiiininnnnnn, 35
1-25-1 Field ReVIEW ItEBIMS ....ooii it e e e 35
1-25-3 Prohibited Branch Arrangements (HUD) .........oooiiiiiiiiiiiiiiniieeeee e 35

1-30 QC - Production (Pre-Funding) Loan Quality Control Review..................... 36
1-30-1 Quality CONtrol REVIEW .........eviiiiiiiee it e st e e e e e e e e e e e 36
1-30-21 Validation of Borrower’s Social Security NUMDber...........cccccoviiieiniiineennnn, 37
1-30-22 Verbal Verification of EMployment ...........coooiiiiiiiie e 38

1-30-3 Reviewing and Analyzing Automated Underwriting Findings ...........ccccvvvvveeieiiinns 39
1-30-33 Validation of Income Computation Method .............cccccoiiiii, 39
1-30-4 Pre-Funding Production Loan Quality Review CheckKIist ...........ccccccooiiiiiiiiiiiiiiiiinnns 40
1-31 QC Pre-Funding Quality Control Review CheckIiSt............coooiiiiiiiiiiiiiiieeees 41
1-32 QC DEL Procedure - Pre-Funding - Quality Control REVIEW ...........cccovviviviiiieereeeiiinnns 50
1-32-4 Checklist - Pre-Funding-Closing Document REVIEW ..........ccccveeeeeeeeiiicnvvnnnnn. 52

1-33 QC DEL Pre-Funding Document Review ChecKIiSt.............cccciviieiieeeiiiiiiiiieieee e 54
1-40 QC DEL - In Process Loan Level Quality Control Review Process.........ccccccceeeeviinnnnns 55
1-40-1 FULL Pre-Funding Audit — Loan Selection...........cccccccveeiiiiciiiieeeee e 55

1-41 QC — In-Process Loan Level QC Audit TIMeEliNG........uuuuuuiuiiiiiiicieeceeceeee e e 56
1-50 — QC DEL - Full Audit Procedure — Pre or Post-Funding..........cccccvvvveveeenen. 57
1-51 QCDEL — QC Audit Loan File Procedures.... Error! Bookmark not defined.
1-51-1 Quality Control Sample Loan Level Report...... Error! Bookmark not defined.

1-52 QC DEL Post-Closing Loan DOCUMENT REVIEW .........ccuueiiiiiiiiieiiiieee i 60
1-53 - Mortgage Insurance ENdorsement PrOCESS .........cooiiuerieiiiiiiee e 77
1-60 QC - Financial and Compliance AUdit.............coooiiiiiiiiiie e 79
1-60-1 Review Of REJECIEA LOANS......cciiiiiiiiiiiieiii et 79

1-61 QC Fee-Cost Reconciliation — Financial Audit............cccceeeeeiiiiiiiiieece e 81
1-62 QC Compliance Audit Preparation — State/Federal Regulators ........................ 82

1-70 — Anti-Money Laundering and SAR Reporting.........cccvvvvvvvveiiiieeeeeeeeeeiiinnnnnn 89
1-71 AML and Mortgage Lending — No Currency Transactions ...........cccceecvveeernenn. 89

1-72 BSA/AML, OFAC and Designated SAR Reporting Personnel............ccooocviiieiiiennnnnns 90
BSA/AML Primary MaNAGET ........ooiiuuiieiiieae ettt e ettt e e e e e s sabeee e e e e e e e e snnneeees 90

OFAC MBINAGET ...ttt e a e e e e e e a e e e e e e e e e e e e e e e e e e e e aeans 90
Reporting Individuals with ACCESS t0 FINCEN.......cevvieiiiiiciiiieeeee e 90

1-73 USA PATRIOT Act Compliance — Customer ldentification..........cccccceevveivvieeeeeeeeiiinnns 91
1-73-1 Minimum Information REQUITEd ..........cccuviiiiieee e 91

1.45.2 Disbarred Participants and Watch LiStS............ccccviviieiee i, 91

1-74 REVIEW OF PTOCEUUIES ....eeiiiiiiii ettt ettt e e e s e e e ae e e s nnaeeas 92
1-75 Third Party Transactions and VENUOIS .........couveeiiiiiiiiiiieee e scsiieeee e e e e e s e ssnnreeeee e e e s e nnnnns 92
1-76 Employee TraiNing PrOGIaM .......c.ueeiiiiiieieiiiiie ettt e s e s snneeeas 92
1-77 AML REA FIAUS. ... eeeieiiitiiie ettt ettt e et e e e st e e e s anbeeee 93
1-77-1 Transactional and Account Activity Red Flags Checklist ............cccocvevennnnen. 93
1-77-2 Health Care Professionals and Fraud ..............ooccuiiiiiiiiiiiiiii, 95
1-77-3 Mortgage Servicing Fraud/Fraud Red Flags ..........ccccceiiiiiiiiiiiiiieeeii, 96

1-78 Money Laundering in Residential Real EState ...t 97
1-78-1 Additional Due Diligence for High Intensity Areas............cccccvvvveeeeeeveccivnnnnnn. 97
1-78-2 Self-Employment and Money Laundering...........cccccuuieeiieeiiiiiiiiiieeee e essiinneeeee e e 98
1-78-21 Self-Employment Money Laundering Red Flags............cooccvvvvveeeeevivcivnnnen, 98
1-78-22 General Red FIAagS ....cccoiiiiiiiiiiee ettt e e 99
1-78-3 Red Flag BUSINESS TYPES ....uuuriiiiieeeei ittt e e e e e ssssteeee e e e e s s snsnaeeneeaaeessnsnsnnneeeaeeeenanns 100
1-78-31 Cash INteNSIVE BUSINESSES ....cciiieiiiiiiiiiiiieee ettt e e 100




Insert Logo Here
Company Name
Quality Control Plan

1-79 SAR REPOMING ...ceiieiiiiiiieee ettt e ettt e e e e e e e ee et e e e e e e e e eeeennnnnnes 101
1-79-1 SAR Reporting WOrKflOW.........cueiiiiiiiiiiiceecc e 101

1-79-2 Thresholds for Reporting FINAINGS.......cc.vvviiiiieii e 102
1-79-3 SAR COMPIELION PIrOCESS ....uvviiiiieeeiiiiiiiiieie e e e e e s seittee e e e e e e s ssnaee e e e e e e e s snnrnaeeeeaeeeeanns 103
1-79-31 Manual SAR FiliNG ...ccceeiiiiiiiiiiece e e e e e 103

1-79-32 Management Notification of SAR FiliNgS.........cccooiiiiiiiiiiieee 104

1-79-33 SAR Record Retention and Supporting Documentation ..............cccceeeeueee. 104

1-79-34 Prohibition of SAR DISCIOSUIE .........c.uuviiiiiieiiiiiiiieeie e 104

1-79-35 Beyond SAR, Additional Notification - Law Enforcement and Regulatory . 105

Page iii



