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About this Material

The information presented in these training materials is for general information only and is based on guidelines
and practices generally accepted within the mortgage finance industry and is not intended to be all-inclusive.
The MPF® Provider makes no representations or warranties of any kind with respect to the accuracy,
completeness or suitability for any purpose of the information contained in this training. In addition, certain
information included here speaks only as of the date or dates included in this communication, and the
information in the communication may have become out of date.

The MPF Provider expressly disclaims all warranties, express or implied, including without limitation warranties
of merchantability and fitness for a particular purpose regarding these materials and our training program. In no
event will the MPF Provider be liable for any direct, indirect, incidental, punitive or consequential damages of
any kind with respect the training or materials provided.

All examples are hypothetical and are for illustrative purposes only. This training is not intended and should not
be interpreted or relied upon as legal advice. We encourage you to seek advice from a qualified professional.

“MPF”, “MPF Xtra”, and “eMAQCSplus” are a registered trademarks of the Federal Home Loan Bank of Chicago and the “MPF
Mortgage Partnership Finance” logo is a trademark of the Federal Home Loan Bank of Chicago.
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MPF Quality Control

How many file reviews did
MPF QC complete in 20237?

1,968
2,946
3,139
4,377

c. 3,139

Roughly 25% of the files reviewed had
zero exceptions.

A total of 3,205 exceptions were cited.

Documentation issues were prevalent
in files with multiple exceptions.

* Missing documentation

 Documentation not adequate to support a
decision.

* Documentation not matching DU or LPA
findings.
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QC Timeline Overview

Files must be uploaded to The MPF Program The MPF QC team has
eMAQCS®plus within 15

days of receiving the QC
request

vendor has up to 30 15 days to validate the
days to complete their review and return
review results to the PFI

You have 15 days to
respond to the review
findings

MPF QC has 7 days to MPF Banks have_up L{)
: : 10 days to review
review any responses and

: . replies and either close
either close the issue(s) or .
the issue(s) or proceed
reply to you

with repurchase

*Every request for follow-up documentation after the initial 15-day response is received allows for an additional 7 days to provide the
missing information. 30 days are provided for title or transcript exceptions.

Non-responsiveness will result in self-reporting to the investor. You will be notified when the last attempt is made prior to the
self-report. It is imperative that any issues causing a delay in uploading are communicated.

All examples are reflected in calendar days.
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Transcripts



MPF Traditional Selling Guide: 5.3.6

Tax Tra nsc ri pts Fannie Mae Selling Guide: B3-3.1-06

When a loan file is requested for a QC
review, tax return transcripts must be
included in the file

* You are not required to use transcripts to underwrite the loan.

« If transcripts are not obtained for underwriting, a 4506-C must be
completed and signed at closing so that transcripts may be
obtained if the loan is chosen for a QC review.

«  Borrower income validated though DU validation services (Day 1

Certainty®) or Freddie Mac’s LPA validation service do not require
transcripts®.

*Any income not validated through one of the validation services requires transcripts.
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Tax Transcripts

Other important things to know about
tax transcripts

If tax returns were not required to underwrite a
file, only request transcripts for the
documentation that was used (i.e., W2's).

When business returns are used to calculate
income, transcripts of the business returns must
be provided.
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Income Calculations and Employment



Employed or Not Employed?

There have been instances of a borrower not
being employed at the time of closing

« Employment should be confirmed no more than
10 business days prior to the note date.

» Verifications may also be completed after closing
(must occur prior to loan delivery).

« |If self-employed, confirm that the business is still
operating.
v' Company website
v' Contact by telephone or other means

MPF Traditional Selling Guide: 5.3.7
Fannie Mae Selling Guide: B3-3.1-07

mpf
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Employed or Not Employed?

A suggested best practice is to have the borrower complete
an “employment attestation” at or before closing

TRANSACTION DETAILS

| have applied for the above referenced mortgage loan. | certify that | am still employed at

ABC COMPANY

In addition, | do not believe there will be a change in my employment status in at least the next 30 days.

| have made no misrepresentations in the loan application of other documents, nor did | omit any
pertinent information.
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Still in Business?

The existence of a self-employed
borrower’s business must be verified

Lenders must verify the existence of a
borrower’s business within _120 calendar
days prior to the note date.

Third party such as a CPA

Regulatory agency

Licensing bureau

Verify a phone listing and address via a phone
directory, internet or directory assistance.

Don’t forget to document the
source of the information and
include the name and title of

the employee at your
organization who obtained the
information.

Mortgage
m Partnership
Financew



MPF Traditional Selling Guide: 5.16
Fannie Mae Selling Guide: B3-3

Tax Returns

Which of the following situations would require
tax returns?

a. Income is received from seasonal unemployment.

b. Tip income reported on IRS Form 4137 is not on the
borrower’s W2s.

c. The borrower is employed by an interested party to the
transaction.

d. The borrower is a contract employee.

All the above require tax returns.
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Fannie Mae Selling Guide: B3-3.1-07

Verifications of Employment

When using DU/LPA or manually
underwriting an MPF Xtra loan, which of
the following are alternative methods to
obtaining a verbal verification of

employment (VVOE) for hourly, salary and

commission income?  Confirm that the email address for the employer is accurate.
« Make sure the email contains the borrower’s name,
employer’s name, title, the contact’s email address, date of
contact, and the borrower’s current employment status.

a. An email from the borrower’s employer within 10
business days of the note date.

Must show information for the most recent expected pay
period based on the date of the paystub and the
borrower’s pay cadence.

b. Within 15 business days of the note date, the borrower
can provide their most recent paystub as of that date.

c. Bank statements dated no earlier than 15 days prior to

the note date. « Must show information for the most recent expected pay

period based on the date of the statement and the
borrower’s pay/deposit cadence.

RV

d. All the above.

d. All the above.
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Self-Employed Income

Income worksheets should be used to show how income was calculated

* Many files arrive in QC without any evidence of how income was determined.

Cash Flow Analysis (Form 1084)

« We suggest using either Fannie Mae Form 1084 GO
or Freddie Mac Form 91 (or something equivalent) B

This worksheet may be used to prepare a written evaluation of the analysis of income related to self-employment. The

to a n a I yze taX retu rn S 0 purpose of this written analysis is to determine the amount of stable and continuous income that will be available to the

borrower for loan qualifying purposes.

IRS Form 1040 - Individual Income Tax Return Year______ Year_______
. 1. W2l from Self-Employ NC) *)
= There are also worksheets available to A ——
a. Interest Income from Self-Employment (+). (+).
| t | . b. Dividends from Self-Employment (+). (-
a n a yze re n a I n CO m e - 3. Schedule C - Profit or Loss from Business: Sole Proprietorship
a. Net Profit or (Loss) (+1-), (+F-)
b. Nonrecurring Other (Income) Loss/Expenses (+1), (+-),
c. Depletion (+). (¢ |
. d. Depreciation (#), (+).
= Many of the Ml companies have excellent e Nordeducie Towl ondeds Eprses ) o
k h t | I g Amortization/Casualty Loss (L0 I (R
WO r S e e S a S We . 4. Schedule D - Capital Gains and Losses
a. Recurring Capital Gains (+). (+).

5. Schedule E - Supplemental Income and Loss
Note: A lender may use Fannie Mae Rental Income Worksh

(Eorm 1037 or Form 1038) to calculate individyal rental
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Using Income Worksheets

Income Calculation Worksheet
Borrower Name Loan Number
Employer Date 31712022
. PayTyee
We recommend using -—
= = Per Hour 0 # of hours x52/112 IS - Income
worksheets even if the income : e 2] ¢ e =
$ - |W2forTaxYear: | 0 #months Income
H H $ - W2forTaxYear: | 0 # months Income
is derived from only paystubs . .
$ = |Per Hour
O YTD A
an d Wzs " O YTD .vtng Avg
O YTD + 2 Yr W2 Avg
s = |Use lowest income | |  or check the income you wish to use E
Many worksheets contain
. . [Salary [ Typeof Salary |
sections to help with bonuses . e = - =
d rt . O Bi Weekly X26/12 = = e
O Semi Monthl X24/12 = - n
and overiime. = i e - S eous
O YTD Salary (paytsub) 0 # months Monthly Avg
0O W2 income 0 # months Income
0O W2 Income 0 # months Income
|s - |Base Used to Qualify | check the salary you wish to use If YTD or past year is lower, confirm why
[Overtime/Bonus | Break out OT/Bonus from base salary |
$ - JYTD Overtme / Bonus* 0 # months Income
$ - |Past year OT breakout 0 #months Income
$ - |Additional year OT / Bonus 0 #months Income
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Fannie Mae Selling Guide: B3-3.1-01

Non-Taxable Income

30 ATIOUIIL HTUITT HTNE O | QUjUDLTU YIUoo Hivwiiigg .
39a Check [ ] You were born before January 2, 19t
[7] Spouse was born before January 2,

When using DU or LPA underwrite, or j § . and
manually underwriting the MPF Xtra product, o "
which of the following is true when it comes

to grossing-up non-taxable income sources? l

Form

1 o 40 Department of the Treasury—Internal Revenue Service (€
U S Individual Income Tax Retui

‘ax year beginning

Last name

a. 15% of Social Security retirement income may be R 1\1030?»
grossed-up by 25% without evidence the income is
non-taxable.

b. Child support income may be treated as non-
taxable and may be grossed up by 25% without
providing evidence the income is non-taxable.

. : _ , Remember, if you want to gross-up more
c. When grossing-up any portion of Social Security or than 15% of SS retirement income, you may

child support income, tax returns must be only gross up the portion that is not taxed.
obtained. Tax returns must be provided to verify the
amount not subject to tax.

a. and b. are true.
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Non-Retirement Social Security

Social Security benefits can be paid to borrowers for
reasons unrelated to retirement. Two of the most
common income types are:

» Disability benefits
« Survivor benefits (surviving spouse or children)

Social Security Disability is generally paid to people who are
unable to work for a year or more because of a disability.
Certain family members of workers with disabilities can also
receive benefits.

Survivor benefits may be paid to widows, widowers, and minor
children of an eligible decedent.

MPF Traditional Selling Guide 5.3.9.22
Fannie Mae Selling Guide: B3-3.1-09

What issues are we seeing with
this type of income?

No evidence that the payments will
continue for at least three years,
especially for benefits paid to minor
children.

Grossing-up the full amount without
evidence of the taxable vs. non-taxable
portion.
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MPF Traditional Selling Guide: 5.3.9.6
Fannie Mae Selling Guide: B3-3.1-09

Short-Term and Long-Term Disability

Some disability income is not related to Social

Security benefits and may come from a borrower’s Obtain a copy of the disability
insurance coverage policy from the insurer or
borrower’s employer to
« Do not confuse with Social Security disability benefits. determine:

« Taxable vs. non-taxable grossing up rules apply. The borrower’s current eligibility for the
benefit.

« Usually, long-term disability does not have a defined

expiration date and should be expected to continue. What is the amount and frequency of
the payments?

« If required to be re-evaluated, that is not considered a

defined expiration date. Is there a modification or termination

date in the policy?

« Borrowers receiving short-term disability that will
decrease within the next three years because they are
being converted to long term benefits must qualify
using the amount of the long-term benefit.
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MPF Traditional Selling Guide: 5.3.1.2
Fannie Mae Selling Guide: B3-3.1-01

Income Trends

Carefully review income types that tend to vary, like self-
employment, overtime, commissions, or bonuses.

« Average income that is documented to be stable or increasing.

« If income was declining but has since stabilized and evidence
shows that the borrower will continue to receive income at the
current level, do not average, use the lower amount.

v If a self-employed borrower experienced a legitimate one-time expense (due

to a natural disaster, equipment purchase, etc.) don’t forget to note the
expense in the file.

» Declining income with no indication of stabilization should not be
used.
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Variable Income

Many borrowers who are not self-employed may

receive income that is considered variable. The most DU and LPA findings will not
common types of variable income include: provide the correct messaging if
variable income is not itemized.
* Overtime
» Bonuses/Tip Income Variable income from overtime,
 Commissions bonuses/tips, and commissions
* Hourly workers with fluctuating hours must be separated from base

earnings.

Gross Monthly Income

Base S 3,467 /month
Overtime § /month
Bonus S /month
Commission $ 972 /month
Military

EntitlementsS _ /month
Other S  /month
TOTALS 4 321 /month
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Variable Income

Let’s meet Maria. She works 40 hours a
week in retail sales. In addition to her base
hourly pay, she receives a commission on
her sales.

Common calculation mistakes:

« Using only the YTD total income from the pay stub(s)
and ignoring the amount earned in the previous year(s).

* Not considering how the income is trending.

» Using income that has been declining and there’s no
evidence it has since stabilized.

« Averaging declining income that has since
stabilized/increased.

» Not obtaining a breakout of the borrower’s base vs.
variable income history.
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Variable Income

128. Gross Earnings

Type Year To Date Past Year 2023 | Past Year 2022
Thry 222024
Documentation needed to BasePay | § 4o o ERESSRUNNN | oSN
analyze variable income not overime | & . .
related to self-employment 1eau 128
Commussions | § : $ $
Recent paystubs to evidence YTD Bonus s s s
Total < 5171 $ 54904 s 53380
A breakdown of base vs. the
variable income source Gross Monthly Income
= VOE . . Since it's early Base $ 3,467 /month
= Vendor-supplied income in the year, Overtime  § /month
validation consider a 25- Bonus $ /month
month average Commission $ 972 /month
W2s of commissions. Military
Entitlements $ /month
Other ) /month
TOTALS 4321 /month
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Additional Income Oversights

Missing documentation for self-employed borrowers with
multiple businesses. All businesses must be
documented and part of the analysis, even if not needed
for qualifying purposes.

If a self-employed borrower has a business (or
businesses) listed on Schedule E, K1s and complete
personal tax returns must be provided regardless of
percentage owned. If they own 25% or more of that
business, complete business tax returns are also
required.

Information entered incorrectly into DU or LPA, may
result in faulty findings.
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Additional Oversights (continued)

« Schedule C income increased over the past two years, but
only the previous year’s income was used when both years
should have been averaged.

* A 24-month average was used when income declined.

« Failure to use a worksheet resulted in ineligible items
being added back as income.

» Capital gains income being used when it wasn'’t recurring.
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Liabilities
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Mortgage Charge-Offs

A charge-off of a mortgage occurs when a
lender determines that there is little or no
likelihood that a mortgage debt will be
collected.

They are typically reported after a loan reaches
a certain delinquency status.

Even if paid off, do not confuse mortgage
charge-offs with charge-offs related to other
liability types. Mortgages do not follow the same
guidelines.

MPF Traditional Selling Guide 5.12.7.7
Fannie Mae Selling Guide B3-5.3

What is the typical waiting period if
borrower experienced a
mortgage charge-off ?

. 2years
. 3years
. 4 years

c. 4 years, but if extenuating
circumstances can be documented, 2
years may be acceptable.
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MPF Traditional Selling Guide: 5.1.3

C red it Re po rts Fannie Mae Selling Guide: B1-1-03

What’s the maximum age of a credit report?

a. 60 days
b. 90 days
c. 120 days
d. 180 days
c. 120 days

As of what date? The note date.

How confident are you that a borrower’s credit history
didn’t change between the credit report date and closing?
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Undisclosed Liabilities

* New debt established prior to closing
that was not reflected on the initial
credit report and therefore not included
in the debt to income (DTI) ratio.

« Purchases of large ticket items such
as furniture and automobiles are
common.

« Waitch for large increases in disclosed
debt, this can be just as concerning as
a new liability.
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MPF Traditional Selling Guide: 5.14.1
Fannie Mae Selling Guide: B3-5.2-01

Undisclosed Liabilities

What if undisclosed liabilities are discovered just prior to closing?

* The file should be re-underwritten using the higher DTI ratio.

 If underwritten using DU or LPA, the applicable tolerances for resubmission must be followed.
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Miscellaneous



MPF Traditional Selling Guide: 6.4.2
Fannie Mae Selling Guide: B4-1.3-06

Appraisals

Appraisals marked “as is” may be acceptable if the conditions are minor, and do not
impact the safety, soundness or structural integrity of the property

Which of the following may be considered “minor” or “deferred maintenance”?

Reminder: All appraisals must include color photos!

Mortgage
Partnership
Financew




Appraisals

Things to consider when reviewing an “as is” appraisal

Minor conditions and deferred maintenance are typically due to normal wear

and tear and generally do not rise to the level of required repair but do need
to be reported.

Examples of deferred maintenance may include:
= Worn flooring or carpeting
=  Minor plumbing leaks
= Holes in window screens
» Cracked windows

« Appraisers are not inspectors. An inspection by a professional may be
necessary to support the acceptance of an appraisal marked “as is”.

* Itis your responsibility to determine if an inspection is required and
whether the property meets eligibility requirements.
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MPF Traditional Selling Guide: 7.2.5
Fannie Mae Selling Guide: B4-1.2-05

Appraisals

The Appraisal Update and/or Completion Report
(Form 1004D)

What have we noticed?

Form 1004D (or an acceptable alternative) is required

whenever an appraisal is made “subject to” completion or 1004Ds are missing from loan
repairs files and not being requested

when required.

* Purchase of new construction home (if not 100% complete at
the time the initial appraisal was completed).

» Construction to permanent loans

« Appraisals made “subject to” repairs
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Form 1004D

There are alternative completion methods for Form

1004D that may be acceptable in certain circumstances.

Which of the following are acceptable for a “subject to”
appraisal that conditions for the completion of new
construction per plans and specifications?

a. Form 1004D with the appraiser performing a site visit.

b. Form 1004D with the appraiser providing evidence of a virtual
inspection.

c. An attestation letter from the builder/borrower that includes
supporting evidence of completion.

All are acceptable.

MPF Traditional Selling Guide: 7.2.5.1
Fannie Mae Selling Guide: B4-1.2-05

Completion alternatives vary depending
upon the valuation method and condition
(i.e., completion or repair)

Review the guidelines for more details about
virtual inspections and attestation letters
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MPF Traditional Selling Guide: 2.6.2
Fannie Mae Selling Guide:B2-1.3-02, 3-03

Construction-to-Permanent Loans

How to determine if a dual-close (or two-close) construction loan is a
limited cash-out (LCOR) or a cash-out refinance

Limited Cash-Out Refinance Cash-Out Refinance

Pay off the construction loan. Pay off the construction loan.

Payoff of any secondary liens used to fund overruns. 100% of Pay off any secondary liens related or unrelated to
proceeds must have been used for construction costs only. construction.
Evidence is required.

Closing costs and pre-paids.

Closing costs and pre-paids.
Reimburse the borrower for out-of-pocket expenses.

Cash-back not to exceed the lesser of $2,000 or 2% of the
principal balance of the new loan. Other cash-out as equity allows.

Out-of-pocket construction overruns paid by the borrower
from credit cards, unsecured loans, or their own funds
cannot be reimbursed with the loan proceeds.

Fannie Mae C-P FAQs: https://singlefamily.fanniemae.com/learning-center/originating-and-underwriting/fags-construction-permanent-financing
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https://singlefamily.fanniemae.com/learning-center/originating-and-underwriting/faqs-construction-permanent-financing
https://singlefamily.fanniemae.com/learning-center/originating-and-underwriting/faqs-construction-permanent-financing

https://www.consumerfinance.gov/policy-

C compliance/rulemaking/regulations/1026/23/
Right to Cancel

The Right to Cancel (or Right of Recission) rules can be confusing
when the transaction is a construction-to-permanent loan

Which transactions related to new construction require
Right of Recission documents at closing?

» Closing of a limited cash-out refinance to pay off a construction loan
(dual-close). NO

» Closing of a cash-out refinance to pay off a construction loan (dual-
close). YES

» Closing of a single-close construction-to-permanent loan. NO
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https://www.consumerfinance.gov/policy-compliance/rulemaking/regulations/1026/23/

Reminder

* It's important to make sure that your contacts within
eMAQCSplus are up to date.

» Please review your contacts and users and let us know
if any changes need to be made!
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MPF Contacts and Resources

MPF Service Center

 Email - MPF-Help@FHLBC.com
 Hours - 8:30 am to 4:30 pm CST
* Phone: (877) 345-2673

eMAQCSplus Resource Page
https://www.fhlbmpf.com/resources/emaqcs-plus

MPF Quality Control
mpfinvestordirectqc.fhibc.com
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MPF Contacts and Resources

MPF Service Center

» Email - MPF-Help@FHLBC.com
 Hours - 8:30 am to 4:30 pm CST
* Phone: (877) 345-2673
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university

MPF National Education
mpftraining@fhlbc.com

Join us for an upcoming webinar!
https://www.fhibmpf.com/education/upcoming-webinars

FEBRUARY

29

100FM - 200 PMCT
The Document Release Process for MPF® Traditional and MPF Xtra® Products

REGISTER »»

L00FM- 200PMCT
MPF® University Welcomes Radian: Reviewing Rural Property Appraisals

REGISTER »»

Researching Turnaround Reports and Submitting Exception Clearing Reports

REGISTER »»

LO0FM- 200PMCT
MPF® University Welcomes MGIC: Up Your Game! Overcoming Approval Obstacles

REGISTER »»
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