The Practical Guide to Processing © 2019 QuickStart™ Publications

Table of Contents

TABLE OF CONTENTS

Introduction

CHAPTER 1 - THE PROCESSOR’S DUTIES & RESPONSIBILITIES
JoB DESCRIPTION - MORTGAGE LOAN PROCESSOR 3

CHAPTER 2 - MORTGAGE INDUSTRY OVERVIEW

1

Specific Duties 3

General Description of Duties 5

The Career Path of the Processor 5

The Division of Duties between Processor and Loan Officer
General Time Frames for Application Process 7

Process Flow 8

The Mortgage Broker Business 10
Retail Lending 11
Interest Rate Drivers 13

BAsiC MORTGAGE MATH 14

Loan-To-Value or “LTV” 15

Qualifying Ratios 15
Pre-Qualification and Pre-Approval 16
Calculating Payments and Interest - Simple Interest 16

Principal and Interest 17
PITI — The Components 17

LoAaN PrRoDUCTS 17

Fixed Rate Products 17

Balloon Products 17

Temporary and Permanent Buydowns 19
2"4 Mortgages 21

Reverse Mortgages 21

Prepayment Penalties 21

UNDERSTANDING LOAN PLAN SPECIFICATIONS AND GUIDELINES 23

Major Program Guidelines - Conforming 24
Automated Underwriting and Qualifying Ratios 25
Private Mortgage Insurance (PMI) 25

Page i




The Practical Guide to Processing © 2019 QuickStart Publications

CHAPTER 3 - NEW LOAN SETUP, VENDORS AND DISCLOSURES

Non-Qualified Mortgage Loans 26

Federal Housing Administration (FHA) Loans 27
FHA Loan Amount Calculation 27

FHA Mortgage Insurance — MIP 27

Department of Veteran's Affairs (VA) 27

The Importance of a Thorough Loan File Setup 29

SOURCES OF APPLICATIONS AND TREATMENT 29
New Retail Application 29
Internet Loan Application/Lead 30
Assigned/Transferred Applications 31
Brokered/Wholesale 31

Transferred Files 31
Loan File Set-Up Procedures - Set Up Checklist 32
Entering the Loan in the Loan Log 32

ELECTRONIC FILE MANAGEMENT VS. PAPER FILES 33
Electronic File Management 33
Paper File Management33
ORDERING THE CREDIT REPORT 35
Loan Officer/Originator/AE May Order Report 35
In-File, Pre-Qual or Tri-Merge vs. Full RMCR 35
Credit Report Order Methodology 36
Full Mortgage Credit Report 36
Alternative Credit Report 36
Business Credit Report 36
Adverse Summary 37
ASSIGNED FILES 37
APPRAISAL ORDER 38
Appraisal Checklist 38
Approved Vendors — Appraisers 38
Appraisal Order Issues 38
Condominium/PUD Questionnaire 39
Condominium/PUD Checklist 39
Ordering FHA Case Numbers and Appraisals 39
VA Online Ordering 39
Condominiums and Government Insured Loans 39

Disclosure Desk Procedures 40

TRID — TILA RESPA INTEGRATED DISCLOSURE 40
LE/GFE APPLICATION DISCLOSURES — CLOSING COST ESTIMATES 40
Overview 40
Issuing Initial Cost Estimates 40
How to Count “Business Days” 41
2-14-11Loan Estimate and Closing Disclosure Timing Procedure 42
TRID - PRE-QUALIFICATION, PRE-APPROVAL AND APPLICATION 43
Application Paths and Requirements 44
Application (Closed End) Processes 44
LOAN ESTIMATE STEP-BY-STEP APPLICATION PROCEDURE 45
TRID - Transaction Type - Know Before you Owe OR GFE 2010 47
At Application — ARM Disclosure47
Home Equity Lines and Open-Ended Credit 48
When Your Home is on the Line 48
Notice of Right to Cancel (Right to Rescind) 48
The Nature of “Disclosures” 48
HANDLING MISSING DOCUMENTATION 50
Using the LOS to Capture and Request Missing Documentation 50

Page i



Using the LOS Data Export or Report Feature to Request Missing Documentation.
50
Using the “ltems Needed — Notice of Incomplete Application” to Request Missing
Documents 52
THE WELCOME PACKAGE - BORROWER INTRODUCTION 53
Welcome Package Checklist 53
DIRECT VERIFICATIONS 54
Direct Verification Checklist 54
FILE ORDER 55
Electronic Files - The case for ALWAYS using Exhibit/Document Naming Conventions
55
Stacking — Paper Files 57

CHAPTER 4 - DOCUMENTATION REVIEW — REVIEWING CREDIT AND PAYMENT HISTORY ......... 59

CREDIT BUREAUS VS. CREDIT REPOSITORIES 59
Reading the Credit Report 60
Understanding the Ratings - What is "Bad" 61
Credit Report Types and Variations 62
Credit Reports on Assigned Files 62
COMPONENTS OF THE HOUSING AND EXPENSE RATIOS 63

The Housing Expense Ratio 63
Playing with Principal 63
Playing With Other Components of the Front Ratio 64
The Total Debt Ratio 65
What is a Debt?65
Tactics for Handling High Card Payments 66
Co-signed Loans 67
Installment Loans May Be Excluded 67
Regular Business Expenses/Self Employed Borrowers 69
CREDIT HISTORY 70
UNDERSTANDING CREDIT SCORING 71
Credit Verification — Liability, Mortgage or Rental Verifications 72
Credit Explanations 73
Ways to Improve Credit 74
Fraud Alerts 75

CHAPTER 5 - DOCUMENTATION REVIEW - INCOME DOCUMENTATION .......cccoiiimiiinnerescee e 77
INCOME COMPUTATION 77
Calculating Base Income 77
Documentation Review — Paystubs 78
Questionable Paystubs 79
Reviewing Documentation — W-2’s 80

Income Computation 81

"Stable" Income 81

Base Income with Enhancements -25%! 81

Getting the most of Overtime, Bonus, & Commissions 82

Bonus, Tips and Commission 82

Future Raises 83

Verification of Employment/Income 84
SELF-EMPLOYMENT 85

Who is Self-Employed? 86

Treatment of Self-Employment Income. 87

Start with the Personal Returns 87

Income Sources and "Addbacks" 88
Partnership and S Corporation Tax Returns and Income Analysis88
Analyzing the US Corporation Income Tax Return 88

Page iii



The Practical Guide to Processing © 2019 QuickStart Publications

The Profit and Loss Statement 89
The Balance Sheet 90

SELF-EMPLOYMENT ANALYSIS TOOLS 91
Simple Analysis 91
Self-Employed Income Analysis - Adjusted Gross Income Method 91

Self-Employed Income Analysis - Schedule Analysis 93
Income “Red Flags” 93

CHAPTER 6 - DOCUMENTATION REVIEW — ASSETS ..o ciiiiiiiiremesinssrsssssssssss s sssssssssss s ssssssssans 96
VERIFYING ASSETS 96
What Closing Costs Represent 96
SELLER CONTRIBUTIONS TO OFFSET CLOSING COSTS 98
ASSETS FOR DOWN PAYMENT, CLOSING COSTS AND RESERVES 100
Borrower's Own Funds 101
Reserves 101

Lender Credits for "Above Par" Pricing Towards Closing Costs 101
Tips for Gifts 102
“Red Flags” for Assets and Deposits 103

THE EARNEST MONEY DEPOSIT 104

Using Direct Verifications to Solve Asset Problems 104
CHAPTER 7 - DOCUMENTATION REVIEW - PROPERTY, APPRAISALS, PROJECTS, NEW
CONSTRUCTION ....cooiiiirissersssmersssr e s e ssssessssessssssssssesssmssssssessssssssssesssnssssssesssnssnsnnesssnssssnnsssnnesssnsesssnes 106
UNDERSTANDING PROPERTY TYPES 106
Why Condos are Hard to Finance 107

Conforming Guidelines 107

Private Mortgage Insurance for Projects 108

Documentation Required for Project Approval 109

Treatment of Condominium Fee for Qualifying Purposes 109

Approved Lists 109

Standard Condominium Questionnaire 110

Owner Occupancy Ratios/Individual Unit Owner Concentration 110

PUD/Classifications & Requirements 111

New Construction- Construction Permanent 111
INVESTMENT PROPERTY 112

Requirements for Investment Property Financing113
APPRAISALS 114

Appraisal Basics 114

Simple Approaches to Resolving Valuation Problems 114

Fraud Alert 116

Real Estate Contracts 116

CHAPTER 8 — UNDERWRITING SUBMISSION AND APPROVAL ......cccoiiniimmnimnenssnsanssssssses s snnas 117

BAsIC UNDERWRITING PREPARATIONS 117
"Memo"-izing 117

PACKAGING LOAN FILE ExHIBITS 119
Tips for Review in a Paperless Environment 119
Stacking Order and Taxonomy of Documents 120
Stack Order from Top to Bottom 124
Loan Submission 126

BAsIC PAPER-BASED LOAN SUBMISSION CHECKLIST 126

BASE PROCESSING CHECKLIST 127
Verbal Verification of Employment 131
Procedure 131

REVIEWING THE APPLICATION 133
Reviewing Sections 1 & 2 of Application 133

Page iv



Reviewing Section 3 — Personal Information 135

Reviewing Section 4 — Employment Data 136
Reviewing Section V - Income & Housing Expense 137
Remember 137

Reviewing Section VI - Assets & Liabilities 137

Reviewing the VI - Schedule of Real Estate Owned 139
Section VII - Cash Requirements The Closing Cost Estimates 139
THE APPROVAL PROCESS 141
DESKTOP UNDERWRITER AND LOAN PROSPECTOR 142
Automated Underwriting — Electronic Decision Engines 143
Simple Troubleshooting Strategies 143
UNDERSTANDING FHLMC LOAN PROSPECTOR RESULTS 144
Loan Approval Notification 147

CHAPTER 9 - THE CLOSING AND REQUIREMENTS.........cooireiic s 149

BROKERED TRANSACTIONS VS. FUNDED TRANSACTIONS 149
Preparing the "Fee Sheet" 150
Preparing the Broker Demand Letter 150
The Fee/Cost Reconciliation 151

SETTLEMENT AGENT — DOCUMENT REQUIREMENTS 152

REQUIRED CLOSING CONDITIONS 152
Vesting of Title — Application vs. Closing 154
Disclosures at Closing - HUD-1 Settlement Statement 154
Lender Sends Loan Instructions to Settlement Agent 154

Wet and Dry Settlements 166
The Right of Rescission - Refinances 166
Chapter 10 - Time Management Strategies for Processors 167
PIPELINE MANAGEMENT - LOAN TRACKING REPORTS 167

Processing Status Benchmarks 167

Processing Reports 168

New Loan Set Up — Pipeline/Loan Source/Processor 168
Conditions Outstanding 170

PROCESSOR TIME MANAGEMENT TECHNIQUES 170
SYSTEM 1 - PIPELINE REVIEW 171
LOAN STATUS PROCEDURE 171

Status Process - Conducting Pipeline Review 171

Conducting Weekly Status Reviews 172

General Division of Duties — Loan Status 174
SYSTEM 2 - THE COMPLETE APPLICATION SYSTEM 174
SYSTEM 3 — TIME BLOCKING 175

What Should My Week Look Like? 176
SYSTEM 4 — FORMS MANAGEMENT 176

SOFTWARE INTRODUCTION 176
Building an Export "Template" 177
Using the Exported Data 178
STATUS REPORTS 179

Sample Merge Letter - Additional Information Request to the Borrower
IN CONCLUSION 181

180

Page v



