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Appendix
• Business Portal Resources

• Reporting Samples
• Fannie Mae’s Defect Classification System
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Business Portal Resources
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https://www.fanniemae.com/singlefamily/index

The Single-Family 
Business Portal 

Main Page
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The
Training

Page

https://www.fanniemae.com/singlefamily/training

Includes
Information

on our 
Live Webinars
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https://www.fanniemae.com/singlefamily/collateral-underwriter

The
Collateral

Underwriter
Page
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Mortgage
Fraud

Prevention
Page

https://www.fanniemae.com/singlefamily/mortgage-fraud-prevention
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The 
Loan Quality 

Page
(aka the 

“Certainty” Page)

https://www.fanniemae.com/singlefamily/loan-quality

Access to
Loan Quality and 

QC Resources
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https://www.fanniemae.com/singlefamily/appraiser-quality-monitoring

The 
AQM 
Page
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https://www.fanniemae.com/singlefamily/appraisers

The 
Appraisers 

Page
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Reporting Samples
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Sample Set A
Senior Management Suite
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Executive Summary – May 20XX Originations      Report Date: July 15, 20XX
Post-Closing - QC audited 90 closed loans from the May 20XX origination period.  These audits were from both a Random 
sample that is representative of our total originations and a Discretionary sample targeted at higher risk areas.  

Random Sample - Our Post-Closing Eligibility and Total Defect Rates continue to exceed targets established by Executive 
Management.  The May 20XX Eligibility Defect Rate closed at 10% compared to Target of 3%.  The company Moderate Defect 
Rate closed at 16% compared to Target of 10%.  The Random Sample is a representative sample of our total originations.  
Based on our 10% Eligibility Defect rate, our projection is that 50 loans in our total closed loan volume are potentially ineligible 
for investor delivery.  Based on our audits, we have already self reported 5 loans to the investors.  

Discretionary Sample – We conducted audits in three high risk areas in May.  Correspondent Lending, 5-10 financed 
properties and a 100% review of Early Payment Default loans.  Defect rates in the Correspondent review are high and forecast 
an elevated amount of repurchase exposure across the entire sample.  

Prefunding QC – We audited a total of 100 loans between full file and targeted reviews.  Although the sample is not 
statistically valid, the Full File Prefunding Eligibility Defect Rate closed at 7% and the Targeted Prefunding Eligibility Defect 
Rate closed at 12% for the month. 

Details for each sample are on the following pages.   All defects and defect rates reported in the management summary are Gross (i.e., prior to cure).

# Eligibility 
Defects

# Moderate
Defects

Eligibility 
Defect Rate

Moderate
Defect Rate Closed Loans

Forecast - Total
Ineligible Loans 
Originated this 

period
# Loans Self

Reported
Post Close Random 5 8 10.0% 16.0% 500 50 5

Conventional 3 3 30.0% 30.0% 300 3
FHA 1 2 8.3% 16.7% 125 1
VA 1 2 20.0% 40.0% 50 1
RHS 0 1 0.0% 33.0% 25 0

Post Close Discretionary
Correspondent Review 2 4 13.3% 26.7% 150 19-20 2
5-10 Financed Properties 2 5 8.0% 20.0% 62 5-6 2
Early Payment Default 0 1 0 10% N/A N/A 0

Prefunding Full File 7 14 7.0% 14.0% N/A N/A N/A

Prefunding Targeted 12 20 12.0% 20.0% N/A N/A N/A
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Post-Closing Random Sample Details
• 50 loans were audited in the Post-Closing 

Random sample this month.
• Eligibility Defect rate of 10% exceeds 

management target of 3%.  
• Moderate Defect Rate of 16% exceeds 

management target of 10%.
• Eligibility Defect Rate has been at an  

elevated level for an extended period of    
time.  Management attention is needed          
to meet goal.  

• Defect categories/subcat/type include:
DTI

• Income Calculation/Analysis
– Rental Loss
– Self-Employed

• Income Documentation
– Self Employed

Funds to Close
• Asset Calculation/Analysis

– Insufficient Funds to Close

• Retail Channel was primary driver for the 
month and the last three months account-
ing for 63% of Eligibility Defects.

• Defects from the Correspondent Channel     
were all tied to Delegated business with        
no concentration at a seller level.  

1

2

1 1

3

5

3

5

0

1

2

3

4

5

6

DTI - Income Calc/Analysis -
Rental Loss

DTI - Income Calc/Analysis -
Self  Employed

DTI - Income Documentation -
Self  Employed

Funds to Close - Short 
documented funds to close

Random Sample Eligibility Defect Trends

May 'XX Rolling Three Month
Mar 'XX - May 'XX

Jun 'xx Jul 'xx Aug 'xx Sep 'xx Oct 'xx Nov 'xx Dec 'xx Jan 'xx Feb 'xx Mar 'xx Apr 'xx

Lender Random Defect Rate Trend

EV Defect Rate Moderate 
Defect Rate

Total Defect
Rate

EV Target Moderate
Rate Target
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Post-Closing Discretionary Sample Details

# Loans 
Sampled

Eligibility
Defect Rate

Moderate 
Defect Rate

Total 
Defect
Rate

# Closed
Loans

Repurchase 
Risk

May Closed Loans 15 13.3% 26.7% 40.0% 150 19-20 loans this month
April Closed Loans 13 7.7% 23.1% 30.8% 130 9-10 loans this month
March Closed Loans 12 16.7% 25.0% 41.7% 120 20 loans this month

# Loans 
Sampled

Eligibility
Defect Rate

Moderate 
Defect Rate

Total 
Defect
Rate

# Closed
Loans

Repurchase 
Risk

May Closed Loans 25 8.0% 20.0% 28.0% 62 4-5 loans this month
April Closed Loans 25 12.0% 12.0% 24.0% 60 7-8 loans this month
March Closed Loans 25 4.0% 20.0% 24.0% 50 2 loans this month

Recommendation: Defects noted are Eligibility Violations with Investor.  Extrapolating defects across total production indicates 
possible 20% of this product as ineligible for sale to investor.  
~ 100% prefunding QC on verifying reserves.

Discretionary Sample: Full File Review; Delegated Correspondent Loans  - (Sample reason - High Risk)

10% Sample

Top Defect Issues:
~ DTI - Income Calculation/Analysis - Self-Employed Borrower
~ Funds to close - Asset Calculation/Analysis - Sufficient Assets To Close

Discretionary Sample - Targeted Review (Component Review only) ; 5-10 Financed Properties - (Sample 
reason Post-closing and Investor QC Results)
25 loans reviewed 

Top Defect Issues:
~ Improper calculation and documentation of reserves (put in FM format)
~ Violations of minimum required FICO 

Recommendation:  Reviews of Delegated transactions over the last 3 months reflect XXX.  Recommend additional component 
reviews in Prefunding QC targeted at complex income types and Purchase transactions to address top defect drivers.
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32%

20%20%

10%

8%
5% 5%

May 20xx Prefunding QC DTI/Calculation-Analysis Defects

Self- Employed Borrower
Rental Income 
Rental Loss
Bonus/Comission
Other
Income Continuance
Salary

Prefunding Sample Details

• Prefunding QC tested 100 loans in 
May.  That was split evenly between 
Retail and Correspondent Lending.

• Eligibility Defect Rate for May was 7% 
on Full File reviews and 12% on 
Targeted reviews.  

• Moderate Defect Rate for May was 
14% on Full File reviews and 14% for 
Targeted reviews.    

• The Eligibility and Moderate defects 
were all related to DTI defects.  The 
overwhelming majority of defects are 
tied to complex income calculations for 
Self-Employed borrowers or borrowers 
who utilize rental income for qualifying.  

• Based on our defect classification –
Calculation and Analysis errors are 
attributed to an underwriter so action 
planning should be focused on our 
underwriting staff.  

0%

5%

10%

15%

20%

25%

30%

35%

5/1/20XX Rolling 3 Rolling 6

DTI - Income Calculation/Analysis Defect Trend

Self- Employed Borrower Rental Income Rental Loss Bonus/Comission Other Income Continuance Salary
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Action Plan to Address Top Defect Drivers

Item Finding

% of Defects 
in Prior 3 

Mos. Severity
Suspected Root 

Cause

Meeting 
Originally
Discussed Planned Actions Owner

Date to 
Implement

Expected 
Improvem

ent 
Date 

Observed 
Improvement 

Date 
Date 

Closed

A

DTI - Income 
Calculation/Analysis-

Complex Income 
sources are driving top 
Eligibility Findings 
across Random and 
Discretionary Samples - 

50% Eligibility

Retail - Staff Not Using 
Income Calculator
Correspondent - 
Lenders are not 

properly calculating 
income

3/1/20xx

Retail - Targeted 
pre-fund sample to 

ensure 100% 
compliance.  Non-
compliance will 

result in HR action.
Correspondent - 

Implement Targeted 
sample in 

Correspondent on 
Income at 75% of 

volume.

Retail - R.Lee

Correspondent 
- B. Fox

Retail   - 
6/1/xx

Corr. - 
6/1/xx

Retail - 
7/1/xx

Corr - 
50% 

reduction in 
defects 
8/1/xx

B

Mortgage Eligibility - 
FICO not eligible for 
delivery  5-10 Financed 
Property 

12% Eligibility Lack of knowledge by 
staff. 3/1/20xx

Implement System 
edit to ensure 
correct FICO.

M. Roberts 8/1/20xx 8/2/20xx

C
Funds to Close - 
Insufficient Funds to 
close documented.

10% Eligibility

Purchase transactions 
where evidence of 

funds to close has been 
a closing condition

2/1/20xx

Implemented 
mandatory use of 

Asset Worksheet in 
Retail

B. Smith 3/1/20xx 3/31/20xx Still top 
defect in May

Action Plan Tracking for LENDER <NAME> - May 20xx
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Loan Level Detail Report

Loan # Category SubCat Defect Name Underwriter Branch Defect Detail

16783 Income/Employment Income Calculation/Analysis Self-Employed Lee Austin

Underwriter calculation income as 12,475 however they 
only used a 1 year average when 2 years tax returns 
were in file.  Utilizing a 2 year average reflects income of 
8,975 and the revised DTI changes to 61%.

16885 Assets Asset Calculation/Analysis
Insufficient Funds 
to close Booth Tampa

Borrower needed 33,475 to close however bank 
statements in the file only documented 29,000 on 
deposit.

Sample Appendix 
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Sample Set B
Middle Management Suite
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QC May 20XX - Department Summary Sample

QC Review Defect Summary by Channel

Channel
Total # 
Defects

Total # Sig. 
Defects

% Sig. 
Defects

Total # 
Defects

Total # Sig. 
Defects

% Sig. 
Defects

Total # 
Defects

Total # Sig. 
Defects

% Sig. 
Defects

Total # 
Defects

Total # Sig. 
Defects

% Sig. 
Defects Goal

Correspondent 8 1 6.7% 10 1 7.1% 6 2 13.3% 24 4 9.0% 3.0%
Retail 17 5 8.4% 21 6 9.2% 25 9 22.2% 65 20 13.3% 3.0%

Rolling 3 Month AveragesMarch April May

 Preliminary Eligibility Defect rate of 10% for May exceeds management target of 3%.
 Preliminary Moderate Defect rate of 16% for May exceeds management target of 10%.
 Q1 20XX saw increase in Income Calculation Issues – Rental and Self Employed from Q4 20XX.  Income Calculator 
was mandatory as of  September 1, 20XX.  
 Management is requested to review action plan slide and provide any additional input.

Jun 'xx Jul 'xx Aug 'xx Sep 'xx Oct 'xx Nov 'xx Dec 'xx Jan 'xx Feb 'xx Mar 'xx Apr 'xx

Lender Random Defect Rate Trend

EV Defect Rate Moderate 
Defect Rate

Total Defect
Rate

EV Target Moderate
Rate Target
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QC May 20XX - Underwriting Department Details Sample
• Team Blue and Orange are under Goal.  Action Plan 

needed for Team Red, White and Green. 

• New employees will require additional training for 
income and assets and additional Team Lead Reviews.

• Action Planning meeting on June 20XX with training 
Department is mandatory for all Underwriting Managers 
and Team Leads.

• The Department’s Defect Rate is above goal and 
trending away from goal.
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Owner Comments
Date to 

Implement

Expected 
Improvement 

Date 

Observed 
Improvement 

Date 
Date 

Closed

National UW 
Manager - R. Lee

UW Manager to review sample of all UW's files to 
confirm usage of Income Calculator and data 

integrity.
5/19/20XX

Training 
Department - S. 

Teach

Update current Training Material into income 
segments and begin training based on 1.Rental 
Income, 2. Self Employed Income, 3. Bonus and 

Overtime.

6/4/20XX

QC - B. Eyes

After UW team Lead's and training has been 
provided begin prefunding selection for 

component only review of income to validate 
usage and data integrity.  UW that are non 

compliant will be forwarded to HR for verbal 
warning and /or written warning.

6/15/20XX

Cont.
below

Departmental Action 
Plans to Address

Top Defects

Item Finding (Defect / Deficiency)
% of Defects in 

Prior 3 Mos. Severity
Suspected Responsible Party 

(Dept. / Team)
Suspected Root 

Cause

Meeting 
Originally
Discussed Planned Action(s)

A.  UW Team Lead to 
begin validation of usage.

B.  Training of  Operation 
Staff on requirement of 

income calculator.  

C.  Targeted pre-fund 
sample to ensure 100% 

compliance.  Non 
Compliance will result in 

HR Action.

Action Plan Tracking for LENDER X - June 20XX Meeting Update

Eligibility Underwriting
Retail - Staff Not 

Using Income 
Calculator

5/18/20XX

DTI - Income 
Calculation/Analysis -          

Rental Income calculations are 
driving Eligibility Findings across 

Random and Discretionary Samples.  

32%A1



166© 2015 Fannie Mae | A Discussion on LQ and QC

Owner Comments
Date to 

Implement

Expected 
Improvement 

Date 

Observed 
Improvement 

Date 
Date 

Closed

Pre Purchase Team -
D. Fox

1.  Review of last 6 months QC and Pre Purchase 
reviews to identify lenders with income calculation 
errors. 2.  Select lenders with highest defect loans 

with DTI's that are 35% or higher for review.

5/19/20XX

Account Team and 
Training- F.  Sales

 1.  Training team to update current Training 
Material into income segments and begin training 

based on A. Rental Income, B. Self Employed 
Income, C. Bonus and Overtime.  2.  Town Halls to 
be set up with all Lenders discussion top defects 

with emphasis on Income Calculations.

6/5/20XX

QC - B. Eyes

After Pre Purchase reviews and training has been 
provided begin prefunding selection for component 
only review of income to validate usage and data 
integrity.  Lenders with consistent issues will be 

forward to TPO Department for Review.

6/15/20XX

Departmental Action 
Plans to Address

Top Defects
(cont.)

Item Finding (Defect / Deficiency)
% of Defects in 

Prior 3 Mos. Severity
Suspected Responsible Party 

(Dept. / Team)
Suspected Root 

Cause

Meeting 
Originally
Discussed Planned Action(s)

A.  Pre Purchase team to 
review income calculations 
on Lenders with highest 

defect rates.

B.  Town Hall Meetings 
with Lender Underwrit ing 

Staff discussing top 
Defects with emphasis on 

Income Calculation.

C.  Targeted Pre Purchase 
audit for income 

component review.

Action Plan Tracking for LENDER X - June 20XX Meeting Update

Lender/Pre Purchase Team

Correspondent - 
Lenders are not 

properly calculating 
income.

5/18/20XXEligibilityA1

DTI - Income 
Calculation/Analysis -          

Rental Income calculations are 
driving Eligibility Findings across 

Random and Discretionary Samples.  

Cont'd

Cont.
below
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Sample Set C
Front Line Suite
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QC May 20XX  Individual Summary Sample Details

 The Department’s Defect Rate is above goal and trending 
away from goal.  Do your part to move this the right way!

 Income  Calculation – A Rental Income calculator is being 
developed.  You will receive invitation to attend a session to 
solicit input.

 Remember, all loans with Rental Income must have second 
signature for roughly the next 90 days (i.e., to Aug. 31, 20xx) 
as per our discussion on these transactions and findings.

 A Self-Employed Income seminar will be held Aug. 14, 
20XX from 1-5 pm.  Attendance is mandatory.

 Misrep and Fraud rates are higher than norm in the Belton 
marketing area.  Be aware!
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Loan 
Number Borrower

Closing 
Date Underwriter Category Sub Category

Sub Category 
Details Findings

Final Defect 
Rating

123456 Smith 5/15/20xx Rob Income Calculation Rental Income/Loss

The borrower's owned rental property. The underwriter included a 
rental loss of $382, in the debt‐to‐income (DTI) ratio calculation.  
Based on the documentation provided, QC  calculated the rental loss 
to be $1,582 resulting in a revised DTI ratio 54%, which rendered the 
loan ineligible  Significant

123789 Jones 5/5/20xx Rob Income Calculation Rental Income/Loss

The subject loan was secured by an investment property. The 
underwriter included rental income of $1,472.46 per month in the 
debt‐to‐income (DTI) ratio calculation.  Based on the documentation 
provided, QC calculated the rental income to be $0 resulting in a 
revised DTI ratio 62.7% which rendered the loan ineligible  Significant

234690 Orange 5/22/20xx Rob Assets Calculation
Undocumented large 

deposit

The asset documentation provided for our review from  The Bank 
reflected a large deposit for which the source was not explained 
and/or documented. The failure to document the large deposit was 
from an acceptable source resulted in insufficient assets for closing 
and/or reserves. Significant

123457 Blue 5/28/20xx Rob Assets
Asset 

Documentation Missing ‐ gift

A gift was disclosed as a source of funds for closing and/or reserves. 
The documentation provided for our review did not include a signed 
gift letter for the $90,00 gift and documentation showing these funds 
were transferred to the borrower's account. As a result, the gift was 
not properly documented. Excluding these assets resulted in 
insufficient funds for closing and/or reserves. Significant

196734 Hail 5/19/20xx Rob Income Calculation Rental Income/Loss

The borrower's owned rental property. The underwriter included a 
rental loss of $182, in the debt‐to‐income (DTI) ratio calculation.  
Based on the documentation provided, QC  calculated the rental loss 
to be $580 resulting in a revised DTI ratio 54%, which rendered the 
loan ineligible  Significant

168790 Red 5/26/20xx Rob N/A N/A N/A No Findings N/A
368901 Snow 5/13/20xx Rob N/A N/A N/A No Findings N/A
278256 Rain 5/8/20xx Rob N/A N/A N/A No Findings N/A

QC May 20XX  Individual Summary Sample Details



170© 2015 Fannie Mae | A Discussion on LQ and QC

Sample Set D
Miscellaneous Samples
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Loan
Review

Summary
Details
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Post-Closing Reviews:  Defect Types - Q1 vs. Q2
(as percent of all defects)

Occupancy - misrepresentation

Undocumented large deposit

Incorrect income calculation - self-employed

Verbal Verification of Employment Not Provided

Final Settlement Statement Defective - Not Signed

Undisclosed liability

All Others

Quarterly Defect
Comparison
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Remedy Tracking
Report
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Third-Party Service Provider
Defect Tracking Report
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Remedy Tracking Report- July 20XX
Remedy Category:  Training
Refer to Action Planning Summary Report of July 1

Training Topic Rental Income Tax Return Analysis

Defect Addressing (Category/Type) Income/Rental Income Calc.

Remedy #05- May 20XX

Audience Middlesex Loan Officers

Proposed Date 17-Jun

Actual Date 17-Jun

Pre-seminar avg. Test Score 68

% Passing 64%

Post-seminar avg. Test Score 82

% Passing 86%

Training Topic Interpreting PFQC Tool Scores

Defect Addressing (Category/Type) Fraud/Red Flag Referral

Remedy #02- Apr 20XX

Audience Windsor Processors

Proposed Date 23-May

Actual Date 23-Jun

Pre-seminar avg. Test Score 71

% Passing 71%

Post-seminar avg. Test Score 88

% Passing 90%

…

Remedy Tracking
Report:

Training Assessment
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Testing
Summary
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Fannie Mae’s Defect 
Classification System
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Eligibility Violation

Defect Categorization

Structure Example

Funds
for the Transaction

Defect Category

Sub-Category

Defect

Assets

Asset Eligibility

IPCs –Excessive
contribution amount

Example - Fannie Mae’s Defect Classification System
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• This document can be found on 
our Loan Quality Web Page.

• Note: the categories are subject to 
updating to provide additional 
refinement and clarity.

https://www.fanniemae.com/content/fact_sheet/loan-defect-categories.pdf

Loan Defect 
Categories 

Listing
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End of Appendix


