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Chapter 46:  Freddie Mac’s Postfunding Quality Control Review
46.1: Postfunding quality control (02/20/08)
	(a)
	General quality control policy
Freddie Mac reserves the right to conduct a postfunding quality control underwriting review of any Mortgage sold to Freddie Mac.

Freddie Mac will underwrite each Mortgage selected for postfunding quality control review to verify that it meets Freddie Mac's definition of investment quality and complies with Freddie Mac's underwriting guidelines, policies and Seller warranties as described in the Purchase Documents , including compliance with applicable anti-predatory lending laws.



	(b)
	FICO scores
Freddie Mac obtains Fair, Isaac and Co. (FICO) scores for Mortgages purchased and uses them as one of the sampling criteria for postpurchase quality control reviews, and uses FICO scores and the accompanying reason codes as part of its postpurchase quality control reviews. With the exception of those situations in which a minimum Indicator Score is required, Freddie Mac will not use FICO scores as the sole determination of whether a Mortgage is acceptable. Rather, Freddie Mac will use them in conjunction with other Mortgage file documentation to determine whether the Borrower has an acceptable credit reputation. If the Seller delivers and documents an Indicator Score in accordance with the provisions of Section 37.5(f), Freddie Mac will use the Seller-delivered score.



	(c)
	Reviewing Accept Mortgages and A-minus Mortgages
For Accept Mortgages and A-minus Mortgages, the Borrower will be considered creditworthy and no further assessment of Borrower creditworthiness will be made in the postfunding review if:

•
The Seller has submitted to Loan Prospector® all required information and has complied with the terms applicable to Accept Mortgages and A-minus Mortgages in this Guide.

•
The information submitted is true, complete and accurate.

•
The Seller has paid any applicable delivery fees.




	(d)
	Documentation not required for certain Loan Prospector Mortgages
For Accept Mortgages and A-minus Mortgages, Freddie Mac will review and underwrite the minimum credit, income, employment and asset documentation required. If additional documentation is present, the Seller/Servicer is encouraged to leave it in the Mortgage file. Freddie Mac will not require repurchase based on our review of credit, income, employment and asset documentation in excess of our minimum requirements, even if the additional documentation may be viewed as unfavorable under traditional underwriting practices. Examples of such additional documentation include:

•
Credit — additional verifications of credit, credit reports, bankruptcy documentation, business credit reports

•
Employment or income — additional pay stubs, verifications of employment (VOEs), verbal VOEs, W-2 forms, individual tax returns, business tax returns

•
Assets — additional bank or brokerage statements




	(e)
	Reviewing Manually Underwritten Mortgages
For Manually Underwritten Mortgages, the Seller/Servicer is responsible for the accuracy and authenticity of all documentation in the Mortgage file.



	(f)
	Mortgage file submission requirements
Freddie Mac will notify a Seller/Servicer in writing to submit the designated Mortgage files to Freddie Mac. The Seller/Servicer must send the files to the Freddie Mac address contained in the letter requesting the Mortgage files, along with source documentation for any Indicator Score delivered to Freddie Mac on Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher. Freddie Mac must receive the requested Mortgage files within 15 days from the date of the letter requesting the Mortgage files.

The file for each Mortgage selected for quality control review must contain legible photocopies of the applicable documents listed in Sections 46.2 through 46.25 and any other documentation requested by Freddie Mac, with one exception. The photographs attached to the copy of the appraisal report must be originals. All documents must be secured to the top right side of a legal-sized manila folder and arranged in the order of documents specified in Sections 46.2 through 46.25, with the first item on top.

An offer by the Seller/Servicer to repurchase the Mortgage will not exempt the Seller/Servicer from submitting the file for Freddie Mac's review. Failure to promptly submit a file selected for quality control review may result in suspension of selling and/or Servicing privileges or disqualification as a Freddie Mac Seller and/or Servicer.



	(g)
	Notification of quality control findings
Upon completion of the quality control review, the Seller/Servicer will be notified in writing of only those Mortgages that were found deficient. At its sole discretion, Freddie Mac will require repurchase of each deficient Mortgage. In addition, Freddie Mac also may require the Seller/Servicer to indemnify Freddie Mac and hold it harmless for any loss, damage or expense (including court costs or reasonable attorney fees) that Freddie Mac may incur as the mortgagee of record of such Mortgage.

In addition to other available remedies, Freddie Mac may require repurchase and/or indemnification whenever:

1.

The Seller/Servicer has failed to submit Mortgage documentation within the allotted time

2.

The Seller/Servicer has not complied with any requirement, term or condition of the Purchase Documents

3.

The Seller/Servicer has delivered a Mortgage not of investment quality

4.

The Seller/Servicer has breached warranties or representations in the Purchase Documents

5.

The Seller/Servicer has been unable to supply satisfactory evidence of compliance with the Purchase Documents

6.

The Seller has improperly underwritten and/or documented a Mortgage at the time of origination

7.

The Borrower or any other party in the Mortgage transaction has made false representations in conjunction with such transaction, whether or not the Seller/Servicer was a party to, or had knowledge of, such false representations

The Seller/Servicer must take the required remedial action within 30 days from the date of the request issued by Freddie Mac or within such other time frame as specified by Freddie Mac. Any appeal of Freddie Mac's repurchase request must be made in accordance with the requirements of Section 72.6.

Freddie Mac's decision to require remedial action shall be conclusive. Failure to take prescribed action within the required time may result in suspension of selling and/or Servicing privileges or disqualification as a Freddie Mac Seller and/or Servicer. Suspension or disqualification of the Seller/Servicer shall not limit Freddie Mac's right to take other action to enforce its rights or protect its interests.


46.1.1: Credit enhancer postfunding review (12/19/07)
Freddie Mac may elect to obtain a credit enhancement on some or all of the Mortgages it purchases, either concurrently with or subsequent to the purchase of the Mortgages. In such event, Seller, as Servicer of the Mortgages, or any transferee Servicer, may receive an electronic request from Freddie Mac to provide the credit enhancer with Mortgage files or other Mortgage information or documentation ("Mortgage information") related to the credit-enhanced Mortgages for review.

Freddie Mac's request to Seller or transferee Servicer, as applicable, will identify the credit enhancer requesting the Mortgage information, authorize the release of the specific Mortgage information, and provide the name and contact information for the individual at the credit enhancer to whom the Mortgage information should be directed. Seller or any transferee Servicer, as applicable, must provide the Mortgage information no later than:

	•
	30 days after receipt of the request, or


	•
	The agreed-upon written deadline as negotiated between the credit enhancer and the Seller or transferee Servicer, as applicable.


With respect to each request for Mortgage information:

	•
	Seller or transferee Servicer, as applicable, will not be entitled to receive notice of any action taken by the credit enhancer, and


	•
	If Seller or transferee Servicer, as applicable, fails to cooperate with the credit enhancer and such failure jeopardizes Freddie Mac's ability to maintain the credit enhancement, Freddie Mac may exercise any or all of its rights and remedies under the Seller's Purchase Documents or, as applicable, the transferee Servicer's Purchase Documents.


Requests for Mortgage information by a credit enhancer do not in any way modify, mitigate or nullify any of Freddie Mac's rights under the Purchase Documents, including, but not limited to, the right to conduct a quality control review of the Mortgages at any time in the future and to issue remedies for Mortgages Freddie Mac determines are ineligible. As provided in Guide Section 6.6, Seller's representations and warranties are not affected by any investigation by the credit enhancer or by any subsequent investigation made by, or on behalf of, Freddie Mac.

46.2: Note (10/19/07)
A legible copy of the face and the back of the Note showing all endorsements must be maintained in the file together with any related modification or assumption/release of liability instrument. The final endorsement from the Seller, as required in Section 16.4, need not appear on the copy of the Note included in the Mortgage file submitted to Freddie Mac for postfunding quality control review.

For any Mortgages Purchased in Part before January 1, 1987, and for which the original Note has been maintained by the Seller/Servicer, the original Note, with the Freddie Mac loan number assigned to the Mortgage clearly identified on its face, must be maintained in a fire-resistant storage area, with a legible copy of the face of the Note kept in the Mortgage file. A legible copy of the back of the Note showing all endorsements from the original payee to the Seller must be maintained in the file. If the original Note is kept in the Mortgage file, the file must be maintained in a fire-resistant storage area.

For Mortgages secured by property in New York State that are documented using a New York Consolidation, Modification and Extension Agreement (NY CEMA), the Mortgage file must contain:

	•
	A legible copy of the face and back of the Consolidated Note showing all endorsements


	•
	Unless Original Notes are required by this section, legible copies of the face and back of the Original Old Money Note and, if applicable, Original New Money (Gap) Note


For Mortgages secured by property located in New York State that are documented using a NY CEMA Form 3172,1/01 or Form 3172, 1/01 (rev. 5/01), the Mortgage file must contain the following documents in addition to a legible copy of the current Consolidated Note:

	•
	If the most recent prior Mortgage was originated as a consolidated Mortgage using NY CEMA Form 3172, 1/01 or Form 3172, 1/01 (rev. 5/01), the NY CEMA with all exhibits attached from the prior consolidation, the original Consolidated Note from the prior Consolidation, the Original Old Money Note, and the Original New Money (Gap) Note if new funds were advanced to the Borrower at the time of the current consolidation-the Original Old Money Note and Original New Money (Gap) Note, if applicable, must each be an original Note, with live signatures by the Borrower, endorsed in blank.


	•
	If the most recent prior Mortgage was originated as a consolidated Mortgage using the NY CEMA Form 3172 7/86, the NY CEMA with all exhibits attached from the prior consolidation, the Original Old Money Note, the Original New Money (Gap) Note if new funds were advanced to the Borrower at the time of the current consolidation-the Original Old Money Note and Original New Money (Gap) Note, if applicable, must each be an original Note, with live signatures by the Borrower, endorsed in blank.


	•
	If the most recent prior Mortgage was not originated using a NY CEMA Form 3172, 1/01, Form 3172, 1/01 (rev. 5/01), or Form 3172 7/86 (that is, the most recent prior Mortgage was not a consolidated Mortgage), the Original Old Money Note, and the Original New Money (Gap) Note if new funds were advanced to the Borrower at the time of the current consolidation-the Original Old Money Note and Original New Money (Gap) Note, if applicable, must each be an original Note, with live signatures by the Borrower, endorsed in blank.


46.3: Modifying instrument or assumption of indebtedness agreement (06/22/07)
If the Mortgage has been modified or converted from an adjustable-rate Mortgage (ARM) to a fixed-rate Mortgage or if the ownership of the Mortgaged Premises has been transferred in any way, the Seller must submit legible copies of the modification or conversion agreement or the ownership transfer instrument and assumption of indebtedness agreement in the quality control file. The Seller need not submit a copy of any modifying instrument that by its terms ceases to be effective upon purchase of the Mortgage by Freddie Mac.

For Construction Conversion Mortgages and Renovation Mortgages, Seller must submit a legible copy of the Construction Conversion Modification Agreement in the quality control file.

If the Mortgaged Premises are currently owned by anyone other than the original Borrowers, the Mortgage application, credit report and employment and income verifications must be for the current Borrowers. A certification of the terms of sale of the Mortgaged Premises (for example, a copy of the purchase agreement signed by the Seller and purchaser) must also be included.

46.4: Underwriting summary (04/08/01)
A completed Form 1077, Uniform Underwriting and Transmittal Summary, must be included in the Mortgage file. For any Mortgage underwritten with credit scores, Form 1077 or another document in the Mortgage file should include the credit score selected for each Borrower and the process used to select the score.

46.5: Title insurance (06/17/08)
Unless the final title insurance policy is issued at settlement, the Mortgage file must contain a title insurance binder or commitment until the final policy is issued. The preliminary binder must be issued by the same company that issues the final policy. The final policy, once issued, must be maintained in the Mortgage file. The title policy must include all endorsements required by Section 39.2(d).

46.6: Residential loan application (10/06/06)
Form 65, Uniform Residential Loan Application, must meet the requirements of Section 37.8. A copy of the initial application must be included in the Mortgage file. If a final application was prepared, a copy of the final application should also be included. Any written explanation of discrepancies between the information on the application and the information in the credit, income and assets verifications must also be in the Mortgage file.

For 2- to 4-unit properties, a completed Form 998, Operating Income Statement, must accompany the application.

46.7: Credit documentation (04/08/01)
A credit report meeting the requirements of Section 37.10 must be included in the file. If credit scores were obtained for underwriting, they should be included in the Mortgage file. If an indicator score was delivered on Form 11 or Form 13SF, source documentation must be retained in the Mortgage file.

46.8: Verification of employment and income (04/08/01)
Documentation of employment and income verification is required. Such verification must have been made in accordance with Sections 37.21 and 37.22, as applicable.

46.9: Underwriting explanation (04/08/01)
For any Mortgage in which either the total monthly housing expense-to-income ratio or the monthly debt payment-to-income ratio guideline is exceeded, a written explanation fully supporting the Seller's underwriting decision is required.

46.10: Appraisal, inspection and Property Inspection Alternative (PIA) (02/17/06)
The appraisal report, inspection report and PIA must meet the requirements of Chapter 44.

46.11: Completion report (01/01/06)
When the appraisal is made subject to conditions, a completion report (similar to Form 442, Appraisal Update and/or Completion Report) must be completed and maintained in the Mortgage file to document fulfillment of those conditions.

46.12: Leasehold Mortgages (02/07/02)
If the Mortgaged Premises are on a leasehold estate, a Form 461, Ground Lease Analysis, and a copy of the lease with recordation information are required.

See Chapter 42 for a Condominium Project on a leasehold. See Chapter 43 for a Planned Unit Development (PUD) on a leasehold.

When there are identical leases or subleases for units in tracts, subdivisions, condominiums or PUD projects, multiple copies of the lease are not required but a Form 461 is required with the Mortgage secured by a unit in the development which is first offered for sale. For leasehold Home Mortgages subsequently arising from resale or refinance of units in such developments, Form 461 for each leasehold Home Mortgage delivered is required.

46.13: Buydown plans and property seller contributions (02/07/02)
For Mortgages with a buydown plan or property seller contributions, evidence of the total amount of the buydown funds and property seller contributions and the calculation of the principal and interest payment are required.

46.14: Mortgage insurance certificate (12/15/06)
If the Mortgage requires mortgage insurance, a copy of the mortgage insurance certificate issued by a Freddie Mac-approved mortgage insurer is required.

If mortgage insurance was obtained through Loan Prospector, the Feedback Certificate may be used in lieu of the mortgage insurance certificate. The Feedback Certificate must reference the Key Number and Transaction Number and must provide complete Mortgage information including the application type (standard or delegated).

46.15: Mortgage payment history (02/07/02)
A payment history is required from the Origination Date of the Mortgage sold to Freddie Mac. This Mortgage payment history must:

	•
	Demonstrate no Delinquencies of 30 days or more


	•
	Be understandable without code translation


46.16: Verification of source of funds (02/07/02)
Evidence of verification of all sources of cash or other equity or assets used for downpayment, prepaid items, closing costs, financing costs and reserves is required. Verification must be in accordance with Section 37.20.

46.17: Verification of previous Mortgage/rental payment history (02/07/02)
Evidence of verification of Mortgage payment history and/or rental payment history for the 12-month period prior to Mortgage application is required.

46.18: Sales contract (02/07/02)
For purchase Mortgages, a copy of the sales contract is required.

46.19: Closing statements (02/07/02)
The final HUD-1 form or other Mortgage closing statements signed by all parties to the transaction and evidencing all costs to homebuyer and home seller are required.

46.20: Documentation of flood zone determination (06/22/07)
The flood zone determination must be documented as required in Section 58.3.

46.21: Evidence of flood insurance (8/10/05)
Final evidence of flood insurance must meet the requirements of Section 58.7.

If final evidence of flood insurance is not available at the time of the quality control review, one of the following documents is acceptable:

	•
	Completed and executed NFIP Flood Insurance Application PLUS a copy of the Borrower's premium check or agent's paid receipt

OR


	•
	Completed and executed NFIP Flood Insurance Application PLUS the final HUD-1 form reflecting the flood insurance premium collected at closing

OR


	•
	Completed and executed NFIP General Change Endorsement Form showing the assignment of the current flood insurance policy by the property seller to the Borrower

OR


	•
	Agent-executed NFIP Certification of Proof of Purchase of Flood Insurance


If the flood insurer is not the NFIP, the insurer's equivalent of the applicable NFIP form is acceptable.

If the flood zone determination documentation shows the insurable improvements are in a Special Flood Hazard Area (SFHA) but flood insurance was waived, the Mortgage file must include the documentation which served as the basis for the waiver, specifically, a FEMA Letter of Map Amendment (LOMA), a FEMA Letter of Map Revision (LOMR) or a FEMA Letter of Determination Review (LODR). This documentation must be in the Mortgage file for each Mortgage delivered with Special Characteristic Code 185 ("in SFHA without flood insurance") on Freddie Mac Form 11, Mortgage Submission Schedule, or Form 13SF, Mortgage Submission Voucher.

46.22: Other documentation (02/20/08)
The Seller/Servicer agrees to maintain and submit:

	•
	The most recent Loan Prospector Feedback Certificate and responses, including Risk Class results and underwriting requirements


	•
	All documents necessary to evidence compliance with all applicable anti-predatory lending laws and regulations, including, for example, any required reasonable tangible net benefit analysis, borrower disclosures or disclosures relating to affiliated business or service providers


	•
	All other documents requested by Freddie Mac


All submitted documents must be legible. Freddie Mac may require that the requested documents be delivered to Freddie Mac or to a third-party Custodian.

46.23: Manufactured Homes (01/02/04)
For a Manufactured Home, documentation evidencing that the Manufactured Home is legally classified as real property, the Manufactured Home is properly titled and the lien on the Manufactured Home is properly created, evidenced and perfected is required in the Mortgage file. See Chapter H33 for documentation requirements for Mortgages secured by Manufactured Homes.

46.24: Truth-in-Lending Statement (11/27/03)
The Seller agrees to include a copy of the final Truth-in-Lending Statement in the Mortgage file for each Mortgage.

46.25: Concurrent Subordinate Financing (02/20/08)
For each Mortgage that is originated with a concurrent subordinate Mortgage, regardless of the outstanding balance, the Seller must also include in the Mortgage file a copy of the following documentation on the subordinate lien:

	•
	Note


	•
	Subordinate Security Instrument


	•
	The final Truth-in-Lending Statement


	•
	The Good Faith Estimate


	•
	Copy of HUD-1 Settlement Statement or closing statement


	•
	For HELOCs, the HELOC agreement that indicates all fees and costs paid by the Borrower at closing, and the maximum permitted credit advance
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Chapter 47:  Mortgage File Contents

47.1: Mortgage file (12/16/02)
The Seller or its transferee must maintain the Mortgage file in accordance with Chapter 52. The file must contain all applicable documents listed in Chapter 46 and in this chapter.

47.2: Security Instrument (01/02/04)
The file must contain the original Security Instrument, complete with recordation notation. Where recorders may keep the originals, a copy certified by the recorder will suffice. In jurisdictions where applicable law or common practice requires the original Security Instrument to obtain a release, the Seller or Servicer agrees to maintain a certified copy of the original Security Instrument complete with recordation notation.

If the Mortgage is secured by a Manufactured Home, see Section H33.7(c), paragraph 3.

47.2.1: New York Consolidation, Extension and Modification Agreements (01/01/04)
For Mortgages secured by property in New York State that are documented using a New York Consolidation, Modification and Extension Agreement (NY CEMA), the Mortgage file must contain the following:

	•
	A legible copy of the face and back of the Consolidated Note showing all endorsements


	•
	Unless Original Notes are required by Section 46.2, legible copies of the face and back of Original Old Money Note and, if applicable, Original New Money (Gap) Notes


	•
	Original NY CEMA, complete with recordation notation. Where recorders may keep the originals, a copy certified by the recorder will suffice.


For Mortgages secured by property in New York State that are documented using a NY CEMA Form 3172,1/01 or Form 3172, 1/01 (rev. 5/01), the Mortgage file must contain the following additional documents:

	•
	If the most recent prior Mortgage was originated as a consolidated Mortgage using NY CEMA Form 3172, 1/01 or Form 3172, 1/01 (rev. 5/01), the NY CEMA with all exhibits attached from the prior consolidation, the original Consolidated Note from the prior Consolidation, the Original Old Money Note, and the Original New Money (Gap) Note if new funds were advanced to the Borrower at the time of the current consolidation-the Original Old Money Note and Original New Money (Gap) Note, if applicable, must each be an original Note, with live signatures by the Borrower, endorsed in blank.


	•
	If the most recent prior Mortgage was originated as a consolidated Mortgage using the NY CEMA Form 3172 7/86, the Original Old Money Note, the NY CEMA with all exhibits attached from the prior Consolidation, the Original New Money (Gap) Note if new funds were advanced to the Borrower at the time of the current consolidation-the Original Old Money Note and Original New Money (Gap) Note, if applicable, must each be an original Note, with live signatures by the Borrower, endorsed in blank.


	•
	If the most recent prior Mortgage was not originated using a NY CEMA Form 3172, 1/01, Form 3172, 1/01 (rev. 5/01), or Form 3172 7/86 (that is, the most recent prior Mortgage was not a consolidated Mortgage), the Original Old Money Note, and the Original New Money (Gap) Note if new funds were advanced to the Borrower at the time of the current consolidation-the Original Old Money Note and Original New Money (Gap) Note, if applicable, must each be an original Note, with live signatures by the Borrower, endorsed in blank.


47.3: Assignment instrument (12/16/02)
If the Notes are held by Freddie Mac, the Mortgage file must contain the original instrument and documents as follows:

	•
	If the Mortgage is not registered with the Mortgage Electronic Registration Systems (MERS), then the file must contain the originals of any intervening assignments


	•
	If the Mortgage is registered with MERS, and MERS is not the original mortgagee of record, then the file must contain the original recorded assignment to MERS and any intervening assignments prior to its assignment to MERS


	•
	If the Mortgage is registered with MERS and originated with MERS named in the Security Instrument as the original mortgagee of record, then no original recorded assignment to MERS is required


If the Seller/Servicer uses a third-party Custodian or is a self-Custodian, then the assignments will be held by the Custodian, unless the Mortgage is registered with MERS and the Seller/Servicer has elected to retain all assignments for MERS-registered Mortgages in the Mortgage files. The Seller/Servicer must also supply its Custodian with any documentation necessary for the Custodian to determine whether the Seller/Servicer has elected to hold all assignments in the Mortgage files.

47.4: Power of attorney (12/16/02)
If the Note was executed by a person acting as attorney-in-fact pursuant to authority granted by a Borrower under a power of attorney, the copy of the power of attorney must be attached to the copy of the Note kept in the file. Refer to Section 16.5 for documentation delivery requirements for powers of attorney.

47.5: Plat of survey (12/16/02)
The file must contain a plat of survey, if required by Section 39.2(e).

47.6: Property insurance policies (12/16/02)
The file must contain property insurance policies, properly endorsed, or suitable evidence of insurance as described in Section 58.7, unless the Seller or Servicer carries Mortgage impairment insurance instead of maintaining possession of property insurance policies.

47.7: Assurance of water supply (04/06/01)
If the Mortgaged Premises are dependent for assurance of an adequate supply of water on a water or irrigation company that supplies water only to its shareholders, the file must contain a stock certificate, duly endorsed to Freddie Mac, entitling the property owner to an adequate supply of water.

47.8: Mortgage insurance policy (04/06/01)
If the Mortgage is required to be insured, the file must contain the Mortgage insurance policy or proof of insurance.

47.9: Leasehold estate (04/06/01)
Documents affecting the leasehold estate, if any, securing the indebtedness must be included in the file. This includes an original executed or certified copy of the lease containing the recordation location and, if applicable, a copy of the nondisturbance agreement executed by the fee simple lienholder containing recordation location.

47.10: Legal opinion of certification of warranties (03/01/08)
This section has been deleted.

47.11: Other documents (04/06/01)
The Seller or Servicer must retain all other documents constituting the file and other documents requested by Freddie Mac or commonly maintained in files of private institutional Mortgage investors or servicers.

For each Mortgage covering an individual condominium or Planned Unit Development (PUD) unit, the Seller or Servicer agrees to retain additional documentation required by Freddie Mac, e.g., the declaration of condominium, bylaws and regulations, etc. The Seller agrees to deliver the documentation at its own expense to Freddie Mac when requested. The documentation pertaining to a project in general need not be maintained in the individual unit's Mortgage file.
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Chapter 48:  Seller’s In-House Quality Control Program

48.1: Seller's quality control program (03/20/00)
A Seller must operate a quality control program for Home Mortgages that is acceptable to Freddie Mac. Organizations with a commitment to quality control recognize that quality begins before an application is taken and continues throughout all business functions.

The purpose of a quality control program is to monitor and evaluate the integrity of the origination process and to provide feedback to the organization about its originations This feedback is used to adjust and improve production processes.

Effective quality control programs are designed to monitor and evaluate the specific characteristics of a Seller's organization, and reflect:

	1.
	The size and structure of the organization


	2.
	The experience and expertise of the staff


	3.
	The geographic areas of operation


	4.
	The branch structure


	5.
	The volume and types of Mortgages originated


	6.
	The origination sources used (for example, from Mortgage Brokers or Correspondents or via the Internet)


	7.
	Any significant changes in the product lines, origination sources or production process


	8.
	Controls in place to ensure that internal policies and procedures are followed


Although no one specific quality control program can meet the needs of all Sellers, there are certain characteristics found in all effective quality control programs. A Seller's quality control program must:

	1.
	Be in writing


	2.
	Provide for standard operating procedures for all employees who will be involved with or affected by the quality control process


	3.
	Operate independently of the Mortgage origination and underwriting departments


	4.
	Be capable of evaluating and monitoring the overall quality of Mortgage production on a regular and timely basis


	5.
	Include procedures to ensure that sample selection, Mortgage file reviews and the reporting of findings to senior management are conducted on a timely basis


A Seller may use any combination of preclosing or postclosing quality control reviews based on its specific operations and needs.

Freddie Mac's Discover Gold Through Quality includes best business practices for designing, administering and documenting an effective quality control program. Sellers may find this publication to be a useful on-line resource in fulfilling Freddie Mac's requirements, as stated in this chapter, for their in-house quality control programs. Sellers can access Discover Gold Through Quality or any of its three components — Quality Control Best Practices, Wholesale Originations Best Practices and Fraud Prevention Best Practices — on Freddie Mac's web site at http://www.freddiemac.com/dgtq.

48.2: Use of third-party quality control services (03/20/00)
A Seller may use third-party quality control services for all or part of its quality control program. A Seller using third-party quality control services must:

	•
	Ensure that the services performed by third-party quality control services comply with Freddie Mac's requirements


	•
	Monitor and evaluate the performance of third-party quality control services on a regular basis


A Seller must review third-party quality control findings and take the same corrective actions as it would with respect to quality control findings made by its own staff.

48.3: Transfers of servicing (03/20/00)
A Seller's quality control program must include policies and procedures addressing Transfers of Servicing.

When Servicing is transferred, the Seller must:

	•
	Retain copies of the file documents to complete the quality control reviews, or


	•
	Make arrangements with the new Servicer to assist in the quality control reviews


Records of completed quality control reviews must be provided to the new Servicer.

48.4: Sample selection (01/02/04)
Loan Prospector® Mortgages must make up a representative portion of the Seller's quality control sample.

Except as provided under the last paragraph of this section, a Seller must

	•
	Select for quality control review at least 10 percent of one of the following production populations:

•
Total annual Home Mortgage production, or

•
Total annual secondary market Home Mortgage production, or

•
Total annual Freddie Mac Home Mortgage production

However, any Mortgages excluded from the Seller's quality control sample selection process, as set forth in the remaining provisions of this section, are not eligible for sale to Freddie Mac.


	•
	Schedule its sampling procedures so that every Home Mortgage within the selected population has a chance of being selected for review within 90 days of the Note Date


	•
	Warrant that over the course of each 12-month period, the selected samples are representative of the full scope of the Seller's product line and production process


	•
	Assign to quality control personnel the authority to conduct additional reviews at their discretion


The "full scope" of a Seller's product line and origination process includes

	•
	Home Mortgages from all product lines


	•
	Home Mortgages from all States of operation


	•
	Home Mortgages from each branch office


	•
	Home Mortgages from each third-party involved in the origination process


	•
	Home Mortgages with high-risk characteristics (for example, high loan-to-value (LTV) ratios, adjustable-rate Mortgages, 3-4 unit properties, Manufactured Homes, cash-out refinance Mortgages, Investment Property Mortgages, Mortgages requiring a cautious review of the Borrower's credit reputation and Caution Mortgages)


A Seller with a total annual production volume in excess of 5,000 Home Mortgages may substitute a statistically based sampling method for the 10 percent requirement.

48.5: Reverifications made by Seller (06/22/07)
A Seller must make certain reverifications on Loan Prospector® and Non-Loan Prospector Mortgages selected for quality control review. The purposes of the reverification process include:

	•
	Evaluating the validity and quality of the information used in the original underwriting decision


	•
	Protecting a Seller against fraud and misrepresentation


Sellers should begin reverifying the information listed in this section as soon as possible after the sample selection to facilitate the Mortgage file review. Reverifications may be in written or verbal form.

Any verbal reverifications of employment, income and source of funds must be documented in writing. The written documentation must:

	1.
	Identify the name of the quality control reviewer who made the contact


	2.
	Identify the name of the employer


	3.
	Identify the name and title of the individual contacted at the employer


	4.
	Show the date of contact


	5.
	Confirm that the information in the original verification was accurate or identify any inaccuracy


All reverification documentation must be retained in the Mortgage file.

	(a)
	Verifications of employment and income
Original documentation verifying employment and income may include:

1.

Verification of employment and income forms

2.

Paystubs

3.

Salary vouchers

4.

W-2 forms

5.

Tax returns

6.

Financial statements

7.

Compensation award letters

8.

Other documentation verifying income

The Seller must reverify all verifications of employment and income used in the original underwriting process based on the required minimum documentation. Copies of the original verifications should be sent to the issuers with a request that they confirm the accuracy of the documentation.

For Loan Prospector Mortgages, the Seller must use the rules for stated and calculated income. The employment or income information that required verification must be reverified by the Seller.

A Seller must obtain the Internal Revenue Service (IRS) income information using Forms 8821 or 4506 (or an alternate form acceptable to the IRS that collects comparable information) for each Mortgage selected for quality control review where federal income tax returns were required as original income documentation. For these Mortgages selected for quality control review, the IRS form does not need to be sent again to the IRS if an original response was received during the origination process. (It is important to note that IRS Forms 8821 or 4506 expire 60 days from the date the Borrower signs them.)



	(b)
	Verification of sources of funds
Original documentation verifying sources of funds for down payment, closing costs and prepaid items may include:

1.

Verification of deposit forms

2.

Depository account statements

3.

Stock or security account statements

4.

Gift funds

5.

A signed settlement statement or other evidence of conveyance and transfer of funds if a sale of assets was involved

The Seller must reverify all verifications of sources of funds used in the original underwriting process. Copies of the original verifications should be sent to the issuers with a request that they confirm the accuracy of the documentation.



	(c)
	Credit reports
For Loan Prospector Mortgages, the Seller is not required to obtain a new credit report. However, any credit information obtained from sources other than Loan Prospector must be reviewed.

For one out of every 10 Non-Loan Prospector Mortgages selected for quality control review, a Seller must obtain either a new Residential Mortgage Credit Report or a three-repository merged in-file credit report.

For the remaining Non-Loan Prospector Mortgages in a Seller's quality control sample, a Seller must obtain new in-file credit reports containing information from one or more of the national repositories.

The new credit report should be ordered from a source other than the original reporting agency. The new credit report must be compared with the credit report used when the Mortgage was originated.

For Loan Prospector Accept Mortgages and A-minus Mortgages, the Seller is not required to review the Loan Prospector-provided credit reports to determine that the credit report was properly underwritten, or that it is in compliance with credit underwriting guidelines, except as noted below:

•
For Accept and A-minus Mortgages, the Seller must verify that the Loan Prospector-provided credit reports are for the correct Borrower

•
For A-minus Mortgages, the Seller must review the Loan Prospector-provided credit reports to determine compliance with Sections C33.3 and 37.11(c)
For Manually Underwritten Mortgages, a Seller must re-underwrite the credit and continue to review the Mortgage file documents in accordance with Section 48.7 to determine that the Mortgage was underwritten to Freddie Mac's requirements.



	(d)
	Verification of owner-occupancy
For all Mortgages secured by 3-4 unit Primary Residences that are selected for quality control review, Freddie Mac requires verifying that the Borrower is occupying at least one unit of the Mortgaged Premises as a Primary Residence.



	(e)
	Appraisal, inspection and the Property Inspection Alternative (PIA)
Original documentation for Loan Prospector Mortgages may include:

1.

Freddie Mac Form 70
2.

Freddie Mac Form 70B
3.

Freddie Mac Form 72
4.

Freddie Mac Form 465
5.

Freddie Mac Form 466
6.

Freddie Mac Form 2055
7.

Home Value Models: A print out of the Last Feedback Certificate with a Minimum Assessment Feedback of Form 2070 or PIA, and may include Freddie Mac Form 2070 or Fannie Mae Form 2075
Sellers may select from the following options:

•
Option 1 — Of every 10 Mortgages selected for quality control review, one must be a field review and the remaining nine Mortgages may be desk reviews

•
Option 2 — Of every 10 Mortgages selected for a quality control review, three must be a field review. No desk reviews are necessary for the other seven Mortgages

If the Mortgage was originated using the Home Value Models: Property Inspection Alternative, the Seller is not required to order an appraisal or a review appraisal. However, the Seller is required to determine:

•
The Mortgage met all the eligibility requirements of Sections 44.9 and 44.10
•
The subject property address and all other information entered into Loan Prospector are true, complete and accurate

•
The property address used by Freddie Mac and returned on the Loan Prospector Feedback Certificate is the address of the Mortgaged Premises

•
The Mortgage met all the eligibility requirements for PIA

•
The Last Feedback Certificate returned a Minimum Assessment Feedback of Form 2070 or PIA, and is dated no more than 120 days before the Note Date

•
The Mortgage was not a Seasoned Mortgage or a Seasoned Mortgage for a Newly Constructed Home

If the Mortgage was originated using Home Value Models: Form 2070, the Seller is not required to order an appraisal or a review appraisal. However, the Seller is required to determine:

•
The Mortgage met all the eligibility requirements of Sections 44.9 and 44.10
•
The subject property address and all other information entered into Loan Prospector are true, complete and accurate

•
The property address used by Freddie Mac and returned on the Loan Prospector Feedback Certificate is the address of the Mortgaged Premises

•
The Mortgage met all the eligibility requirements for Form 2070 or 2075
•
The Last Feedback Certificate returned a Minimum Assessment Feedback of Form 2070 or PIA, and is dated no more than 120 days before the Note Date

•
Form 2070 or 2075 did not require an upgrade to an appraisal

•
The Mortgage was not a Seasoned Mortgage or a Seasoned Mortgage for a Newly Constructed Home

For purposes of performing field reviews, the following quality control requirements apply:

1.

If the Mortgage is secured by a 1-unit property and was originated using an appraisal report, the Seller must obtain a field review with the results reported on a field review report, such as a Freddie Mac Form 1032, One-Unit Residential Appraisal Field Review Report.

2.

If the Mortgage is secured by a 2- to 4-unit property, the Seller must obtain a field review with the results reported on a field review report, such as Freddie Mac Form 1072, Two- to Four-Unit Residential Appraisal Field Review Report.

When the field review consists of a review of an appraisal report, the appraisal review must:

•
Be prepared by a qualified appraiser (as described in Section 44.2) not affiliated with the original appraiser or appraisal firm

•
Either concur with, or provide a different opinion regarding, the value and marketability of the Mortgaged Premises as of the effective date of the original appraisal and not as of the date of the appraisal review

•
Be used to evaluate the quality of the original appraisal report

•
Include an exterior review of the subject property and comparables

•
Include a review of the accuracy of the factual data in the original appraisal report

When a desk review of the original appraisal or inspection report is required for the remaining Mortgages in the Seller's quality control sample, the reviewer need not be an appraiser. However, the reviewer should be familiar with the subject's market area and be qualified to:

•
Address the appropriateness of the data presented in the report

•
Address the appropriateness of the comparable sales (as applicable)

•
Conclude that the appraiser's rationale for the final reconciliation of value was supported (as applicable)




48.6: Data integrity review (04/25/06)
A Seller's quality control review procedures for all Mortgages must include a review of the completeness and accuracy of the information obtained in the Mortgage origination process.

The data integrity review of the information must include a process for checking data fields entered in Loan Prospector® and ensuring that all data submitted is valid. In order to assist in this process, the quality control reviewer must have access to documentation which lists the required codes and formats for all data fields.

A Seller must perform a data integrity review on all Mortgages sampled to ensure that the loan data is accurate and consistent. Source documentation to be reviewed includes:

	1.
	Mortgage applications


	2.
	Employment and income verifications


	3.
	Source of funds verifications


	4.
	Sales contracts


	5.
	Tax returns


	6.
	Credit data


	7.
	Asset documentation


	8.
	Appraisal and inspection reports


	9.
	Mortgage delivery data, including the Key Number when applicable


If a Seller determines that the Key Number for a Loan Prospector Mortgage is missing or is inaccurate, the Seller must notify Freddie Mac (see Directory 2) in writing within 30 days of the finding.

A Seller must also check the information provided to Loan Prospector, including the:

	1.
	Borrower's name


	2.
	Property address


	3.
	Property type


	4.
	Terms of the transaction (including financing)


	5.
	Capacity of the Borrower to repay the Mortgage


48.7: Documentation review (04/08/01)
For all Mortgages included in the quality control sample, a Seller must review:

	•
	The existence and accuracy of documentation required by applicable law


	•
	Compliance with the eligibility and underwriting requirements and guidelines of the Seller, the Mortgage insurer and Freddie Mac, as applicable


	•
	Compliance with the Seller's warranties regarding Freddie Mac's Exclusionary List


	•
	The settlement statement and related documentation to determine that all conditions of closing have been satisfied


A Seller must also include the following documents in its quality control review for comparison with the reverifications received:

	1.
	Form 65, Uniform Residential Loan Application


	2.
	Credit documentation


	3.
	Employment and income documentation


	4.
	Sources of funds documentation


	5.
	Appraisal or inspection documentation


	6.
	Sales contract


	7.
	Form 1077, Uniform Underwriting and Transmittal Summary


A Seller must include the following applicable closing documents in its quality control review to ensure that the information is accurate, complete and consistent with other documents in the Mortgage file:

	1.
	Notes and riders


	2.
	Security Instruments and assignments


	3.
	Mortgage insurance certificate or policy or Mortgage guaranty certificate


	4.
	Modification or assumption agreement


	5.
	Title binder or final title insurance policy (both if available) or other evidence of title


	6.
	Plat or survey


	7.
	Settlement statements (HUD-1 or other form)


	8.
	Leasehold estate documents


	9.
	Hazard insurance policy or certificate


	10.
	Flood insurance policy or certificate or flood zone determination documents


	11.
	Underwriter's approval and any conditions of closing


	12.
	Closing instructions


48.8: Documenting reviews (04/08/01)
A Seller must:

	•
	Maintain complete records for each Mortgage file selected for quality control review


	•
	Document and explain discrepancies or inconsistencies found in the Mortgage file that affect the eligibility of the Mortgage based on the requirements of the Seller, the Mortgage insurer or Freddie Mac


48.9: Reporting requirements (04/25/06)
A Seller's quality control program must provide that all quality control activities be fully documented in writing and reviewed by management on a regular basis.

The results of quality control reviews must be reported in writing to the Seller's senior management within 90 days of selection of the Mortgage files for review. The Seller must thoroughly analyze findings affecting the acceptability or eligibility of Mortgages and initiate any necessary corrective actions.

A Seller must notify Freddie Mac (see Directory 2) in writing within 30 days of the Seller's determination that a quality control finding affects the eligibility of a Mortgage sold to Freddie Mac. Freddie Mac reserves the right to increase the sampling or to impose other requirements on a case by case basis.

48.10: Retention of Seller's quality control records (04/08/01)
For at least three years from the date of the quality control review, a Seller must retain all records of its quality control findings, along with documentation of any corrective action taken. These records must be made available to Freddie Mac upon request and must be included in the information provided to the new Servicer if a Transfer of Servicing occurs.
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