Fannie Mae

Best practices for income and employment verifications

Lender responsibility to resolve discrepancies / . o \
Design your origination and pre-

Prudent origination, processing, and underwriting practices on all loans, including funding quality control

those with validation through the DU® validation service, should include looking for processes to identify and resolve

conflicting and contradictory information in the loan documents that raise questions issues before loans close.

about the transaction and working to resolve them when identified.
Many pre-closing due diligence

practices may also be
appropriate for post-closing

When discrepancies are identified, lenders must conduct additional due diligence to
determine the validity of the information.

NOTE: Thisdocumentdescribes common red flags related to borrower income \ quality control. /
and employment and suggests ways to investigate them. Lender due diligence is
required when discrepancies are identified; the specific methods used to investigate them are not prescribed by Fannie
Mae, but the recommendations in this document are common best practices in the industry. Income/employment
documentation may have one or more discrepancies; each borrower situation is unique, and the information should be
viewed holistically.

Income and employment - Common Red Flags

= Annual, year-to-date, or past-year earnings are rounded dollar amounts.

= Applicant’s job title is generic - e.g., “manager” or “vice president.”

= |ncome levels are inconsistent with applicant’s occupation and position.

= Income appears to be out of line with the applicant’s type of employment, length of time at the employer, or education level.
= Recent large pay increases.

= Bank statements in the file contain direct deposits from different employer with significantly lower income.

= Documentation (paystub or bank account data) reflects different employment source and/or income amount than what is
disclosed in the file such as the Verification of Employment (Form 1005).

What lender due diligence looks like

= Use publicly available information (e.g., job sites such as salary.com) to identify average salary amounts for the applicant’s
job in the geographic area.

= Look at other information in the loan file to see if the income / employment make sense:
0 Does the bank statement reflect regular deposits that are consistent with the income amount?
0 Expect high income earners to have direct deposit.
0 Do the asset amounts align with what is expected for the income level?

0 Isthelocation of the property a reasonable distance from the borrower’s employment address if the job requires
physical attendance (nail tech, waitress, chef, etc.)?

0 Does the borrower’s credit history (or lack of credit history) align with income level?
0 Isthe employer listed on the credit report different than what is disclosed on the application?
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= Look for relationships that appear to be either interested parties to the transaction or family.

=  Look for business presence on the internet. For example, does the employer have an online presence? Is there evidence of a
state business license (check the Secretary of State’s website)? Is the employer’s address in a commercial or office area, or
does it appear to be at a residential/non-commercial location?

» Ifyou cannot reconcile the employment or income information, execute Form 4506T and obtain additional information
(paycheck, W-2, tax returns) before closing the loan.

What lenders can do every day

Create a culture of quality by taking steps to detect and prevent problems in your loan manufacturing process

= Know your third-party originators/brokers. =  Train your staff and share information with them

*  Useindustry fraud tools. regularly.

[ ’ ’ it!
= Perform targeted QC selections on transactions with If the loan doesn’t make sense, don’t do it

“red flag” characteristics, including reverification of = If you see something - say something. Issues identified
employment/income/assets. need to be self-reported to Fannie Mae as required by
the Selling Guide D1-3-06, Lender Post Closing Quality
Control Reporting, Record Retention, and Audit.

= Track your reverification responses - lack of response
for a particular loan officer, branch, or regional office
may indicate that closer scrutiny is warranted.

Examples of potential discrepancies in income and employment

Example 1.

Mames & Address of Employer [ ser Employed | Yrs on this joo MName &
Note on the employment representation: 8 yrs
. . W= employed in this
- Restaurantin a non-metropolltan area. iner Ol workprof ession
8
s _-—'.-—._._-____-—-"_—_
. Position: Manager- “PositiorTitle/ Type of Business Business Fhone (ncl. aea cods) | Positiond
=  Annual Salary: $102,000.00 or $8,500/month.
) : OMTHLY INCOME AND COMBMNED HOUSI
= Round numberincome figures. pry
N t th l t f t_ Monthly Income Bormoser Co-Bormower Total
ote on the employmentverirication:
ploy Bese Empl. Income” 1 8,500.00 [F $ 8,500.00
Ry
1. Round numbers throughout. Dvertime
Baruses

2. Inconsistent pay increase dates.

Commissions

= Date of the last pay increase is 03/01/2018 ekt nchorn e
and next pay increase is 03/01/2020, which js ~ Met el ineome
inconsistent with YTD pay and has had AT gt
consistent pay increases every year. Income.” beiow)
Income/compensation shows 2018 income as  Tetal 5 8,500.00 |s 5 8,500,00
$98,400 or $8,200/month. The income earned
as of 05/31/2019 is $42,500, which is $8,500/month, without any pay increase noted for 01/01/2019.

Oifer (belore completing, see

3. Inconsistent last pay increase dollar amount.

= The last pay increase is listed as $3,000, but base pay increased from 2017 to 2018 by only $2,400.
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Employment Verification Result - CURRENT
Employment:

Employment Status

Start Date

What is the Barrower's jols Ttithe?

wWhat is the possibility of continued employment?

Fuctive
3172011

Mansger

What was the date of Borrower's last pay incrcasc? 2
What was the date of Bormrower's next pay increase? 03017020
wWhat was the amount of the borrower’s last pay increase? =,000
What is the amount of the borrower s next pay increase? 3,000
Pay Rate Info:
Amount Frequency
SE,500.00 Manthly
Income/Compensation:
Year BEaze Pay ODvertime Cammissicons Bonuses QOther Incaome 1 Dther Income 2 Total Pay
05/31/2019 £42,500._00 =0_00 =0.00 £3,500.00 S0.00 000 £AE0D0
zo1ie $9E8,400.00 S0.00 0,00 $7.000.00 F0.00 FO0.00 $105400
zo17 £96,000_00 50.00 s0.00 £6,500.00 30,00 5000 £10Z500

Additional due diligence revealed:

= Theincome is excessive in relation to the job title: the average salary of a restaurant manager in the area is $63,117 according
to salary.com.

=  Someone with same borrower last name is Principal per Secretary of State and Manager per Facebook.

Example 2.

Note on the employment representation:

= Position: Nail Art Technician.
= Annual Salary: $95,400.00 or $7,950/month.

Round number income figures

Note on the employment verification:

1. Round numbers throughout.
2. Inconsistent and large pay Increase amounts.
= 2018 total base pay = $70,000 per year or
$5,833.33 per month.
= 2019 monthly income amount is $7,950, which
would be $95,400 per year.
= 27% wage increase from 2018 to 2019, which is
considerably high given only 11% wage
increase 2017 to 2018.
3. Payincrease dates.

Borrower W, EMPLOYMENT INMFORM
Mame & Address of Employer [1 3e1f Emplayad |¥re on this job Mamge &
5 yrs 5 mos

¥rs. employed in this

fime of wokfprofessior
o — 5

"'i-_‘r:-mn:'-n.'lnln-'lym of Business Business Phone (incl aea code] | PositiondT
Mail Art Technitian

OHNTHLY INCOME AND COMEBINED HOUSI

Gross

Monthly Income . Eorrawer Co-Barrower Tartal
Base Empl Income* % 7.,950.0 % 5 7,950.00

e —

Crverlime

Bonuses

Commissions

Diwielends! ntenest

Met Renbal Income

CHher (befors compedng, eee
tha Pofice in © desorbe olhor

norEma,” bk )

Tatal 5 {,950.00 |5 5 {,950.00

Documented as Not Applicable (N/A) yet there were substantial pay increases year over year.
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Additional due diligence
revealed:

= Theincome appeared excessive in
relation to the job title: the average
salary of a nail technician in the area
is $20,875 according to salary.com.

= According to 2018 W-2 tax
transcript, wages are $9,102.

=  Taxtranscript employer came back
as different employer.

Employment Verification Result - CURRENT |
Employment:

Employment Status

Start Date

What is the Borrowar's job title?

What ix the possibility of continued employmaent?

Active
4/1/2014
Nail art Tech

Likely

What was the date of Borrower's last pay increase?

What was the date of Borrower's next pay increase?
What was the amount of the borrower’s |ast pay increase?
What is the amount of the borrower's next pay increase?

MR
MR
MR
A

Pay Rate Info:

Arount Freguency
$7,950.00 Manthly
Income/Compensation:
Year Baze #a Cvertime Commissions  Bonuses Qther [ncome 1 Other Income & Total Pay
11/17/2019 583, 034,50 40.00 0,00 s0.00 40,00 $6.00  $R3,834.50
201K S70,600.00 $0.00 0,00 §6.00 $0.00 £6.00  £70,000.00
017 S62,000.00 $0.00 30.00 56.00 0.00 0,00 562,000.00

Example 3.
Note on the employment representation:

= Position: VP of Operations.

= Annual Salary: $306,000 or $25,500/month.

= Round numberincome figures.
Note on the employment verification:

1. Round numbers throughout.

2. Prioryear earnings are the same and contain even dollar amounts.

3. Totalincome is inconsistent with income reported on the loan

application.

F

Bomower

. EMPLOYMENT INF

Martee and Accreme f Emoiayer

¥R, on s job |
3.8

‘rui_-le:fl_‘:;lu-l-u_

wo i probession
3.0

[ 5ei Emplayed

—
tian'TitjaType of Business

VP OF DPERJLTIOND
e

BUEBEG ST (. 1 e dodel |FeEsarsT

V. MONTHLY INCOME AND COMBINED HOL

Qross Monrthly Iscome

Tetal

Base Emal incors”

[ 25, 500,50

Cwartime

Frorusess

Coarrresi o

DvaZand wiAbe ree

Hat Farsal income

Cihat (safor corgleling

s bl Foli e in T

Cohanr [pccemas " Do I

Total

|5 26,500,008 ] 26, 600,00

Additional due diligence v Result - CURRENT
Employment:
revealed: Employment Status Active
Start Date 7/15/2018
u Borrower's sister owns the What is the Bormower's job title? WP of cparations
P What is the possibility of continued employment? Lilely
company prOV|d|ng the wWhat was the date of Borrower's last pay increase? 01/01/2019
VOE. The sister was What was the date of Borrower's next pay increase? NiA
|dent|f|ed by a glft letter in What r\ml the amount of the hnrmw-u"l last pal!r increasa? EODD anually
. What is the amount of the borrower's next pay increase? MNJA
the file. Pay Rate Info: e
= Company registered/ Amoun: Frequency
. 5306,000.00 Annual
incorporated January 31, lmmmﬂmmnmlmJ
2019 with 1 driver. Yaar Base Pay Owvartime Cemmissions Bonuses COthar Incoma 1 Cthar Income 2 Total Pay
12/02/2019 $280,500.00 s0.00 s0.00 s0.00 s0.00 50.00 S2B0,500.00 o
Borrower could not have
Z0L1E £300,000.00 £0.00 £0.00 £0.00 £0.00 £0.00 £300,000.00
been employed there in 2017 $300,000.00 $0.00 $0.00  $0.00 s0.00 £0.00  $300,000.00

2018 and 2017.

= Credit report indicated borrower was a janitor; reverification confirmed making $4k/month.

Additional Resources

Beyond the Guide See especially “Managing Fraud Risks” (pgs 4-5)
Lender self-reporting: Selling Guide D1-3-06, Lender Post Closing Quality Control Reporting, Record Retention, and Audit
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