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[CG- 1] 


Lance Motta 

Loan Specialist

Quality Control 

Loan Guaranty Service

Central Office
	Welcome to VA’s Loan Guaranty Information Video, Automated Underwriting Systems & VA Loans.  My name is Lance Motta.  I’m a loan specialist in Quality Control at VA’s central office in Washington, DC.  This presentation is for my fellow loan specialists working at our 9 Regional Loan Centers, and for those of you that work for our private mortgage partners;  specifically, loan originators, officers, processors and underwriters. Of course, you’re also welcome if you don’t fall into any of these categories, but just have an intellectual curiosity regarding Automated Underwriting Systems & VA Loans.

	LANCE

[PP- 1]
	It truly is an PP (1) AUSSOME subject.  Automated Underwriting Systems, often referred to simply as AUS, have revolutionized the mortgage industry, and have been used in conjunction with VA loans since October of 1997.  

	LANCE

[PP- 2]


	I can’t possibly tell you everything there is to know about Automated Underwriting Systems in a 25 minute video presentation, but here’s a preview of the topics I will cover:  PP (2)  I’m going to define Automated Underwriting Systems and tell you what systems may be used on VA loans;  I’m going to dispel the myths about Automated Underwriting Systems, in other words, state what they can and cannot do, and when you can or cannot use them.  


	LANCE

[PP- 3]
	I’ll talk about the PP (3)  benefits of Automated Underwriting Systems for lenders, VA,  and our veterans.  I’m going to talk about the Feedback Certificate, and also about Quality Issues that we at VA encounter on loans processed by AUS, but, probably, the most important thing, I’m going to provide you with Lender’s Handbook references and web sites where you can obtain more detailed information and training on Automated Underwriting Systems & VA loans.



	LANCE

[PP- 4]

	PP (4) At the conclusion of this presentation, you will be able to: process VA loans using Automated Underwriting Systems, reducing time, energy, much of the paper work involved in loan processing and, best of all, saving money for our veteran customers.  



	LANCE
	I wondered how best to present this information to you and came up with the idea that if I could find someone that knows very little…………..about Automated Underwriting Systems, that person could ask me questions.  This should result in presenting the facts in a logical sequence and help to keep me focused.  So, I wondered, where am I going to find someone that knows very little?  Well, I do work in a government office and it wasn’t long before I found a colleague that knows very little………about Automated Underwriting Systems.  He’s also a good sport, so, I’d like to introduce to you, Herman Cohen.  Herman also works at VA’s central office where he’s the Training Coordinator.

	HERMAN

[CG – 2] 

Herman N. Cohen

Training Coordinator

Loan Guaranty Service


	Hello everyone.  As I frequently tell folks when they ask me what I do – I’m not an  underwriter, but I play one on television..  So, Lance isn’t going to get off easy here, because while I do know very little………….about Automated Underwriting Systems, I have learned  just enough to ask a lot of  tough questions, so, Lance, ready or not;  question number 1:  If  Automated Underwriting Systems have been in use on VA loans since October of 1997, why are we talking about these systems today?  Shouldn’t everyone have all the facts by now?


	LANCE


	Well, that is a good question, and I can think of at least….3 good reasons why we’re talking about this issue today.  For my fellow loan specialists at VA, some of you are having a tough time letting go of some of the documentation requirements that you’re accustomed to looking for when you conduct a full review of a loan;  these are things that aren’t required in a loan package when an AUS Accept rating has been received. An example of this is that, traditionally VA requires a rent verification, however, when the AUS finding is accept, no rent verification is required 

	LANCE
	For our private mortgage lenders, some of you are ……some times quick to run with an Accept rating, overlooking the fact that data that you entered into the system lacks integrity, and I’ll give you an example of this:  

	LANCE
	One of the many pieces of data that you enter is the dollar amount of assets.  Let’s say the borrower tells you that he or she has $5,000 in assets.  You enter that amount into the system and obtain an Accept rating.  Later, you obtain a bank statement and it reveals that the borrower has only $1,000 in assets.  You can’t just shrug and say “oh well, I got an accept.”  When the information on the loan application changes through processing, you must resubmit the loan through the AUS for a re-evaluation.  And finally Herman, there are always new employees joining VA and lending institutions.  We’re all very busy and, sometimes, these new comers don’t get all the training they need.  Hopefully this presentation will be helpful to them.

	LANCE

[PP- 5]

	With new comers in mind, perhaps I should start at the beginning by defining Automated Underwriting Systems, and telling you what systems may be used on VA loans.  You can find these PP (5) facts in black and white, in VA’s Lender’s Handbook, in the Current Issues Section, paragraph CI.03 and in Chapter 4,  paragraph 4.08.  An Automated Underwriting System is a tool used in the mortgage process.  Data entered into lender’s Loan Origination Systems interfaces with the AUS, resulting in a mortgage scorecard if you will, and assigns a risk classification.  There are many components to this scorecard, for example, the credit score is one major component.  

	LANCE
	Lenders may use certain reduced documentation requirements on cases processed by AUSs.  The level of reduced documentation depends on the risk classification.  The systems use slightly different terminology such as Approve or Accept.  If something prevents the loan from being an Accept, then a Refer classification is assigned.

	HERMAN


	Okay, so, are you saying that Automated Underwriting Systems replace the underwriter and approve or reject loans?

	LANCE

[PP- 6]
	No!  And that’s the first PP (6) Myth that I want to dispel.  Automated Underwriting Systems do not approve or disapprove loans.  They merely determine a risk classification which determines the level of underwriting and documentation needed.  It is still the lender’s decision whether or not to approve the loan.  I can’t tell you how often an underwriter has called me and said, Lance, I ran this loan through the AUS but got a refer, but  I really don’t want to reject this loan;  I think it should be approved. What should I do?

	HERMAN
	So, since the Automated Underwriting System is only a tool, that Refer simply means that there will be a more severe documentation and underwriting standard, but the loan may still be approvable.

	LANCE
	You got it!

	HERMAN
	Can these systems be used on all VA loans?

	LANCE

[PP- 7]
	Myth number 2 is the belief that AUSs may be used by all lenders on all loans.  PP (7)  These systems are only for use by VA automatic lenders, and only on loans eligible for automatic processing, so, if you’re an Automatic lender not accustomed to submitting loans to VA for Prior approval, but you’re processing a loan that must be submitted to VA for Prior approval, such as a loan in which the veteran is in receipt of a non-service connected pension, remember, we at VA will expect to see the standard documentation required for loans not processed by AUS, for example, a rent verification would always be required on a Prior approval loan.

	HERMAN
	Well, Lance, what are the Automated Underwriting Systems that VA has approved?


	LANCE

[PP – 8]
	PP (8) Approved Automated Underwriting Systems are:  Freddie Mac’s Loan Prospector;  Fannie Mae’s Desk Top Underwriter, pmiAura System for VA, Countrywide’s CLUES System,   and Chase Manhattan Mortgage Corp’s Zippy!



	HERMAN
	You know Lance, I can see that these systems have changed the loan process, but earlier you said they’ve “revolutionized” the mortgage industry and that they “save our veterans money.”  Would you elaborate please.

	LANCE

Roll-in 

Loan Prospector 1997 

at 22:05


	In my research for this video presentation, I reviewed a 1997 tape of a joint VA/Freddie Mac program on Loan Prospector.  Kathy Garret of Freddie Mac included the following clip in her presentation.  Many years later, it’s still applicable;  let’s watch.  (Roll in) 

Thank you, Kathy Garret and Freddie Mac.  Because Automated Underwriting Systems reduce time, energy and much of the paperwork on each loan file, lenders and borrowers can find out in 2 minutes whether a loan application should meet VA’s standards and be approvable.  Time is money, and since processing time is vastly reduced, costs are reduced and, ultimately, our veteran borrowers benefit.

	LANCE

[PP – 9]
	And that leads me to the next issue:  The benefits of Automated Underwriting Systems for everyone involved.  Let’s start with the PP (9) benefits for lenders.  Some of them are:  Time savings;  reduced documentation;  AUS take the “subjectivity” out of underwriting;  there are costs savings;  and it’s a 2 minute process.

	LANCE

[PP - 10]


	Some of the PP (10) benefits to us at VA are:  it improves our ability to manage credit risks;  it reduces the differences between our program and the “real mortgage world” by taking into consideration things such as a borrower’s credit score, which is a component of the mortgage scorecard;  it reduces the documentation that we have to look for and saves us time when we’re conducting full reviews, and also, as with the lenders, it helps us to be less “subjective” in our underwriting.


	LANCE

[PP - 11]


	A couple of the PP (11) benefits for our veteran borrowers are:  Elimination of some of the intimidating or embarrassing personal documentation sometimes required in the past;  for example, entire divorce decrees were often required.  For loans processed by Automated Underwriting Systems, only the front page and details of support payments from the divorce decree, indicating evidence of at least 3 years continuance is required.  And I should mention here that this is another example of something that we VA employees are having a hard time letting go of, often times, erroneously asking the lender for the entire divorce decree.  Most importantly, because Automated Underwriting Systems reduce costs to lenders, our veteran borrower’s costs are also reduced, because the loan closes earlier.

	HERMAN
	Okay Lance, next question:  What’s a Feedback Certificate?

	LANCE

[PP – 12]
	Well, after the lender’s loan origination system interfaces with the Automated Underwriting System, the lender will receive a Feedback Certificate.  Please remember that the different systems’ Feedback Certificates are not identical. All approved systems contain all the data that VA requires, and Feedback Certificates must be included in any loan package processed by any Automated Underwriting System. For the purposes of this presentation, I’m going to review a Loan Prospector Feedback Certificate.  Though I’m unable to cover every item, I’ll try to touch on the most important items.  The Feedback Certificate contains data such as PP (12):the loan profile;  purchase restrictions, if any;  credit information, VA information and Loan processing information.

	LANCE

[SS – 1]
	SS (1)   In the Loan Profile Section, you’ll find data such as the Loan Prospector Key #, the number assigned the first time a transaction is submitted for evaluation and, by the way, this number never changes.

	LANCE

[SS – 1 Cont.]
	You’ll find a Transaction Number.  Remember, I stated earlier that when the information on the loan application changes through processing, you must resubmit the loan through the Automated Underwriting System for a re-evaluation.  A new transaction number is assigned each time the loan is submitted for re-evaluation. To the right of the Transaction number you will find the Number of Submissions.  

	LANCE {Camera back to Lance]


	When we VA employees are conducting a full review and we see Submission Number 4 or 5, we sometimes imagine that the lender ran the loan through the system, obtained a refer, but just kept changing data and submitting the loan for re-evaluation in an attempt to obtain an accept.  Let’s remember, multiple transactions simply mean that information on the loan changed through processing and our review of the loan must be based on the most recent evaluation.  When we conduct a full review of the loan, whether there was one submission or more, we’re always going to look for data integrity.

	LANCE

[SS – 1 Cont.]
	Next, the Evaluation Type is going to indicate Credit Only.  Then, the Evaluation Status should indicate Complete.  I’ll let you guess what goes in the Borrow Name field.  Next comes the Total Income, PITI and Total Debt and I think these items are self explanatory.  The figure entered as Reserves will be the borrower’s remaining funds after closing.  The Debt Ratio will be the Total Debt repeated, but as a percentage of total income rather than a dollar amount.

	LANCE

[SS – 1 Cont.]

	Subject Address is another obvious one.  Purchase Eligibility is not applicable on VA loans.  Initial LTV & Initial TLTV: will contain the loan to value number. Final LTV and Final TLTV are not applicable on VA loans and will probably be zero.

The Credit Risk Class will indicate Accept or Refer, and the rest of the items in this section are not applicable on VA loans.

	LANCE

(Camera back on LANCE)
	Now, you know what the Accept and Refer ratings mean, but, you should also know that loans receiving an Accept rating, providing the existence of data integrity, don’t require the underwriter’s signature on the bottom of the Loan Analysis, VA form 26-6393.  Loans receiving a refer must be analyzed by an approved VA underwriter and do require the signature.

	HERMAN
	So, no lender’s signature is required when a loan receives an Accept?


	LANCE

[PP – 13]
	While the underwriter’s signature is not required on the bottom of the Loan Analysis, form 26-6393, the lender must include the following separate certification on all loans processed through Automated Underwriting Systems, and this can be signed by a loan officer or processor trained in the reconciliation and documentation guidelines.  PP (13)  “I, the undersigned lender, hereby certify that case number, and you insert the VA loan number here, was processed through, and you name the automated underwriting system used, and received an ‘Accept’ rating.    

	LANCE

[PP – 14]
	PP (14)  I further certify that all information entered into the system has been verified and that any credit discrepancies have been reconciled.”  Some lenders believe that signing the loan analysis form and writing LP in the remarks section meets the requirement for the AUS certification

	LANCE

[PP – 15]
	This is PP (15) the next Myth that needs to be dispelled.   Signing the loan analysis and Writing “LP” in the remarks section does not meet the requirement for the AUS certification.  And, sorry lenders, but nor should you sign one of these certifications, run off a few hundred copies and throw one in each of the VA loan files.  It’s important that this certification doesn’t become a meaningless piece of paper tossed into every loan package.  Remember, this is your personal certification that a specific loan processed through an Automated Underwriting System meets documentation guidelines and standards.

	LANCE

[SS – 1 Cont.]
	Continuing with the Feedback Certificate, and we’re still in the Loan Profile Section back to SS (1)  the Loan Purpose will be Purchase, Regular Refinance or IRRRL.  VA employees, you probably won’t see a Feedback Certificate on IRRRLs, however, should you have one included in a loan package, this might be simply because the lender runs all their loans through Automated Underwriting Systems.  Most of the other items in this area are self explanatory, but I do want to mention Financing Concessions and Sales Concessions.  Financing Concessions is not applicable on VA loans but you might see an amount here, and when you do, it would represent closing costs paid by the seller.  

	LANCE

[SS – 1 Cont.]
	A figure noted as Sales Concessions  would be a seller inducement and, of course, would be limited to 4% of the appraised value.

	LANCE

[SS – 2]
	The next Section of the Feedback Certificate that I’m going to talk about is the (SS 2) Credit Information Section.  The Credit Risk Classification, Accept or Refer, will be completed.  The Repository will be TRW, Equifax, Experian.  The Borrower  will be the selected borrower who brings the greatest risk to the file.

	LANCE

(Camera returns to Lance) 
	There won’t be any Credit Comments for an Accept, but there will be for a Refer.

	HERMAN
	I think I’ve seen Documentation Guidelines for Credit History in the Lender’s Handbook?  Is that true and are they the same?

	LANCE
	Well, you are exactly right;  you have seen Documentation Guidelines for Credit History in the Lender’s Handbook, and all of you will find them in Chapter 4, Paragraph 4.08.  They should be consistent with what you’ll find on the Feedback Certificate, however, should you find any discrepancies, go with what you see on the Feedback Certificate.

	HERMAN

Roll-in

Handbook Commercial

Mechanic
	Speaking of the Lender’s Handbook, let’s remind our viewers where they can find it. (Roll-in)



	HERMAN
	If you work on VA Guaranteed Home Loans, you should have a copy – sorry Lance, I interrupted you..



	LANCE
	No problem – Now, I previously used the word reconciliation in this presentation and I’m going to steal, almost verbatim, the great explanation of this that I found in my Freddie Mac Loan Prospector Workbook:  In the traditional loan process, the underwriter must reconcile loan application information to supporting loan documentation.  The reconciliation process, while not as complex as with traditional loans, is still an important function for loans processed by Automated Underwriting Systems.  




	LANCE
	Reconciling the credit report information to the borrower’s loan information allows the lender to: verify that the borrower’s name, address, date of birth and SSN are correct; verify that the credit belongs to the borrower, verify that there are no additional debts that will impact the borrower’s capacity; and verify that there is no additional derogatory credit information that would impact the borrower’s credit reputation and the overall investment quality of the loan.  This process could result in the lender having to manually downgrade the loan from an Accept to a Refer.   

	LANCE


	A significant discrepancy would be any loan that is on the application but not on the credit report, which has a monthly payment greater than 2% of all stable monthly income for all borrowers.

By now, you might not remember the list of topics that I told you I would cover in this presentation, but cheer up;  there are only 2 left!  And they are Quality Issues, and information on where you can go to obtain more details on Automated Underwriting Systems.

	LANCE

[PP – 16]
	A significant discrepancy would be any loan that is on the application but not on the credit report, which has a monthly payment greater than 2% of all stable monthly income for all borrowers.

By now, you might not remember the list of topics that I told you I would cover in this presentation, but cheer up;  there are only 2 left!  And they are Quality Issues, and information on where you can go to obtain more details on Automated Underwriting Systems.

	LANCE

[PP – 17]
	And this leads right into the next PP (17) Quality Issue:  failure to address VA guidelines that aren’t covered on the feedback certificate.

	LANCE

[PP – 18]
	Most feedback certificates contain the following caveat, which I think is especially well worded and that you will find on Loan Prospector Feedback Certificates:  PP (18)  Lender is responsible for documenting any situation not addressed on this feedback certificate according to the LP User Guide and/or VA Lender’s Handbook.  Lenders, you sometimes have a hard time with this one;  you must address any VA guidelines not covered on the feed back certificate.


	LANCE

[PP – 19]


	I already mentioned this one, but it’s so important and so frequently comes up as a  PP (19) Quality Issue:  When using an Automated Underwriting System and obtaining an Accept Rating, you must include the AUS Certification found in the Lender’s Handbook in Chapter 4, Paragraph 4.08.  And remember, you don’t want to just write LP in the remarks section of the loan analysis and sign the analysis.  You may, of course, write or type the complete certification in the remarks section of the loan analysis and then sign the analysis.

	LANCE

[PP – 20]


	Also, unfortunately, some of you are mistaking the PP (20) Lender Certification, certifying that the loan application, verifications & underwriting standards are in compliance with federal law, that’s found in the Lender’s Handbook in Chapter 4, paragraph 4.01, with the AUS certification.  They are not one and the same.  The Lender Certification is required on all VA loans other than IRRRLs.  Both are required when a VA loan is processed using an Automated Underwriting System, and receives an Accept rating.

	LANCE

[PP – 21]
	The biggest mistake that we VA employees make when conducting full reviews on loans processed by Automated Underwriting Systems, and obtaining an Accept rating, is that PP (21)  we, sometimes, fail to recognize legitimate  document waivers.  There are many examples of this but the one that occurs most often is that we will send a deficiency letter to a lender stating that they failed to address the issue of derogatory credit information. We must review the document waivers on the feedback certificate before sending out these letters to ensure that we aren’t asking for something that isn’t needed.  

	LANCE

[PP – 22]
	Regarding an explanation for derogatory credit information, check out our own Lender’s Handbook, Chapter 4, paragraph 4.08 “Documentation for Automated Underwriting Cases.”  PP (22) When a loan receives an Accept Rating “No explanation is required for adverse or derogatory credit information.”


	LANCE

[PP – 23]
	And that really sums up a big PP (23) Quality Issue for all of us, lenders and VA employees, we must familiarize ourselves with the Documentation Waivers & Guidelines.  If you’re like me, you can’t memorize all of them, but remember, you have the feedback certificate and Chapter 4, Paragraph 4.08 of the Lender’s Handbook to refer to.

	LANCE

(Switch to wide shot)
	Herman, any more questions?

	HERMAN
	No more questions, but, you’re still not done.  You haven’t told us where we can go for additional information, training, web sites, etc.

	LANCE

[PP  - 24]
	We at VA offer you guidance on Automated Underwriting Systems & VA Loans at PP (24)  www.homeloans.va.gov and/or www.homeloans.va.gov/handbook.htm

Also see the Lender’s Handbook,  Chapter 4, Paragraph 4.08.

Freddie Mac has a ton of information available to you at www.loanprospector.com

For VA employees, every Regional Loan Center has a library of tapes that includes past satellite broadcasts. If you think you need additional training on Automated Underwriting Systems, I strongly recommend you go to that library and pull out the tape on the joint VA/Freddie Mac Loan Prospector presentation made to VA employees October 28, 1997

	HERMAN
	And, for Lender staff; copies of this tape, and other tapes on topics of interest to lenders are available for purchase from Multi-Video Services at 1-800-800-DUBS.  A list of titles is on our website – and you can also download them there for free via on-demand streaming video.

	LANCE
	The web sites will appear on the screen again in just a moment.  Herman, thanks for your participation, and thank all of you for taking the time to view Automated Underwriting Systems & VA Loans.  Now, you can process VA loans using Automated Underwriting Systems, reducing time, energy, much of the paper work involved in loan processing and, best of all, saving money for our veteran customers.  Bye now.…..


	Wide shot –Lance and Herman chat

CG’s

[3]

 www.homeloans.va.gov

[4] www.homeloans.va.gov/handbook.htm

[5]

www.loanprospector.com
[6]
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[7]

 www.homeloans.va.gov/ broadcast.htm
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