Modification Early Payment Default 
Instructor Lesson Plan
Time Required: 2 Hours
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	Lesson Description

	

	TMS #
	3845228

	Prerequisites
	Prior to this lesson, the Loan Technician should have completed Financial Analysis Training, or have basic knowledge of how to complete a financial analysis and review an underwriting package, and they should have completed Modification Training. Trainees should also have knowledge and experience in the use of the VALERI system and the VALERI Loss Mitigation Tool.

	target audience
	The target audience for Early Payment Default Training is Loan Technician at the entry to intermediate level. 
Although this lesson is targeted to teach the entry to intermediate employee, it may be taught to other VA personnel as a mandatory or refresher type training.

	Time Required
	2.0 hours

	Materials/
TRAINING AIDS
	Lesson materials:

· Early Payment Default PowerPoint Presentation

· Early Payment Default Student Handout Packet
· Residual Income Guidelines Table Job Aid
· Example Case Notes Job Aid
· Guide to VALERI Loss Mitigation Tool

	Training Area/Tools 
	The following are required to ensure the trainees are able to meet the lesson objectives: 

· Classroom or private area suitable for participatory discussions

· Seating, writing materials, and writing surfaces for trainee note taking and participation 

· Student Handout Packet, which includes a practical exercise

· Large writing surface (easel pad, chalkboard, dry erase board, overhead projector, etc.) with appropriate writing materials

· Computer with PowerPoint software to present the lesson material

Trainees require access to the following tools: 

· VA TMS to complete the assessment

· Basic Calculator

	
	

	Pre-Planning 


	· Become familiar with all training materials by reading the Instructor Lesson Plan while simultaneously reviewing the corresponding PowerPoint slides. This will provide you the opportunity to see the connection between the Lesson Plan and the slides, which will allow for a more structured presentation during the training session. 

· Become familiar with the content of the student handouts and their association to the Lesson Plan. 

· Practice is the best guarantee of providing a quality presentation. At a minimum, do a complete walkthrough of the presentation to practice coordination between this Lesson Plan, the Student Handout, and the PowerPoint slides and ensure your timing is on track with the length of the lesson. 

· Ensure that there are copies of all handouts before the training session.

· When required, reserve the training room.

· Arrange for equipment such as flip charts, an overhead projector, and any other equipment (as needed).

· Talk to people in your office who are most familiar with this topic to collect experiences that you can include as examples in the lesson. 

· This lesson plan belongs to you. Feel free to highlight headings, key phrases, or other information to help the instruction flow smoothly. Feel free to add any notes or information that you need in the margins. 

	Training Day 


	· Arrive as early as possible to ensure access to the facility and computers. 

· Become familiar with the location of restrooms and other facilities that the trainees will require. 

· Test the computer and projector to ensure they are working properly. 

· Before class begins, open the PowerPoint presentation to the first slide. This will help to ensure the presentation is functioning properly. 

· Make sure that a whiteboard or flip chart and the associated markers are available.
· Provide a sign in sheet and at the conclusion of the session, ensure that all trainees sign in. 


	Introduction to Early Payment Default (EPD)

	INSTRUCTOR INTRODUCTION
	Complete the following:

· Introduce yourself
· Orient learners to the facilities

· Ensure that all learners have the required handouts

	time required
	5 minutes

	Purpose of Lesson
Explain the following:

	This lesson is intended to provide a step by step guide to complete the early payment default process in VALERI and provide basic instructions on determining if VA underwriting standards have been met on a modification completed by the servicer. This lesson will contain discussions and exercises that will allow you to gain a better understanding of the purpose of the lesson. 
 

	Lesson Objectives

Discuss the following:
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 Handout  page 2
	In order to accomplish the purpose of this lesson, the Loan Technician  will be required to complete an assessment that covers the following lesson objectives: 

· Given information on an early payment default loan, the Loan Technician should be able to distinguish between a modification or origination early payment default with at least 80% accuracy.
· Given access to VALERI and an early payment default process, the Loan Technician should be able to complete each step within the process with at least 80% accuracy.

· Given access to VALERI and any necessary documentation, the Loan Technician should be able to determine if the loan met VA underwriting standards with at least 80% accuracy.


	Explain the following:
	Each learning objective is covered in the associated topic. At the conclusion of the lesson, the learning objectives will be reviewed. 

	Motivation
	Early payment defaults are completed to determine if the servicer met VA underwriting standards when completing a modification on a loan. Since modifications increase the total indebtedness to the homeowner it is important to determine if the modification completed on the loan was the best option for them at the time. When underwriting standards are not met the servicer is given a regulatory infraction and faces the possibility of a claim adjustment if the loan terminates after the early default.

	
	

	References
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	Explain where these references are located in the workplace.
· VA Technicians Guide-Chapter 5 (5.2.2.2) page 66-67
· US Code of Federal Regulation 36.4206-Underwriting Standards, Occupancy and Non-Discrimination Requirements

· US Code of Federal Regulation 36.4340-Underwriting Standards, Processing Procedures, Lender Responsibility and Lender Certification




	Topic 1: Intro to Early Payment Defaults 

	Introduction
	This topic will allow the trainee to determine the difference between an origination and modification early payment default and why an early payment default process is completed in VALERI.

	Time Required
	10 minutes 

	OBJECTIVES/
Teaching Points


	Topic objectives:

· Given information on an early payment default loan, the Loan Technician should be able to distinguish between a modification or origination early payment default with 80% accuracy.

 The following topic teaching points support the topic objectives: 

· Definition
· Types of EPDs
· Why are EPD reviews completed

	Definition
Slide 4
Handout page 4
	When a loan becomes delinquent within 6 months from the loan origination or modification due date the loan is considered an early payment default.

	Types of Early Payment Defaults
Slide 4


Handout page 4
	There are 2 types of early payment default reviews. 
Origination EPD is when a loan becomes delinquent within 6 months from the origination date of the loan. These EPDs are reviewed by Loan Production.
Modification EPD is when a loan becomes delinquent within 6 months from the loan modification date. These EPDS are review by Loan Administration through the Early Payment Default Process in VALERI

	Why are Modification EPD Reviews Completed
Slide 4


Handout page 4
	EPD reviews are completed to determine if VA underwriting standards and regulations were met when the modification was completed. If VA underwriting standards are not met when a servicer completed a modification then VA must determine at the time of the claim if VA’s liability was increased due to the completion of the modification. If so, the claim payment may be adjusted.

	Check Comprehension
	Ask the students the difference between an origination EPD and a modification EPD.

Response: Origination EPDs occur when a loan becomes delinquent within 6 months of origination and are reviewed by Loan Production. Modification EPDs occur when a loan becomes delinquent within 6 months of a modification completion and are reviewed by Loan Administration.

	Topic 2: Step 1 of the EPD Process, Review Case File 


	Introduction
	This topic will discuss the steps and actions necessary to complete step 1 within the EPD process.

	Time Required
	10 minutes 

	OBJECTIVES/
Teaching Points


	Topic objectives:

· Given access to VALERI and an early payment default process, the Loan Technician should be able to complete each step within the process with 80% accuracy.

The following information in VALERI must be reviewed by the Loan Technician to support the topic objectives: 

· Events
· Previous Modification
· Case Notes

	
	

	Events 

Slide 5
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	The EPD process will display in the Loan Technician’s workbasket. The Loan Technician has 18 days to complete the EPD process. The completion timeframe for Step 1 is 3 days. 
The events should be reviewed to clear all business rule failures and provide an overview of what has occurred on the loan up to the point of the current process.

	Most Recent Modification


Slide 5


Handout page 5
	All previous modifications should be reviewed through the loan modification screen to determine a history on the loan. The most recent modification should be reviewed to obtain the completion date.  
Events should be reviewed alongside the most recent modification to determine how many payments have been made since the most recent modification was completed.

	
	

	Case Notes
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Handout page 5
Check Comprehension: 
	Case notes pertaining to the default prior to the most recent modification should be reviewed to determine what occurred up to the point of the EPD review.
The case notes may provide the previous RFD, current RFD and any action taken on the loan to resolve the current delinquency on the loan.
Once loan information has been reviewed the Loan Technician should document the VALERI case notes of their findings and complete step 1 of the EPD process.
Ask students what should be reviewed during step 1 of the EPD process.

Response: 
· Review events for any business rule failures and to obtain an overview of the loan. 
· Review the most recent modification to determine when it was completed and how many payments have been made since the completion of the modification. 
· Review the VALERI case notes to obtain the RFD prior to the previous modification and any information leading up to and after the most recent modification.




	Topic 3: Step 2 of the EPD process, Obtain Information From Servicer

	Introduction
	This topic will discuss the steps and actions necessary to complete step 2 within the EPD process.

	Time Required
	10 minutes

	OBJECTIVES/
Teaching Points


	Topic objectives:

· Given access to VALERI and an early payment default process, the Loan Technician should be able to complete each step within the process with 80% accuracy.

The following topic teaching points support the topic objectives: 

· Documents Needed
· Servicer Contact
· Uploading Documents

	Documents Needed 

Slide 6


Handout page 6
	Step 2 timeframe for the EPD process is 8 days. 
During step 2 the servicer should upload documents in VALERI that pertain to the EPD review. 

Documents needed for EPD Review:

· Underwriting package (to include: homeowner’s financials, pay stubs, credit report and hardship letter)

· Signed Modification agreement

· Modification approval letter

· Modification worksheet

· Servicer case notes

	Servicer Contact


Slide 6
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	The servicer should be contacted at the beginning of step 2 if documents are not initially uploaded into VALERI. Servicers should be reminded of the due date to submit documentation as indicated in the Servicer Action Required Report.
All efforts to contact the servicer should be well documented with contact name and information in the VALERI case notes.

	Uploading Documents
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	Documents must be uploaded under the appropriate Process Name and Document Type by the servicer in order for step 2 to be available for completion.
If the documents are not uploaded under the appropriate Process Name and Document Type, then the Loan Technician should re-upload an existing document in VALERI under Process Name “Review Early Payment Default” and Document Type “Review Early Payment Default”.
If the servicer fails to upload documents in VALERI for step 2 of the EPD process then Loan Technician should upload a copy of their email to the servicer under the appropriate Process Name and Document Type.

If the servicer has not uploaded documents by the end of the step 2 timeframe then step 2 can be completed and the Loan Technician should move to step 3 of the EPD process without further contacting the servicer.

When documents are uploaded correctly in VALERI the “submit” button becomes available.  Selecting “submit” will automatically complete step 2 of the process.

	Check Comprehension
	Ask the students what documents are required from servicer when a loan is selected for an EPD review and explain the relevance of these documents.
Response: 

	
	· Underwriting Package:  Provides documents to confirm that servicer adhered to VA underwriting regulations when completing the modification review.
· Signed Modification Agreement: Confirms borrower agreed to terms of modification and provides the terms of the modification to compare to terms reported in VALERI.
· Modification Approval Letter: Provides approval date to determine required interest rate on the loan.
· Modification Worksheet: Provides capitalized costs to confirm no unallowable costs were included in the amortization of the loan modification. 
· Servicer Case Notes: Provides additional information regarding the underwriting review and RFD prior to completion of modification.



	Topic 4: Step 3 of the EPD Process, Contact Borrower 

	Introduction
	This topic will discuss the steps and actions necessary to complete step 3 within the EPD process.

	Time Required
	5 minutes 

	OBJECTIVES/
Teaching Points


	Topic objectives:

· Given access to VALERI and an early payment default process, the Loan Technician should be able to complete each step within the process with 80% accuracy.

The following topic teaching point supports the topic objectives: 

· Contacting the Borrower

	Contacting the Borrower
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Handout page 8
	Step 3 timeframe for the EPD process is 3 days. 
Contact the borrower at the beginning of step 3 or concurrently with step 2.
The information should be obtained when speaking with the borrower, but is not limited to these questions:

· What was the previous RFD?

· What is the current RFD?

· Who requested the modification (homeowner or servicers recommendation)?- this is to ensure the borrower was aware of the modification review and protects the borrower’s interest
· Have you been in contact with the servicer since the most recent default and discussed available options?

	
	All efforts or contact with the borrower should be well documented with contact name and information in the VALERI case notes.
Once contact with borrower has been made step 3 can be completed and the Loan Technician should move to step 4 of the EPD process.

	Check Comprehension:

	Ask students, can a borrower be contacted at any point during the EPD process?

Response: Yes, borrower contact is not limited to the timeframe of step 3. The borrower can be contacted at the beginning of the process to obtain information on the loan. However, borrower contact should be completed prior to the completion of step 3 at the very latest.



	Topic 5: Step 4 of the EPD Process, Make Recommendation 

	Introduction
	This topic will discuss the steps and actions necessary to complete step 4 within the EPD process and how to complete an underwriting review.

	Time Required
	25 minutes

	OBJECTIVES/
Teaching Points


	Topic objectives:

· Given access to VALERI and an early payment default process, the Loan Technician should be able to complete each step within the process with 80% accuracy.

· Given access to VALERI and any necessary documentation, the Loan Technician should be able to determine if the loan met VA underwriting standards with 80% accuracy.
The following topic teaching points support the topic objectives: 

· Loss Mitigation Tool
· Borrowers Income
· Shelter Expenses

· Debts and Obligations

· Making Recommendation

	Loss Mitigation Tool
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Handout page 9
	Step 4 timeframe for the EPD process is 4 days.
The loss mitigation tool should be used to complete a financial analysis from the information provided/uploaded by the servicer.

The loss mitigation tool is available through NewTrak Tools. 

The selection of “the financial data is for an Early Payment Default review” should be made under the “Borrower Intent” category in the first tab of the Loss Mitigation Tool.
Follow the instructions of the “Guide to VALERI Loss Mitigation Tool” Job Aid provided by Central Office on February 8, 2013 for assistance when filling out the Loss Mitigation Tool. 

	Borrowers Income
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	Borrower’s income should be based on the verification provided by the servicer. Net income is used for financial analysis. If gross income is the only income provided then 25% should be deducted for normal deductions such as taxes, health insurance etc.
Only Verifiable income should be used for review. Verifiable Income includes:
Employed Borrowers: 

· Paystubs

Self Employed Borrowers:

· Profit and Loss Statement

· Tax Returns

Retired/Disabled:

· Award Letter

· Bank Statements

Other Income:

· Rental Agreement

· Child Support 

Income should be calculated based on the rate of pay for the individual:

· Weekly (net income x 52 / 12= monthly income)
· Biweekly (net income x 26 / 12 = monthly income)
· Bimonthly (net income x 24 /12 = monthly income)
If the borrowers pay is not consistent based on the pay stubs provided an average should be obtained from the pay stubs used for the review.

A full explanation of any income calculation for a financial analysis should be included in the VALERI case notes at the time of the final recommendation.

	Shelter Expenses
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	Shelter Expenses only include the following items:
· Primary Mortgage Payment
· Maintenance Costs

· Utilities (electric, gas and water only)

· HOA Fees

The cost of food, cable, phone insurance…etc. should not be included in the calculation of shelter expenses or anywhere in the financial review

If utilities are not provided or do not seem realistic the following calculation can be used to determine a good estimate for the cost of utilities for the property:

Square feet x $.145 (Square feet can be found on appraisal in WebLGY typically the origination appraisal and not a liquidation appraisal.)

	Debts and Obligations
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	Debts and obligations are items that the borrower is obligated to pay on a monthly basis. In most circumstances these items will be found on the credit report. 

Examples of debts/obligations:

· Credit Cards

· Student Loans

· 2nd mortgage

· Auto Loan

· Personal Loan

· Child Support (if not taken out of pay check automatically)

Collection accounts should not be used in the financial analysis.
If the borrower reported a debt on their financial statement and it is not found on the credit report, then the item should be included in the calculation of debt.

	Make A Recommendation
Slide 11


Handout page 12 & 13

	The underwriting recommendation should be made based on the financial analysis completed through the Loss Mitigation Tool and all information reviewed on the loan.

Residual Income is calculated as:

· Net income – Shelter expenses – Debts and Obligations

Debt to Income Ration is calculated as:

· House Note + Debts /  Net Income

The borrower’s financials should meet family residual guidelines based on the region the property is located, the amount of the original loan and how many are in the household. Refer to Residual Guideline Table provided in Handout or CFR 36.4340
If the borrower’s financials are close, but below the required residual guideline other compensating factors may be used to ensure underwriting standards are met. For example, the borrower’s DTI or information regarding the RFD.

Note: If the servicer fails to upload any documents for the EPD review then underwriting standards cannot be determined and therefore are considered not met.

Once decision has been made regarding underwriting step 4 of the EPD process should be completed by answering “Yes” or “No” regarding if VA underwriting standards have been met. 

Upon completion of step 4 the EPD process moves from the Loan Technicians workbasket to the approval basket for review and approval.

The Loan Technicians recommendation and financial analysis should be fully and completely documented in the VALERI case notes upon completion of step 4 of the EPD process. Refer to EPD Case Note Example for sample case notes.


	Check Comprehension
	Ask Students to provide examples of shelter expenses:

Response: Primary Mortgage, Utilities, HOA Fees, Maintenance

Ask Students to provide examples of debts and obligations:
Response: 2nd Mortgage, Auto Loans, Personal Loans, Credit Cards, Student Loans, Child Support

Ask Students to provide examples of valid forms of verification of income:

Response: Paystubs, profit loss statements with tax returns, Award letters, bank statements, rental agreement, and child support decree.


	
	

	
	


	Topic 6: Step 5 of the EPD Process, Approve or Deny Recommendation

	Exercise
	This topic will discuss the steps and actions necessary to complete step 5 within the EPD process.

	note(s)
	10 minutes

	DEMONSTRATION
	Topic objectives:

· Given access to VALERI and an early payment default process, the Loan Technician should be able to complete each step within the process with 80% accuracy.

The following topic teaching points support the topic objectives: 

· Recommendation Approved

· Recommendation Denied

· VA underwriting Standards not met

	Recommendation Approved
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	Step 5 timeframe for the EPD process is 4 days.
When the EPD process recommendation is approved, the reviewer will document the VALERI case notes with their assessment and complete step 5. The process will close and no further action is necessary.

	Recommendation Denied

Slide 12


Handout page 14
	When the EPD process recommendation is denied the reviewer will document the VALERI case notes with their assessment and complete step 5. The process will return to the Loan Technician’s workbasket at step 4 of the process.

The Loan Technician will be required to reassess the borrower’s financials and adjust their recommendation based on the reviewer’s feedback. Case notes should be fully documented to record the Loan Technician’s new recommendation.

	VA Underwriting Standards not Met
Slide 12
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	If the reviewer approves a recommendation where VA underwriting standards were not met, the reviewer should add an “issue” on the loan. The issue will require the loan be reviewed at the time of the Non-Routine Claim process to determine if VA’s liability was increased.

	Check Comprehension
	Ask students why an issue is important if VA underwriting standards have not been met.
Response: The issue will require the claim to be completed as a non-routine claim and alert the reviewer to run an analysis to determine if the VA’s liability was increased due to the completion of the modification.


	Practical Exercise 

	Time Required
	30 minutes

	EXERCISE
	The information provided in the practical exercise packet should help the students answer the following questions:
· What is the residual income?

· What is the calculated DTI?

· Were VA underwriting standards met?
Ask if there are any questions about the information presented in the exercise, and then proceed to the Review. 

	
	


	Lesson Review, Assessment, and Wrap-up

	Introduction
Discuss the following:
	The Early Payment Default lesson is complete. 

Review each lesson objective and ask the trainees for any questions or comments.

	Time Required
	15 minutes 

	Lesson Objectives
	You have completed the Early Payment Default lesson. 

The trainee should be able to:  

· Given information on an early payment default loan, the Loan Technician should be able to distinguish between a modification or origination early payment default with 80% accuracy.

· Given access to VALERI and an early payment default process, the Loan Technician should be able to complete each step within the process with 80% accuracy.

· Given access to VALERI and any necessary documentation, the Loan Technician should be able to determine if the loan met VA underwriting standards with 80% accuracy.


	Assessment 


	The assessment will allow the participants to demonstrate their understanding of the information presented in this lesson.

Remind the trainees that they will not receive credit for this lesson until the Level 1 and Level 2 assessments have been completed in TMS.  
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