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Attached is the U.S. Department of Housing and Urban Development (HUD), Office of Inspector General’s 
(OIG) final results of our audit of loanDepot.com’s quality control program for originating and 
underwriting Federal Housing Administration (FHA)-insured loans. 

HUD Handbook 2000.06, REV-4, sets specific timeframes for management decisions on recommended 
corrective actions.  For each recommendation without a management decision, please respond and 
provide status reports in accordance with the HUD Handbook.  Please furnish us copies of any 
correspondence or directives issued because of the audit. 

The Inspector General Act, as amended, requires that OIG post its reports on the OIG website.  
Accordingly, this report will be posted at https://www.hudoig.gov. 

If you have any questions or comments about this report, please do not hesitate to call Kimberly S. Dahl, 
Audit Director, at (202) 617-6886. 
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FHA-Insured Loans | 2025-NY-1002  

What We Audited and Why 
We audited loanDepot.com to evaluate its quality control (QC) program for originating and underwriting 
Single Family FHA-insured loans.  We selected loanDepot for review based on its loan volume and 
delinquency rate and because its rate of self-reporting loans to HUD when it identified fraud, material 
misrepresentations, and other material findings that it could not mitigate was below average for more 
than a 5-year period. 

What We Found 
loanDepot’s QC program for originating and underwriting FHA-insured loans was not sufficient.  
Specifically, loanDepot (1) did not select the proper number of loans for review and maintain complete 
and accurate data to document its loan selection process; (2) missed material deficiencies; and (3) did not 
adequately assess, mitigate, and report loan review findings, which included self-reporting loans to HUD 
when required.  These issues occurred because loanDepot had insufficient controls over its QC program.  
As a result, HUD did not have assurance that loanDepot’s QC program fully achieved its intended 
purposes, which include, among other things, protecting the FHA insurance fund and lender from 
unacceptable risk, guarding against fraud, and ensuring timely and appropriate corrective action.  

What We Recommend 
We recommend that HUD require loanDepot to (1) update its QC plan and related procedures to align 
with HUD requirements; (2) provide training to its staff and management on HUD requirements for lender 
QC programs; (3) review the loans that it had not selected and take appropriate actions when applicable; 
and (4) evaluate its QC files for the loans in which it identified material findings to confirm whether it self-
reported to HUD all findings of fraud or material misrepresentation, along with any other material 
findings that it did not acceptably mitigate. 
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Background and Objective 
FHA, a part of HUD, provides mortgage insurance on single family loans made by FHA-approved lenders 
throughout the United States and its territories.  This insurance protects lenders against losses as a result 
of homeowners’ defaulting on their mortgage loans.  The lenders bear less risk because HUD will pay a 
claim to the lender in the event of a homeowner’s default.   

HUD monitors a number of lenders each year and performs random and targeted reviews of loans 
throughout the year.  Further, HUD requires each lender to implement a quality control (QC) program to 
(1) ensure compliance with policy and guidelines; (2) protect FHA and the lender from unacceptable risk; 
(3) guard against errors, omissions, negligence, and fraud; (4) determine the root cause of any 
deficiencies and identify potential internal and external control weaknesses; (5) alert lender management 
to patterns of deficiencies; (6) ensure timely and appropriate corrective action; (7) ensure the existence 
of required documentation that is the basis of underwriting decisions; (8) ensure that loans are secured 
by properties with values sufficient to support the loan; and (9) ensure compliance with fair lending laws. 

Lender QC programs must cover the life cycle of an FHA-insured loan for any functions that the lender 
performs.  As shown below, lenders who originate and underwrite loans must review samples of loans 
before closing, after closing, and if they default early in the life of the loan.  

                            Life cycle of loan                                                             Relevant quality control 

 

 

 

 

 

 

 

 

 

 

 

 

 

Origination and underwriting 
The lender receives and begins processing the 

borrower’s loan application.  It then underwrites 
the loan based on credit, income, assets, property, 

and eligibility requirements. Pre-closing reviews 
Each month, the lender reviews a sample of 

approved loans that have not yet closed. 

Closing 
The loan closes and is submitted for insurance. 

Duration of loan 
The homeowner makes payments until the 

loan is paid off.  If the homeowner defaults on 
the loan, it could result eventually in a claim on 

the FHA insurance fund. 

Post-closing reviews 
Each month, the lender reviews a sample of 

loans that closed in the prior month. 

Early payment default reviews 
Each month, the lender reviews 100 percent of 
loans that became 60 days delinquent within 

the first six payments. 
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To help ensure that lender QC programs meet their intended purposes, Section V of HUD’s FHA Single 
Family Policy Handbook requires lenders to have written QC plans setting forth the procedures they will 
use.  It also sets parameters for how many loans lenders must review each month and requires them to 
document the results of each loan review performed, including any corrective actions taken.  Lenders 
must review all loan files selected for compliance with the handbook’s requirements related to debts, 
employment, income, sources of funds, the property, how documents were handled, underwriting 
accuracy and completeness, etc.  Further, they must do additional analysis when conducting post-closing 
and early payment default (EPD) reviews by obtaining new credit reports, reverifications of borrower 
information, and appraisal field reviews if relevant based on the type of loan.   

As shown below, lenders must also meet key requirements when their reviews identify findings.    

Requirement  Description 

Loan sample risk 
assessment 

Loans must be evaluated based on the severity of the violations found using prescribed risk 
categories, and lenders must use this information to conduct trend analyses over time. 

Reporting to lender 
management 

Initial findings and final reports must be shared with senior lender management.  The 
lender must respond to each instance of fraud, material misrepresentation, or other 
material finding.  

Reporting to HUD 
Lender management must self-report to HUD all findings of fraud or material 
misrepresentation, along with any other material findings that it is unable to mitigate. 

loanDepot.com is a nonsupervised lender based in Irvine, CA.1  It is a nonbank entity and has been 
approved to conduct business with FHA since 2009.  Over the past 5 years, loanDepot has originated or 
underwritten approximately 125,000 FHA-insured loans.  It conducts pre-closing and EPD reviews in-
house.  Post-closing reviews are conducted by a QC contractor.    

Our objective was to evaluate loanDepot’s QC program for originating and underwriting FHA-insured 
loans. 

  

 
1  Nonsupervised lenders are lending institutions that have as their principal activity the lending or investing of 

funds in real estate mortgages, consumer installment notes, similar advances of credit, or the purchase of 
consumer installment contracts.  In contrast, supervised lenders are banks, savings banks, or credit unions that 
are members of the Federal Deposit Insurance Corporation (FDIC), the Office of the Comptroller of the 
Currency (OCC), or the National Credit Union Administration (NCUA).  Nonsupervised lenders do not fall under 
the supervision of the FDIC, OCC, or NCUA. 
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Results of Audit 
loanDepot’s Quality Control Program Did Not Fully Achieve Its 
Purpose 
loanDepot’s QC program for originating and underwriting Single Family FHA-insured loans was not 
sufficient.  Specifically, loanDepot (1) did not select the proper number of loans for review and maintain 
complete and accurate data to document its loan selection process; (2) missed material deficiencies; and 
(3) did not adequately assess, mitigate, and report loan review findings, which included self-reporting 
loans to HUD when required.  These issues occurred because loanDepot had insufficient controls over its 
QC program.  As a result, HUD did not have assurance that loanDepot’s QC program sufficiently protected 
the FHA insurance fund and lender from unacceptable risk, guarded against fraud, and facilitated timely 
and appropriate corrective action. 

loanDepot’s Loan Selection Process Was Insufficient  
While loanDepot selected a sufficient number of loans for pre-closing reviews, it did not always select the 
proper number of loans for post-closing and early payment default (EPD) reviews.  Further, it did not 
maintain complete and accurate data to document its loan selection process.  

Post-Closing Review Sampling Was Insufficient 

HUD requires lenders who originate or underwrite more than 3,500 FHA-insured loans per year, such as 
loanDepot, to select either 10 percent of those loans for pre-closing and post-closing reviews or to 
determine their sample size using a statistical stratified random sample that would ensure a 95 percent 
confidence level with a confidence interval not to exceed 2 percent on an annual basis, based on defect 
rates for FHA loans recently reviewed.2  Further, HUD requires that lenders perform post-closing reviews 
on at least 90 percent of the sample size.3  This is important because post-closing reviews are more 
thorough.  While loanDepot chose to determine its sample size using a statistical sampling method, it did 
not select a sufficient number of loans for post-closing reviews. 

Based on information provided by loanDepot, we estimate that it should have performed at least 3,566 
post-closing reviews on loans thatit originated or underwrote over the 2-year period covering October 
2020 through September 2022.4  However, it performed only 2,376 post-closing reviews, which means 
that it failed to conduct approximately 1,190 post-closing reviews.  This condition occurred because 
loanDepot used a flat 5 percent defect rate stated in its QC plan rather than defect rates on loans recently 
reviewed as HUD required, such as the percentage of loans in which it identified material findings.5  In 
addition, its plan did not require it to stratify loans based on mortgage product type and how the loans 
were originated, and loanDepot could not provide detailed information that would allow us to recreate its 

 
2  HUD Handbook 4000.1, section V.A.3.a.iii.(B) 
3  HUD Handbook 4000.1, section V.A.3.a.iii.(C) 
4  We estimated the minimum sample size using loanDepot’s loan volume for the 2-year period, the percent of 

material findings that it identified in post-closing reviews of FHA loans, and the same 95 percent confidence 
level and 2 percent confidence interval used by loanDepot. 

5  loanDepot uses low, moderate, high, and critical risk assessment categories.  Based on a comparison of HUD’s 
definition for material findings and loanDepot’s definitions for its high and critical risk categories, we 
considered loans that loanDepot classified as high or critical risk to have material findings. 
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sample sizes.  As a result of the issues noted above, loanDepot did not develop relevant and timely 
insights on at least 1,190 loans with estimated original mortgage amounts totaling approximately $329 
million that could have been used to mitigate risks and strengthen its operations over time.6   

Some EPD Loans Were Not Reviewed As Required 

HUD requires lenders to review 100 percent of early payment default (EPD) loans when they become 60 
days delinquent within the first six payments.7  These reviews are important because they can provide 
valuable insight into what caused the borrowers to default on their loans and identify underwriting 
weaknesses.  From October 2020 through September 2022, loanDepot reviewed 2,395 of the 2,432 loans 
in which borrowers went into early payment default.8  loanDepot did not perform approximately 1.5 
percent of the required EPD reviews primarily because its staff excluded loans either due to selection 
errors or because it was not properly notified through the Neighborhood Watch system when the 
defaults happened.9  We acknowledge that default information may not always be correctly reported by 
the servicing lenders in a timely manner.  However, loanDepot should have known that most of these 
loans were EPDs because it held or serviced the loans at the time.  As a result, loanDepot was unable to 
develop relevant and timely insights on 37 loans with original mortgage amounts totaling more than 
$10.6 million that could have been used to mitigate risks and strengthen its operations over time. 

Selection Data Accuracy Could Be Improved 

loanDepot did not maintain complete and accurate data to document its pre-closing, post-closing and 
EPD loan selection process as required by HUD.10  For example, the sample universe data for pre-closing 
reviews it provided accidentally excluded 237 loans, and the sample universe data for post-closing 
reviews excluded 206 loans.  Further, loanDepot did not realize that 536 FHA loans financed with bonds 
were excluded from its sample data for post-closing or EPD reviews, until we noted the discrepancy 
between the data and the QC reports.11  In addition, the sample universe data of pre-closing loans it 
initially provided did not reconcile with the list of sampled loans provided, omitting 157 sampled loans.  
Finally, the sample universe and sampled loans data provided did not always contain accurate FHA case 
numbers and were not always provided in a proper format.   

This condition occurred because loanDepot did not have an adequate process for documenting and 
maintaining data on its monthly sample selection.  loanDepot employed a manual process for 
documenting loans subject to QC reviews and compiling the requested information for this audit, and 
human errors occurred during the process.  In addition, loanDepot’s policy required the final approval 

 
6  We estimated the original mortgage amount of the 1,190 loans based on the average original mortgage 

amount for FHA-insured loans that were originated or underwritten by loanDepot and closed during our audit 
period. 

7   HUD Handbook 4000.1, section V.A.3.a.iv.(B) 
8  loanDepot reviewed an additional 43 loans that did not meet HUD’s definition for EPD.  While lenders may 

choose to conduct reviews on additional loans that do not meet HUD’s definition, these would not satisfy its 
responsibility to review all EPD loans. 

9  While lenders may use HUD’s system to help identify EPD loans, they remain responsible for obtaining 
sufficient data to identify EPD loans, which could require them to coordinate with other lenders that service 
loans that they hold.  loanDepot also has used data from servicing lenders, which we encourage it to continue 
doing. 

10    HUD Handbook 4000.1, section V.A.3.a.v 
11  loanDepot did not distinguish FHA bond loans and non-FHA bond loans in its QC reports. 
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date, a critical data field for QC sample selection, to be changed if a correction was made during a post-
closing QC review; consequently, the data incorrectly showed that some loans were closed or funded and 
associated post-closing QC reviews were conducted before they were approved by the underwriter.  
Further, loanDepot had a policy in which loans that were not yet endorsed at the time of post-closing 
sample selection would not be included in the sample universe, which would have prevented late 
endorsement loans from being considered for review.  As a result, it was initially difficult to reconcile 
loanDepot’s data and ensure that it had adequate coverage.  While we were able to confirm the 
information through communication with the lender, the absence of quality data could compromise the 
integrity of loanDepot’s QC program by making it difficult to confirm compliance and adequate coverage.  

loanDepot’s Loan Reviews Were Inadequate  
While loanDepot generally completed its loan-level reviews within established timeframes for the 2-year 
period covering October 2020 through September 2022, the reviews were not always of sufficient quality.  
Lenders must review selected loans for compliance with requirements, such as those related to debts, 
employment, income, sources of funds, the property, how documents were handled, and underwriting 
accuracy and completeness.  Further, for post-closing and EPD reviews, HUD requires lenders to conduct 
a deeper analysis using new credit reports, reverifications of borrower information, and appraisal field 
reviews when relevant based on the loan type.  loanDepot’s loan reviews sometimes failed to identify 
material deficiencies that would have affected loan approval and insurance eligibility.   

Material Deficiencies Were Missed   

loanDepot did not always detect origination and underwriting deficiencies that would have affected loan 
approval and insurance eligibility during its QC reviews.  A comparison of loanDepot’s QC data with data 
from HUD’s quality assurance reviews found 33 loans in which HUD identified material deficiencies that 
resulted in indemnification agreements, but loanDepot’s reviews had failed to detect the deficiencies.12  
These issues occurred because loanDepot did not adequately review some files for compliance with 
requirements.  As a result, HUD did not have assurance that loanDepot’s loan reviews sufficiently 
supported compliance with underwriting requirements and protected the FHA insurance fund and lender 
from unacceptable risk.     

loanDepot’s Assessment, Mitigation, and Reporting of Review Findings 
Were Inadequate  
While loanDepot established a risk assessment methodology for its QC reviews and generally reported 
loan-level findings to internal management as required for the 2-year period covering October 2020 
through September 2022, it did not adequately assess the risk of findings identified and mitigate or report 
them to HUD when necessary.  In addition, it lacked evidence showing that loanDepot’s senior 
management responded to findings as required by HUD. 

 
12  Indemnification agreements protect HUD against loss associated with a loan should it result in a claim against 

the FHA insurance fund. We identified 538 loans that had both a QC review by loanDepot and a HUD quality 
assurance review.  HUD identified material deficiencies that resulted in indemnification agreements for 68 of 
the 538 loans.  However, as noted above, for 33 of these loans, loanDepot did not detect these material 
deficiencies during its QC reviews.  For the remaining 35 loans, loanDepot detected the deficiencies but had 
failed to adequately mitigate or self-report them to HUD.   
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Assessment of Risk Was Inadequate 

HUD requires lenders to establish a risk assessment methodology to evaluate violations found during QC 
reviews.  At a minimum, lenders must include low, moderate, and material risk categories in their risk 
assessment methodology.13  loanDepot uses low, moderate, high, and critical risk assessment categories.  
While it’s QC plan includes definitions for each of the risk levels used, loanDepot did not always 
adequately assess the risk of findings identified in the 20 loans we sampled.  For example, while its QC 
plan says that high-level findings are those that result in a significant eligibility violation that must be 
addressed, mitigated, or cured, it sometimes classified findings as high-level that were not significant 
eligibility violations, such as a phone number provided by the borrower on a clearance form not matching 
the phone number shown on the credit report.  Additionally, while loanDepot explained that findings 
resulting in debt-to-income ratio increases between 2 to 2.99 percent represent a moderate risk, it 
classified a finding related to a 2 percent increase as high.  In contrast, it classified an income finding that 
would have resulted in an increase of more than 3 percent as moderate when it should have been 
classified as a higher-level finding.  These issues occurred because loanDepot did not consistently follow 
HUD requirements and its risk assessment methodology when reviewing loans.  As a result, HUD did not 
have assurance that loanDepot’s loan reviews protected the FHA insurance fund and lender from 
unacceptable risk.    

Lender Officials Did Not Respond to Findings 

HUD requires all QC review findings to be reported to lender senior management, including sharing initial 
findings with senior management within 30 days of the initial finding report, followed by providing final 
findings reports within 60 days.  Further, senior management must review and respond to each instance 
of fraud, material misrepresentation, or other material finding.  While loanDepot documented that it 
provided initial findings and final findings reports to senior management, it did not provide sufficient data 
or reports showing that senior management had responded to findings when required.   

Material Findings Were Not Adequately Mitigated or Reported to HUD 

HUD requires lenders to self-report to HUD all findings of fraud or material misrepresentation, along with 
any other material findings that it is unable to mitigate.14  As discussed above, findings are considered 
material if disclosure of them would have altered the lender’s decision to approve the loan or seek FHA 
endorsement for it.15  Material findings are considered mitigated only if the deficiencies have been 
remedied so that the loan approval and insurance endorsement decisions are considered acceptable.16  
Further, HUD requires lenders to retain all QC results and documentation, including actions taken to 
mitigate findings.17  loanDepot did not adequately mitigate findings or report them to HUD when 
necessary.  

While loanDepot identified material findings during its QC reviews for 18 of the 20 loans we sampled, it 
only complied with HUD’s requirement to mitigate or self-report the findings for 4 of these 18 loans, or 
22 percent.  For each of the four loans, they complied with the requirement by documenting mitigation 

 
13  HUD Handbook 4000.1, section V.A.2.d.i.(B) and V.A.3.b.iii 
14  HUD Handbook 4000.1, section V.A.2.d.iv 
15  HUD Handbook 4000.1, section V.A.2.d.i.(B) 
16  HUD Handbook 4000.1, section V.A.2.d.i.(C) 
17  HUD Handbook 4000.1, section V.A.2.d.v 
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of the material findings.  For the remaining 14 of 18 sampled loans with material findings, loanDepot’s 
records did not show that it acceptably mitigated the findings or self-reported the loans to HUD.  For 
example, for one of the loans, loanDepot’s QC review discovered that the borrower materially did not 
meet the cash requirement to close the loan.  The QC review verified a portion of the assets needed to 
close, but the borrower remained about $6,000 short of that amount.  loanDepot incorrectly only 
considered loans with critical risk findings, the highest severity level in its risk assessment methodology, 
for potential self-reporting instead of all loans with material findings as required by HUD.   

In addition, we identified 35 loans in which HUD and loanDepot had separately reviewed the files and 
identified material deficiencies, and HUD’s review had resulted in indemnification agreements.  
loanDepot did not evaluate 30 of the 35 loans, which had high risk findings for potential self-reporting.  
Further, loanDepot determined that the remaining 5 loans that had critical risk findings were not required 
to be self-reported, although it did not provide documentation showing mitigation.  For example, 
loanDepot did not properly justify that the finding of borrower’s undisclosed liabilities was not self-
reportable.   

In total, we identified 49 loans in which loanDepot failed to mitigate or self-report findings identified 
during its QC reviews.  These issues occurred because loanDepot did not adequately implement HUD 
requirements for mitigation and self-reporting.  As a result, HUD did not have assurance that loanDepot’s 
QC program guarded against fraud, ensured appropriate corrective action, and protected the FHA 
insurance fund and lender from unacceptable risk, including for the fourteen loans with original mortgage 
balances totaling more than $3.5 million that were not self-reported and had not yet been indemnified.  
In addition, we identified 1,735 other loans with original mortgage amounts totaling more than $497 
million that were reviewed by loanDepot and contained material findings that may not have been 
adequately mitigated or required self-reporting to HUD.  

Conclusion 
loanDepot’s QC program did not fully achieve its intended purposes, which include, among other things, 
protecting HUD and itself from unacceptable risk, guarding against fraud, and facilitating timely and 
appropriate corrective action.  These issues occurred because loanDepot had insufficient controls over its 
QC program, including that its QC plan and policies did not always cover HUD requirements.  If loanDepot 
updates its QC plan and related procedures, and provides training to its staff and management, it will help 
ensure that its QC program complies with requirements and better achieves its intended purposes going 
forward.  

Recommendations 
We recommend that the Deputy Assistant Secretary for Single Family Housing require loanDepot to 

1A.  Update its QC plan and related processes and procedures to align with requirements for 
loan selection, including maintaining data and documentation showing how sample sizes and 
loan selections were determined. 

1B.  Update its QC plan and related processes and procedures to align with requirements for 
(1) loan file reviews, (2) assessment of findings, (3) mitigation of findings, and (4) reporting 
findings to HUD when required.   



 

 
Office of Audit | Office of Inspector General  Page | 8 

1C.  Provide annual training to its staff and management on HUD requirements for lender QC 
programs and provide proof of training to HUD. 

1D.  Conduct up to 1,190 additional post-closing QC reviews to meet sample size and 
composition requirements and submit the results to HUD, including all findings of fraud or 
material misrepresentation, along with any other material findings that it is unable to mitigate.  
If required, loanDepot should execute indemnification agreements or reimburse claims paid to 
help protect the FHA insurance fund from unacceptable risk. 

1E.  Review the 32 EPD loans not previously selected for review and submit the results to HUD, 
including all findings of fraud or material misrepresentation, along with any other material 
findings that it is unable to mitigate.18  If required, loanDepot should execute indemnification 
agreements or reimburse claims paid to help protect the FHA insurance fund from 
unacceptable risk. 

1F.  Evaluate its QC files for the 1,579 loans in which it identified material findings to confirm 
whether it self-reported to HUD all findings of fraud or material misrepresentation, along with 
any other material findings that its records did not show have been acceptably mitigated.19  If 
required, loanDepot should execute indemnification agreements or reimburse claims paid to 
help protect the FHA insurance fund from unacceptable risk. 

1G.  Provide indemnification agreements or documentation to support the 14 loans in which it 
identified material findings that it did not acceptably mitigate or self-report to HUD.  
Implementation of this recommendation will protect the FHA insurance fund from an 
estimated loss of $1,136,089.20 

 

  

 
18  While we identified 37 EPD loans that loanDepot did not review during our audit period as required, we 

reduced this figure to 32 to account for those loans that were terminated without a claim, such as when a loan 
is paid in full. 

19  While we identified 1,735 loans in which loanDepot had identified material findings and might need to self-
report them, we reduced this figure to 1,579 to account for those loans that were terminated without a claim, 
such as when a loan is paid in full. 

20   This amount was based on the most recent unpaid balances of the loans, which totaled more than $3,341,441 , 
and FHA’s average loss experience of about 34 percent. 
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Scope and Methodology 
We performed our audit work between February 2023 and April 2024.  We did not conduct onsite 
fieldwork for this audit.  Our audit covered the period October 2020 through September 2022 and was 
expanded to include loan statuses as of November 2024.   

To accomplish our objective, we 

 reviewed relevant requirements, including handbooks, and mortgagee letters;  
 reviewed the lender’s QC plan and related policies, procedures, and other relevant 

documentation to obtain sufficient background information on the program and lender; 
 reviewed monthly QC summary reports from the lender covering the 2-year audit period; 
 reviewed the lender’s QC data for pre-closing, post-closing, and EPD reviews;                
 compared the lender’s QC data and data from HUD’s Single Family Data Warehouse (SFDW) to 

determine whether the lender reviewed the correct quantity of loans; whether the reviews were 
performed in a timely manner; and whether the lender obtained new credit reports, 
reverifications, and appraisal field reviews for the correct quantity of loans each month;  

 compared the lender’s QC data and data from HUD’s Loan Review System (LRS) to identify loans 
in which the lender could have missed material deficiencies during its QC reviews, failed to 
properly categorize or correct deficiencies identified, or failed to self-report the loans to HUD;  

 reviewed loan data from Neighborhood Watch;  
 interviewed key lender officials to obtain an understanding of its operations, data, and 

documentation and to discuss potential issues identified during the audit.  

For the period October 2020 through September 2022, loanDepot performed QC reviews on 6,100 loans.  
We selected a targeted sample of 20 loans based on various factors, such as whether the loans were 
currently or previously in default, especially those 3 months or more delinquent or in foreclosure; the 
default reason listed in HUD’s SFDW system; when the loans closed; and the highest lender finding level.  
For each of the 20 loans, we reviewed the lender’s QC and loan files to determine whether loanDepot 
looked at all required QC elements, missed any significant deficiencies, reasonably categorized 
deficiencies identified, mitigated deficiencies, took appropriate corrective action, self-reported loans to 
HUD if required, and completed its review and followup in a timely manner.  When considering whether 
deficiencies identified or missed by loanDepot would have affected loan approval and insurance eligibility, 
we considered information in FHA’s Defect Taxonomy.  Our results were limited to the loans in our 
sample and cannot be projected to the universe.              

Of the 6,100 loans that loanDepot originated or underwrote and for which it conducted QC reviews, HUD 
had reviewed 538 loans as of May 2023.  We identified 68 loans in which HUD found indemnifiable 
deficiencies despite the lender’s not having self-reported the loans.  We performed limited scope reviews 
of the 68 loans to confirm whether the lender found the deficiencies identified by HUD, how it 
categorized and corrected the findings, and whether it self-reported the loans to HUD.   

We relied on computer-processed data provided by loanDepot as well as data contained in HUD’s 
Neighborhood Watch system, SFDW, and LRS.  We assessed the reliability of the computer-processed 
data and determined that the data were sufficiently reliable to achieve our audit objective.  We also 
assessed the relevant internal controls to the extent necessary to determine whether they were logical, 
reasonably complete, and likely to deter or detect potential problems or indicators.   
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We conducted the audit in accordance with generally accepted government auditing standards.  Those 
standards require that we plan and perform the audit to obtain sufficient, appropriate evidence to 
provide a reasonable basis for our findings and conclusions based on our audit objective(s).  We believe 
that the evidence obtained provides a reasonable basis for our findings and conclusions based on our 
audit objective. 
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Appendixes 
Appendix A – Schedule of Funds To Be Put to Better Use  
 

Recommendation 
number 

Funds to be put to 
better use 1/ 

1G $1,136,089 

 

1/ Recommendations that funds be put to better use are estimates of amounts that could be 
used more efficiently if an Office of Inspector General (OIG) recommendation is implemented.  These 
amounts include reductions in outlays, deobligation of funds, withdrawal of interest, costs not incurred 
by implementing recommended improvements, avoidance of unnecessary expenditures noted in 
preaward reviews, and any other savings that are specifically identified.  In this case, if HUD implements 
our recommendation, it could avoid potential losses for 14 loans in which loanDepot identified material 
findings that it did not acceptably mitigate or self-report to HUD.  The amount above reflects that upon 
paying a claim on defaulted loans, FHA’s average loss experience is about 34 percent based on statistics 
provided by HUD. 
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Appendix B – Auditee Comments and OIG’s Evaluation 
Ref to OIG Evaluation – Auditee Comments 
 

 

 Comment 1 > 
 

 Comment 2 > 
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Ref to OIG Evaluation – Auditee Comments 
 
  

 

 Comment 2 > 

https://hudoig-my.sharepoint.com/personal/dahlk_hudoig_gov/Documents/Documents/pws%20(2023%20-%2020230520).xls?web=1
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Ref to OIG Evaluation – Auditee Comments 
 

 

 Comment 3 > 

 Comment 4 > 

 Comment 5 > 
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Ref to OIG Evaluation – Auditee Comments 

 

 
 

 Comment 6 > 

 Comment 7 > 

 
 Comment 8 > 

 Comment 9 > 
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Ref to OIG Evaluation – Auditee Comments 

 

 Comment 9 > 

 Comment 11 > 

 Comment 10 > 
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Ref to OIG Evaluation – Auditee Comments 
 

 Comment 11 > 
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OIG Evaluation of Auditee Comments 
Comment 1 loanDepot disagreed with our characterization of its QC program and stated that the 

draft report focuses on one-off human errors, a misunderstanding of its risk rating 
methodology, and prior indemnifications, which do not support OIG’s claim that the 
QC program failed to achieve its purpose.  It also noted that the title of the report 
should include the audit period to show that the findings were specific to the audit 
period.  Although we disagree with loanDepot’s assertion that the issues identified 
did not impact whether its QC program achieved purpose, we addressed the key 
concerns raised in the comments below.  Further, although we did not add the audit 
period to the title page, it was discussed on pages 4 and 9 of the report, and we 
added additional references to the period on pages 3 and 5.  We also commend 
loanDepot’s efforts to begin enhancing its QC program in response to this audit.   

Comment 2 loanDepot questioned our conclusion that it under-sampled when selecting loans for 
post-closing QC reviews and stated that we overstated the company’s historical 
defect rate when estimating the approximate sample size that should have been 
used.  While loanDepot acknowledged that it incorrectly used a flat 5 percent defect 
rate when calculating sample sizes, it disagreed that this practice increased the risk 
to FHA or loanDepot.  It categorizes loans using a four-tiered risk rating 
methodology and explained its belief that its critical risk category is the only 
category that contains material defaults or findings.  We agree that if only the 
historical critical risk default rate were used to calculate samples sizes, loanDepot 
would have oversampled.  However, we believe that the historical default rate for 
both its high and critical risk categories should have been used when calculating 
sample sizes.  As shown in the table below, loanDepot’s definitions for these two 
categories align with HUD’s guidance for material risk.  loanDepot defines high risk 
as loans with findings resulting in a significant eligibility violation that must be 
addressed, mitigated, or cured.  HUD’s guidance explains that material findings 
represent an unacceptable level of risk and must be mitigated or self-reported. 

loanDepot risk level definitions Relevant HUD guidance 

Low risk:  Very minor findings that do not 
affect loan eligibility. 

Low risk:  No issues or minor variances were identified with the origination, underwriting, or 
servicing of the mortgage.   

Moderate risk: Minor to moderate findings 
that should be addressed, but do not affect 
overall eligibility. 

Moderate risk:  The records contained unresolved questions or missing documentation.  Issues 
were identified pertaining to processing, documentation, or decisions made during loan 
administration, but none were material.  Failure to resolve these issues created a moderate risk to 
the mortgagee and FHA. 

High risk:  Findings resulting in a significant 
eligibility violation that must be addressed, 
mitigated, or cured. 

Critical risk:  Fraud, misrepresentation, or 
eligibility violation resulting in an unsalable 
loan. 

Material risk:  The issues identified during the review contained material findings which represent 
an unacceptable level of risk.  In the context of mortgage origination and underwriting, a finding is 
material if disclosure of the finding would have altered the mortgagee’s decision to approve the 
mortgage or to endorse or seek endorsement from FHA for insurance of the mortgage.  In the 
context of servicing, a finding is material if it has an adverse impact on the property and/or FHA. 

Note that HUD’s guidance indicates that the mortgagee must report to FHA all findings of fraud or 
material misrepresentation.  The mortgagee must report to FHA any material findings concerning 
the origination, underwriting, or servicing of a mortgage that the mortgagee is unable to mitigate.   
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 We added a footnote number 5 on page 3 of the report to explain that based on this 
comparison, we considered loans that loanDepot classified as high or critical risk to 
have material findings.  We acknowledge loanDepot’s commitment to updating its 
QC Plan to require consideration of the specific defect rate of recently reviewed 
loans and include more detail about how to stratify loans, it should consider working 
with HUD to help ensure that its methodology for assessing risk aligns with HUD 
requirements. 

Comment 3 We acknowledge loanDepot’s plan to implement an additional procedure related to 
data pulled from Neighborhood Watch to ensure that all EPD loans are selected for 
review.  Further, we updated a figure on page 4 of the report to acknowledge that it 
had only failed to perform approximately 1.5 percent of the required EPD reviews.   

Comment 4 loanDepot explained that 8 of the 37 EPD loans in question have now been paid-in-
full without loss claims against the FHA insurance fund.  Further, it explained that it 
has reviewed the remaining 29 loans and did not identify any material findings.  
While we commend loanDepot’s efforts to review the 29 loans, we disagree that the 
remaining 8 loans were all paid in full without loss claims.  In the loan status data 
used during the audit, 32 loans were still active or had been terminated with a claim 
filed against the insurance fund.  Based on a brief review of data available in 
February 2025, we believe that at least 31 loans are still active or had been 
terminated with a claim against the insurance fund.  During the audit resolution 
process, loanDepot can provide documentation to show how it arrived at the 
number of loans it believes have been paid-in-full without a claim against the 
insurance fund and to support the results of the additional EPD reviews completed.   

Comment 5 loanDepot stated that the draft report’s claim that its selection data could be 
improved mischaracterizes the substance of OIG’s finding and explained that our 
finding conflated several issues.  While loanDepot agreed that the data provided 
earlier in the audit was inaccurate and explained that it has implemented improved 
recordkeeping practices, it insisted that the issues described in the draft report do 
not relate to the accuracy of its selection of loans for review.  While we 
acknowledge loanDepot’s efforts to improve recordkeeping and to change how it 
compiles reports in response to regulatory requests, we disagree that our concerns 
that the absence of quality data could compromise the integrity of its QC program 
were overstated.  For example, as explained in the finding, the post-closing sample 
universe data excluded 206 loans because they were not endorsed at the time of 
sample selection.  This compromised loanDepot’s QC program because by not 
including these loans in its sample universe, the loans did not have a chance to be 
selected for review.   

Comment 6 While loanDepot acknowledged that it indemnified HUD in connection with the 33 
loans, it disagreed that all 33 contained material findings.  For example, upon further 
review, it found that 11 of the 33 loans did not contain material findings warranting 
indemnification.  Since HUD identified findings that it considered material in each of 
these loans, loanDepot’s explanation may indicate that it needs to revisit how it 
assesses the risk of findings.  loanDepot’s comments confirm upon its reexamination 
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of the 33 loans identified, some had material findings, which aligns with our finding 
that loanDepot’s initial reviews sometimes missed material deficiencies.   

Comment 7 loanDepot asserted that our characterization of its QC program disregards a number 
of instances in which its approach was overly protective of FHA rather than creating 
increased risk.  Further, it noted that during the course of this audit, there were 
instances in which it attempted to provide supporting documentation to us and that 
proper follow up did not occur.  Our goal is to present audit results in a fair and 
objective manner.  For example, we acknowledged on page 3 that loanDepot 
completed a sufficient number of pre-closing reviews, and on page 6 that it had 
classified some findings as representing a higher risk than needed.  Throughout the 
audit, we reviewed all requested documentation received.  Although we may not 
agree that some of the documentation provided resolved issues raised, we held 
followup discussions with loanDepot and HUD for clarification when necessary.    

Comment 8  loanDepot disagreed that the draft report supports our conclusion that its risk 
assessments were inadequate.  Specifically, it noted that the two examples cited in 
our draft report demonstrated that it took a conservative approach to its QC 
reviews.  Our review found that loanDepot sometimes classified findings as higher or 
lower than it should have based on the definitions contained in its risk assessment 
methodology.  We added a third example on page 6 to more clearly demonstrate 
this.  During the audit resolution process, loanDepot should consider obtaining 
technical assistance from HUD to help ensure that it more consistently follows HUD 
requirements and its risk assessment methodology.   

Comment 9  loanDepot stated that management was aware of and engaged with all defects 
uncovered during the QC process and received regular updates but agreed that it 
did not adequately document the engagement and the documentation provided to 
OIG did not support that senior management responded to material findings.  
Although we agree that a failure to document does not necessarily increase the risk 
to the FHA fund and acknowledge that loanDepot provided various responses during 
the audit, the data and reports provided did not show that senior management had 
responded to findings when required.  We commend loanDepot’s commitment to 
updating its QC plan and processes to better document management’s 
communications regarding QC findings. 

Comment 10  loanDepot stated that findings it assigned a high risk rating do not constitute 
material defects or require self-reporting to HUD.  However, as explained in 
comment 2 above, we believe that loanDepot’s definition for high risk aligns with 
HUD’s guidance for material risk.  This is supported by loanDepot’s acknowledgment 
that its re-evaluation of defects resulted in it deciding to self-report some loans.  We 
commend loanDepot for its efforts to start re-evaluating defects to determine 
whether loans should have been self-reported.  As part of the audit resolution 
process for recommendation 1B, loanDepot should consider working with HUD to 
help ensure that its methodology for assessing risk and reporting loans aligns with 
HUD requirements.   
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Comment 11 We commend loanDepot for the actions it is taking to begin implementing 
recommendations 1A, 1B, 1C, 1E, 1F, and 1G.  We will work with loanDepot and 
HUD during the audit resolution process to resolve any outstanding items related to 
these recommendations and close them.  We acknowledge that loanDepot 
disagrees with recommendation 1D.  During the audit resolution process, it can 
work with HUD to finalize the number of additional post-closing reviews needed, 
which should include consideration of the historical default rate for both its high and 
critical risk categories, as discussed in comment 2.  
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Appendix C – Summary of Significant Issues Identified 

The table below summarizes the significant issues identified in key areas of loanDepot’s QC program. 

Key area Issue identified 

Loan selection 

Pre-closing reviews 

Post-closing reviews X 

EPD reviews X 

Selection data X 

Loan reviews 

Timeliness of reviews 

Document review and reverification 

Identification of material deficiencies X 

Loan review findings 
Assessment of risk X 

Mitigation and reporting of findings X 






	2025-NY-1002
	2025-NY-1002
	loanDepot 2025-NY-1002 April 3 2025 Response_Scan2

	loanDepot 2025-NY-1002 April 3 2025 Response_Scan2



