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1. This Transmits:

1. Handbook 4000.1, FHA Single Family Housing Policy Handbook.

2. Previously published updates to Handbook 4000.1, FHA Single Family Housing Policy
Handbook.

2. Explanation of Materials Transmitted:

This revision to the FHA Single Family Housing Policy Handbook, or Handbook 4000.1
(Handbook), is being published to update existing sections.

Below is a list of content updates being made to the Handbook:

Handbook Section Handbook Changes Page Number(s)

Section I — Doing Business with FHA

I.A.6.].1 Use of Contractors — Updated guidance to include 53
Permissible Use the use of Third Party
Verification (TPV) vendors for
occupancy verification.

I.B.1.e.i Post-approval Updated to clarify FHA’s 80
Requirements — Compliance with | existing requirements for
Law Appraisers and Mortgagees

regarding compliance with fair
housing laws, per ML 2021-27.




Handbook Section Handbook Changes Page Number(s)
[.B.4.b.iii(A)(2)(b)(ii) Board of Updated language for clarity 94
Directors Information; and added a hyperlink.

[.B.4.b.iii(A)(3)(b) Principal

Management and Staff Members —

Required Documentation

1.B.4.b.11i(A)(6) General Relocated program specific 96, 102, 104

Application Requirements —
Articles of Organization and
Bylaws;

[.B.4.b.11i(B)(1)(c) Program
Specific Eligibility Requirements
— HUD Homes — Atrticles of
Organization and Bylaws;
1.B.4.b.11i(B)(2)(b) Program
Specific Eligibility Requirements
— FHA Mortgagor — Articles of

requirements to general
requirements in 1.B.4.b.i1i(A)(6)
and renumbered subsequent
sections.

Orianization and Bilaws

Section II — Origination Through Post-Closing /Endorsement

II.A.1.a.1(A)(1)(b)(i1) Appraisal Revised and simplified 123
Update language to emphasize

appraisal update options for

Mortgagees.
II.A.1.a.1(A)(2) Handling of Revised to clarify requirements 123-124
Documents for the owner of the

electronically transmitted data.
IL.A.1.a.i(A)(2)(b) Information Removed language to simplify 124
Obtained via Internet document review protocols.
II.A.1.a.i(A)(4)(a) Policy on Use Added language to update the 125
of Electronic Signatures — definition for electronic
Definition signatures.
II.A.1.a.iii(A) Application Incorporated the requirements 136
Document Processing — from ML 2019-13 and added a
Mortgagee Responsibilities hyperlink to the Single-Unit

Approval section to define the

case number assignment

protocols.
II.A.1.a.1ii(B)(6) Ordering Clarified appropriate type of 140

Appraisals

case number for appraisal
practices and updated
prohibited practices for
consistency with fair housing
requirements.




Handbook Section Handbook Changes Page Number(s)
II.A.1.a.1ii(B)(7)(a) Appraisal Added language to align the 143
Effective Date — Standard text with the Appraisal Logging

User Certification process in
FHAC.
II.A.1.2a.1ii(B)(10) Ordering an Added clarifying language to 145
Update to an Appraisal address appraisal updates to
address exterior inspections.
II.A.2.a.11(B) Nationwide Updated nationwide mortgage 173-174
Mortgage Limits — Low-cost Area; | limits, per ML 2021-28.
II.A.2.a.11(C) Nationwide
Mortgage Limits — High-cost
Area;
II.A.2.a.ii(D) Nationwide
Mortgage Limits — Special
Exceptions for Alaska, Hawaii,
Guam, and the Virgin Islands
I1.A.3.2.1i(C) Access to Property Added clarifying language for 181
the joint maintenance
agreement.
II.A.3.a.11(P)(2) Individual Corrected a technical error and 189
Residential Water Purification updated the description of the
Systems — Standard maintenance plan requirements
for water purification systems.
II.A.3.a.v Property Acceptability Updated to clarify FHA’s 194
Criteria — Quality of Appraisal requirements for Appraisers and
Mortgagees regarding
compliance with fair housing
laws, per ML 2021-27.
I.A.4.d.11i(F)(3) Gifts (Personal Revised language to provide 252-253, 330
and Equity) (TOTAL) — Required | more precise guidance on the
Documentation; loaning of funds to a gift donor
II.A.5.c.11i(F)(3) Gifts (Personal by the Mortgagee.
and Equity) (Manual) — Required
Documentation
II.A.4.d.11i(J)(1)(c) Secondary Inserted requirements from ML 259, 336

Financing Provided by
Governmental Entities and HOPE
Grantees (TOTAL) — Required
Documentation,;
II.A.5.c.1ii(J)(1)(c) Secondary
Financing Provided by
Governmental Entities and HOPE
Grantees (Manual) — Required
Documentation

2012-24 to provide acceptable
sources of proof of Section 115
status.




Handbook Section Handbook Changes Page Number(s)
II.A.8.d.v(A)(1)(a) Cash-Out Clarified permissible owner 436
Refinances — Occupancy occupancy requirements for
Requirements — Standard cash-out refinance transactions.
II.A.8.d.vi(A)(2)(b)(1) Calculating | Clarified compliance 441, 444, 452
Maximum Mortgage Amount — requirements for excess cash
Standard — Excess Cash Back; back policies.

I1.A.8.d.vi(B)(3)(c) Calculating
Maximum Mortgage Amount for
Simple Refinance Transactions —
Excess Cash Back;
I1.A.8.d.vi(C)(4)(j)(1) Maximum
Mortgage Calculation for
Streamline Refinances — Standard
— Excess Cash Back
I1.A.8.d.vi(C)(2)(a)(ii) Streamline | Updated guidance to include 446
Refinances — Occupancy the use of Third Party
Requirements — Required Verification (TPV) vendors for
Documentation occupancy verification for
streamline refinances.
II.A.8.e Programs and Products — | Deleted the contents of the 455
Refinance of Borrowers in expired Refinance of Borrowers
Negative Equity Positions in Negative Equity Positions
Program (Short Refi) [EXPIRED] | Program (Short Refi) section
and reserved the section for
future use.
II.A.8.1.iv Required Provided simplified instructions 468
Documentation for New for Termite Treatment
Construction Financing Exception Areas.
IL.A.8.p.1i(F)(4)(b)(1) Updated language to be 503
Condominiums — Exception to consistent with the Common
FHA Insurance Requirements — Interest Housing Development
Standard — Manufactured Housing | section.
Condominium Project
II.A.8.p.11i(D)(2) Single-Unit Incorporated the requirements 508
Approval Case Number from ML 2019-13 regarding
Assignment Single-Unit Approval Case
Number Assignment as a new
section with a link to form
HUD-9991.
II.A.9.b.i1 Consultant Duties — Clarified language on 522

Consultant Inspection

Consultant requirements to
conduct an on-site property
inspection.




Eligibility — Definition

consistency within the

Handbook Section Handbook Changes Page Number(s)
I1.C.2.c.vii(E)(1)(a) Exception for | Revised and simplified 548
FHA Insurance Requirements — language for consistency with
Standard — Manufactured Housing | related sections.

Condominium Project
I1.D.2 General Appraiser Updated to include and clarify 566-567
Requirements guidance specific to
Nondiscrimination Policy and
compliance with FHA
guidelines and Appraiser
Conduct, per ML 2021-27.
ILLE.2.a.i(A)(1) Borrower Updated definitions for 642, 755

I1.E.3.a.i Direct Loans - Definition | Handbook and Glossai.

Section III — Servicing and Loss Mitigation

Review Process — Review
Requirements — 90-Day Review;
MI.A.2.1.vii(A) Loss Mitigation
Review Process — Loss Mitigation
Agreements — Standard

exclude certain co-Borrowers
from the loss mitigation review
requirements to comply with
state, local, and federal
servicing laws.

I.A.1.k.1i(F) Artificial Principal Deleted a section and 935
Payment Reduction subsequent sections were
renumbered automatically.
M1.A.2.h.ii(D) Error Reports and Updated effective date per ML 947,951
Correction; 2021-31.
II.A.2.h.vii Reporting the
Delinquency to HUD
I1.A.2.1.11(A) Loss Mitigation Clarified the Mortgagee must 960, 963

II.A.2.j.1i HUD’s Loss Mitigation
Program — Definitions;
I1.A.2.k.v(A) Loss Mitigation
Home Retention Options — FHA-
HAMP — Definitions;

MI.A.2 k.v(C) Loss Mitigation
Home Retention Options — FHA-
HAMP Options

Added “FHA-HAMP”
variations to distinguish the
FHA-HAMP Option from all
other loss mitigation options.

966, 978, 979-981

Options — FHA-HAMP Standalone
Partial Claim

amounts that may be included
in an FHA-HAMP Standalone
Partial Claim.

I1.A.2.k.v(A) Loss Mitigation Updated the definition of a 978
Home Retention Options — FHA- Partial Claim.

HAMP — Definitions

MI.A.2 k.v(C)(2) FHA-HAMP Updated language to clarify the 980




Handbook Section

Handbook Changes

Page Number(s)

II.A.2 k.v(F) Loss Mitigation
Home Retention Options — FHA-
HAMP — Partial Claim Provisions;
I1.A.2.k.v(H) Loss Mitigation
Home Retention Options — FHA-
HAMP — Loan Documents;
II.A.3.g.vi HOPE for Homeowners
— Default and Loss Mitigation

Deleted “FHA-HAMP” to not
distinguish the FHA-HAMP
Option from all other loss
mitigation options policy
requirements.

983, 987-990, 1123

MI.A.2 k.v(H)(4) Execution of Clarified the execution 988
Partial Claim Documents after Trial | requirements when a Trial
Payment Plan Payment Plan (TPP) is required.
II1.A.2.k.vi(B) Non-incentivized Updated the non-incentivized 993
Loan Modifications — Standard reporting requirements to

include the COVID-19

Advance Loan Modification

and COVID-19 Recovery

Modification.
III.A.2.n.iv(E) Loss Mitigation for | Aligned the language for 1023
Borrowers in PDMDAs — Disaster | calculating the maximum
Standalone Partial Claim available Partial Claim for

consistency with related

sections, and updated language

to clarify the amounts that may

be included in a Disaster

Standalone Partial Claim.
I1.A.2.0.111(C)(1)(b) COVID-19 Updated language to clarify the 1032
Recovery Standalone Partial Claim | amounts that may be included
— Terms in a COVID-19 Standalone

Partial Claim.
MI.A.2.0.iii(C)(2) COVID-19 Added “COVID-19 Recovery” 1034-1037
Recovery Modification to distinguish the COVID-19

Recovery Option from all other

loss mitigation options. Added

a 40-year loan modification and

provided an exemption for

Mortgages backed by mortgage

revenue bonds, per ML 2022-

07.
II.A.2.0.v Extension of First Legal | Updated language to clarify the 1043-1044

Deadline Date

extension of deadlines for the
first legal action and
Reasonable Diligence Time
Frame for a COVID-19
Forbearance, per ML 2022-02.




Default Reporting Requirements
for CWCOT

Sectio

Reporting Requirements for
CWCOT per ML 2022-08, and
renumbered subsequent
sections.

n IV — Claims and Disposition

Handbook Section Handbook Changes Page Number(s)
I1.A.2.t.i(E) Curtailment of Updated language in the 1056
Claims and Unreasonable Property | heading title and section, and
Preservation and Protection deleted language regarding
Payments property expenses, per ML

2022-06.
I1.A.2.t.1i(F)(2)(b) Allowable Updated to clarify reimbursable 1065
Bankruptcy Attorney Fees bankruptcy attorney fees are

based on the Fannie Mae

Exhibit in effect as of the date

bankruptcy is filed by the

Borrower.
[1.A.2.t.ii(H) CWCOT Post- Updated language to establish 1067-1069
Foreclosure Sales Efforts an exclusive Post-Foreclosure

Sales period for specified

buyers and extend time frames

as part of FHA’s CWCOT

process, per ML 2022-08, and

renumbered subsequent

sections.
I1.A.2.t.1i(I) Single Family Added Single Family Default 1069-1070

Pre-Foreclosure Sales — Appraisal
and Title Search

customary costs that may be
claimed to include a Broker’s
Price Opinion (BPO) or
Automated Valuation Model
(AVM).

IV.A.2.a.ii(D) Claim Type 01 — Added Definitions section and 1252-1255
Conveyances — Computation of details about reasonable
Claim Amount — Property payments for property
Preservation and Protection Costs | Preservation and Protection
costs, per ML 2022-06.
Clarified timing of
reimbursement of P&P
expenses.
IV.A.2.d.iv Submission of Claim | Updated the claim requirements 1280
Form Parts to HUD for CWCOT for CWCOT, per ML 2022-08.
IV.A.2.e.1i(A)(6) Claim Type 07 — | Updated the reasonable and 1282




Handbook Section Handbook Changes Page Number(s)

IV.A.2.i Claim Type 33 — Disaster | Deleted “Natural” from the 1284
Standalone Partial Claim claim type title for consistency
with related sections and

updated language to align with

policy.
IV.A.2.j Claim Type 33 — National | Clarified the fees and costs that 1285
Emergency Standalone Partial may be included when filing a
Claim claim for a National Emergency

Partial Claim.
IV.B.2.f.v Sales Timeline — Expanded the exclusive listing 1309-1310, 1310
Exclusive Listing Period, period from 15 Days to 30
IV.B.2.f.vi Sales Timeline — Days, per ML 2022-01.

Extended Listini Period

Section V — Quality Control, Oversight and Compliance

N/A N/A N/A
Appendix
Appendix 4.0 - FHA-Home Added “FHA-HAMP” to 1436-1438
Affordable Modification Program distinguish the FHA-HAMP
(FHA-HAMP) Calculations Option calculations from all
(Applies to Servicing Only) other loss mitigation options.

Aligned the language for
calculating the maximum
available Partial Claim for
consistency with related
sections, and updated language
to clarify the amounts that may
be included in an FHA-HAMP
Standalone Partial Claim.

Glossary
Glossary Identified terms relevant only to Throughout Glossary
Title I transactions.
Throughout Document
Various technical edits including
hyperlinks, punctuation,
formatting, grammar, spelling,
and capitalization.

3. Implementation:

Handbook changes identified in Section 2 of this Transmittal incorporated to reflect a Mortgagee



Letter are effective as previously announced in the corresponding Mortgagee Letter. Changes
identified in Section II.A of Handbook 4000.1 may be implemented immediately but must be
implemented for Mortgages with case numbers assigned on or after September 26, 2022. All
other changes may be implemented immediately but must be implemented no later than
September 26, 2022.

4. Public Feedback:

HUD welcomes feedback from interested parties for a period of 30 calendar days from the date
of issuance. To provide feedback on this policy document, please send any feedback to the FHA
Resource Center at answers@hud.gov. HUD will consider the feedback in determining the need
for future updates.

5. Superseded Policy:

Previous versions of Handbook 4000.1 are amended as described in this Transmittal. All previously
superseded or canceled Mortgagee Letters, Housing Notices, and/or Handbooks remain canceled or
superseded, except for items notated by * below. All superseded or canceled policy documents will
continue to be available for informational purposes only on HUD’s website. Policy documents that
have been superseded in full by the Handbook can always be found on HUD’s Client Information
Policy Systems (HUDCLIPS) web pages, accessible from the Single Family Housing Superseded
Policy Documents page at

http://portal.hud.gov/hudportal/ HUD?src=/program_offices/administration/hudclips/sthsuperseded.

Mortgagee Letter(s) Superseded in Whole ML Number
Expanding Affordable Housing Supply Through FHA’s Claims Without 2022-08
Conveyance of Title (CWCQOT) Process
Update to the COVID-19 Recovery Loss Mitigation Options 2022-07
Establishing the Claims Standard for Reasonable Payments for Property 2022-06
Preservation and Protection Costs
Technical Update to the Extension of the Deadlines for the First Legal 2022-02
Action and Reasonable Diligence Time Frame
Expansion of the Exclusive Listing Period for HUD Real Estate Owned 2022-01
Properties
Update to FHA Catalyst Transition for Single Family Default Monitoring 2021-31
System (SFDMS) Reporting Module
Delay of Effective Date of Mortgage Letter 2021-21, FHA Catalyst: Single 2021-30
Family Default Monitoring System (SFDMS) Reporting Module, and
associated changes to the Single Family Default Monitoring System
(SFDMS) Reporting Codes and Reporting Data Elements
2022 Nationwide Forward Mortgage Limits 2021-28
Appraisal Fair Housing Compliance and Updated General Appraiser 2021-27
Requirements



mailto:answers@hud.gov
http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/sfhsuperseded

Mortgagee Letter(s) Superseded in Whole ML Number

Secondary Financing Eligibility Requirements for Internal Revenue Code 2012-24
(IRC) Section 115 Entities

Mortgagee Letter(s) Superseded in Part ML Number
The following Mortgagee Letters remain effective only for Home Equity Conversion Mortgages
Single-Unit Approval Process — Obtaining FHA Case Numbers for Single- 2019-13
Unit Approval Originations
Single Family Foreclosure Policy and Procedural Changes for HUD Title 11 2016-03
Forward Mortgages and Reverse Mortgages
Update of Preservation and Protection (P&P) Requirements and Cost 2016-02

Reimbursement Procedures for Title II Forward Mortgages and Home
Equity Conversion Mortgages (HECMs)

6. Paperwork Reduction Act:

The information collection requirements contained in this document have been approved by the
Office of Management and Budget (OMB) under the Paperwork Reduction Act of 1995 (44 U.S.C.
3501-3520) and assigned OMB control numbers 2502-0005; 2502-0059; 2502-0117; 2502-0189;
2502-0302; 2502-0306; 2502-0322; 2502-0358; 2502-0404; 2502-0414; 2502-0429; 2502-0494;
2502-0496; 2502-0525; 2502-0527; 2502-0538; 2502-0540; 2502-0556; 2502-0561; 2502-0566;
2502-0570; 2502-0583; 2502-0584; 2502-0589; 2502-0595; 2502-0600; and 2502-0610. In
accordance with the Paperwork Reduction Act, HUD may not conduct or sponsor, and a person is
not required to respond to, a collection of information unless the collection displays a currently valid
OMB control number

Julia R. Gordon
Assistant Secretary for Housing
FHA Commissioner
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USER QUICK GUIDE

Below are some helpful tips for using HUD Handbook 4000.1, FHA Single Family Housing
Policy Handbook (Handbook 4000.1):

1. Handbook 4000.1 is organized in the sequence of a life cycle of a mortgage.

2. Effective dates are shown at the end of heading titles, at the 4™ level (e.g., .A.1.a) in

parentheses.

Yellow highlighted text indicates the most recent updates to Handbook 4000.1.

4. Capitalization of words in Handbook 4000.1 generally denotes terms that are defined in
the Glossary.

5. Hyperlinks are included in Handbook 4000.1 for easy navigation to a referenced section.
Hyperlinks are indicated by blue, underlined text. Users can jump to the hyperlinked
reference by clicking on the text. To navigate back to the hyperlink last used, click
ALT+<.

6. Use Ctrl+F to search on words or phrases.

(98]
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DOING BUSINESS WITH FHA
. FHA Lenders and Mortgagees (09/20/2021)
Types of Program Approvals

S

I. DOING BUSINESS WITH FHA
A. FHA LENDERS AND MORTGAGEES (09/20/2021)

The Doing Business with FHA section in this FHA Single Family Housing Policy Handbook
(Handbook 4000.1) covers Federal Housing Administration (FHA) approval and eligibility
requirements for both Title I Lenders and Title I Mortgagees, as well as other FHA program
participants. The term “Mortgagee” is used throughout for all types of FHA approval (both Title
II Mortgagees and Title I Lenders) and the term “Mortgage” is used for all products (both Title II
Mortgages and Title I Loans), unless otherwise specified.

A Mortgagee must fully comply with all of the following approval and eligibility requirements in
order to be approved by FHA to participate in the origination, underwriting, closing,
endorsement, servicing, purchasing, holding, or selling of FHA-insured Title I Loans or Title II
Mortgages at the time of approval and at all times after approval.

The requirements outlined below in subsections 1 through 9 apply to both Single Family (one-to
four-units) and Multifamily Mortgagees. If there are any exceptions or program-specific
requirements that differ from those set forth below, the exceptions or alternative program
requirements are explicitly stated or hyperlinked to the appropriate guidance. Terms and
acronyms used in this Handbook 4000.1 have their meanings defined in the Glossary and
Acronyms and in the specific section of Handbook 4000.1 in which the definitions are located.

1. Types of Program Approvals

FHA approves Mortgagees separately for participation in the Title I and Title II programs. FHA
approval is conveyed to a specific legal Entity and cannot be shared with or extended to other
Entities, such as a parent or subsidiary, or any Affiliates of the Mortgagee.

a. Title I (05/09/2022)
i. Definition

A Title I Lender is a Lender that (a) holds a valid Title I Contract of Insurance and is
approved by FHA to participate in the Title I program under the National Housing Act
(12 U.S.C. § 1703 et seq.), or (b) is under suspension or holds a Title I Contract of
Insurance that has been terminated or suspended but remains responsible for servicing or
selling the Title I Loans that it holds and is authorized to file insurance claims on such
Title I Loans.

Title I Contract of Insurance is the term applied to a Title I Lender’s authority to
originate, underwrite, and insure Title I Loans. FHA’s approval as a Title I Lender
constitutes the Title I Contract of Insurance between the Title I Lender and HUD.
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
2. Types of Approved Mortgagees

ii. Standard

A Title I Lender may be approved to originate, underwrite, close, endorse, service,
purchase, hold, or sell Loans under the Property Improvement program and/or the
Manufactured Housing program. Unless otherwise specified, Title I Lenders must meet
the same approval requirements and follow the same procedures as Title Il Mortgagees.

The FHA Lender ID assigned to the Title I Lender by HUD at approval is used to identify
the Title I Contract of Insurance in all insurance transactions. The Title I Lender’s
responsibility under the Title I Contract of Insurance will remain in force for all Title I
Loans originated under the Title I Contract of Insurance for the entire term of the Title |
Loans.

A lender whose Contract is terminated may continue to be approved as a Title I Lender,
and it continues to be insured with respect to the Title I Loans it holds at the time of
termination, but it cannot otherwise exercise the rights of an approved lender. The Title I
Lender may no longer originate new Title I Loans but will remain responsible to perform
all duties for Title I Loans held in accordance with the Title I Lender’s Contract of
Insurance with HUD. This includes servicing and paying premium charges when due.
Claims may be filed for Title I Loans that were insured under the Contract of Insurance.

b. Title II (09/14/2015)
i. Definition

A Title IT Mortgagee is a Mortgagee that has been approved to participate in Title II
and/or Title XI programs under the National Housing Act (12 U.S.C. § 1707 et seq. and
12 U.S.C. § 1749aaa et seq.).

ii. Standard

A Title IT Mortgagee may be approved to originate, underwrite, close, endorse, service,
purchase, hold, or sell FHA Single Family insured Mortgages or multifamily Mortgages.

2. Types of Approved Mortgagees

FHA approves Mortgagees as one of the following four types: Supervised, Nonsupervised,
Government, or Investing.

a. Supervised Mortgagee (03/14/2016)
i. Definitions
(A) Supervised Mortgagee

A Supervised Mortgagee is a financial institution that is a member of the Federal
Reserve System (FRS) or whose accounts are insured by the Federal Deposit
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
2. Types of Approved Mortgagees

Insurance Corporation (FDIC) or the National Credit Union Administration (NCUA)
(collectively, “Federal Banking Agencies”).

(B) Large Supervised Mortgagee

A Large Supervised Mortgagee is a Supervised Mortgagee that has consolidated
assets greater than or equal to the threshold for audited financial reporting established
by the Federal Banking Agency with oversight of the Mortgagee. Thresholds are
codified at 12 CFR §§ 363.1(a), 562.4(b)(2) and 715.4(c), and are subject to change.

(C) Small Supervised Mortgagee

A Small Supervised Mortgagee is a Supervised Mortgagee that has consolidated
assets below the threshold for audited financial reporting established by the Federal
Banking Agency with oversight of the Mortgagee. Thresholds are codified at 12 CFR
§§ 363.1(a), 562.4(b)(2), and 715.4(c), and are subject to change.

ii. Standard
A Supervised Mortgagee must meet the general approval requirements set forth below.
iii. Activities Authorized

A Supervised Mortgagee may originate, underwrite, close, endorse, service, purchase,
hold, or sell FHA-insured Mortgages.

b. Nonsupervised Mortgagee (03/14/2016)
i. Definition

A Nonsupervised Mortgagee is a lending institution that has as its principal activity the
lending or investing of funds in real estate Mortgages, consumer installment notes or
similar advances of credit, the purchase of consumer installment contracts, or from a
directly related field. A directly related field is something directly related to the lending
or investing of funds in real estate Mortgages, not simply actions relating to real estate in
general.

ii. Standard

A Nonsupervised Mortgagee must meet the general approval requirements set forth
below and:
e meet FHA’s principal activity requirement by deriving at least 50 percent of its

gross revenue from:

o its activities in lending or investing of funds in real estate Mortgages;

o consumer installment notes or similar advances of credit;

o the purchase of consumer installment contracts; or

o adirectly related field;
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DOING BUSINESS WITH FHA

A. FHA Lenders and Mortgagees (09/20/2021)

2.

Types of Approved Mortgagees

e have an acceptable business form;
e demonstrate creditworthiness; and
e have an acceptable funding program.

iii. Activities Authorized

A Nonsupervised Mortgagee may originate, underwrite, close, endorse, service, purchase,
hold, or sell FHA-insured Mortgages.

Government Mortgagee (09/14/2015)
i. Definition

A Government Mortgagee is a federal, state, or municipal governmental agency, a
Federal Reserve Bank, a Federal Home Loan Bank, the Federal Home Loan Mortgage
Corporation (FHLMC, or Freddie Mac), or the Federal National Mortgage Association
(FNMA, or Fannie Mae).

ii. Standard
A Government Mortgagee must meet the general approval requirements set forth below.
iii. Activities Authorized

A Government Mortgagee may originate, underwrite, close, endorse, service, purchase,
hold, or sell FHA-insured Mortgages.

. Investing Mortgagee (03/14/2016)

i. Definition
An Investing Mortgagee is an organization that invests funds under its own control.
ii. Standard

An Investing Mortgagee must meet the general approval requirements set forth below
and:
e have staff capable of managing the Mortgagee’s activities relating to its FHA-
insured Mortgages;
e have an acceptable business form;
e demonstrate creditworthiness; and
e have an acceptable funding program.
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
3. Application and Eligibility Requirements for Approval

iii. Activities Authorized

An Investing Mortgagee may purchase, hold, or sell FHA-insured Mortgages. An
Investing Mortgagee may only service FHA-insured Mortgages if it receives prior

approval.

iv. Activities Not Authorized

An Investing Mortgagee may not originate, underwrite, or close FHA-insured Mortgages
in its own name or submit applications for FHA mortgage insurance.

3. Application and Eligibility Requirements for Approval

a. Title I and Title II Program Applications (09/14/2015)

An applicant for FHA approval may apply for Title I and Title II approval separately or in
the same application.

b. Online Application (09/14/2015)

An applicant seeking FHA approval must submit an online application containing all
information and documentation required to demonstrate eligibility for approval as provided
in this section. Applicants must ensure that all information contained in and documentation
submitted with the application is true, complete, and up to date as of the date of submission
of the application.

i. Application Information

(A)Standard

The applicant must provide the following information as part of a completed
application for FHA approval:

general information (such as the applicant name, date the applicant was
established, Taxpayer Identification Number (TIN), Nationwide Mortgage
Licensing System and Registry Unique Identifier (NMLS ID), etc.);

contact information (the primary contact information for all inquiries related
to the application);

addresses (the geographic and mailing addresses for the applicant’s home
office);

Mortgagee type (the type of FHA Mortgagee approval being sought:
Supervised, Nonsupervised, Government, or Investing);

Mortgagee function (the functions being sought: originate/underwrite, service,
and/or hold);

FHA program participation (the FHA program participation being sought:
Title I, Title IT Single Family, and/or Title IT Multifamily);
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
3. Application and Eligibility Requirements for Approval

e Corporate Officers (the names, titles, and Social Security Numbers (SSN) for
all Corporate Officers who will be directly involved in managing, overseeing,
or conducting FHA business and the designated Officer in Charge); and

e Principal Owners (the names, SSN or TIN, and percent ownership).

(B) Required Documentation

The applicant must submit all of the application information in the online application.

ii. Application Documentation
(A)Standard

The applicant must provide supporting documentation to demonstrate that it is
eligible for FHA approval.

(B) Required Documentation
The applicant must submit all eligibility documentation listed in the table below that

is required for the type of approval being sought. This documentation must be
submitted in the online application.

[5)
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= g o = z 3
S O - o [ 2
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Documents Required for Application | & & 8 & =
=C Z2 9 23 - v§n§
@ = 5= 8 = =23 S S
z SE 3
S S
S5 =
S ¥ . &
S
= 2
Business Formation Documents v v
Commercial Credit Report of Mortgagee v v
Credit Reports of Principal Owners and v v
Corporate Officers
Resumes of Corporate Officers v v v
Resume of Officer in Charge v v v v v
State License or Registration v v v v
Financial Reports v v v v

'Federally regulated refers to an entity that is a member of the FRS or whose accounts are insured by the FDIC or
the NCUA.
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
3. Application and Eligibility Requirements for Approval
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Funding Program v v
Fidelity Bond v v v v v
Errors and Omissions Insurance v v v v v
Quality Control Plan v v v

iii. Certification of Compliance
(A)Standard

As part of its application, the applicant, through a Corporate Officer, must complete a
series of certification statements that address the applicant’s compliance with FHA
requirements.

(B) Required Documentation

The certification statements must be completed in the online application by a
Corporate Officer of the applicant who has been included in the list of Corporate
Officers in the online application.

(C)Unable to Certify

If an applicant is unable to certify to any of the certification statements, the applicant
must submit a detailed explanation in the online application for each certification that
it is unable to complete. The document must:

explain in detail the reason(s) why the applicant is unable to certify;

be on the applicant’s letterhead;

be dated;

be signed by the Corporate Officer who signs the application; and

contain language certifying that, if approved, the applicant will comply with
all FHA requirements.
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DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
Application and Eligibility Requirements for Approval

iv.

(D) FHA Review

FHA will review the applicant’s explanation for being unable to certify and
communicate to the applicant any additional information or documentation needed to
render a final decision regarding the applicant’s ability to complete the application
process.

Application Fee
(A)Standard

The applicant must pay a non-refundable application fee when submitting an
application for approval. Applicants applying for both Title I and Title II approval,
whether simultaneously or separately, will only be assessed a single application fee.

(B) Exception

Applicants applying for approval as Government Mortgagees or applicants organized
as nonprofits are not required to pay an application fee.

(C)Required Documentation

The application fee must be submitted as part of the online application.

c. Eligibility Requirements (05/09/2022)

i.

Business Form
(A)Standard

A Nonsupervised or Investing Mortgagee must be organized in one of the following
acceptable business forms. A sole proprietorship is not an acceptable business form.

(1) Corporation
(a) Definition
A Corporation is an Entity chartered in the United States or its territories.
(b) Standard

The corporation must be organized in accordance with federal and state laws
regarding corporations and must provide for permanent succession.

(¢) Required Documentation

The corporation must submit copies of its articles of incorporation and bylaws
with its application.
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A. FHA Lenders and Mortgagees (09/20/2021)
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(2) Limited Liability Company

(a) Definition

A Limited Liability Company (LLC) is organized under applicable state law
which creates a legal Entity with a combination of the legal and tax attributes
of corporations and partnerships.

(b) Standard

The LLC must:

e consist of two or more members, unless its single member is a
corporation or LLC consisting of two or more persons or members;

e ensure each natural person is of legal age as recognized by the state of
incorporation at the time such natural person becomes a member;

e have a minimum term of existence of 10 years from the date of
application; and

e provide for succession and continuance in the event of the withdrawal
or death of a member.

(¢) Required Documentation

The LLC must submit its Articles of Organization and operating agreement
with its application. The Articles of Organization and operating agreement
must contain language addressing the requirements listed in the FHA LLC
Standard section above.

The application must include the names and TINs of all members.

(3) Series Limited Liability Company

(a) Definition

A Series LLC is a specific type of LLC that is composed of separate
membership interests, which are divided into individual series.

(b) Standard

The Series LLC must comply with all requirements for approval of an LLC.
The Series LLC must be organized in accordance with state law that does not
conflict with FHA requirements.

The Series LLC’s operating agreement must stipulate that:
e o series may participate in FHA programs unless the approved
Mortgagee owns 100 percent of the membership interests in that
series; and
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A. FHA Lenders and Mortgagees (09/20/2021)
3. Application and Eligibility Requirements for Approval

e the approved Mortgagee remains fully liable for the debts, liabilities,
obligations and expenses of any and all series that participate in FHA

programs.
(¢) Required Documentation

The Series LLC must submit its Articles of Organization and operating
agreement with its application.

The application must include the names and TINs of all series participating in

FHA programs and of all members in the series participating in FHA
programs.

(4) Partnership

(a) Definition

A Partnership is a for-profit business operation between two or more Entities

that share ownership and management responsibilities.
(b) Standard

The partnership must:
e be organized in accordance with relevant state law;
e have a term of existence that continues for a minimum term of 10
years from the date of application; and
e Dbe structured to continue to exist even if a partner withdraws.

Each general partner must be a corporation or other chartered institution
consisting of two or more individuals.

The partnership must designate a managing general partner, who:

e has as its principal activity the management of one or more
partnerships, all of which are Mortgagees, lenders, or property
improvement or Manufactured Housing loan lenders; and

e has exclusive authority to deal directly with the Secretary or its
designee on behalf of each partnership.

(¢) Required Documentation

The partnership must submit its partnership agreement. The partnership
agreement must contain language addressing the requirements listed in the
FHA Partnership Standard section above.

The partnership must submit the names and TINs of all general partners as
well as the names and SSNs of all officers and directors of the managing
general partner.
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DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
Application and Eligibility Requirements for Approval

ii.

(5) Nonprofit
(a) Definition

A nonprofit is a charitable organization or corporation, civic league, social
welfare organization, or local employee association organized for purposes
other than profit.

(b) Standard

The nonprofit must be recognized as exempt from taxation by the Internal
Revenue Service (IRS) under Internal Revenue Code (IRC) Section 501(a) as
an entity described in Sections 501(c)(3) and (4).

A nonprofit organized as a corporation, LLC, or partnership must also comply
with all requirements for the applicable business form.

(¢) Required Documentation

The nonprofit must provide a copy of its IRS exemption letter. The nonprofit
must submit all Business Formation Documents required of its business form.

(B) Required Documentation

The Mortgagee must submit its Business Formation Documents in the online
application.

Mortgagee Name
(A) Definitions
(1) Institution Name

The Mortgagee’s Institution Name is the legally registered corporate name
associated with the Mortgagee’s home office.

(2) “Doing Business As” Name

The “Doing Business As” (DBA) name is any registered name or alias that the
Mortgagee has a legal right to use.

(B) Standard

The Mortgagee must use as its institution or DBA name the name shown on its
Business Formation Documents or for which it has received approval from its state of
formation. The Mortgagee is prohibited from using any restricted word in, or as part
of, its institution or DBA name in a manner that would violate the Helping Families
Save Their Homes Act of 2009 (Pub.L. 111-22) or 18 U.S.C. § 709, which places
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A. FHA Lenders and Mortgagees (09/20/2021)
Application and Eligibility Requirements for Approval

iii.

restrictions on “federal,” “government,” or “national” and related words, unless the
Mortgagee is exempt from these statutory prohibitions.

The Mortgagee’s institution name and all DBA names used by a Mortgagee for
conducting FHA business must be registered with FHA. The Mortgagee must use
only those names that are registered with FHA in advertising and promotional
materials related to FHA programs.

(C)Required Documentation

A Nonsupervised or Investing Mortgagee must submit its Business Formation
Documents. A Supervised Mortgagee must submit a copy of the state license or
registration for its home office as verification of its institution name.

The Mortgagee must submit documentation from the state showing it is legally
approved to use its institution name or DBA name, if the name differs from that
shown on its Business Formation Documents.

Office Facilities
(A) Definitions
(1) Home Office

The Mortgagee’s Home Office is the main office from which it manages its FHA
business.

(2) Branch Offices

Branch Offices are all other offices from which a Mortgagee conducts FHA
business.

(B) Standard
(1) Home Office

A Mortgagee must designate a headquarters or “home office” for its FHA
business. A Mortgagee’s home office does not have to be its corporate office.

The Mortgagee’s home office must have a staff of at least two full-time
employees. The Mortgagee may not rely on a shared receptionist to satisfy this
full-time employee requirement.

A Mortgagee’s home office facility must:
e be located in a commercial space that is separate from any other Entity
(except for reception-type entrances or lobbies);
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e be clearly identified, including having a permanently affixed business sign
and other means of identification commonly used by businesses, so that
the general public and other businesses will know, at all times, exactly
which Entity is being represented and is conducting business; and

e display a fair housing poster if the Mortgagee deals with Borrowers and
the general public.

(2) Branch Offices

Mortgagees must also register any branch offices that will conduct FHA business
in accordance with the requirements set forth in the Branch Office requirements.
This includes any branches that will originate, underwrite, and/or service FHA-
insured Mortgages.

The Mortgagee must ensure each registered branch office has at least one full-
time employee. The Mortgagee may not rely on a shared receptionist or
contractors to satisfy this full-time employee requirement.

The Mortgagee must display a fair housing poster in branch offices that deal with
Borrowers and the general public.

(C)Required Documentation

FHA will verify compliance with the office facilities requirements through any onsite
visits. The Mortgagee must maintain an up-to-date list of all offices meeting the
standard.

iv. Ownership and Personnel

The Mortgagee must comply with the following requirements for its ownership and
personnel.

(A)Principal Owners
(1) Definition

A Principal Owner is any individual or Entity meeting the following thresholds or
roles for the applicable business form:
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Business Form Principal Owners
Publicly Traded Corporation 10% or more ownership
Private or Close Corporation 25% or more ownership
Limited Liability Company All Members
Partnerships All Partners

(2) Standard

The Mortgagee must ensure that none of its Principal Owners are suspended,
debarred or otherwise excluded from participation in FHA programs (see

Restricted Participation).

(3) Required Documentation

A Supervised, Nonsupervised, or Investing Mortgagee must identify all Principal
Owners. The Mortgagee must submit this information in the online application.

(B) Personnel Requirements

(1) Corporate Officers

(a) Definitions

(i) Corporate Officers of Nonsupervised and Investing Mortgagees

A Corporate Officer is a natural person who serves as one of the following
positions for a Nonsupervised or Investing Mortgagee:

owner;
President;

Vice President in charge of managing or overseeing any aspect of
the Mortgagee’s FHA business;

Chief Operating Officer (COO);

Chief Financial Officer (CFO);

Director;

Corporate Secretary;

Chief Executive Officer (CEO);

General Counsel;

Chairman of the Board;

General Partner; or

member or manager of an LLC.

(ii) Corporate Officers of Supervised and Government Mortgagees

A Corporate Officer is a natural person who serves as one of the following
positions for a Supervised or Government Mortgagee:
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e President;

e Vice President in charge of managing or overseeing any aspect of
the Mortgagee’s FHA business;

e Chief Operating Officer (COO);

Chief Financial Officer (CFO);

Director;

Corporate Secretary;

Chief Executive Officer (CEO);

General Counsel;

Chairman of the Board;

General Partner; or

specifically designated staff member(s) of a Government

Mortgagee.

(b) Standard

The Mortgagee must ensure that no Corporate Officers are suspended,
debarred or otherwise excluded from participation in FHA programs (see
Restricted Participation).

The Mortgagee must ensure its Corporate Officers only represent a single
Mortgagee, unless the following criteria are met:
o the Entities represented have some or all of the same Corporate
Officers or Principal Owners; and
e there is a clear and effective separation of the Entities, and Borrowers
know at all times exactly which Entity is being represented and with
whom they are conducting business.

(¢) Required Documentation

The Mortgagee must identify all Corporate Officers listed above who will be
directly involved in managing, overseeing, or conducting FHA business. The
Mortgagee must submit all of this information in the online application.

A Nonsupervised, Government, or Investing Mortgagee must submit a current
resume covering the most recent seven-year period for each of these
Corporate Officers.

(2) Officer in Charge

(a) Definition

The Officer in Charge is the Corporate Officer designated to manage and
direct the Mortgagee’s FHA operations.
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(b) Standard

The Mortgagee must designate as the Officer in Charge a full-time Corporate
Officer who is exclusively employed by the Mortgagee and has at least three
years of experience in the specific Mortgagee functions or activities that the
Mortgagee is approved to perform, including:

e originating or servicing Single Family or multifamily Mortgages;

e investing funds in real estate Mortgages; or

e managing other individuals performing these services.

A Corporate Officer’s experience in real estate sales or brokerage does not
qualify.

(i) Exception for Officer in Charge of an Investing Mortgagee
without Servicing Authority

An Officer in Charge of an Investing Mortgagee without servicing
authority is not required to be exclusively employed by the Mortgagee.

(¢) Required Documentation

The Mortgagee must designate the Officer in Charge and submit a current
resume covering the most recent seven-year period detailing the individual’s
relevant experience in the online application.

(3) Employees

(a) Definition

Employees are individuals under the direct supervision and control of the
Mortgagee.

(b) Standard
(i) Eligibility of Employees

The Mortgagee must not employ any individual who will participate in
FHA transactions if the individual is suspended, debarred, under a Limited
Denial of Participation (LDP), or otherwise excluded from participation in
FHA programs (see Restricted Participation).

(if) Compensation

The Mortgagee must not compensate employees who perform
underwriting or Quality Control (QC) activities on a commission basis.
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The Mortgagee must report all employee compensation in accordance with
IRS requirements.

(iii) SAFE Act Compliance

The Mortgagee must ensure that it and its employees comply with the
requirements of the Secure and Fair Enforcement for Mortgage Licensing
Act of 2008 (SAFE Act) (12 U.S.C. § 1501 et seq.), including the
licensing and registration of its employees in the NMLS.

(iv) Dual Employment

The Mortgagee must require its employees to be its employees
exclusively, unless the Mortgagee has determined that the employee’s
other outside employment, including any self-employment, does not create
a prohibited conflict of interest.

(v) Conflicts of Interest

Employees are prohibited from having multiple roles in a single FHA-
insured transaction. Employees are prohibited from having multiple
sources of compensation, either directly or indirectly, from a single FHA-
insured transaction.

(vi) Underwriters

The Mortgagee must ensure that its underwriters are not managed by and
do not report to any individual who performs mortgage origination
activities.

The Mortgagee must ensure that its underwriters:
e meet basic eligibility requirements; and

e perform the underwriting function in a manner consistent with
FHA guidelines.

(vii) HECM Originators

The Mortgagee and any other party that participates in the origination of a
HECM transaction must not participate in, be associated with, or employ
any party that participates in or is associated with any other financial or
insurance activity, unless the Mortgagee demonstrates that it or any other
party maintains firewalls and other safeguards designed to ensure that:
¢ individuals participating in the origination of the HECM must have
no involvement with, or incentive to provide the Borrower with,
any other financial or insurance product; and
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e the Borrower must not be required, directly or indirectly, as a
condition of obtaining a HECM, to purchase any other financial or
insurance product.

(¢) Required Documentation

The Mortgagee must certify that it meets these requirements in the online
application.

v. Creditworthiness
(A) Definitions
(1) Institutional Creditworthiness

A Creditworthy Institution is a Mortgagee with a credit background for the seven-
year period preceding the FHA Mortgagee approval application or the lifespan of
the institution if less than seven years that:
e reflects no delinquent accounts or collections and no legal actions; or
o reflects legal actions that have been adequately resolved, and/or delinquent
accounts or collections that have been adequately resolved or that have an
acceptable explanation.

(2) Individual Creditworthiness

A Creditworthy Individual is a person whose credit background for the seven-year
period preceding the FHA Mortgagee approval application or for the length of the
individual’s credit history if less than seven years:

e reflects no delinquent accounts or collections, and reflects no legal actions
that would impair the individual’s credit, such as a foreclosure action,
judgment, lien, or bankruptcy; or

o reflects legal actions that have been adequately resolved, and/or delinquent
accounts or collections that have been adequately resolved or that have an
acceptable explanation.

(B) Standard

A Nonsupervised or Investing Mortgagee must demonstrate that it is a creditworthy
institution, and that its Principal Owners and Corporate Officers are creditworthy
individuals.

(C)Required Documentation

A Nonsupervised or Investing Mortgagee must submit the following credit reports.
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(1) Report on Mortgagee

A Nonsupervised or Investing Mortgagee must submit a commercial credit report
not more than 90 Days old with its application. The Mortgagee must provide
written explanations for all negative items disclosed on the credit report.

(2) Reports on Principal Owners and Corporate Officers

A Nonsupervised or Investing Mortgagee must submit a personal credit report for
each of its Principal Owners and Corporate Officers with its application. The
personal credit report must be a Residential Mortgage Credit Report (RMCR) or a
Tri-Merged Credit Report (TRMCR) not more than 90 Days old.

The Mortgagee must submit a written explanation from the relevant Principal
Owner or Corporate Officer for any negative item disclosed on the credit report.

vi. State License or Registration

Supervised, Nonsupervised, and Investing Mortgagees must meet the following licensing
requirements.

(A)Business License or Registration

(1) Standard

The Mortgagee must ensure that its home office and each branch office have all
licenses, registrations, or approvals required for the types of Mortgagee functions
or activities performed by such office for the jurisdiction in which that office is
located.

A Mortgagee that has been refused a state license or been Sanctioned by any state
in which it will originate FHA Mortgages must disclose the circumstances of the
refusal or Sanction and the resolution to FHA.

(2) Required Documentation

The Mortgagee must submit a copy of its state license, registration or equivalent
approval for the state in which the home office is located. The Mortgagee,
through a Corporate Officer, must certify at application that it has not been
refused a license or been sanctioned by any state in which it will originate FHA
Mortgages.

If the Mortgagee has been subject to an action against its license, it is unable to
certify. It must follow the unable to certify procedures and must submit
documentation concerning the action that shows the nature of the action and
evidence of an acceptable resolution (such as reinstatement or subsequent
approval of a license, payment of sanctions or fines, or similar documentation).
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(3) Exception for Mortgagees Exempt from State Licensing Requirements

If the Mortgagee is exempt from state licensing requirements, the Mortgagee must
submit documentation of the applicable exemption.

(B) Personnel Licenses
(1) Standard

The Mortgagee must ensure that its Corporate Officers, employees, and Affiliates
conducting FHA business for or on behalf of the Mortgagee have all state and
federal licenses and registrations required for the Mortgagee functions or
activities that such individuals or Affiliates will perform.

(2) Required Documentation

The Mortgagee must certify that it meets this requirement as part of the online
application.

vii. Financial Requirements
(A)Standard

Supervised, Nonsupervised, and Investing Mortgagees must meet the following
adjusted net worth and liquidity requirements at all times.

(1) Adjusted Net Worth

The Mortgagee must compute its adjusted net worth in accordance with the HUD
OIG Handbook 2000.04, Consolidated Audit Guide for Audits of HUD Programs.

(a) Single Family Programs

The Mortgagee must have a minimum adjusted net worth of $1,000,000 plus 1
percent of the total volume in excess of $25,000,000 of FHA Single Family
Mortgages originated, underwritten, serviced, and/or purchased during the
prior fiscal year, up to a maximum required adjusted net worth of $2,500,000
at all times.

(b) Multifamily Programs
(i) With Servicing

The Mortgagee must have a minimum adjusted net worth of $1,000,000
plus an additional net worth of 1 percent of the total volume in excess of
$25,000,000 of FHA multifamily Mortgages originated, purchased, and/or
serviced during the prior fiscal year, up to a maximum required net worth
of $2,500,000.
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(if) Without Servicing

The Mortgagee must have a minimum adjusted net worth of $1,000,000
plus an additional net worth of one-half of 1 percent of the total volume in
excess of $25,000,000 of FHA multifamily Mortgages originated during
the prior fiscal year, up to a maximum required net worth of $2,500,000.

(c) Dual Participation

A Mortgagee approved to participate in both Single Family and multifamily
programs must have a minimum adjusted net worth of $1,000,000 plus an
additional net worth of 1 percent of the total volume in excess of $25,000,000
of the aggregate of FHA Single Family and multifamily Mortgages originated,
underwritten, purchased, and/or serviced during the prior fiscal year, up to a
maximum required net worth of $2,500,000.

(2) Liquidity

Liquid assets must be computed in accordance with the HUD OIG Handbook
2000.04, Consolidated Audit Guide for Audits of HUD Programs.

The Mortgagee must hold no less than 20 percent of its required adjusted net
worth in liquid assets.

(B) Exception for Government Mortgagees

The adjusted net worth and liquidity requirements do not apply to Government
Mortgagees. Government Mortgagees are not required to submit financial information
to FHA.

(C)Required Documentation

Supervised, Nonsupervised, and Investing Mortgagees must submit the computation
of adjusted net worth, along with the documentation described below.

(1) Small Supervised Mortgagees

A Small Supervised Mortgagee must submit a copy of its Unaudited Regulatory
Report (i.e., report of condition and income, also known as the “call report,”
which is submitted on the Federal Financial Institutions Examination Council
Forms 031 and 041, or a consolidated or fourth quarter NCUA call report,
submitted on NCUA Form 5300 or 5310) signed by a Corporate Officer that
aligns with its fiscal year end.
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(2) Large Supervised, Nonsupervised, and Investing Mortgagees
(a) Audit of Financial Statements

The Mortgagee must submit financial statements reported in accordance with
the HUD OIG Handbook 2000.04, Consolidated Audit Guide for Audits of
HUD Programs.

(b) Accounting and Auditing Standards

The Mortgagee must have prepared its financial statements in accordance with
Generally Accepted Accounting Principles (GAAP) and had its audit
performed in accordance with Generally Accepted Auditing Standards
(GAAS).

(¢) Audit Period Covered

A Mortgagee’s audited financial statements must cover the most recent fiscal
year. For companies operating for fewer than 12 months, the audited financial
statements must cover all months of operation.

The end date of the audited financial statements must align with the
applicant’s fiscal year end period at the time of application:

e If'the end date for the audited financial reports is more than six months
old, the Mortgagee must also submit unaudited financial statements,
signed by a Corporate Officer, for the most recent interim accounting
period ending less than three months prior to submission of the
application.

e Ifthe Mortgagee is a new institution and has had no revenues or cash
flow, the income statement and cash flow statement are not required as
part of the audited financial statements.

viii.  Principal Activity of Nonsupervised Mortgagees
(A)Standard

A Nonsupervised Mortgagee must derive at least 50 percent of its gross revenue from
its activities in lending or investing of funds in real estate Mortgages, consumer
installment notes or similar advances of credit, the purchase of consumer installment
contracts, or from a directly related field. A directly related field is something directly
related to the lending or investing of funds in real estate Mortgages, not simply
actions relating to real estate in general.

(B) Required Documentation

The Nonsupervised Mortgagee must submit audited financial statements that reflect
the sources of its revenue.
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ix. Funding Program

(A)Nonsupervised Mortgagees

(1) Standard

A Nonsupervised Mortgagee that originates FHA Mortgages must maintain a
warehouse line of credit or other mortgage-funding program acceptable to FHA.

Title I Mortgagees must have a minimum $500,000 warehouse line of credit or
funding program.

Except for multifamily Mortgagees, Title II Mortgagees must have a minimum
$1,000,000 warehouse line of credit or funding program, and must ensure the
funding program or warehouse line of credit is sufficient to fund the Mortgagee’s
average 60-Day origination operations. The Mortgagee’s average 60-Day
origination operations refer to loans closed and funded, and/or purchased by the
Mortgagee during the Mortgagee’s highest 60-Day period by mortgage amount
over the past 12 months.

(2) Required Documentation

The Mortgagee must submit documentation that it either 1) has a line of credit
issued directly to the Mortgagee; or 2) has an agreement with a financial
institution. The documentation must ensure the funding program or warehouse
line of credit is sufficient to fund the Mortgagee’s average 60-Day origination
operations.

(B) Investing Mortgagees

(1) Standard

An Investing Mortgagee must have available, or have arranged for, funds or a line
of credit sufficient to support a projected investment of at least $1,000,000 in
property improvement, Manufactured Housing or real estate loans or Mortgages.

(2) Required Documentation
The Mortgagee must submit documentation that it either 1) has a line of credit

issued directly to the Mortgagee; or 2) has an agreement to support the projected
investment.

x. Fidelity Bond
(A)Standard

A Mortgagee must have fidelity bond coverage that meets the minimum coverage
amount set by FHA. The Mortgagee must ensure that its fidelity bond coverage is in a
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Xi.

Xii.

form generally acceptable to one of the secondary mortgage market agencies, such as
Freddie Mac, Fannie Mae, or the Government National Mortgage Association
(GNMA, or Ginnie Mae).

A Government Mortgagee will meet this requirement if it maintains alternative
insurance coverage that is approved by FHA and that ensures the faithful performance
of the Mortgagee’s responsibilities.

(B) Required Documentation

The Mortgagee must submit documentation evidencing that it has acceptable fidelity
bond coverage.

Errors and Omissions Insurance
(A) Standard

A Mortgagee must have errors and omissions insurance that meets the minimum
coverage amount set by FHA. The Mortgagee must have errors and omissions
insurance that is generally acceptable to one of the secondary market agencies, such
as Freddie Mac, Fannie Mae, or Ginnie Mae.

A Government Mortgagee will meet this requirement if it maintains alternative
insurance coverage that is approved by FHA and that ensures the faithful performance
of the Mortgagee’s responsibilities.

(B) Required Documentation

The Mortgagee must submit documentation evidencing that it has acceptable errors
and omissions insurance.

Quality Control Plan
(A) Standard

A Title IT Mortgagee and Title I Lender that originates, underwrites, closes, endorses,
or services FHA-insured Title II Mortgages or Title I Loans must have a QC Plan that
meets FHA’s requirements, as described in Quality Control, Oversight and
Compliance. The Title IT Mortgagee and Title I Lender must maintain and update its
QC Plan as needed to ensure it is fully compliant with all applicable FHA
requirements at all times.

(B) Required Documentation

The Mortgagee must submit a copy of its QC Plan.
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The Title IT Mortgagee and Title I Lender must maintain and update its QC Plan as
needed to ensure it is fully compliant with all applicable FHA requirements at all
times.

d. Processing of Applications (09/14/2015)

FHA will review all completed applications for approval to determine if the applicant
complies with all eligibility requirements. If FHA requires additional documentation or
clarifying information, FHA may request such additional information and provide the
applicant with a deadline for response. If the applicant does not submit a completed
application or provide the additional information requested by the specified deadline, FHA
may deny approval on this basis.

e. Application Approval (09/14/2015)

If FHA approves the application, FHA will provide notice via email and U.S. mail. This
notice will include the Mortgagee’s assigned FHA Lender Identification Number (FHA
Lender ID), which must be used by the Mortgagee in all FHA computer systems and official
correspondence with FHA.

f. Application Denial (03/14/2016)

If FHA denies the application, FHA will provide written notice to the applicant that includes
an explanation of the reasons for the denial.

i. Appeal of Denial

The applicant may submit an appeal of the denial decision through the online application
within 30 Days of the date of the denial.

If the denial is sustained, the applicant may submit a second appeal through the online
application within 30 Days of the date the denial is sustained. If the denial of approval is
sustained a second time, the applicant will be ineligible to apply for FHA approval for a
period of 12 months.

ii. Reapplication

An applicant whose approval was denied may re-apply after a period of 12 months. The
applicant will be required to pay an application fee at the time it submits its subsequent
application for approval.

Branch Offices
a. Registration (09/14/2015)

The Mortgagee must register all branch offices in which it conducts FHA business, including
originating, underwriting, and/or servicing FHA-insured Mortgages. The Mortgagee must
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register each branch office and pay branch office registration fees through the Lender
Electronic Assessment Portal (LEAP). A 10-digit FHA Lender ID will be assigned to each

registered branch office.

The Mortgagee cannot register a new branch office within a HUD Field Office jurisdiction in
which it has withdrawn a branch office in the last six months. The Mortgagee must instead
make a request through LEAP to reassign the former office’s 10-digit FHA Lender ID to the
new branch and must pay the branch office registration fee.

b. Single Family Lending Area (09/14/2015)

C.

i. Definition

An “Area Approved for Business” (AAFB) is the geographic area in which a
Mortgagee’s home or branch office is permitted to originate or underwrite FHA
Mortgages. The AAFB is subdivided into HUD Field Office jurisdictions.

HUD Field Office jurisdictions can be verified on www.hud.gov/lenders under the
Mortgage Origination tab.

ii. Standard

All branch offices registered by a Mortgagee will initially be granted a nationwide
AAFB. The branch may only exercise its authority to originate or underwrite FHA
Mortgages in those states where the Mortgagee fully complies with state origination
and/or underwriting licensing and approval requirements.

Managers (03/14/2016)
i. Definitions
(A) Branch Manager

A Branch Manager is an onsite manager for a branch office who manages one branch
office.

(B) Regional Manager

A Regional Manager is a manager who oversees the operation of multiple branch
offices.

ii. Standard

The Mortgagee must have a branch and/or regional manager to oversee each of its branch
offices.
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iii. Required Documentation

The Mortgagee must provide the full names and titles of its branch and regional
managers, along with their contact information, in LEAP.

. Net Branching Prohibition (09/14/2015)

i. Standard

The Mortgagee must not engage an existing, legally separate mortgage company or
broker to function as the Mortgagee’s branch office or DBA name or to conduct FHA
activities using the Mortgagee’s FHA approval.

ii. Exception for Existing Leases

In cases where a Mortgagee acquires an existing office with the intent of operating it as a
branch office, and the lease of the acquired office is not transferable to the Mortgagee,
FHA will allow the Mortgagee to operate the acquired office as a branch office until the
lease expires upon its own terms, so long as the Mortgagee can demonstrate that it has
assumed financial liability for the payment of the lease. In such cases, the Mortgagee
must document and maintain evidence that it has assumed financial liability for the
payment of the lease and produce this documentation to FHA upon request.

5. Supplemental Mortgagee Authorities

After a Mortgagee is approved, the Mortgagee can apply for additional supplemental Mortgagee
authorities in accordance with the following requirements.

a. Title II Direct Endorsement Authority (01/24/2022)

i. Scope of Authority

Approval to participate in FHA’s Direct Endorsement Program permits a Mortgagee to
underwrite Title II Single Family Mortgages without FHA’s prior review and submit
them directly for FHA insurance endorsement.

The Mortgagee must obtain separate Direct Endorsement approval for forward mortgage
and Home Equity Conversion Mortgage (HECM) programs.

(A) Definitions
(1) Conditional Authority

Conditional Authority is the authority of a Mortgagee that has applied for and
received basic FHA Mortgagee approval as a Supervised, Nonsupervised, or
Government Mortgagee, and has not entered or completed the Test Case Phase.
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(2) Test Case and Test Case Phase

Test Case refers to a Mortgage submitted to HUD by a Mortgagee during the Test
Case Phase for Unconditional Direct Endorsement approval. These Mortgages
must be processed per the Direct Endorsement eligibility requirements and
reviewed by HUD for endorsement approval.

The Test Case Phase is when a Mortgagee with conditional authority is approved
by an FHA Homeownership Center (HOC) to submit one or more Test Cases for
FHA underwriting review.

(3) Unconditional Direct Endorsement Authority

Unconditional Direct Endorsement Authority permits a Mortgagee to underwrite
and close Title II Single Family Mortgages prior to submitting them to FHA for
FHA insurance endorsement.

(B) Standard

To obtain Unconditional Direct Endorsement authority, the Mortgagee must
successfully complete the Test Case Phase, which permits FHA to evaluate the
Mortgagee’s qualifications, experience, and expertise to underwrite Mortgages that
satisfy FHA requirements.

(C) Exception

Unconditional Direct Endorsement authority may be granted, without the need for the
Test Case Phase, to the following categories of Mortgagees created by merger,
acquisition, or reorganization:

e surviving FHA-approved Mortgagees; or
e new Mortgagees resulting in new FHA Lender IDs.

ii. Eligibility Requirements

A Mortgagee must meet the following requirements in order to apply for and participate
in FHA’s Direct Endorsement Program.

(A) Standard

(1) FHA Mortgagee Approval

A Mortgagee must have FHA approval as a Title II Supervised, Nonsupervised, or
Government Mortgagee to be eligible to participate in the Direct Endorsement
Program.

Mortgagees approved as Investing Mortgagees are not eligible to participate in the
Direct Endorsement Program.
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(2) Origination Experience

The Mortgagee must have:

e atleast five years of experience in the origination of Single Family
Mortgages; or

e a Principal Officer with at least five years of managerial experience in the
origination of Single Family Mortgages. For the purposes of this
Handbook 4000.1 a Principal Officer is the same as a Corporate Officer.

(3) Personnel Requirements

The Mortgagee must have an underwriter on its permanent staff.

(B) Exception for Certain Mortgagees Created by Merger, Acquisition, or
Reorganization

Unconditional Direct Endorsement authority may be granted without the need for the
Test Case Phase following a merger, acquisition, or reorganization, so long as the
following criteria are met:

Either or both institutions, of the surviving FHA-Approved Mortgagee or the
FHA-Approved Mortgagee resulting in a new FHA Lender 1D, were
unconditionally Direct Endorsement-approved prior to the merger,
acquisition, or reorganization.

If both institutions are unconditionally Direct Endorsement-approved, then the
management and staff of at least one of the Mortgagees involved with the
Mortgagee’s Unconditional Direct Endorsement authority prior to the merger,
acquisition, or reorganization must continue to exercise those responsibilities
for the new Mortgagee. If only one institution is unconditionally Direct
Endorsement-approved, then the management and staff involved with that
Mortgagee’s Unconditional Direct Endorsement authority prior to the merger,
acquisition, or reorganization must continue to exercise those responsibilities
for the new Mortgagee.

Both Mortgagees have claim and default rates at or below the 150 percent
national compare ratio. If only one institution is unconditionally Direct
Endorsement-approved, then only that Mortgagee’s claim and default rate is
to be considered.
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iii. Application and Approval

(A)

First-Time Applicants
(1) Application
(a) Request to Enter into the Test Case Phase

The Mortgagee must submit a written application for Unconditional Direct
Endorsement authority to the Jurisdictional HOC for the state where the
Mortgagee’s home office is located.

(b) Required Documentation

The Mortgagee’s Direct Endorsement application must contain a letter signed
by a Corporate Officer requesting entry into the Test Case Phase that contains
the Mortgagee’s home office 10-digit FHA Lender ID and all underwriters’
names and the four-character FHA-assigned identification numbers issued to
these underwriters.

(2) Notification and Entrance Conference

If the Mortgagee meets the requirements for conditional authority and submits the
required documentation, the Mortgagee will receive a Test Case Phase approval
letter from the HOC. The HOC will also provide reference materials and a list of
the specific requirements that must be met for the Mortgagee to obtain
Unconditional Direct Endorsement authority.

The Mortgagee must participate in an in-person or telephone entrance conference
with the HOC before it will be eligible to submit Test Cases.

(3) Test Case Phase

The Mortgagee must submit Test Cases to FHA for review during the Test Case
Phase. FHA will review these cases for compliance with FHA’s origination,
underwriting, and closing requirements.

(a) Case Binder Submission

Mortgagees who receive a Direct Endorsement Program Test Case approval
letter from HUD’s HOC must submit all Test Case binders for review post-
closing. The Mortgagee must submit all Test Case files to the Jurisdictional
HOC associated with the Mortgagee’s home office using the FHA Catalyst:
Case Binder Module. The Mortgagee must ensure that:

e all required certifications are executed; and
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e acomplete case file post-closing is submitted that includes all required
origination, underwriting, and closing documents as specified in the
Uniform Case Binder Stacking Order.

The HOC will perform a review for compliance with FHA underwriting and
closing guidelines. Review results will be documented in accordance with the
Title IT Loan Reviews/Findings, and Mortgagees must respond to requests
using the functions provided in the Loan Review System.

The HOC will issue either a Firm Commitment (approval) or Firm Reject
(denial) via a Notice of Return (NOR). Once a Firm Commitment is issued,
the HOC will process the case for endorsement. If a NOR is issued, the
Mortgagee must make all necessary corrections and provide all required
documentation to the HOC using the Loan Review System before the
Mortgage can be endorsed.

(b) Test Case Underwriting Report

Mortgagees who receive a Direct Endorsement Program Test Case approval
letter from HUD’s HOC must review all Test Case results in the Loan Review

System.

(¢) Test Case Closing Documents

The Mortgagee must ensure that all required certifications are executed and
included with each complete case binder that is submitted to the HOC for
endorsement processing.

(4) Approval Decision

(a) Approval of Unconditional Direct Endorsement Authority

After the Mortgagee successfully completes the required Test Cases, FHA
will grant the Mortgagee approval for Unconditional Direct Endorsement
authority. The Mortgagee must receive a minimum of 15 Firm Commitments
for forward mortgage authority or five Firm Commitments for HECM
mortgage authority within a period of 12 consecutive months following the
date of the Direct Endorsement Program Test Case approval letter in order to
be granted Unconditional Direct Endorsement authority.

The Mortgagee will receive an approval letter and may then begin submitting
Mortgages to FHA for endorsement without prior review by FHA.

(b) Denial of Unconditional Direct Endorsement Authority

The Mortgagee will be denied approval for Unconditional Direct Endorsement
authority if, at any time during the Test Case Phase, FHA determines that the
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Mortgagee’s submissions demonstrate a lack of knowledge of FHA
requirements, or if FHA identifies unacceptable practices.

(i) Denial Decision

FHA will provide the Mortgagee with written notice of a denial of
Unconditional Direct Endorsement authority that specifies the reason for
the denial.

(ii) Denial Appeal

The Mortgagee may appeal this denial by requesting an informal
conference. The Mortgagee must submit its appeal in writing to the HOC
that processed the Test Cases. The HOC must receive the appeal within 30
Days of the date of the notice of denial.

(iii) Informal Conference

FHA will conduct an informal conference with the Mortgagee and its
counsel, if any, no later than 60 Days from the date of the denial.

(iv) Determination

FHA will issue a determination in writing following the informal
conference stating whether Unconditional Direct Endorsement authority is
approved or denied.

(v) Appeal Following Informal Conference

The Mortgagee may appeal a denial following the informal conference by
submitting a written request to the Deputy Assistant Secretary (DAS) for
Single Family Housing, or their designee, within 30 Days of the date of
the denial determination.

The Mortgagee is not entitled to any meeting or informal conference with
the DAS or the designee. The Mortgagee will be notified in writing of the
decision of the DAS or the designee. The decision of the DAS or the
designee constitutes final agency action.

(c) Reapplication Following Denial

Any Mortgagee who is denied Unconditional Direct Endorsement authority
will not be permitted to re-apply until it has:

e demonstrated appropriate remedial education or action;
e supplied evidence to support such action; and
e waited a minimum of 180 Days from the date of final agency action.
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(B)

Applications from Mortgagees Created by Merger, Acquisition, or
Reorganization

(1) Standard

The Mortgagee must submit a written application for Unconditional Direct
Endorsement authority to the Jurisdictional HOC for the state where the
Mortgagee’s home office is located.

(2) Required Documentation

The Mortgagee’s Direct Endorsement application must contain the following:
e aletter signed by a Corporate Officer requesting Unconditional Direct
Endorsement authority that specifies:
o the FHA-approved and non-approved Entities involved in the merger,
acquisition, or reorganization;
o which Entity is the surviving Entity; and
o the effective date of the merger, acquisition, or reorganization; and
e supporting documentation evidencing that the Mortgagee meets the
exception criteria detailed above.

iv. Principal/Authorized Agent Relationship

(A)

Definition

A Principal/Authorized Agent Relationship is one in which a Title II Mortgagee with
Unconditional Direct Endorsement authority permits another Unconditional Direct
Endorsement-approved Title II Mortgagee to underwrite Mortgages on its behalf.

(B)

Standard

A Title II Mortgagee with Unconditional Direct Endorsement authority (acting as the
“principal”) can designate another Unconditional Direct Endorsement-approved Title
IT Mortgagee to act as its “authorized agent” for the purpose of underwriting
Mortgages.

(1) Required Authorities

The authorized agent must have Unconditional Direct Endorsement authority to
underwrite the type of Mortgage that is being underwritten. The Title II
Mortgagees must be approved as follows.

For a forward Mortgage:
e the principal may have Unconditional Direct Endorsement authority for
either forward Mortgages or HECM; and
e the authorized agent must have Unconditional Direct Endorsement
authority for forward Mortgages.
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For a HECM:
e the principal may have Unconditional Direct Endorsement authority for
either forward Mortgages or HECM; and
e the authorized agent must have Unconditional Direct Endorsement
authority for HECM.
(2) Process
The principal must originate the Mortgage and the authorized agent must
underwrite the Mortgage. The Mortgage may close in either Title II Mortgagee’s
name, and either may submit the Mortgage for endorsement.
(C)Required Documentation
The relationship must be documented in LEAP by the authorized agent, and the
principal’s FHA Lender ID must be entered in the “Originator” field on the FHA case
file and in FHAC.
Sponsor/Sponsored Third-Party Originator Relationship
(A) Definition
A Sponsor/Sponsored Third-Party Originator (TPO) Relationship is one in which a
Mortgagee (acting as the “sponsor”) permits another entity to act as an originator and
originate Mortgages on behalf of the Mortgagee.
(B) Standard
Only a Mortgagee with Direct Endorsement authority may use sponsored TPOs.
A Mortgagee must ensure its sponsored TPO meets all state license, registration, or
equivalent approval requirements.
A Mortgagee is responsible for the actions of its sponsored TPOs under 24 CFR
202.8(a)(3).
A Mortgagee must ensure its sponsored TPO and the TPO’s officers, partners,
directors, principals, managers, supervisors, loan processors, and loan originators are
not ineligible under 24 CFR § 202.5()).
A sponsored TPO is authorized to originate Mortgages for sale or transfer to a
Mortgagee with Direct Endorsement authority. A Mortgagee must ensure its
sponsored TPO does not close Mortgages in their own name.
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(1) Exception for Mortgagees Acting as a Sponsored Third-Party Originator

A Mortgagee may permit its sponsored TPO to close Mortgages in their own
name if the TPO is also a Mortgagee.

(C)Required Documentation

A Mortgagee with Unconditional Direct Endorsement authority must confirm
registration of its sponsored TPO on the Sponsored Originator Maintenance screen in
FHAC. A Mortgagee must register its sponsored TPO on the Sponsored Originator
Maintenance screen in FHAC if the sponsored TPO is not on the registry. The
sponsored TPO’s legal name and Employer Identification Number (EIN) must be
included.

b. Title II Single Family Lender Insurance Authority (01/24/2022)

i.

Scope of Authority

Approval to participate in FHA’s Title Il Single Family Lender Insurance (LI) Program
permits a Mortgagee to endorse Mortgages for insurance with no prior review by FHA.

ii.

(A) Definitions
(1) LI Authority

LI Authority permits a Mortgagee with Title II Unconditional Direct Endorsement
authority to endorse Single Family Mortgages for insurance without prior review
by FHA.

(2) LI Compare Ratio

The LI Compare Ratio is the percentage of Mortgages underwritten by the
Mortgagee that are in claim or default status compared with the percentage of
Mortgages in claim or default status for all Mortgagees operating in the same
state(s) over the preceding two-year period.

(B) Standard

To obtain Title II Single Family LI Authority, the Mortgagee must meet the eligibility
requirements as stated below and successfully complete the application and approval
processes.

Eligibility Requirements
(A)Standard

To obtain LI approval, the Mortgagee must:
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e be an FHA-approved Mortgagee with Unconditional Direct Endorsement
authority; and
e have an LI Compare Ratio that is at or below 150 percent.

(1) Exception for New Mortgagees Created by Merger, Acquisition, or
Reorganization Resulting in New FHA Lender Identification Number

If the Mortgagee lacks an LI Compare Ratio because it was recently created by a
merger, acquisition, or reorganization that resulted in the issuance of a new FHA
Lender ID, it must:

¢ have Unconditional Direct Endorsement authority;

e have had one or more Mortgagees with LI Authority at the time of the
merger, acquisition, or reorganization, participate in the merger,
acquisition, or reorganization;

e have had an acceptable LI Compare Ratio for all Mortgagees with LI
Authority participating in the merger, acquisition, or reorganization, at the
time of the merger, acquisition, or reorganization;

e have an LI Compare Ratio that is derived from aggregating the claims and
defaults of all formerly FHA-approved Mortgagees participating in the
merger, acquisition, or reorganization that is not more than 150 percent;
and

e ensure that the management and staff who were involved with LI
processing for the FHA-approved Mortgagee prior to the merger,
acquisition, or reorganization will continue to exercise those
responsibilities for the new Mortgagee.

iii. Application and Approval

(A)

First-Time Applicants

(1) Standard

The Mortgagee must apply for LI Authority through FHAC.
(2) Required Documentation

Before applying, the Mortgagee must make a written determination that it will
participate in the LI Program. The Mortgagee’s written determination to
participate in the LI Program must be signed by a Principal Owner or Corporate
Officer. The Mortgagee must retain a copy of such written determination and
make it available to HUD upon request.

(3) Approval

FHAC will automatically approve or deny the Mortgagee’s LI Authority based on
the Mortgagee’s Direct Endorsement approval status and LI Compare Ratio.
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(B)

©)

Application from Mortgagee Created by Merger, Acquisition, or
Reorganization Resulting in New FHA Lender Identification Number

(1) Standard

Mortgagees created through mergers, acquisitions, or reorganizations that are
issued a new FHA Lender ID must apply for LI Authority through LEAP.

(2) Required Documentation

The Mortgagee’s application must contain the following:

e acopy of the Acknowledgment of Terms and Conditions for LI screen in
FHAC, printed and signed by a Corporate Officer;

e the name and contact information of the LI contact person and, at the
discretion of the Mortgagee, the name and contact information for the
back-up LI contact person;

e the name and FHA Lender ID of the new Mortgagee;

e the names and FHA Lender IDs of the Mortgagees participating in the
merger, acquisition, or reorganization; and

¢ information identifying the management and staff experienced with LI
processing employed by the new Mortgagee or transferring from a
Mortgagee that previously held LI approval, and describing how the
management and staff will continue to exercise LI responsibilities for the
new Mortgagee.

Reinstatement

A Mortgagee that voluntarily withdrew its LI Authority may apply for reinstatement.

(1) Standard

The Mortgagee must meet the L1 Eligibility Requirements.

(2) Required Documentation

The Mortgagee must apply for reinstatement of LI Authority by submitting a
Change Request for Add Insurance Authority in LEAP and include the following:
e acopy of the Acknowledgment of Terms and Conditions for LI page from
FHAC, signed by a Corporate Officer;
e detailed description of the reason(s) the LI Authority was previously
withdrawn;
e description of the corrective action taken, if necessary; and
¢ the name and contact information of the LI contact person and, at the
discretion of the Mortgagee, the name and contact information for the
back-up LI contact person.
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iv. Post-approval Requirement
(A)Lender Insurance Contact Information

A Mortgagee approved for LI Authority must maintain the Mortgagee’s LI contact
information in the Lender Insurance Contact function in FHAC.

Title I Programs (05/09/2022)
Title I Manufactured Housing Loan Direct Endorsement Authority

(A) Sponsor/Sponsored Third-Party Originator Relationship

(1) Definition

A Sponsor/Sponsored Third-Party Originator (TPO) Relationship is one in which
a Title I Lender (acting as the “sponsor”) permits another Entity to act as an
originator and originate Title I-insured Direct Loans on behalf of the Lender.

(2) Standard

A Title I Lender may sponsor a TPO only in connection with the Direct Loan
process.

The TPO may not be a Title I Manufactured Home Dealer or Title I Property
Improvement Dealer, who are subject to requirements for supervision and
monitoring.

A Title I Lender must ensure its sponsored TPO meets all state license,
registration, or equivalent approval requirements.

A Title I Lender must ensure its sponsored TPO and the TPO’s officers, partners,
directors, principals, managers, supervisors, loan processors, and loan originators
are not ineligible under 24 CFR § 202.5()).

A sponsored TPO is authorized to originate Loans for sale or transfer to a Title I
approved Lender. A Title I approved Lender must ensure its sponsored TPO does
not close Loans in their own name.

Exception for Title I Lenders Acting as a Sponsored Third-Party Originator

A Title I Lender may permit its sponsored TPO to close Loans in their own name
if the TPO is also a Title I Lender.

(3) Required Documentation

The Title I Lender reporting the Loan for insurance in FHAC must document the
following information in the case binder:
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Employer Identification Number (EIN)

Name of Sponsored TPO

Loan Officer Name

FHA Lender ID Number for TPO if also FHA Approved

(B) Direct Endorsement Authority for Property Improvement Loan

FHA’s Direct Endorsement delegated authority does not apply to the Title I Property
Improvement Loan program.

Lenders originate Property Improvement Loans, and underwrite, close and disburse
before reporting the Loan for Title I case number assignment and insurance. HUD
does not require the Lender to submit loan documents to HUD prior to or at the time
of reporting the Loan. Lenders submit loan documents only for claim filing or any
Post-Endorsement Technical Review (PETR).

(1) FHA Lender Approval

A Lender must have FHA approval as a Title I Supervised, Nonsupervised, or
Government Lender to be eligible to participate in the Title I program.

(2) Underwriter Qualifications
(a) Standard
The underwriter must be a full-time employee of the Lender.

The underwriter must be a reliable and responsible professional who is skilled
in loan evaluation and is able to demonstrate knowledge and experience
regarding principles of retail installment sales and loan underwriting.

(b) Required Documentation

The Lender must register each underwriter in FHA Connection (FHAC). By
registering the underwriter in FHAC, the Lender certifies that the underwriter
meets the necessary qualifications to underwrite Title I Property Improvement
Loans.

(C)Direct Endorsement Authority for Manufactured Home Loan
(1) Scope of Authority

Approval to participate in FHA’s Direct Endorsement Program permits a Lender
to underwrite Title I Single Family Loans without FHA’s prior review and submit
them directly for FHA insurance endorsement.
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(@)

Definitions
(i) Conditional Direct Endorsement Authority

Conditional Direct Endorsement Authority is the authority of a Lender that
has applied for and received basic FHA Lender approval as a Supervised,
Nonsupervised, or Government Lender, and has not entered or completed
the Test Case Phase.

(ii) Test Case Phase

The Test Case Phase is when a Lender must submit each case binder to
HUD for a pre-closing review. If the Loan passes the review, HUD will
issue permission to close the Loan. Once HUD determines that the Lender
has sufficient competence, HUD will grant the Lender permission to close
Loans without a pre-closing review. However, a minimum of 10 Loans
must go through the pre-closing review process before HUD will waive
the pre-closing review process.

(iii) Unconditional Direct Endorsement Authority

Unconditional Direct Endorsement Authority permits a Lender to
underwrite and close Title I Loans prior to submitting them to FHA for
FHA insurance endorsement.

(b) Standard

To obtain Unconditional Direct Endorsement authority, the Lender must
successfully complete the Test Case Phase, which permits FHA to evaluate
the Lender’s qualifications, experience, and expertise to underwrite Loans that
satisfy FHA requirements.

(2) FHA Lender Approval

A Lender must have FHA approval as a Title I Supervised, Nonsupervised, or
Government Lender to be eligible to participate in the DE Program.

Lenders approved as Investing Lenders are not eligible to participate in the DE
Program.

(3) Underwriter Qualifications

(a) Standard

The underwriter must be a full-time employee of the Lender.
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The underwriter must be a reliable and responsible professional who is skilled
in loan evaluation and is able to demonstrate knowledge and experience
regarding principles of retail installment sales and loan underwriting.

(b) Required Documentation

The Lender must register each underwriter in FHA Connection (FHAC). By
registering the underwriter in FHAC, the Lender certifies that the underwriter
meets the necessary qualifications to underwrite Title I Manufactured Home
Loans.

(4) Exception for Certain Lenders Created by Merger, Acquisition, or
Reorganization

Unconditional Direct Endorsement authority may be granted without the need for
the Test Case Phase to surviving FHA-approved Lenders or to new Lenders
resulting in new FHA Lender IDs, so long as the following criteria are met:

either or both institutions were unconditionally Direct Endorsement-
approved prior to the merger, acquisition, or reorganization; and

if both institutions are unconditionally Direct Endorsement-approved, then
the management and staff of at least one of the Lenders involved with the
Lender’s Unconditional Direct Endorsement authority prior to the merger,
acquisition, or reorganization must continue to exercise those
responsibilities for the new Lender. If only one institution is
unconditionally Direct Endorsement-approved, then the management and
staff involved with that Lender’s Unconditional Direct Endorsement
authority prior to the merger, acquisition, or reorganization must continue
to exercise those responsibilities for the new Lender.

(D) Application and Approval for Direct Endorsement Authority for
Manufactured Home Loans

(1) First-Time Applicants

(a) Application

(i) Request to Enter into the Test Case Phase

The Lender must submit a written application for Unconditional Direct
Endorsement authority to the Financial Operations Center (FOC),
Attention: Premiums (Title I Insurance Processing) Branch. To be
approved to participate in FHA’s Title I Direct Endorsement Program,
each Lender must satisfactorily underwrite sufficient pre-closing Test
Cases, as prescribed by HUD.
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(if) Required Documentation

To apply for Direct Endorsement Title I authority, the Lender must submit
a letter to the FOC requesting entry into the Test Case Phase. The letter
must contain the Lender’s home office address and 10-digit Lender ID and
be signed by a Corporate Officer.

(b) Test Case Phase

The Lender must submit at least 10 Title I Test Cases to the FOC for review
and final approval before closing and disbursing loan funds.

The Lender must submit loan documentation to the attention of MH Pre-
Closing Review at the FOC.

(©)

Approval Decision
(i) Approval of Unconditional Direct Endorsement Authority

The FOC will review these cases for compliance with origination and
underwriting requirements and issue a written approval or denial to the
Lender.

The Lender may only close and submit for insurance endorsement any
Loan that receives written approval.

HUD will approve the Lender for Unconditional Direct Endorsement
when HUD determines that the Lender is consistently submitting Loans
that satisfactorily meet Title I program requirements.

HUD will advise the Lender in writing when Unconditional Direct
Endorsement approval is granted.

Direct Endorsement Processing

An Unconditional Direct Endorsement-approved Lender must continue to
report each Loan to HUD by obtaining a Title I case number through
FHAC. The Lender must also comply with HUD’s post-closing
requirements, including completing the insurance application and
submitting the case binder for pre-endorsement review.

Approval Limitations

HUD may revoke a Lender’s Unconditional Direct Endorsement approval,
or limit the approval to certain types of Loans. (HUD may extend or
revoke DE approval in whole or in part at any time.)
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(ii) Denial of Unconditional Direct Endorsement Authority

The Lender will be denied approval for Unconditional Direct Endorsement
authority if, at any time during the Test Case Phase, FHA determines that
the Lender’s submissions demonstrate a lack of knowledge of FHA
requirements, or if FHA identifies unacceptable practices.

Denial Decision

FHA will provide the Lender with written notice of a denial of
Unconditional Direct Endorsement authority that specifies the reason for
the denial.

Denial Appeal

The Lender may appeal this denial by requesting an informal conference.
The Lender must submit its appeal in writing to the FOC. The FOC must
receive the appeal within 30 Days of the date of the notice of denial.

Informal Conference

FHA will conduct an informal conference with the Lender and its counsel,
if any, no later than 60 Days from the date of the denial.

Determination

FHA will issue a determination in writing following the informal
conference stating whether Unconditional Direct Endorsement authority is
approved or denied. The decision after the conference constitutes final
agency action.

(iii) Reapplication following Denial

Any Lender who is denied Unconditional Direct Endorsement authority
will not be permitted to re-apply until it has:
e demonstrated appropriate remedial education or action;
e supplied evidence to support such action; and
e waited a minimum of 180 Days from the date of final agency
action.

(2) Applications from Lenders Created by Merger, Acquisition, or
Reorganization

(a) Standard

The Lender must submit a written application for Unconditional Direct
Endorsement authority to the FOC.
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(b) Required Documentation

The Lender’s Direct Endorsement application must contain the following:

e aletter signed by a Corporate Officer requesting Unconditional Direct
Endorsement authority that specifies:
o the FHA-approved and non-approved Entities involved in the

merger, acquisition, or reorganization;

o which Entity is the surviving Entity; and
o the effective date of the merger, acquisition, or reorganization; and

e supporting documentation evidencing that the Lender meets the
exception criteria detailed above.

d. Title II Multifamily Accelerated Processing Authority (09/14/2015)

Title IT Multifamily Accelerated Processing (MAP) authority permits Mortgagees to
underwrite and close multifamily Mortgages for FHA insurance without FHA’s review prior
to closing. The Office of Multifamily Housing grants this authority. Details on this authority
are in the Multifamily Accelerated Processing (MAP) Guide 4430.G, which is available in
HUD’s Client Information and Policy System (HUDCLIPS).

e. Title II Direct Endorsement Lender Condominium Project Review and Approval
Process Authority (10/15/2019)

i. Scope of Authority

Approval to participate in the Direct Endorsement Lender Review and Approval Process
(DELRAP) permits a Mortgagee to review and approve Condominium Projects and
submit the Condominium Project for listing on FHA’s Approved Condominium Project
list.

(A) Definitions
(1) Conditional DELRAP Authority

Conditional DELRAP Authority refers to the authority of a Mortgagee that has
provided notice to FHA of its intent to participate in DELRAP and requires the
Mortgagee to submit all Condominium Project Approvals to FHA for review.

(2) DELRAP Test Case Phase

The DELRAP Test Case Phase refers to the time period in which a Mortgagee
with Conditional DELRAP Authority is required to submit Condominium Project
Approvals to FHA for review.
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(B)

(3) Unconditional DELRAP Authority

Unconditional DELRAP Authority refers to the authority of a Mortgagee to
approve Condominium Projects in accordance with HUD requirements and
submit the Condominium Projects for listing on FHA’s Approved Condominium
Project list without any prior Condominium Project review by FHA.

Standard

To obtain Unconditional DELRAP Authority, the Mortgagee must successfully
complete the DELRAP Test Case Phase, which permits FHA to evaluate the
Mortgagee’s qualifications, experience, and expertise to review and approve
Condominium Projects.

ii. Eligibility Requirements

(A)

Standard

The Mortgagee must meet the following requirements to apply for and participate in
FHA’s DELRAP.

(1) FHA Title II Direct Endorsement Approval

A Mortgagee must have FHA approval as a Title II Unconditional Direct
Endorsement Mortgagee.

(2) Mortgagee Experience

The Mortgagee must have originated not less than 10 FHA Mortgages in
Condominium Projects approved by the Commissioner.

(3) Personnel Requirements

The Mortgagee must have at least one staff member with a minimum of one year
of experience underwriting Mortgages on Condominium Units and/or reviewing
Condominium Projects for FHA approval and must ensure that staff members
participating in the approval of Condominium Projects either:

e meet the experience requirement; or

e are supervised by staff that meet the one-year experience requirement.

(4) Quality Control Plan

The Mortgagee must have a QC Plan that includes specific provisions related to
DELRAP.
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(B) Exception for Certain Mortgagees Created by Merger, Acquisition, or
Reorganization

Unconditional DELRAP Authority may be granted without the need for the DELRAP
Test Case Phase following a merger, acquisition, or reorganization, provided that the
following criteria are met:

The surviving FHA-approved Mortgagee or the FHA-approved Mortgagee
resulting in a new FHA Lender ID was granted Unconditional DELRAP
Authority prior to the merger, acquisition, or reorganization.

If both institutions have Unconditional DELRAP Authority, then the
management and staff of at least one of the Mortgagees involved with the
Mortgagee’s Unconditional DELRAP Authority prior to the merger,
acquisition, or reorganization must continue to exercise those responsibilities
for the new Mortgagee.

If only one institution has Unconditional DELRAP Authority, then the
management and staff involved with that Mortgagee’s Unconditional
DELRAP Authority prior to the merger, acquisition, or reorganization must
continue to exercise those responsibilities for the new Mortgagee.

iii. Application and Approval

(A) First-Time Applicants

(1) Application

(a) Request to Enter DELRAP Test Case Phase

The Mortgagee must apply for Unconditional DELRAP Authority to the
Jurisdictional Homeownership Center (HOC) for the state where the
Mortgagee’s home office is located.

(b) Required Documentation

The Mortgagee must submit a letter signed by a Corporate Officer requesting
entry into the DELRAP Test Case Phase that:
e specifies the Mortgagee’s home office 10-digit FHA Lender ID; and
o certifies that the staff has met the eligibility requirements prior to
Conditional or Unconditional DELRAP Authority being granted.

(2) Notification

If the Mortgagee meets the requirements for DELRAP authority and submits the
required documentation, FHA will advise the Mortgagee in writing that they may
proceed with submitting Condominium Project Test Cases for review.
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(3) Test Case Process

Mortgagees with Conditional DELRAP Authority must review the Condominium
Project in accordance with the Condominium Project Approval requirements to

determine if the Condominium Project meets FHA approval requirements.
(4) Test Case Submission Requirements

The Mortgagee must submit all Test Cases to the Jurisdictional HOC. FHA will

review these Test Cases for compliance with FHA’s Condominium Project
Approval requirements.

(5) Approval Decision

(a) Approval of Unconditional DELRAP Authority

The Mortgagee must satisfactorily complete a minimum of five DELRAP
reviews with no more than one review being rated unacceptable. The
Jurisdictional HOC may require less than five DELRAP reviews and will
consider previous experience. The Condominium Project Test Cases must be
submitted within a period of 12 consecutive months following the date of
application, or such other extended time as determined by the HOC, in order
to be granted Unconditional DELRAP Authority. After the Mortgagee
successfully completes the required Condominium Project Test Cases, the
Mortgagee will be notified that they have been granted Unconditional
DELRAP Authority.

(b) Denial of Unconditional DELRAP Authority

The Mortgagee will be denied approval for Unconditional DELRAP Authority
if, at any time during the DELRAP Test Case Phase, FHA determines that the
Mortgagee’s submissions demonstrate a lack of knowledge of FHA
requirements, or FHA identifies unacceptable practices.

(i) Denial Decision

FHA will provide the Mortgagee with notice of a denial of Unconditional
DELRAP Authority that specifies the reason for the denial.

(ii) Denial Appeal

The applicant may submit an appeal of the denial decision to the
Jurisdictional HOC within 30 Days of the date of the denial.
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(iii) Informal Conference

If the denial is sustained, the applicant may submit a second appeal to the
Office of Single Family Program Development. The Director or designee
will conduct an informal conference with the Mortgagee and its counsel, if
any, no later than 60 Days from the date of the HOC appeal denial.

(iv) Determination

FHA will issue a determination following the informal conference stating
whether Unconditional DELRAP Authority is approved or denied.

(v) Reapplication following Denial

If Unconditional DELRAP Authority is denied, the applicant is ineligible
to apply for DELRAP Authority for a period of 12 months after the date of
the original denial decision or the date of the informal conference
sustaining the denial decision.

(B) Applications from Mortgagees Created by Merger, Acquisition, or

Reorganization
(1) Standard

The Mortgagee must apply for Unconditional DELRAP Authority to the
Jurisdictional HOC for the state where the Mortgagee’s home office is located.

(2) Required Documentation

The Mortgagee must submit a letter signed by a Corporate Officer requesting
Unconditional DELRAP Authority that specifies:
e the FHA-approved and non-approved Entities involved in the merger,
acquisition, or reorganization;
e which Entity is the surviving Entity;
o the effective date of the merger, acquisition, or reorganization; and
e supporting documentation evidencing that the Mortgagee meets the
exception criteria.

(C)Post-approval Requirement

(1) FHAC Authorization

A Mortgagee approved for Conditional DELRAP Authority or Unconditional
DELRAP Authority must register and maintain all Mortgagee employees
designated to review/approve Condominium Projects in the Condominium
Reviewer Registry function in FHAC.
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6. Post-approval Operations

a. Operating Requirements and Restrictions (09/14/2015)

A Mortgagee must comply with the following operating requirements and restrictions for its
FHA business operations in addition to continuing to operate in full compliance with the
eligibility requirements outlined in this Handbook 4000.1.

b. Providing Information to FHA (05/09/2022)

Once approved, a Mortgagee must provide the following information to FHA using LEAP.
The Mortgagee has an obligation to keep the information up to date.

i. Addresses for Correspondence

The Mortgagee must provide the following office addresses:

Mailing - address of home office

Geographic - street address(es) where its home and branch offices are physically
located

Administrative - street address to which HUD administrative notices from the
HOC Quality Assurance and Processing and Underwriting Divisions, Office of
Lender Activities and Program Compliance, Mortgagee Review Board (MRB),
Office of General Counsel (OGC), and Office of Inspector General (OIG) are
sent, including requests and/or demands for indemnification

Premium - address to which FHA insurance premium correspondence is sent
Payee - address to which FHA claim correspondence is sent

Servicing - street address of the main servicing office

Computerized Homes Underwriting Management System (CHUMS) - address to
which FHA originating, underwriting, endorsing, and closing correspondence is
sent

Endorsement - address to which all FHA mortgage endorsement correspondence
is sent, including the Mortgage Insurance Certificate (MIC)

ii. Point of Contact

The Mortgagee must provide a primary administrative contact and an associated email
address. The administrative contact is the point of contact associated with the
Mortgagee’s administrative address, and is the primary contact for all interaction between
the Mortgagee and FHA. All HUD administrative notices from the HOC Quality
Assurance and Processing and Underwriting Divisions, Office of Lender Activities and
Program Compliance, MRB, OGC, and OIG will be sent to the administrative contact,
including requests and/or demands for indemnification.

Point of contact information is optional for all other addresses listed above.
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iii. All Other Contact and Identification Information

The Mortgagee must provide all other required contact and identification information
requested in LEAP, including phone, fax, email, and NMLS ID.

iv. Branch Office Information

For each registered branch office, the Mortgagee must provide the branch’s address,
phone number, email address, DBA name, and branch and regional managers.

v. Title Il Mortgagee Principal/Authorized Agent Relationships

The Title I Mortgagee must identify its principal/authorized agent relationships in
LEAP.

vi. Sponsor/Sponsored Third-Party Originator Relationships

The Mortgagee must identify its sponsored TPOs on the Sponsored Originator
Maintenance screen in FHAC if the sponsored TPO is not on the registry. The sponsored
TPO’s legal name and EIN must be included.

vii. Cash Flow and Electronic Funds Transfer (EFT) Accounts

The Mortgagee must use the Cash Flow Account Setup function in LEAP to provide its
bank account information for the following payment types:

Title I, Single Family Upfront Premiums

Title I, Single Family (Periodic) Annual Premiums

Title II, Single Family Upfront Premiums

Title 11, Single Family (Periodic) Monthly Premiums

Title II, Single Family Claim Remittance Amounts

The Mortgagee must use the EFT Account Setup function in LEAP to provide its bank
account information for FHA Insurance benefits payments.

viii. Title Il Mortgagee Loan Review System Authorizations

The Title I Mortgagee must grant the Loan Review System authorizations in FHAC to
staff it deems qualified to perform the relevant function(s).

The Title I Mortgagee must grant the Loan Review System Indemnification
authorization to individuals authorized by the Title II Mortgagee to sign indemnification
agreements.

c¢. Compliance with Law (09/14/2015)

The Mortgagee must ensure that its operations are compliant with all applicable federal,
state, and local laws.

Handbook 4000.1 50
Last Revised: 06/29/2022


https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm
https://entp.hud.gov/clas/index.cfm

o p -

DOING BUSINESS WITH FHA

. FHA Lenders and Mortgagees (09/20/2021)

Post-approval Operations

d. Servicing of FHA-Insured Title I Mortgages and Title I Loans (05/09/2022)

.

i. Title II Mortgages

The servicing of FHA-insured Title II Mortgages must be performed by an FHA-
approved Mortgagee with Title II program approval and approval to service Title II
Mortgages. FHA-approved Mortgagees that use a subservicer to service FHA-insured
Title IT Mortgages must ensure the subservicer is also approved by FHA to service FHA-
insured Title II Mortgages. The servicing Title II Mortgagee is responsible for the actions
of its subservicers.

ii. Title I Loans Held by Supervised, Nonsupervised, and Government Title I
Lenders

An Agent is not required to be approved as a Title I Lender to service Title I Loans that
are held by the Supervised, Nonsupervised, or Government Title I Lender. The Title I
Lender holding the Title I Loans is responsible for ensuring the Loans are serviced by the
agent in accordance with HUD/FHA requirements.

iii. Title I Loans Held by Title I Investing Lenders

A Title I Investing Lender may not directly service Title I Loans it holds except with the
prior approval of the Department. All Title I Loans held by a Title I Investing Lender
without servicing authority must be serviced or subserviced by a Title I Lender with a
Title I Contract of Insurance and approval to service Title I Loans.

Employee Compensation (03/14/2016)

The Mortgagee must ensure its employees are compensated in accordance with the
requirements for FHA approval.

f.

Conflicts of Interest (09/14/2015)

The Mortgagee may not permit an employee to have multiple roles in a single FHA-insured
transaction. Employees are prohibited from having multiple sources of compensation, either
directly or indirectly, from a single FHA-insured transaction.

g. Payment of Operating Expenses (03/14/2016)

i. Definition

Operating Expenses are the costs associated with equipment, furniture, office rent,
overhead, and employee compensation.

ii. Standard

The Mortgagee must pay all of its own operating expenses, including the expenses of its
home office and any branch offices where it conducts FHA business.
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The Mortgagee must maintain all accounts for operating expenses in its name.

h. Prohibited Payments (09/14/2015)
The Mortgagee, or any of the Mortgagee’s employees, must not pay or receive, or permit any
other party involved in an FHA-insured mortgage transaction to pay or receive, any fee,
kickback, compensation or thing of value to any person or Entity in connection with an FHA-
insured mortgage transaction, except for services actually performed and permitted by HUD.
The Mortgagee must not pay a referral fee to any person or Entity. The Mortgagee is not
permitted to:

e advance funds to a real estate agent, real estate broker, mortgage broker, or packager
as an advance of anticipated commissions on sales to be financed with an FHA-
insured Mortgage to be provided by the Mortgagee;

e make low interest or no interest Mortgages to a real estate broker, real estate agent,
mortgage broker, packager, builder or any other party from whom the Mortgagee
accepts proposals involving FHA-insured Mortgages; or

e pay a gratuity or make a Gift valued above items that are customarily distributed in
the normal course of advertising, public relations, or as a general promotion device, to
any person or Entity involved in the Mortgagee’s FHA-insured mortgage
transactions.

i. Staffing (09/14/2015)

The Mortgagee must employ sufficient, experienced staff or engage, as permitted, the
contract support necessary to carry out the Mortgagee’s FHA business.

The Mortgagee is responsible for the actions of its staff that participate in FHA transactions.
The Mortgagee must ensure that its Corporate Officers exercise control over the management
and supervision of such staff, which must include regular and ongoing reviews of staff
performance and of the work performed.

The Mortgagee is responsible for ensuring compliance with the licensing and registration
requirements applicable to individual loan originators under the SAFE Act.

j- Use of Contractors (09/26/2022)

i. Permissible Use

The Mortgagee may use contract support for administrative, human resources, and

clerical functions that include:

e clerical assistance;

e mortgage processing (typing of mortgage documents, mailing and collecting
verification forms, ordering credit reports, and/or preparing for endorsement and
shipping Mortgages to the Purchasing Mortgagee);

¢ ministerial tasks in mortgage servicing (processing of a foreclosure action,
preservation and protection, and/or tax services);
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legal functions;

Third Party Verification;

Quality Control; and

human resources services (payroll processing, payment of employment taxes and
the provision of employee benefits) provided by a professional employer
organization or a similar entity.

A Supervised, Nonsupervised, or Government Title I Lender may use an agent to service
Title I Loans for which it is the holder.

Third Party Verification (TPV) refers to a process through which a Mortgagee may use a
third party vendor to independently verify information in a loan application or otherwise
required for loan approval. TPV can be used to verify employment, income, assets, credit,
and occupancy.

ii. Impermissible Use

The Mortgagee may not contract with any Entity or person that is suspended, debarred,
under a Limited Denial of Participation (LDP), or who is otherwise excluded from
participation in FHA transactions.

A Mortgagee must not contract out management or underwriting functions.
iii. Standard

The Mortgagee must ensure that the contracting out of certain functions does not and will
not materially affect underwriting or servicing decisions or otherwise increase financial
risk to FHA.

The Mortgagee remains responsible for the quality of its FHA-insured Mortgages and
must ensure that its contractors fully comply with all applicable laws and FHA
requirements.

The Mortgagee may own or have an ownership interest in a separate business Entity that
offers such contract services.

Employees covered by a contract for human resources services described above must
remain under the direct supervision and control of the Mortgagee. FHA considers the
Mortgagee, the employer with respect to all activities related to FHA business, and the
Mortgagee retains full responsibility and legal liability for the actions of employees
covered by a contract for human resources services with regard to all HUD regulations
and requirements.

iv. Required Documentation

The Mortgagee and its contractor must have a valid contractual agreement in place that
specifies the roles and responsibilities of each party.
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k. Affiliates (09/14/2015)
i. Definition

Affiliates are contractors, agents, vendors, subservicers, and sponsored TPOs who
participate in FHA programs on behalf of an FHA-approved Mortgagee.

ii. Standard

The Mortgagee must ensure that its Affiliates are eligible and properly trained to
participate in FHA programs.

The Mortgagee must ensure that each Affiliate of the Mortgagee adheres to FHA
requirements when performing activities related to that Mortgagee’s FHA business.

1. Branch Office Requirements (09/14/2015)

All branch offices must meet FHA’s staffing, office facilities, and operating requirements,
and all applicable licensing requirements.

m. Fair Housing Notice (09/14/2015)

The Mortgagee must prominently display a fair housing poster at each office that participates
in activities related to Residential Real Estate-Related Transactions so as to be readily
apparent to all persons seeking residential real estate or brokerage services. The Mortgagee
must prominently display the Equal Housing Opportunity logo on documents, including both
hard copy and electronic documents, distributed by the Mortgagee to the public.

n. Advertising (09/14/2015)
i. Definitions
(A) Advertising

Advertising is any communication made to an outside Entity or individual that
describes or calls attention to a Mortgagee’s FHA products or services.

(B) Advertising Device

An Advertising Device is a channel or instrument used to solicit, promote, or
advertise FHA products or programs. Advertising Devices are present in the entire
range of electronic and print media utilized by Mortgagees, including, but not limited
to, websites, website addresses, business names, aliases, DBA names, domain names,
email addresses, direct mail advertisements, solicitations, promotional materials and
correspondence.
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ii.

Standard
(A) Advertising

A Mortgagee is solely responsible for the content of its advertising. This includes
advertising abuses by employees of the approved Mortgagee, and any violations
committed by employees of Affiliates or companies that advertise or generate FHA
mortgage leads or other FHA business on behalf of the Mortgagee. The Mortgagee
must ensure that all of its advertising communications and Advertising Devices, and
the communications and Advertising Devices of its Affiliates, comply with all
applicable state licensing and regulatory requirements.

(B) Advertising Device

A Mortgagee must not create the false impression that any of its Advertising Devices
are official government forms, notices, or documents or that otherwise convey the
false impression that an Advertising Device is authored, approved, or endorsed by
HUD or FHA.

The Advertising Device must be written, formatted, and structured in a manner that
clearly identifies the Mortgagee as the sole author and originator of the Advertising
Device. The Advertising Device must reflect the Mortgagee’s name, location, and
appropriate contact information.

(1) HUD and FHA Names and Acronyms

29 ¢

The use of the words “federal,” “government,” “national,” “U.S. Department of
Housing and Urban Development,” “Federal Housing Administration,” and/or the
letters “HUD” or “FHA,” either alone or with other words or letters, by an FHA-
approved Mortgagee, non-approved Mortgagee, or sponsored TPO in a manner
that falsely represents that the Mortgagee’s business services or products originate
from HUD, FHA, the government of the United States, or any federal, state or
local government agency is strictly prohibited.

(2) HUD and FHA Logos and Seals

Other than permissible use of the official FHA-Approved Lending Institution logo
and the Equal Housing Opportunity logo, a Mortgagee must not use FHA or HUD
logos or seals, any other official seal or logo of the U.S. Department of Housing
and Urban Development, or any other insignia that imitates an official federal
seal. No person, party, company, or firm, including FHA-approved Mortgagees,
may use these logos or seals on any Advertising Device.

(a) FHA-Approved Lending Institution Logo User Restrictions

Only an FHA-approved Mortgagee may display the official FHA-Approved
Lending Institution logo on an Advertising Device for the purpose of
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illustrating to the public the fact that the Mortgagee originates FHA-insured
mortgage products.

The Mortgagee must not permit its sponsored TPOs to use the official FHA-
Approved Lending Institution logo on any Advertising Device; unless the
sponsored TPO is also an FHA-approved Mortgagee.

(b) FHA-Approved Lending Institution Logo Content Restrictions

The FHA-Approved Lending Institution logo must be displayed in a discreet
manner. The Advertising Device, when taken as a whole, must emphasize the
institution or DBA name of the Mortgagee, and not the federal government.

When using the FHA-Approved Lending Institution logo on an Advertising
Device, the Mortgagee must include a conspicuous disclaimer that clearly
informs the public that the Mortgagee displaying the Advertising Device is
not acting on behalf of or at the direction of HUD, FHA, or the federal
government. The disclaimer must be prominently displayed in a location
proximate to where the FHA-Approved Lending Institution logo is displayed
on each Advertising Device.

The Mortgagee may not alter or modify the FHA-Approved Lending
Institution logo in any way.

(3) Advertising Devices of Sponsored Third-Party Originators

Advertising Devices used by sponsored TPOs must reflect the sponsored TPO’s
name, location, and appropriate contact information.

Sponsored TPOs are prohibited from engaging in any activity or authoring or
distributing any Advertising Device that falsely advertises, represents, or
otherwise conveys the impression that the sponsored TPO’s business operations,
products, or services either originate from or are expressly endorsed by HUD,
FHA, the government of the United States, or any federal, state or local
government agency.

iili. Required Documentation

The Mortgagee must retain copies of any Advertising Device it produces that is related to
FHA programs for a period of two years from the date that the Advertising Device is
circulated or used for advertisement, educational, or promotional purposes. Copies of
Advertising Devices related to FHA programs may be kept in either electronic or print
format and are to be provided to HUD upon request.

Handbook 4000.1

56

Last Revised: 06/29/2022



I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
7. Post-approval Changes

7. Post-approval Changes

The Mortgagee has an ongoing requirement to notify FHA of any changes to the information
outlined in its application for FHA approval or that affect the Mortgagee’s compliance with any
of FHA’s eligibility requirements.

a. Requirements for All Post-approval Changes (09/14/2015)
i. Types of Notification
(A) Information Update

An Information Update is any change to a Mortgagee’s basic institution or branch
information in the FHA systems that can be directly managed by the Mortgagee.

(B) Notice of Material Event

A Notice of Material Event is the method of submitting a required notice to FHA of a
change to the information provided by the Mortgagee at application as evidence of
approval eligibility, or a change that affects the Mortgagee’s standing as an FHA-
approved Mortgagee.

(C)Change Request

A Change Request is the method of submitting information and/or business changes
to FHA that requires FHA review and approval before acceptance. Any update or
change that cannot be made by the Mortgagee directly is submitted as a Change
Request.

ii. Standard

The Mortgagee must submit all Information Updates, Notices of Material Event, and
Change Requests to FHA using LEAP. All Information Updates, Notices of Material
Event, and Change Requests must be submitted within 10 business days of the change,
unless otherwise specified below.

Any change not specifically described in this Handbook 4000.1 that affects a
Mortgagee’s approval status or conduct of business with HUD must be reported to FHA
with a detailed explanation and supporting documentation.

iili. Required Documentation

The Mortgagee must:
¢ include a cover letter signed by a Corporate Officer summarizing the business
change(s); and
e submit any required documents as specified in Application and Eligibility
Requirements for Approval or as described in the LEAP User Manual.
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b. Information Updates (01/29/2020)

The Mortgagee must submit Information Updates, as applicable, for the following
information:

addresses for correspondence;

point of contact;

all other contact and identification information;

branch office information;

principal/authorized agent relationships;

cash flow accounts; and

e clectronic funds transfer accounts.

¢. Change in Corporate Officer (09/14/2015)

The Mortgagee must submit a Change Request to FHA in order to add or remove a Corporate
Officer.

d. Change in Partnership or Principal Owners (09/14/2015)

The Mortgagee must submit a Notice of Material Event to FHA if it experiences a change in
partnership or Principal Owners. This includes the addition or removal of partners or
Principal Owners.

e. “Doing Business As” Names (09/14/2015)

The Mortgagee must submit Information Updates, as applicable, for all DBA names or
aliases that the Mortgagee has a legal right to use. If the Mortgagee has six or more DBA
names, the Mortgagee must submit a Change Request through LEAP to add additional
names.

f. Relocation to a Different State (11/18/2020)
i. Home Office

If the Mortgagee is changing the geographic address of its home office to a different
state, the Mortgagee must submit a Change Request to FHA through LEAP.

ii. Branch Office

If the Mortgagee is changing the geographic address of a branch office to a different
state, the Mortgagee must terminate the branch FHA Lender ID for the original office and
register the new location as a new branch office.

Approved Mortgages that were approved before the branch office termination became
effective may be endorsed. Cases at earlier stages of processing cannot be submitted for
insurance by the terminated branch. However, the cases may be transferred for
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completion of processing and underwriting to another branch office or Mortgagee
authorized to underwrite FHA-insured Mortgages in that area.

g. Liquid Assets or Net Worth Deficiency (09/14/2015)

If at any time a Mortgagee’s adjusted net worth or liquidity falls below the required
minimum, the Mortgagee must submit a Notice of Material Event to FHA within 30 business
days of the deficiency. The Mortgagee must submit a Corrective Action Plan that outlines the
steps taken to mitigate the deficiency and includes relevant information, such as
contributions and efforts made to obtain additional capital.

h. Operating Loss (09/20/2021)

A Notice of Material Event must be submitted to FHA within 30 business days of the end of
each fiscal quarter in which a Mortgagee experiences an operating loss of 20 percent or
greater of its net worth.

Following the initial notification, the Mortgagee must submit financial statements every
quarter until it shows an operating profit for two consecutive quarters, or until it submits its
financial reports as part of its recertification, whichever period is longer.

i. Fidelity Bond (09/14/2015)

The Mortgagee must submit a Notice of Material Event to FHA of any significant change(s)
to its fidelity bond coverage. If a Mortgagee loses its fidelity bond coverage it must obtain a
new policy within 30 Days.

j.- Errors and Omissions Insurance (09/14/2015)

The Mortgagee must submit a Notice of Material Event to FHA of any significant change(s)
to its errors and omissions insurance. If a Mortgagee loses its errors and omissions insurance
it must obtain a new policy within 30 Days.

k. Principal Activity Change of Nonsupervised Mortgagee (09/14/2015)

If a Nonsupervised Mortgagee’s activities change such that it no longer meets the principal
activity requirement, the Mortgagee must submit a Notice of Material Event to FHA and
submit a Corrective Action Plan detailing the steps it will take to meet the principal activity
requirement to maintain its eligibility.

. Servicing (09/20/2021)

In order for a Mortgagee to service FHA-insured Mortgages after it has received FHA
Mortgagee approval, a Mortgagee must submit a Change Request to FHA. With its Change
Request, the Mortgagee must:
e designate an Officer in Charge who meets the experience requirements for the
Mortgagee’s servicing function;
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e provide a resume for the Officer in Charge;
e provide a credit report for the Officer in Charge; and
e provide an updated QC Plan.

FHA evaluates these requests on a case-by-case basis and reserves the right to request
additional documents necessary to determine the Mortgagee’s servicing capabilities.

m. Fiscal Year End Date (09/14/2015)

The Mortgagee must submit a Change Request to FHA in order to change its fiscal year end
date.

Before approving the change, FHA may require the Mortgagee to submit interim financial
reports to ensure the Mortgagee’s next annual renewal financial reports cover no more than
18 months. Change Requests must be submitted at least 90 Days before the end of the
Mortgagee’s current fiscal year, as reported to FHA.

n. Supervision Change (09/14/2015)

If there is a change to a Supervised Mortgagee’s supervising or regulatory agency, the
Mortgagee must submit a Notice of Material Event to FHA and provide documentation of the
change and the effective date.

0. Business Form (09/14/2015)

The Mortgagee must submit a Notice of Material Event to FHA if it reincorporates; changes
its charter; changes the state where it is incorporated, organized or chartered; or completes
any other equivalent business change.

i. Change Resulting in New Federal Taxpayer Identification Number

If a Mortgagee receives a different federal TIN as a result of a business change, the
Mortgagee must submit a new application for FHA Mortgagee approval.

FHA will issue a new FHA Lender ID to the Mortgagee upon approval. When the new
FHA Lender ID is issued, the old FHA Lender ID will remain active for approximately
45 Days to allow for completion of processing of Mortgages in process under that
identification number.

ii. Change Not Resulting in New Federal Taxpayer Identification Number

If the Mortgagee does not receive a new federal TIN as a result of a business change, then
the Mortgagee must submit the following documents to FHA:
e a Notice of Material Event in the form of a letter signed by a Corporate Officer
containing the following provisions:
o providing a complete description of the business change;
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o confirming that there has been no change in the federal TIN or depositor
insurance (in the case of a Supervised Mortgagee);

o stipulating that the institution will continue to comply with all FHA approval
and eligibility requirements; and

o stipulating that the newly chartered Entity will continue to be responsible for
the assets and liabilities of the former Entity, including any problems found
subsequently by HUD in the origination or servicing of any Mortgages
originated or serviced by the Entity prior to the business change; and

e acopy of the Business Formation Documents.

p.- Bankruptcy (09/14/2015)
i. Business

A Mortgagee that files a Chapter 7 bankruptcy petition must submit a Notice of Material
Event to FHA.

A Mortgagee that files a bankruptcy petition under any other chapter of the United States
Bankruptcy Code must submit a Notice of Material Event to FHA and submit with its
notice, and quarterly thereafter, an internally prepared balance sheet and a statement of
adjusted net worth for as long as the bankruptcy petition is active.

The Mortgagee must submit a Notice of Material Event to FHA of each change of status
in the bankruptcy. FHA reserves the right to require the Mortgagee to submit additional
information upon request in order to determine if the Mortgagee is eligible to maintain its
FHA approval.

ii. Personal

The Mortgagee must submit a Notice of Material Event to FHA if any Corporate Officer
or Principal Owner commences voluntary or involuntary bankruptcy. A current credit
report for that Corporate Officer or Principal Owner must be submitted with the Notice of
Material Event. FHA must be notified of each change of status in the bankruptcy
proceedings.

q. Lending License(s) (09/14/2015)

The Mortgagee must submit a Notice of Material Event to FHA of any changes to its
license(s). In the event of a lending license surrender or revocation, the Mortgagee must
notify FHA which license(s) has been surrendered and provide an explanation of each action.

r. Mergers, Acquisitions, and Reorganizations (09/20/2021)
i. Merger or Consolidation

FHA’s treatment of an FHA-approved Mortgagee for approval purposes following a
merger will depend on the prior approval status of the surviving Entity.
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(A)

(B)

Duties of a Non-surviving FHA-Approved Mortgagee
(1) Standard

A non-surviving FHA-approved Mortgagee that holds a portfolio of FHA-insured
Mortgages must transfer those Mortgages to a Mortgagee approved by FHA to
service FHA Mortgages.

If a surviving FHA-approved Mortgagee acquires all of the non-surviving FHA-
approved Mortgagee’s outstanding FHA Mortgages, all of these Mortgages will
be transferred in FHA systems to the surviving Entity when the merger is
processed.

A non-surviving Mortgagee remains responsible for the payment of insurance
premiums and compliance with all other obligations associated with the FHA
Mortgages until the Mortgages are transferred and the mortgage record changes
are reported accurately to HUD through FHAC, Electronic Data Interchange
(EDI), or Business to Government (B2G).

Once the non-surviving Mortgagee ceases to exist or its approval is terminated,
whichever comes first, the non-surviving Mortgagee must not:

e accept any new applications for FHA Mortgages;

e hold FHA Mortgages;

e service FHA Mortgages; or

e submit claims to HUD.

Duties of a Surviving Entity

(1) FHA-Approved Mortgagee That Survives a Merger with a Non-approved
Entity

(a) Standard

An FHA-approved Mortgagee that is the surviving Entity in a merger with a
non-approved Entity must notify FHA of the merger.

The surviving FHA-approved Mortgagee must register each of the non-
surviving Entity’s branch offices that will remain open under the auspices of
the surviving Mortgagee and pay the branch office registration fee(s).

(b) Required Documentation

An FHA-approved Mortgagee that is the surviving Entity in a merger with a
non-approved Entity must submit a Change Request to FHA containing the
following:
e aletter, signed by a Corporate Officer, that informs FHA of the
merger. The letter must include information that:
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o provides the FHA Lender IDs for each FHA-approved Mortgagee
involved in the merger;
o provides the date the merger occurred or will occur; and
o requests the withdrawal of the non-surviving Mortgagee’s FHA
approval in accordance with FHA’s voluntary withdrawal
procedures;
e acopy of the legal document evidencing the merger;
e if a Supervised Mortgagee, a copy of the letter from the Federal
Banking Agency that approved the merger; and
e if applicable, a letter describing how the non-servicing Mortgagee will
dispose of the FHA-insured Mortgages that it held or serviced that
have not been acquired by a surviving FHA-approved Mortgagee.

(2) Two or More FHA-Approved Mortgagees Merge

(a) Standard

An FHA-approved Mortgagee that is the surviving Entity in a merger with
another FHA-approved Mortgagee must notify FHA of the merger.

The surviving Mortgagee must register each of the non-surviving Mortgagee’s
branch offices that will remain open under the auspices of the surviving
Mortgagee and pay the branch office registration fee(s).

(b) Required Documentation

An FHA-approved Mortgagee that is the surviving Entity in a merger with
another FHA-approved Mortgagee must submit a Change Request to FHA
containing the following:
e aletter, signed by a Corporate Officer, describing the merger;
e acopy of the legal document evidencing the merger; and
e if a Supervised Mortgagee, a copy of the letter from the Federal
Banking Agency or other supervisory authority that approved the
merger.

(3) Non-approved Entity That Survives a Merger with an FHA-Approved

Mortgagee
(a) Standard

A non-approved surviving Entity must become an FHA-approved Mortgagee
in order to originate, underwrite, close, endorse, service, purchase, hold, or
sell FHA-insured Mortgages, or to submit claims on Mortgages to FHA,
including those previously held by the non-surviving Mortgagee.

Immediately after becoming approved, the Mortgagee must register each of
the non-surviving Entity’s branch offices that will remain open under the
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auspices of the surviving Mortgagee and pay the branch office registration

fee(s).

When new FHA Lender IDs for these branch offices are issued, the surviving
Mortgagee must cease originating cases under the non-surviving Mortgagee’s
old FHA Lender ID numbers.

(b) Required Documentation

A non-approved surviving Entity must submit an online application for FHA
approval containing all information and documentation required to
demonstrate eligibility for approval. The Entity must also submit with its
application a letter signed by a Corporate Officer that describes the merger,
and, if applicable, the surviving Entity’s intentions regarding the non-
surviving Mortgagee’s outstanding portfolio of FHA Mortgages and
indemnifications.

ii. Sale, Acquisition, or Disassociation

FHA'’s treatment of a sale, acquisition, or disassociation of an FHA-approved Mortgagee
depends on whether the FHA-approved Mortgagee dissolves, continues as a subsidiary or
corporate affiliation of the acquiring Entity, or becomes an independent Entity.

(A)An FHA-Approved Mortgagee Is Acquired by Another Entity
(1) Dissolution of Acquired FHA-Approved Mortgagee
(a) Duties of Acquired FHA-Approved Mortgagee
(i) Standard

If an FHA-approved Mortgagee being acquired will be dissolved into
another Entity, it must voluntarily withdraw its FHA approval. The
acquired Mortgagee must transfer any FHA-insured Mortgages in its
portfolio to a Mortgagee approved to service FHA-insured Mortgages.

The dissolving Mortgagee must continue to pay insurance premiums due
and meet all other obligations associated with its FHA Mortgages until the
Mortgages are transferred and the mortgage record changes are reported
accurately to HUD in FHAC, EDI, or B2G.

(ii) Required Documentation

The FHA-approved Mortgagee being acquired must submit a Change
Request to FHA in the form of a letter, signed by a Corporate Officer, that
informs FHA of the details regarding the acquisition and requests the
withdrawal of its FHA approval.
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The Mortgagee must submit a copy of the articles of dissolution, a letter
describing the acquisition, and, if applicable, how it will or has disposed
of FHA Mortgages that it held or serviced.

(b) Duties of Acquiring Entity

(i) Standard

If a non-approved Entity is acquiring and dissolving an FHA-approved
Mortgagee, the non-approved Entity must become an FHA-approved
Mortgagee to originate, underwrite, close, endorse, service, purchase,
hold, or sell FHA-insured Mortgages, or to submit claims on FHA
Mortgages, including those previously held by the dissolved Mortgagee.

Immediately after becoming approved, the Mortgagee must register each
of the dissolved Mortgagee’s branch offices that will remain open under
the auspices of the acquiring Entity.

(ii) Required Documentation

An FHA-approved Mortgagee that acquires and dissolves another FHA-
approved Mortgagee is required to submit a Change Request to FHA
through LEAP.

A non-approved Entity must submit an online application for FHA
approval containing all information and documentation required to
demonstrate eligibility for approval. The Entity must also submit with its
application a letter signed by a Corporate Officer that describes the
acquisition, and, if applicable, the acquiring Entity’s intentions regarding
the dissolved Mortgagee’s outstanding portfolio of FHA Mortgages.

(2) Continuation as Subsidiary or Corporate Affiliation

(a) Acquisition by an FHA-Approved Mortgagee

(i) Standard

If the FHA-approved Mortgagee being acquired will continue to operate as
a subsidiary or corporate affiliation of the acquiring FHA-approved
Mortgagee, the acquired Mortgagee may continue to operate under its
existing FHA Lender ID as a separately approved Mortgagee.

(if) Required Documentation

Acquired FHA-Approved Mortgagee - The acquired Mortgagee must
submit a Change Request to FHA in the form of a letter, signed by a
Corporate Officer, informing FHA that it has been acquired and will
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continue to operate as a subsidiary or corporate affiliation of the acquiring
FHA-approved Mortgagee.

Acquiring FHA-Approved Mortgagee - The acquiring FHA-approved
Mortgagee must submit a Change Request to FHA in the form of a letter,
signed by a Corporate Officer, that:

e describes the transaction;
lists the names of all parties;
lists the FHA Lender IDs of all parties;
states the date of the acquisition; and
stipulates that the acquired Mortgagee will continue as a subsidiary
or corporate affiliation of the acquiring FHA-approved Mortgagee.

(b) Acquisition by a Non-approved Entity
(i) Standard

If the acquired FHA-approved Mortgagee will continue to operate as a
subsidiary or corporate affiliation of the acquiring Entity, it may continue
to operate as an FHA-approved Mortgagee under its own name, whether
or not the acquiring Entity becomes FHA-approved.

(ii) Required Documentation

The Mortgagee must submit a Change Request to FHA in the form of a
letter, signed by a Corporate Officer, describing the acquisition and its
future operating status.

(B) An FHA-Approved Mortgagee Acquires a Non-approved Entity

(1) Standard

If an FHA-approved Mortgagee acquires a non-approved Entity the Mortgagee
must notify FHA of the acquisition.

If an FHA-approved Mortgagee acquires a non-approved Entity and the acquired
Entity will operate with a separate EIN as a subsidiary or corporate affiliation of
the Mortgagee, the non-approved Entity must apply for separate approval in order
to originate, underwrite, close, endorse, service, purchase, hold, or sell FHA-
insured Mortgages.

(2) Required Documentation

If an FHA-approved Mortgagee acquires a non-approved Entity the Mortgagee is
required to submit a Change Request to FHA in the form of a letter, signed by a
Corporate Officer, describing the acquisition.
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If an FHA-approved Mortgagee acquires a non-approved Entity and the acquired
Entity intends to originate, underwrite, close, endorse, service, purchase, hold, or
sell FHA-insured Mortgages operating with a separate EIN as a subsidiary or
corporate affiliation of the Mortgagee, the non-approved Entity must submit an
online application for FHA approval containing all information and
documentation required to demonstrate eligibility for approval. The Entity must
also submit with its application a letter signed by a Corporate Officer that
describes the acquisition.

(C) An FHA-Approved Mortgagee Becomes Independent
(1) Standard

When an FHA-approved Mortgagee that has been a subsidiary or part of a larger
Entity becomes independent, the Mortgagee must notify FHA of the
disassociation.

If the disassociation results in changes to the Mortgagee’s Corporate Officers or
Principal Owners, the Mortgagee must submit the proper notifications to FHA as
described in this Handbook 4000.1.

(2) Required Documentation

When an FHA-approved Mortgagee that has been a subsidiary or part of a larger
Entity becomes independent, the Mortgagee must submit a Change Request to
FHA in the form of a letter, signed by a Corporate Officer, describing the details
of the disassociation.

s. Conservatorship, Receivership, or Transfer of Control (09/14/2015)

The Mortgagee must submit a Change Request to FHA if it goes into conservatorship,
receivership, or is subject to a transfer of control to a federal or state supervisory agency.

The Mortgagee must submit a Change Request to FHA of a change of status in any of these
situations and FHA reserves the right to require the Mortgagee to submit additional
information in order to determine if the Mortgagee is eligible to maintain its FHA Mortgagee
approval.

t. Cease Operations (11/18/2020)

The Mortgagee must submit a Change Request for voluntary withdrawal of FHA approval, if
it ceases operations.

u. Unresolved Findings or Sanctions (03/27/2019)

A Mortgagee must submit a Notice of Material Event to FHA and provide relevant
documentation if it or any officer, partner, director, principal, manager, supervisor, loan
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processor, loan underwriter, or loan originator employed or retained by the Mortgagee is
subject to any Unresolved Findings or Sanctions.

A Mortgagee must submit a Notice of Material Event to FHA of a change of status in any
Unresolved Finding or Sanction previously reported.

v. Program Approvals (09/20/2021)

The Mortgagee must submit a Change Request to FHA in order to add Title I or Title II
program approval to its existing FHA program approval. The Change Request must include

an updated QC Plan.

8. Annual Recertification

a. General Requirements (03/14/2016)

i. Standard
(A)Recertification Process

To retain its FHA approval, a Mortgagee must, unless otherwise noted, complete
FHA'’s recertification process on an annual basis.

(B) Filing Deadline

Each Mortgagee must submit its recertification package within 90 Days after the
Mortgagee’s fiscal year end.

ii. Required Documentation

The Mortgagee must submit its annual recertification package through LEAP. The
Mortgagee must submit the following to recertify its FHA approval:

e online certification

e recertification fee

¢ financial data

A Mortgagee that does not wish to retain its FHA approval must submit a Change
Request for voluntary withdrawal of FHA approval.

iii. Exception for Recently Approved Mortgagees
(A)Standard

The Mortgagee is not required to submit audited financial statements or pay the
recertification fee if the initial approval date of the Mortgagee is less than six months
prior to the end of its fiscal year and the audited financial statements submitted for
approval are for the period ending not more than six months prior to the end of its
fiscal year.
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However, the audited financial statements for the next recertification reporting period
must cover the period from the date after the ending date of its audited financial
statements submitted for approval to the end of its current fiscal year. The period
covered by the renewal audit cannot exceed 18 months.

(B) Required Documentation

At the close of the first, full fiscal year following receipt of FHA approval, the
Mortgagee must submit audited financial statements covering the period from the
ending date of the financial statements used to obtain initial approval, and ending at
the close of the Mortgagee’s most recent fiscal year. Mortgagees may not submit
financial statements that cover a period of more than 18 months.

b. Online Certification (09/14/2015)
i. Standard

The Mortgagee, through a Corporate Officer, must complete a series of annual
certification statements that address the Mortgagee’s compliance with FHA requirements
over the Certification Period. The Certification Period is the one-year period beginning
on the first day of the Mortgagee’s prior fiscal year and ending on the last calendar day
thereof.

ii. Required Documentation

The certification must be completed through LEAP by a Corporate Officer of the
Mortgagee who has been granted the Certifying Official authorization in FHAC.

iii. Unable to Certify
(A)Standard

If a Mortgagee is unable to truthfully certify to one or more of the statements set forth
in the online certification, the Mortgagee must not make the particular certification.

(B) Required Documentation

The Mortgagee must submit an explanation for each certification that it is unable to
complete. The Mortgagee may submit supporting documentation with its explanation.

If additional information is required as a result of the Mortgagee’s explanation, FHA
will advise what additional information or documentation is required and provide a
due date for the submission of the requested information or documentation.
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(C)FHA Review

FHA will review the Mortgagee’s explanation and request any additional information
or documentation needed to render a final decision regarding the Mortgagee’s ability
to complete the annual recertification process.

iv. Repercussion of False Certification

If a Mortgagee submits a false certification to FHA, the Mortgagee and its certifying
Corporate Officer may be referred for criminal, civil, or administrative actions, as
appropriate.

Annual Recertification Fee (03/27/2019)
i. Standard

The Mortgagee must pay an annual recertification fee after its online certification has
been submitted and accepted. All fee payments must be made electronically. This
recertification fee is non-refundable and will not be pro-rated.

ii. Calculation of Fee Amount

The Mortgagee will be assessed a fee for the Mortgagee’s home office and for each
branch office registered with FHA. Fees are calculated based on the Mortgagee’s
program approval(s), Mortgagee type, and the number of FHA-approved branch offices
as of the last business day of the Mortgagee’s Certification Period.

A Mortgagee that is terminating a branch office must do so on or before the last business
day of the Certification Period in order to avoid paying the recertification fee for that
branch office for the next Certification Period. Mortgagees attempting to terminate a
branch office after the last day of their Certification Period will not be permitted to do so
until the annual recertification fees have been paid in full.

iii. Exception for Government Mortgagees

Government Mortgagees are not required to pay a recertification fee.

d. Financial Data Submission (03/14/2016)

Supervised, Nonsupervised, and Investing Mortgagees must submit the financial data
described below.

i. Small Supervised Mortgagees

A Small Supervised Mortgagee must submit a copy of its Unaudited Regulatory Report,
signed by a Corporate Officer, that aligns with its fiscal year end.

Handbook 4000.1 70
Last Revised: 06/29/2022


http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/approvals_renewals
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/approvals_renewals

I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees (09/20/2021)
8. Annual Recertification

ii.

Large Supervised, Nonsupervised, and Investing Mortgagees
(A) Audit of Financial Statements

The Mortgagee must comply with the appropriate financial reporting procedures and
requirements set forth in the HUD OIG Handbook 2000.04, Consolidated Audit
Guide for Audits of HUD Programs.

(B) Accounting and Auditing Standards

The Mortgagee must have prepared its financial statements in accordance with GAAP
and had its audit performed in accordance with the most currently effective
Government Accountability Office Generally Accepted Government Auditing
Standards (GAGAS), also referred to as the “Yellow Book,” and GAAS.

(C) Audit Related Questions

The Mortgagee must submit answers to FHA’s Audit Related Questions. FHA’s
Audit Related Questions address information about the Mortgagee’s financial data,
the type of audit completed, and any Findings reported.

(D) Independent Public Accountant Attestation

The Mortgagee must submit its recertification package to an Independent Public
Accountant (IPA) for review. The IPA must review the Mortgagee’s financial data
and Audit Related Questions, and complete the Agreed Upon Procedures. The Agreed
Upon Procedures address compliance with required audit procedures.

iii. Exception for Government Mortgagees

Government Mortgagees are not required to submit financial information.

e. Rejection of a Mortgagee’s Recertification Package (09/14/2015)

FHA may reject a Mortgagee’s recertification package due to noncompliance. When this
occurs, the Mortgagee must resubmit its financial data, and if applicable, the answers to
FHA’s Audit Related Questions along with an updated IPA attestation. All documents
needed to cure deficiencies in the Mortgagee’s recertification package must be submitted
through LEAP.

f. Recertification Extension Requests (03/27/2019)

The Mortgagee may request an extension of its recertification package due date only as the
result of a natural or catastrophic event resulting in a disruption of employee or mortgagee
business operations. Extension requests must be submitted through LEAP prior to the
Mortgagee’s recertification package due date.
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Voluntary Withdrawal of FHA Mortgagee Approval (03/27/2019)

9.

g. Failure to Recertify (09/14/2015)

A Mortgagee may be referred to the MRB for failing to timely and satisfactorily complete the
annual recertification process.

Voluntary Withdrawal of FHA Mortgagee Approval (03/27/2019)

A Mortgagee that does not wish to retain its FHA approval must submit a Change Request for
voluntary withdrawal of FHA approval.

a. Standard (09/14/2015)

The Mortgagee must satisfy all outstanding payable indemnification debts and Mortgage
Insurance Premiums (MIP), and transfer the servicing and ownership of any FHA-insured
Mortgages in its portfolio to an FHA-approved Mortgagee prior to its request being
approved, and the Mortgagee will remain obligated on any outstanding indemnification
agreements.

FHA will not honor a Mortgagee’s request to withdraw while there is a pending
administrative action or MRB action, or while the Mortgagee has unpaid indemnification
claims or unsatisfied settlement agreement obligations owed to HUD.

b. Required Documentation (09/14/2015)

The Mortgagee must submit a Change Request for voluntary withdrawal in the form of a
letter, signed by a Corporate Officer, and submitted through LEAP. If applicable, the request
must be submitted within 10 business days of the change in the Mortgagee’s eligibility status.

c. Reapplication (09/14/2015)

A Mortgagee whose approval is voluntarily withdrawn may re-apply for FHA approval any
time after its withdrawal.

10. Voluntary Withdrawal of Title I Lender Contract of Insurance

A Title I Lender that does not wish to retain its Title I Contract of Insurance must submit a
Change Request for voluntary withdrawal of its Title I Contract of Insurance.

a. Standard (05/09/2022)

The Title I Lender remains responsible for servicing or selling the Title I Loans that it holds
and is authorized to file insurance claims on these Loans, but it cannot otherwise exercise the
rights of an FHA-approved Title I Lender.

A Title I Lender cannot obtain insurance coverage for new Title I Loans originated under the
terminated Title I Contract of Insurance as of the effective date of termination.
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. Voluntary Withdrawal of Title I Lender Contract of Insurance

The Title I Lender is not relieved of the liability to pay future insurance premiums or other
obligations owed to HUD.

The insurance reserve on Title I Loans previously accepted for insurance is not adversely
affected except for Title I Loans involving fraud or misrepresentation.

Insurance Reserves earned by the Title I Lender as of the date of termination, under the
terminated Title I Contract of Insurance, remain to its credit unless exhausted by filing of
claims.

b. Required Documentation (05/09/2022)

The Title I Lender must submit a Change Request for voluntary withdrawal in the form of a
letter, signed by a Corporate Officer, and submitted through LEAP. If applicable, the request
must be submitted within 10 business days of the change in the Title I Lender’s status.

c. Reapplication (05/09/2022)

A Title I Lender whose Title I Contract of Insurance is voluntarily withdrawn may re-apply
for a new Title I Contract of Insurance any time after its withdrawal.
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B. OTHER PARTICIPANTS
1. Appraisers
a. FHA Appraiser Roster (09/14/2015)
i. Definition

Appraiser refers to an FHA Roster Appraiser who observes, analyzes, and reports the
physical and economic characteristics of a Property and provides an opinion of value to
FHA. An Appraiser’s observation is limited to readily observable conditions and is not as
comprehensive an inspection as one performed by a licensed home inspector.

ii. Standard
FHA requires Mortgagees to select qualified, competent and knowledgeable Appraisers.

FHA maintains a list of qualified Appraisers on the FHA Appraiser Roster. Only an
Appraiser on the FHA Appraiser Roster and the Appraisal Subcommittee’s (ASC)
National Registry may be selected by the Mortgagee to conduct an appraisal for FHA-
insured financing.

b. Chattel Appraisers (for Title I Loans) (05/09/2022)
i. Definitions

Chattel Appraiser refers to an appraiser who observes, analyzes, and reports the physical
and economic characteristics of Chattel and provides an opinion of value to FHA.

Chattel refers to tangible, movable Personal Property that is not Real Property.
ii. Standard

To be eligible to appraise Chattel, the Chattel Appraiser must be:

e certified as a Manufactured Housing Valuation (MHV) appraiser. MHV
appraisers are trained and certified in accordance with NADA guides guidelines to
use the National Appraisal System (NAS); or

e certified as a real estate Appraiser who is listed as active on the FHA Appraiser
Roster, and certifies on each appraisal that the Appraiser has experience and
competence in appraising Manufactured Homes where ownership interest is
Chattel (or Personal Property).

In addition, the Chattel Appraiser must not be:
e suspended, debarred, or otherwise excluded; and
e listed on HUD’s Limited Denial of Participation (LDP) List, HUD’s Credit Alert
Verification Reporting System (CAIVRS), or subject to any current loss of
standing or suspension as a certified Appraiser in any state. A state refers to any
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1.

Appraisers

state of the United States, Puerto Rico, the District of Columbia, Guam, American
Samoa, the Commonwealth of the Northern Mariana Islands, or the United States
Virgin Islands.

(A) Competency Requirement

The Chattel Appraiser must be knowledgeable of the Uniform Standards of
Professional Appraisal Practice (USPAP) and FHA appraisal requirements. The
Chattel Appraiser must meet the competency requirements defined in the USPAP
prior to accepting an assignment. The Chattel Appraiser must be knowledgeable in
the market where the assignment is located.

(B) Licensing Requirement

For appraisals of Manufactured Homes under chattel ownership, if the appraiser is not
a certified real estate appraiser listed as active on the FHA Appraiser Roster as above,
then the appraiser must provide proof of certification as an MHV appraiser.

(C)Compliance to USPAP

All Chattel Appraisers must comply with the USPAP, including the Competency
Rule, when conducting appraisals of Properties classified as Personal Property or
Real Property.

All Appraisers providing services involving Manufactured Homes where the property
interest is Chattel (or Personal Property) will follow USPAP Standards Seven and
Eight when developing and reporting the results of the appraisal.

(D) Pending or Settled Actions

Prior to accepting an assignment from a Lender, the Chattel Appraiser must disclose
all lawsuits, administrative complaints, Findings, or reports produced in connection
with an investigation, audit, or review conducted by HUD, another federal, state, or
local governmental agency, or by any other regulatory or oversight entity with
jurisdiction over the Chattel Appraiser, its officers, partners, directors, principals,
managers, supervisors, and other agents, that are currently pending or were resolved
within two years of the application, including any violations of the Fair Housing Act,
42 U.S.C. §§ 3601-3619.

iii. Post-appraisal Requirements

The Appraiser must comply with the following requirements and restrictions for its FHA
business operations in addition to continuing to operate in full compliance with the
eligibility requirements outlined in this Handbook 4000.1.
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1.
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(A) Compliance with Law

The Appraiser’s performance must comply with all applicable federal, state, and local
laws.

(B) Appraiser Competency Requirement

The Chattel Appraiser assigned to provide the appraisal must be able to complete an
assignment for the property type, assignment type, and geographic location of the
subject Property.

The Chattel Appraiser must comply with the USPAP, including the Competency
Rule, when conducting appraisals of Properties intended as security for FHA-insured
financing.

(C) Communications with Appraisers

A Chattel Appraiser must avoid conflicts of interest and the appearance of conflicts of
interest. To avoid conflicts of interest and the appearance of conflicts of interest, the
Chattel Appraiser must not have substantive communications relating to or having an
impact on valuation, including ordering or managing an appraisal assignment with
any member of a Lender’s loan production staff, any person who is compensated on a
commission based on the successful completion of a Loan, or any person who reports
to any officer of the Lender who is associated with the loan production staff and
process.

The Chattel Appraiser is bound by the Confidentiality Rule of USPAP and may not
discuss the value or conclusions of the appraisal with anyone other than the Title I
underwriter or FHA staff or their representatives. The Chattel Appraiser may discuss
components of the appraisal that influence its quality and value with the Title I
underwriter who has responsibility for underwriting the case.

The Chattel Appraiser may interact with real estate agents and others during the
normal course of business to provide property access, information and other market
data.

(D) Appraisal Fees

The Chattel Appraiser and the Lender or Lender-designated third party will negotiate
the appraisal fees and due date. FHA does not establish appraisal fees or due dates.

(E) Obligation to Report
(1) Professional Appraisal Organizations

The Chattel Appraiser may be a member or hold designations in professional
appraisal organizations. If the Chattel Appraiser is a member, candidate or

Handbook 4000.1 76
Last Revised: 06/29/2022



I. DOING BUSINESS WITH FHA
B. Other Participants

1. Appraisers

associate of an appraisal organization, the Chattel Appraiser must report to the
Lender any adjudicated actions resulting in a disciplinary action, or the
suspension of the Chattel Appraiser within 14 Days of such action. The Chattel
Appraiser must also disclose this information on each appraisal report submitted
for FHA chattel loans for the entire period in which the disciplinary action is in
place.

(2) Safeguards for Appraiser Independence

The Chattel Appraiser must report attempts to influence independence to
answers@hud.gov or by calling1-800-CallFHA. In addition, the Chattel Appraiser
must report the attempts to HUD’s Office of Inspector General (OIG). All
referrals to the OIG should be made to the OIG Hotline’s call center at 1-800-347-
3735 or via the OIG Hotline’s website at www.hudoig.gov/hotline. Lenders,
Appraisal Management Companies (AMC) and third parties are prohibited from
influencing the independence of the Chattel Appraiser and the valuation process.
Prohibited acts and attempts to influence the results of an appraisal include the
following:

e withholding or threatening to withhold timely payment or partial payment
for an appraisal report;

e withholding or threatening to withhold future business from a Chattel
Appraiser, or demoting, terminating or threatening to demote or terminate
a Chattel Appraiser;

e making expressed or implied promises of future business, promotions or
increased compensation for a Chattel Appraiser;

e conditioning the ordering of an appraisal report or the payment of an
appraisal fee, salary, or bonus on the opinion, conclusion or valuation to
be reached, or on a preliminary value estimate requested from a Chattel
Appraiser;

e requesting that a Chattel Appraiser provide an estimated, predetermined or
desired valuation in an appraisal report prior to the completion of the
appraisal report, or requesting that a Chattel Appraiser provide estimated
values or comparable sales at any time prior to the Chattel Appraiser’s
completion of an appraisal report;

e providing the Chattel Appraiser with an anticipated, estimated, encouraged
or desired value for a subject Property, or a proposed or target amount to
be loaned to the Borrower, except for a copy of the sales contract for
purchase and any addendum, which must be provided;

e providing the Chattel Appraiser, appraisal company, AMC or any Entity
or person related to the Chattel Appraiser, with stock or other financial or
nonfinancial benefits;

e allowing the removal of a Chattel Appraiser from a list of qualified Chattel
Appraisers or the addition of a Chattel Appraiser to an exclusionary list of
qualified Chattel Appraisers, used by any Entity, without prompt written
notice to the Chattel Appraiser that includes written evidence of the
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1. Appraisers

Chattel Appraiser’s illegal conduct, violation of the USPAP or state
licensing standards, improper or unprofessional behavior or other
substantive reason for removal;

e ordering, obtaining, using, or paying for a second or subsequent appraisal
or Automated Valuation Model (AVM) in connection with a mortgage
financing transaction, unless:

o there is a reasonable basis to believe that the initial appraisal was
flawed or tainted and such appraisal is clearly and appropriately noted
in the case binder; or

o such appraisal or AVM was completed pursuant to a written, pre-
established bona fide pre- or post-funding appraisal review, quality
control process or underwriting guidelines and the Lender adheres to a
policy of selecting the most reliable appraisal, rather than the appraisal
that states the highest value; and

e any other act or practice that impairs or attempts to impair an Appraiser’s
independence, objectivity, or impartiality or violates law or regulation.

¢. Application and Approval Process (09/14/2015)
i. Eligibility Requirements

(A) General

For placement on the FHA Appraiser Roster, the appraiser must:

e Dbe a state-certified residential or state-certified general appraiser with
credentials based on the minimum licensing/certification criteria issued by the
Appraiser Qualifications Board (AQB) of the Appraisal Foundation;

e not be suspended, debarred, or otherwise excluded; and

e 1ot be listed on HUD’s Limited Denial of Participation (LDP) List, HUD’s
Credit Alert Verification Reporting System (CAIVRS), or subject to any
current loss of standing or suspension as a certified appraiser in any state.

(B) Competency Requirement

The Appraiser must be knowledgeable of the Uniform Standards of Professional
Appraisal Practice (USPAP) and FHA appraisal requirements. The Appraiser must
meet the competency requirements defined in the USPAP prior to accepting an
assignment. The Appraiser must be knowledgeable in the market where the
assignment is located.

(C) Licensing Requirement

The Appraiser must be a state-certified residential or state-certified general Appraiser.
The Appraiser must maintain and be able to prove certification in all states in which
the Appraiser performs appraisals.
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ii. Submitting the Application and Required Documentation

The appraiser must submit applications electronically through FHA Connection (FHAC)
and follow the FHA Appraiser Roster Application Instructions.

(A) Form HUD-92563-A

The appraiser must complete form HUD-92563-A in FHAC. The appraiser must sign
this form, scan it and save it in a PDF format for delivery to FHA.

The appraiser must certify that the appraiser has “read and fully understands and will
comply with FHA Single Family Housing Policy Handbook (Handbook 4000.1), and
FHA Single Family Housing Appraisal Report and Data Delivery Guide.”

(B) State Certification

The appraiser must provide a PDF image of their current state-issued certification for
each state in which the appraiser is certified.

(C)Pending or Settled Actions

The applicant must disclose all lawsuits, administrative complaints, Findings, or
reports produced in connection with an investigation, audit, or review conducted by
HUD, another federal, state, or local governmental agency, or by any other regulatory
or oversight entity with jurisdiction over the appraiser, its officers, partners, directors,
principals, managers, supervisors, and other agents, that are currently pending or were
resolved within two years of the application, including any violations of the Fair
Housing Act.

iii. Processing of Application

FHA will review all completed applications for approval to determine if the appraiser
complies with all eligibility requirements. If FHA requires additional documentation or
clarifying information, FHA may request such additional information and provide the
appraiser with a deadline for response. If the appraiser does not submit a completed
application or provide the additional information requested by the specified deadline,
FHA may deny approval on this basis.

iv. Application Approval

If FHA approves the appraiser’s application, the Appraiser’s name will appear on the
FHA Appraiser Roster.

v. Application Rejection

Applicants deemed ineligible for placement on the FHA Appraiser Roster will be notified
electronically and provided the reason(s) for denial.
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d. Renewal (09/14/2015)

The Appraiser should renew expiring licenses at least 45 Days prior to expiration in order for
state records to process the renewal to the ASC National Registry. FHA Appraiser Roster
records are based on National Registry records. Failure of the Appraiser to renew in a timely
manner may result in removal from the FHA Appraiser Roster.

Post-approval Requirements (11/17/2021)

The Appraiser must comply with the following requirements and restrictions for its FHA
business operations in addition to continuing to operate in full compliance with the eligibility
requirements outlined in this Handbook 4000.1.

i. Compliance with Law

The Appraiser’s performance must comply with all applicable federal, state, and local
laws, including the Fair Housing Act and other federal, state, or local antidiscrimination
laws. The Appraiser must adhere to all state and local laws relating to appraisal,
licensing, and certification requirements.

ii. Appraiser Competency Requirement

The Appraiser assigned to provide the appraisal must be able to complete an assignment
for the property type, assignment type, and geographic location of the subject Property.

The Appraiser must comply with the USPAP, including the Competency Rule, when
conducting appraisals of Properties intended as security for FHA-insured financing.

iili. Communications with Appraisers

An FHA Roster Appraiser must avoid conflicts of interest and the appearance of conflicts
of interest. To avoid conflicts of interest and/or the appearance of conflicts of interest, the
Appraiser must not be unduly influenced by:
e amember of a Mortgagee’s loan production staff or any other person who is
compensated based upon the successful completion of a loan; or
e anyone who reports ultimately to any officer of the Mortgagee not independent of
the loan production staff and process.

The Appraiser is bound by the confidentiality provisions of the USPAP and may not
discuss the value or conclusions of the appraisal with anyone other than the Direct
Endorsement (DE) underwriter or FHA staff or their representatives. The Appraiser may
discuss components of the appraisal that influence its quality and value with the DE
underwriter who has responsibility for underwriting the case.

The Appraiser may interact with real estate agents and others, during the normal course
of business, to provide property access, information and other market data.
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iv. Appraisal Fees

The Appraiser and the Mortgagee or Mortgagee-designated third party will negotiate the
appraisal fees and due date. FHA does not establish appraisal fees or due dates.

v. Obligation to Report to FHA

(A) Professional Appraisal Organizations

The Appraiser may be a member or hold designations in professional appraisal
organizations. If the Appraiser is a member, candidate or associate of an appraisal
organization, the Appraiser must report, by calling 1-800-CallFHA or sending an
email to answers@hud.gov, any adjudicated actions resulting in a disciplinary action,
or the suspension of the Appraiser, to FHA within 14 Days of such action. On
disposition or adjudication of the action, the Appraiser must provide FHA with
documentation and official Findings.

FHA may consider sanctions, including removal of an Appraiser found guilty of
professional misconduct as adjudicated by a professional appraisal organization.

(B) Safeguards for Appraiser Independence

The Appraiser must report attempts to influence independence to answers@hud.gov
or by calling1-800-CallFHA. In addition, the appraiser must report the attempts to
HUD OIG Hotline. Mortgagees, Appraisal Management Companies (AMC) and third
parties are prohibited from influencing the independence of the Appraiser and the
valuation process. Prohibited acts and attempts to influence the results of an appraisal
include the following:

e withholding or threatening to withhold timely payment or partial payment for
an appraisal report;

e withholding or threatening to withhold future business from an Appraiser, or
demoting, terminating or threatening to demote or terminate an Appraiser;

e making expressed or implied promises of future business, promotions or
increased compensation for an Appraiser;

e conditioning the ordering of an appraisal report or the payment of an appraisal
fee, salary, or bonus on the opinion, conclusion or valuation to be reached, or
on a preliminary value estimate requested from an Appraiser;

e requesting that an Appraiser provide an estimated, predetermined or desired
valuation in an appraisal report prior to the completion of the appraisal report,
or requesting that an Appraiser provide estimated values or comparable sales
at any time prior to the Appraiser’s completion of an appraisal report;

e providing the Appraiser with an anticipated, estimated, encouraged or desired
value for a subject Property, or a proposed or target amount to be loaned to the
Borrower, except for a copy of the sales contract for purchase and any
addendum, which must be provided;
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providing the Appraiser, appraisal company, AMC or any Entity or person

related to the Appraiser, with stock or other financial or nonfinancial benefits;

allowing the removal of an Appraiser from a list of qualified Appraisers or the
addition of an Appraiser to an exclusionary list of qualified appraisers, used
by any Entity, without prompt written notice to the Appraiser that includes
written evidence of the Appraiser’s illegal conduct, violation of the USPAP or
state licensing standards, improper or unprofessional behavior or other
substantive reason for removal;

ordering, obtaining, using, or paying for a second or subsequent appraisal or

Automated Valuation Model (AVM) in connection with a mortgage financing

transaction, unless:

o there is a reasonable basis to believe that the initial appraisal was flawed
or tainted and such appraisal is clearly and appropriately noted in the loan
file; or

o such appraisal or AVM was completed pursuant to a written,
preestablished bona fide pre- or post-funding appraisal review, quality
control process or underwriting guidelines and the Mortgagee adheres to a
policy of selecting the most reliable appraisal, rather than the appraisal
that states the highest value; and

any other act or practice that impairs or attempts to impair an Appraiser’s

independence, objectivity, impartiality or violates law or regulation, including,

the Truth in Lending Act (TILA), Regulation Z and the USPAP.

2. 203(k) Consultants

a. 203(k) Consultant Roster (03/14/2016)

The Standard 203(k) Rehabilitation Mortgage program requires the use of an FHA-approved
203(k) Consultant. FHA maintains a list of qualified Consultants on the FHA 203(k)

Consultant Roster. Only a Consultant on the Roster may be selected by the Mortgagee to

conduct Consultant functions in the 203(k) program.

b. Application and Approval Process (09/30/2016)

i.

Eligibility Requirements
(A)Standard

To become an approved 203(k) Consultant, the prospective Consultant must be able
to perform all duties outlined in 203(k) Consultant Requirements and fully understand
the requirements of the 203(k) Rehabilitation Mortgage Insurance Program. The
prospective Consultant must meet the qualifications for one or more of the following:

be a state-licensed architect;
be a state-licensed engineer;
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e have at least three years of experience as a remodeling contractor or general
contractor; or
e have at least three years of experience as a home inspector.

The prospective Consultant must not be listed on:

(B)

o the General Services Administration’s (GSA) System for Award Management
(SAM) (www.sam.gov);

e HUD’s Limited Denial of Participation (LDP) List; or

e HUD’s Credit Alert Verification Reporting System (CAIVRS).

Required Documentation
(1) Narrative Description

The prospective Consultant must submit a narrative demonstrating that they fully
understand the requirements of HUD’s 203(k) Rehabilitation Mortgage Insurance
Program, and describing their ability to:

e conduct Feasibility Studies;

e review or prepare architectural exhibits;

e prepare a Work Write-Up and Cost Estimate;

e complete Draw Request Inspections; and

e prepare Change Order requests.

(2) Location and Eligibility

The prospective Consultant must indicate the states in which they will be doing
business and provide Consultant Eligibility Requirement documentation for each
state. If the prospective Consultant will be doing business in more than one state,
the Consultant must identify the state in which the Consultant will perform the
majority of their business.

(3) State Licenses
(a) State-Licensed Architect
The prospective Consultant must submit proof of current license.
(b) State-Licensed Engineer
The prospective Consultant must submit proof of current license.
(c) Home Inspector

The prospective Consultant must submit:
e proof of current license if the applicant is located in a state, county, or
other local jurisdiction that requires the licensing of home inspectors to
perform the duties of a 203(k) Consultant; or
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e if a current license is not required, a narrative description of their
experience.

For the purposes of this requirement, FHA considers “located” to mean “doing
business,” and “license” to mean “license, certificate, registration, or

2 2 2 &
approval.”

(d) Remodeling or General Contractor

The prospective Consultant must submit:
e proof of current license if the applicant is located in a state, county, or
other local jurisdiction that requires the licensing of contractors; or
e if a current license is not required, a narrative description of their
experience.

For the purposes of this requirement, FHA considers “located” to mean “doing
business,” and “license” to mean “license, certificate, registration, or
approval.”

(4) Certification for Placement and Retention on the 203(k) Consultant
Roster

Consultants and prospective Consultants must submit a 203(k) Consultant Roster
Certification on their letterhead.

iil. Submitting the Application

The application documents must be submitted to the Jurisdictional Homeownership
Center (HOC) based upon the state where the Consultant will perform a majority of their
business. Applications must be submitted to the attention of the Processing and
Underwriting Director.

iii. Incomplete Application

An applicant who submits an incomplete application package will receive notification
indicating the information required to cure the deficiency. This notification letter will
give the applicant 15 Days from the date on the letter to correct any deficiencies. If the
applicant does not satisfy the outstanding requirement in its entirety and within the
prescribed deadline, the approval will be denied and the applicant must wait an additional
90 Days before re-applying.

iv. Application Approval

FHA will inform the applicant if they are approved for placement on the FHA 203 (k)
Consultant Roster. Inclusion of a Consultant on the Roster means only that the Consultant
has met the qualifications. It does not create or imply a warranty or endorsement by FHA
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of the Consultant, nor does it represent a warranty of any work performed by the
Consultant.

Consultant Identification Number

Each prospective Consultant who is approved will be provided a Consultant
Identification (ID) number and will be informed of their recertification due date. The
Consultant ID number is required prior to doing any Consultant work associated with any
203(k) Mortgage and must be included on all documents that require the Consultant’s
signature.

v. Application Denial

Applicants deemed ineligible for placement on the FHA 203(k) Consultant Roster will be
informed they are not approved for placement on the Roster and the reason the applicant
has not met the qualifications. To request placement on the Roster, the applicant must
submit a new application after resolving any issues.

vi. Biennial Recertification

To retain placement on the FHA 203(k) Consultant Roster, the Consultant must recertify
every two years from the date of placement on the Roster. The Consultant is required to
recertify that they are still in compliance with all laws, regulations, licensing,
certification, registration or other approval requirements that govern their ability to
perform as a 203(k) Consultant in the states where they do business.

Consultants must submit the required updated certification and attachments to either:
e cmail: answers@hud.gov
Subject line: 203(k) Consultant Recertification; or
e regular mail:
U.S. Dept. of HUD
Attn: 203(k) Consultant Roster
451 7th Street, SW, Ste. 9266
Washington, DC 20410

203(k) Consultants who fail to meet the recertification requirements will be removed
from the 203(k) Consultant Roster. To request reinstatement on the Roster, the
Consultant must submit a new application after resolving the issue.

Phased Biennial Recertification for Existing 203(k) Consultants

Existing 203(k) Consultants who are on the FHA 203(k) Consultant Roster prior to
March 14, 2016 must recertify every two years according to the following schedule.

203(k) Consultant ID begins with the letter: | Recertify every two years by:

A October 1

D January 1
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203(k) Consultant ID begins with the letter: | Recertify every two years by:
P April 1
S July 1

3. Direct Endorsement Underwriters

a. Program Overview (03/14/2016)

The Direct Endorsement (DE) underwriter serves as the Mortgagee’s subject matter expert
for underwriting and must ensure compliance with all underwriting requirements in
Origination through Post-Closing/Endorsement for all manually underwritten Title 11
Forward Mortgages. Underwriting responsibilities include, but are not limited to, the
following:

e calculation of maximum mortgage amounts;

e underwriting the Property; and

e underwriting of the Borrower.

The DE underwriter must also ensure compliance with all requirements for Underwriting the
Property for all Title II Forward Mortgages underwritten using the Technology Open To
Approved Lenders (TOTAL) Mortgage Scorecard.

The DE underwriter also serves as the Mortgagee’s subject matter expert on the financial
assessment requirements in Origination through Post-Closing/Endorsement for all Home
Equity Conversion Mortgages (HECM). Financial assessment requirements include, but are
not limited to, the following:

e underwriting of the Property;
analysis of the Borrower’s credit history;
analysis of the Borrower’s property charge payment history;
calculation of residual income; and
determination of the need for and the amount of a Life Expectancy (LE) Set-Aside.

b. DE Underwriter Eligibility (03/14/2016)
i. Eligibility Requirements

The DE underwriter must meet the following requirements:
¢ have either a minimum of:
o three years full-time experience reviewing credit applications and one- to
four-unit property appraisals, within the past five years; or
o two years full-time experience reviewing credit applications and one- to four-
unit property appraisals, within the past three years, combined with an
additional three years of such full-time experience within the past ten years;
and
e be a full-time employee of a single Mortgagee; and
e be authorized to bind the Mortgagee in matters involving origination of
mortgages.
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ii. Ineligible Participants

The DE underwriter must not be:

listed on the General Services Administration’s (GSA) System for Award

Management (SAM) (www.sam.gov) or currently subject to a suspension,

debarment, Limited Denial of Participation (LDP), or other restriction imposed

under Part 24 of Title 24 of the Code of Federal Regulations, Part 180 of Title 2

of the Code of Federal Regulations as implemented by Part 2424 of Title 2, or any

successor regulations to such parts, or under similar provisions of any other

federal or state agency;

under indictment for, or have been convicted of, an offense that reflects adversely

upon the underwriter’s integrity, competence or fitness to meet the responsibilities

of a DE underwriter;

subject to any Unresolved Findings made specifically against the underwriter as

the result of any HUD or other governmental investigation or audit;

engaged in business practices that do not conform to generally accepted practices

of prudent underwriters or that demonstrate irresponsibility;

convicted of, or have pled guilty or nolo contendere to, a felony related to

participation in the real estate or mortgage industry:

o during the seven-year period preceding the date of registration in FHA
Connection (FHAC); or

o at any time preceding the date of registration in FHAC, if such felony
involved an act of fraud, dishonesty, or a breach of trust, or money laundering;
or

in violation of provisions of the Secure and Fair Enforcement for Mortgage

Licensing Act of 2008 (SAFE Act) (12 U.S.C. § 5101 et seq.) or its equivalent

under state law, including all Nationwide Mortgage Licensing System and

Registry (NMLS) requirements.

Additionally, the DE underwriter must not have Dual Employment or Conflicts of
Interest.

¢. Mortgagee’s Approval Process (03/14/2016)

The Mortgagee must register each of its underwriters in FHAC. By registering an underwriter
in FHAC, the Mortgagee certifies that they meet the necessary qualifications described

above.

d. Post-approval Requirements (03/14/2016)

The Mortgagee must complete a series of annual certification statements that include the
Mortgagee’s review of underwriter compliance with eligibility requirements.
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4. Nonprofits and Governmental Entities

a. Program Overview (01/24/2022)

FHA requires all nonprofits to obtain approval and be placed on the HUD Nonprofit Roster
to participate in FHA’s Single Family nonprofit programs.

Nonprofits participating in one of FHA’s nonprofit programs must serve Low- to Moderate-
Income individuals or families. Low- to Moderate-Income individuals or families refer to
individuals or families whose household income does not exceed 115 percent of the median
income for the area when adjusted for family size. The Jurisdictional Homeownership Center
(HOC) may approve a higher percentage of up to 140 percent.

Types of Single Family Nonprofit Programs
(A)HUD Homes
(1) Discounted Purchase

Governmental Entities and HUD-approved Nonprofits are permitted to purchase
homes from HUD at a discount.

(2) Exclusive Listing Period

Governmental Entities and HUD-approved Nonprofits are permitted to purchase
Properties, without a discount, during the exclusive listing period for owner
occupant purchasers.

(B) FHA Mortgagor

Governmental Entities and HUD-approved Nonprofits are eligible for certain FHA-
insured programs under the same provisions as owner occupants.

HUD-approved Nonprofits are still required to obtain credit qualification from a
Mortgagee for each Mortgage originated, and each Mortgage must be underwritten in
accordance with nonprofit underwriting guidance.

(C)Secondary Financing

Governmental Entities and HUD-approved Nonprofits may provide secondary
financing assistance to homebuyers utilizing FHA insurance on a first Mortgage when
that assistance is secured with a second Mortgage or lien.

Additional information on Secondary Financing can be found in the Origination
through Post-Closing/Endorsement section.
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ii. Entities Requiring Approval to Participate in FHA Nonprofit Programs

(A)

Nonprofits with 501(c)(3) Tax-Exempt Status

A nonprofit organization must have 501(c)(3) Internal Revenue Service (IRS) tax-
exempt status.

Wh

en a nonprofit closes secondary financing in its own name, that nonprofit is

required to be both FHA approved and placed on the HUD Nonprofit Roster even if

the

(B)

secondary financing will be held by the Governmental Entity.
Nonprofit Instrumentalities of Government
(1) Definitions

A Nonprofit Instrumentality of Government (NPIOG) refers to a 501(c)(3)
organization that was established by a governmental body or with governmental
approval or under special law to serve a particular public purpose or designated as
an instrumentality by law (statute or court opinion). FHA requires the unit of
government that established the nonprofit to exercise Organizational Control,
Operational Control or Financial Control of the nonprofit in its entirety or, at
minimum, the specific homebuyer assistance program that is using FHA’s credit
enhancement.

Organizational Control refers to the majority of the governing board and/or
Principal Officers that are named or approved by governmental body/officials.

Operational Control refers to the requirement that the government body approves
all major decisions and/or expenditures.

Financial Control refers to the requirement that the government body provides
funds through direct appropriations, grants, or Loans, with related controls
applicable to all activities of the Entity.

HUD-approved NPIOGs will be included on FHA’s Nonprofit Organization
Roster.

(2) Permitted Level of Secondary Financing Assistance

FHA may approve an NPIOG to provide secondary financing for as much as 100
percent of the Borrower's Minimum Required Investment (MRI). If approved,
FHA will issue the NPIOG an approval letter, and this approval will be reflected
on the FHA Nonprofit Organization Roster and in FHAC. Interested parties
should check the Roster to ensure the approval status of an NPIOG.
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(C)Section 115 Entities with 501(c)(3) Status

Section 115 Entities with 501(c)(3) status must meet the eligibility and application
requirements for the HUD Homes and FHA Mortgagor programs.

iii. Entities Not Requiring FHA Approval to Participate in FHA Nonprofit

Programs

FHA approval and placement on the HUD Nonprofit Roster are not required for federal,
state, or local government agencies or their instrumentalities, provided those Entities are
not organized as 501(c)(3) nonprofits.

(A) Governmental Entities and their Instrumentalities of Government

Governmental Entity refers to any federal, state, or local government agency or
instrumentality. To be considered an Instrumentality of Government, the Entity must
be established by a governmental body or with governmental approval or under
special law to serve a particular public purpose or designated by law (statute or court
opinion). HUD deems Section 115 Entities, as identified in Section 115 of the
Internal Revenue Code, to be Instrumentalities of Government for the purpose of
providing secondary financing.

FHA does not maintain a list of Governmental Entity program participants.
(B) Nonprofits with a Documented Agreement to Support Secondary Financing

When a Governmental Entity uses a nonprofit to assist in the operation of the
Governmental Entity’s secondary financing assistance programs, FHA approval and
placement on the HUD Nonprofit Roster are not required so long as there is a
documented agreement indicating (1) the functions performed include the
Governmental Entity’s secondary financing program and (2) the secondary financing
legal documents (e.g., Note and deed of trust) name the Governmental Entity as the
Mortgagee.

Governmental Entities that have nonprofits close the secondary financing in the name
of the nonprofit must verify that the nonprofit is both FHA approved and on the HUD
Nonprofit Roster.

Refer to Prohibited Sources of Minimum Cash Investment Under the National
Housing Act - Interpretive Rule for additional guidance and clarification on the
provision of downpayment assistance through secondary financing.

(C)Section 115 Entities

Section 115 Entities, as identified in Section 115 of the Internal Revenue Code, do
not require approval to participate in FHA’s Nonprofit Secondary Financing program.
Section 115 Entities are not required to have voluntary board members. FHA
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considers Entities that have both 501(c)(3) and Section 115 status to be
Instrumentalities of Government for purposes of secondary financing only.

iv. Ineligible Participants

The nonprofit or any officer, partner, director, principal or employee must not be:

e suspended, debarred, excluded from participation in FHA programs as listed in a
Limited Denial of Participation (LDP), System for Award Management (SAM)
(www.sam.gov) Excluded Parties List, or Credit Alert Verification Reporting
System (CAIVRS), or otherwise excluded by similar procedures of any other
federal or state agency;

¢ indicted for, or convicted of, an offense which reflects upon the responsibility,
integrity, or ability of the nonprofit to participate in FHA activities;

e subject to Unresolved Findings as a result of HUD or other governmental
investigation, audit, or review; or

e engaged in business practices that do not conform to generally accepted practices
of prudent nonprofits or that demonstrate irresponsibility.

These requirements apply at the time that the nonprofit applies for approval and at all
times while it is a HUD-approved Nonprofit.

b. Application and Approval Process (09/26/2022)
i. Initial Contact

Prospective applicants must submit an email to answers@HUD.gov identifying the
nonprofit program(s) that the applicant would like to participate in. Prospective
applicants must also identify the state where the program activities will take place.

ii. Submitting the Preliminary Information

The prospective applicant must submit the following information via email to the point of
contact:
e the nonprofit’s legal name and physical address of the main office;
e the name, phone number, and email address of the Executive Director;
e the name, title, phone number, and email address for all staff members requesting
system access for application and reporting;
e the effective date of the nonprofit’s 501(c)(3) tax-exempt status as reflected in the
IRS Letter of Determination;
e the nonprofit’s federal Employer Identification Number (EIN);
e the FHA nonprofit program(s) for which the nonprofit is seeking approval;
¢ indication of whether or not the nonprofit is an Instrumentality of Government;
and

e confirmation that the nonprofit has two years of relevant housing experience
within the last five years.
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iii. Eligibility Requirements

A Complete Nonprofit Application refers to an application that satisfies all general
application requirements and all program specific application requirements for the
programs in which the nonprofit seeks approval.

In those instances when a nonprofit is applying to more than one program and the
program specific application requirements request duplicate information, the nonprofit is
only required to submit this information once.

A Complete Nonprofit Application must be submitted and approved in order for a
nonprofit to participate in any one of FHA’s nonprofit programs.

(A) General Application Requirements

Nonprofit applicants must satisfy all of FHA’s general application requirements
whether they are applying to one or all of FHA’s nonprofit programs.

All certifications within the application must include the following language:

WARNING: HUD will prosecute false claims and statements. Conviction may
result in criminal and/or civil penalties. (18 U.S.C. 1001, 1010, 1012; 31 U.S.C.

3729, 3802).
(1) IRS Tax-Exempt Status
(a) Standard

The nonprofit must have an effective date of exemption, as indicated by the
IRS Letter of Determination, of at least two years prior to the FHA nonprofit
application date.

(b) Required Documentation
(i) IRS Letter of Determination

The nonprofit must submit the IRS Letter of Determination verifying
approval under Section 501(c)(3) as exempt from taxation under Section
501(a) of the Internal Revenue Code (IRC) of 1986, as amended.

(i) Employer Identification Number

The nonprofit must provide its EIN and any subsidiary organization's EIN.
Nonprofits may not assume the name and EIN of another dormant or
defunct nonprofit.
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(iii) Certification

The nonprofit must submit a document signed by an authorized
representative of the nonprofit certifying the following:
e The nonprofit's approval for tax exemption has not been modified
or revoked by the IRS.
e The program activities for which the nonprofit seeks FHA
approval to participate in are consistent with the activities and
purposes for which the IRS granted tax-exempt status.

The nonprofit has notified the IRS of any substantial and material changes
in its character, purpose, or methods of operation.

(2) Board of Directors and Employees

(a) Standard

Voting members of the nonprofit’s Board of Directors must serve in a
voluntary capacity and cannot receive compensation for any service they
provide in implementing the nonprofit’s Affordable Housing Program (AHP)
for which they are seeking HUD approval. Directors may receive
reimbursement for expenses.

The nonprofit must operate in a manner so that no part of its net earnings is
passed on to any individual board member, corporation, or other Entity
affiliated with a board member. Board members cannot be employees of the
nonprofit.

The occupational activities and obligations of board members cannot conflict
with the work of the nonprofit.

It is a conflict of interest for a nonprofit to employ staff who also work for and
receive financial benefits from an Entity that is providing the nonprofit with
services.

(b) Required Documentation
(i) Voluntary Board Certification

The nonprofit must submit a certification signed by an authorized
representative of the nonprofit agency confirming that the Board of
Directors serves in a voluntary capacity.

(ii) Board of Directors Information

FHA requires information on the job responsibilities of all board members
to ensure that their occupational activities and obligations do not conflict
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with the work of the nonprofit and for compliance with Ineligible
Participants requirements.

The nonprofit must provide the following information for each board
member:
e name and board position, and if member is permitted to vote;
e length of board term including expiration;
e Social Security Numbers (SSN) for all voting board members; and
e adescription of outside employment that includes company name,
title and nature of business.

(3) Principal Management and Staff Members

(a) Standard

(i) Conflict of Interest

Nonprofits must ensure that no conflicts of interest exist between their
Boards of Directors, principal staff, or any other Entities that may
participate in operating their AHP.

It is a conflict of interest for a nonprofit to employ staff who also work for
and receive financial benefits from an Entity that is providing the
nonprofit with services related to the nonprofit’s Affordable Housing
Program Plan (AHPP).

(ii) Staff Experience

Principal staff and program managers must have experience in developing
and administering housing programs. Hiring of experienced staff does not
relieve the nonprofit agency of the relevant experience requirements.

(b) Required Documentation

The nonprofit must provide current resumes and SSNs for principal
management (Executive Director/President or Vice President,
Project/Program Director, or similar position) and principal staff members.

The SSNs will be used only to assure HUD that no conflict-of-interest
relationship exists; the board and staff have no outstanding unpaid
government Loans, sanctions, foreclosures, inappropriate transfers of Real
Property, or Business Relationships; and for compliance with Ineligible
Participant requirements.
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(4) Relevant Experience

(a) Definitions

Relevant Experience for HUD Homes refers to the acquisition, rehabilitation,

and resale of five Single Family Properties.

Relevant Experience for FHA Mortgagor Programs refers to the housing

development or property management of Single Family Properties.

Relevant Experience for Secondary Financing refers to the acquisition,
rehabilitation, and resale of five Single Family Properties or secondary
financing experience.

(b) Standard

The nonprofit must have a minimum of two consecutive years of relevant

experience within the last five years.

Hiring of experienced staff does not relieve the nonprofit agency of the
relevant experience requirements.

Exception

A nonprofit that does not meet this experience requirement may be able to
obtain limited approval if it has at least one year of relevant experience as

defined above and one year of other related housing experience. The
nonprofit’s “
organization has the financial and administrative capacity to purchase,

other related housing experience” must demonstrate that the

rehabilitate or resell homes to serve Low- to Moderate-Income individuals or

families.

(¢) Required Documentation

The nonprofit must submit documentation to evidence relevant experience and

other related housing experience, if applicable.
(5) Delegation of Signature Authority
Required Documentation

The nonprofit must provide organizational resolutions delegating signature
authority to sign loan applications and/or sales contracts on behalf of the
organization. These resolutions must be signed and dated by the appropriate
persons under applicable state law, the Articles of Organization, and other
governing documents.

Handbook 4000.1

Last Revised: 06/29/2022

95



I. DOING BUSINESS WITH FHA

B. Other Participants

4. Nonprofits and Governmental Entities

(6) Articles of Organization and Bylaws

(a) Standard

The nonprofit’s mission statement, purpose, or goals stated in the nonprofit’s
Articles of Organization and bylaws must be consistent with those submitted
in the application.

(b) Required Documentation

(i) Conformed Copy

The nonprofit must submit a Conformed Copy of its Articles of
Organization, and bylaws if applicable. These documents must be signed
and dated by the appropriate persons under applicable state law.

A Conformed Copy is a copy that agrees with the original and all
amendments to it.

(ii) Written Declaration

A Conformed Copy of the Articles of Organization and bylaws must be
accompanied by a written declaration signed by an authorized
representative of the organization certifying the copy is a complete and
accurate copy of the document.

As an alternative to the foregoing declaration, an organization may submit
a Conformed Copy of its Articles of Organization approved and dated by
the appropriate state authority.

(7) Quality Control Plan

(a) Standard

The nonprofit must have a Quality Control (QC) Plan that explains the
organization’s internal and external audit and monitoring procedures.

(b) Required Documentation

The nonprofit must provide a copy of the QC Plan that, at a minimum,
includes the following elements:

e their system for maintaining records of QC Findings and actions;

e the process by which periodic reports that identify deficiencies are
provided to senior management;

e the process by which prompt corrective measures are taken and
documented by senior management, including time frames and any
training provided when deficiencies are identified; and
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e procedures to report any violation of law or regulation, any known
false statement, fraud or program abuse to HUD, the HUD Office of
Inspector General (OIG) and the appropriate federal, state or local law
enforcement agency.

Although not required, nonprofit agencies are encouraged to include the
following elements in their QC Plan:
e an impartial third-party Entity to conduct QC reviews on the nonprofit
agencies’ activities;
e procedures for expanding the scope of the QC review when fraud or
patterns of deficiency may exist;
e procedures to identify revisions in FHA guidelines and inform staff of
those revisions; and
e procedures to hold nonprofit staff accountable for performance failures
Or errors.

(8) Administrative Capacity

(a) Standard

The nonprofit must demonstrate the capability to develop and carry out its
homeownership program in a reasonable time frame and a successful manner.

Based on the level of administrative capacity, FHA may limit the number of
Properties purchased at a discount and Mortgages insured by FHA.

(b) Required Documentation

The nonprofit must provide a narrative describing its past experience, if any,
in acquisition, rehabilitation, property sales, counseling, and administration of
a homeownership program or other AHPs.

(9) Financial Capacity

(a) Standard

The nonprofit must have the financial capacity to operate its homeownership
program. FHA will assess the nonprofit’s financial stability in terms of cash
balances, assets and liabilities, annual expenses, and cash flow from
operations.

Based on an analysis of submissions, FHA may limit the number of Properties
a nonprofit may purchase at a discount and purchase with FHA-insured
financing.
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(b) Required Documentation

Documentation requirements differ based on the amount of a nonprofit’s
expended federal award, as defined by the Office of Management and Budget.

(i) Expended Federal Awards of $750,000 or More

The nonprofit must submit the three most recent year-end audited financial
statements, profit and loss statements, and balance sheets. The audited
financial statements must be provided by the applicant’s Independent
Public Accountant (IPA) certifying that the nonprofit:

e maintains internal controls over federal awards;

e complies with applicable laws, regulations, and contract or grant

provisions; and
e prepares appropriate financial statements.

The nonprofit must also submit the most recent quarterly financial
statement along with certification from a Certified Public Accountant
(CPA) or other financial professional attesting that the information
accurately represents the financial condition of the nonprofit agency.

(ii) Expended Federal Awards Less than $750,000

Nonprofits must submit two years of audited or unaudited financial
statements, prepared in accordance with Generally Accepted Accounting
Principles (GAAP) and reporting practices, and must include:

e an auditor’s review report, if available;

e atreasurer’s report; and

e any supplemental schedules.

The nonprofit must also submit the most recent quarterly financial
statement along with certification from a CPA or other financial
professional attesting that the information accurately represents the
financial condition of the nonprofit agency.

(10) Other Business Partners

(a) Standard

A nonprofit agency must demonstrate that it maintains control over its
homeownership program and cannot rely upon a business partner(s) to operate
the program for which it seeks FHA approval.

(b) Required Documentation

The nonprofit must identify other business partners, such as real estate agents,
Mortgagees, rehabilitation contractors and consultants providing
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administrative, financial, and management services. The nonprofit must
identify the company by name and list staff with whom the nonprofit will
work.

The nonprofit must explain the nature and cost of the services and how the
nonprofit exercises control over its business partners.

(11) Consultant Services

(a) Standard

The nonprofit’s operations must be independent of the influence, control, or
direction of the consultant or any other outside party, particularly those
seeking to derive profit or gain from a proposed project (including
landowners, real estate brokers, bankers, contractors, builders, or consultants).
Consultant services must be provided on an arm’s length basis.

Consultant services — administrative, management, financial, or otherwise —
provided under an independent contractor relationship (as opposed to an
employer-employee relationship) must not constitute more than half of the
nonprofit’s activities throughout the duration of the approval period. This
measurement will be calculated by evaluating the ratio of nonprofit staff to
contracted or consultant staff; the ratio of hours devoted to the implementation
of the AHPP by nonprofit staff versus contracted or consultant staff; and the
funds devoted to paying nonprofit staff compared to those paying contracted
or consultant staff. The nonprofit must have the in-house resources and
capacity to operate its own programs, and contract for services only on a
temporary and supplementary basis.

(b) Required Documentation

The nonprofit must explain the nature and cost of its consultant services and
how the nonprofit exercises control over consultants; describe the work that
will be performed by consultants for each program; and provide the
percentage of work performed by consultants for each program.

The nonprofit must provide a disclosure and supporting documentation related
to any agreements with other parties that may derive financial gain through
the homeownership program. The disclosure must identify the name of the
business Entity, the individuals from the company who will be working with
the nonprofit, the terms of the relationship, and how the party will be
compensated.

(12) Acting on Own Behalf Certification

The nonprofit must provide a certification signed by an authorized representative
of the organization stating the following:
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[ certify that (Name of Nonprofit agency) is acting on its own behalf and is not
under the influence, control, or direction of any party seeking to derive a
profit or a gain from the proposed project, such as, but not limited to, a
landowner, real estate broker, banker, contractor, builder, lender, or
consultant.

WARNING: HUD will prosecute false claims and statements. Conviction may
result in criminal and/or civil penalties. (18 U.S.C. 1001, 1010, 1012; 31
U.S.C. 3729, 3802).

The certification must include the date, and the authorized representative’s printed
name, signature, and title.

(13) FHA Approval Letter

If previously approved by FHA to participate in FHA’s nonprofit programs, the
nonprofit must submit a copy of its most recent approval letter.

(14) Adequate Facilities

(a) Standard

The nonprofit’s activities must be limited to the geographic area specified in
the agency’s HUD-approved AHPP.

Nonprofits are required to have adequate office space, equipment, and clerical
assistance, so that employees may perform their duties in a responsible
manner.

A nonprofit’s main office must be its designated facility to which FHA directs
all communications about the management affairs of the nonprofit and from
which the public obtains information about the activities of the nonprofit.

The nonprofit’s facilities must not be located within a space that is used by
another Entity with which the nonprofit has a conflict of interest. A nonprofit
may share general reception-type entrances or lobbies with another business
Entity or nonprofit. The facilities must be clearly defined to the public, so that
visitors will know, at all times, exactly with which Entity they are doing
business. This includes a sign and other common means of identification used
by nonprofits and business Entities.

(b) Required Documentation

The nonprofit must submit the contact information and physical address of the
agency’s main office.
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The nonprofit must also submit interior and exterior photographs of its office
facilities and a copy of the floor plan identifying the nonprofit’s work space.

(15) Lending Partner(s) Information
(a) Standard

A nonprofit must ensure that no conflicts of interest exist. Employees of the
Lender cannot receive personal or financial benefit because of the Business
Relationship with the nonprofit.

(b) Required Documentation

The nonprofit must provide the name, address, and contact of any lending
institution, bank, or private party that has provided financing to the nonprofit.

(16) Application Certification

The nonprofit must submit a document signed by an authorized representative of
the organization certifying to FHA that the information submitted in response to
the application package is accurate.

The certification must include the date, and the authorized representative’s printed
name, signature, and title.

(B) Program Specific Eligibility Requirements

All general application requirements apply to participation in any of the three
nonprofit programs. Refer to the programs below for additional program specific
requirements.

(1) HUD Homes
(a) Name and Address Identification Number
(i) Standard

In order to bid on Real Estate Owned (REO) Properties, a nonprofit must
obtain a Name and Address Identification Number (NAID), after it
receives an approval letter from HUD to participate in the HUD Homes
Program. To obtain an NAID, a nonprofit must access the online NAID
application portal at the HUD Home Store.

(if) Required Documentation

The nonprofit must submit IRS Form W-9, Request for Taxpayer
Identification Number (TIN) and Certification, and HUD form SAMS-
1111, Payee Name and Address.
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(b) Restrictions on Sale or Lease of Properties

FHA strictly prohibits the sale or lease of Properties acquired through the
HUD Homes program to any of the nonprofit’s officers, directors, elected or
appointed officials, employees, or business associates, either during their
tenure or for one year thereafter, or to any individual who is related by blood,
marriage, or law to any of the above.

(©)

Affordable Housing Program Plan
(i) Definition

An Affordable Housing Program Plan (AHPP), also known as the
Affordable Housing Program Narrative, is referred to as an AHPP for
purposes of this Handbook 4000.1.

AHPP refers to a program plan, as described in a written proposal
submitted to FHA, operated by a nonprofit in specific geographical areas
in which the nonprofit provides affordable homeownership opportunities
for Low- to Moderate-Income buyers by purchasing, rehabilitating, and
reselling HUD Homes to these buyers. The program can include other
homeownership activities, such as counseling.

(i) Standard

A nonprofit must adhere to its AHPP during its entire approval period.
Any activity undertaken by a nonprofit that requires the use of their FHA
nonprofit approval must be in accordance with the approved AHPP.

Unlike the application for approval, a separate AHPP must be submitted to
every Jurisdictional HOC for the geographic areas in which the nonprofit
agency wishes to do business.

If, at some point in the future, a nonprofit wants to engage in activities
outside the scope of its approved AHPP, it must submit a revised AHPP to the
Jurisdictional HOC(s) for approval prior to implementation.

Conflicts of Interest

No person who is an employee, officer, or elected or appointed official of
the nonprofit agency, or who is in a position to participate in a decision
making process pursuant to the AHPP or gain inside information with
regard to the lease or purchase of the Property pursuant to the AHPP may
obtain a personal or financial interest or benefit from the purchase of the
Property, or have an interest in any contract, subcontract, or agreement with
respect thereto, or the proceeds thereunder, either for themselves, or for
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those with whom they have family or business ties, during their tenure or for
one year thereafter.

(iii) Required Documentation

Copy of the AHPP

The nonprofit must submit a copy of the AHPP for each local area in
which the nonprofit agency intends to be active. If the nonprofit wants to
expand its approval area, the Jurisdictional HOC may require additional
information.

The AHPP must address the following:

the areas, including state, city, county, and zip code, in which the
nonprofit plans to administer the program(s). The AHPP must
demonstrate the ability of the nonprofit to perform throughout the
geographic area presented. The program(s) must be operated
within the geographic area specified by the AHPP;

how Low- to Moderate-Income persons will benefit from
participation in the program;

how the nonprofit will transition families and individuals into
homeownership;

how the nonprofit’s savings will be passed along to program
recipients;

how the nonprofit will locate the Low- to Moderate-Income
persons who will participate;

the type of homeownership counseling the nonprofit will provide
to prospective homebuyers, if any. Provide a brief description of
the administration of this counseling program;

provide a list of all Properties the nonprofit currently owns and has
owned within the last three years, all Properties the nonprofit has
rehabilitated (include approximate cost of rehabilitation), and all
Properties that the nonprofit manages. Indicate which Properties
were financed directly or indirectly with FHA funds. Provide the
date purchased and the purchase price, the date on which
rehabilitation was completed, the date the Property(ies) sold and its
resale price. Include demographic information on Low- to
Moderate- Income purchasers;

the estimated developer fees as a dollar amount or percentage of
the selling price for future transactions;

the anticipated number and location of units the nonprofit expects
to purchase;

a time line for purchasing, rehabilitating, and selling (or placing in
operation) Properties the nonprofit intends to purchase from HUD.
Provide the number of Days for each phase of the development
(actual dates are not necessary); and
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e if the nonprofit agency intends to provide a lease-purchase
program, the information relative to the manner in which rent is
collected and applied, and whether repair reserves will be utilized
to minimize repair costs after purchase.

Copy of the Board Resolution

The nonprofit must submit a copy of a board resolution that adopts the
complete AHPP. This resolution must be signed and dated by the
appropriate persons under applicable state law and as identified in the
Articles of Organization and other governing documents.

(2) FHA Mortgagor

(a) Restrictions on Sale or Lease of Properties

FHA strictly prohibits the sale or lease of Properties acquired by the nonprofit
with FHA-insured financing to any of the nonprofit’s officers, directors,
elected or appointed officials, employees, or business associates, either during
their tenure or for one year thereafter, or to any individual who is related by
blood, marriage, or law to any of the above.

(b) Affordable Housing Program Plan

(i) Definition

An Affordable Housing Program Plan (AHPP), also known as the
Affordable Housing Program Narrative, is referred to as an AHPP for
purposes of this Handbook 4000.1.

AHPP refers to a program plan, as described in a written proposal
submitted to FHA, operated by a nonprofit in specific geographical areas
in which the nonprofit provides affordable homeownership opportunities
for Low- to Moderate-Income buyers by purchasing, rehabilitating, and
reselling HUD Homes to these buyers. The program can include other
homeownership activities, such as counseling.

(ii) Standard

A nonprofit must adhere to its AHPP. Any activity undertaken by a
nonprofit that requires the use of their FHA nonprofit approval must be in
accordance with the approved AHPP.

If a nonprofit wants to engage in activities outside the scope of their AHPP, it
must submit for approval a revised AHPP to the Jurisdictional HOC(s).
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If, at some point in the future, a nonprofit wants to engage in activities
outside the scope of its approved AHPP, it must submit a revised AHPP to the
Jurisdictional HOC(s) for approval prior to implementation.

Conflicts of Interest

No person who is an employee, officer, or elected or appointed official of
the nonprofit agency or who is in a position to participate in a decision
making process pursuant to the AHPP or gain inside information with
regard to the lease or purchase of the Property pursuant to the AHPP may
obtain a personal or financial interest or benefit from the purchase of the
Property, or have an interest in any contract, subcontract, or agreement with
respect thereto, or the proceeds thereunder, either for themselves, or for
those with whom they have family or business ties, during their tenure or for
one year thereafter.

(iii) Required Documentation
Copy of the AHPP

The nonprofit must submit a copy of the AHPP for each local area in
which the nonprofit agency intends to be active. If the nonprofit wants to
expand its approval area, the Jurisdictional HOC may require additional
information.

The AHPP must address the following:

e the areas, including state, city, county, and zip code, in which the
nonprofit plans to administer the program(s). The AHPP must
demonstrate the ability of the nonprofit to perform throughout the
geographic area presented. The program(s) must be operated
within the geographic area specified by the AHPP;

e how Low- to Moderate-Income persons will benefit from
participation in the program;

e how the nonprofit will transition families and individuals into
homeownership;

e how the nonprofit’s savings will be passed along to program
recipients;

e how the nonprofit will locate the Low- to Moderate-Income
persons who will participate;

e the type of homeownership counseling the nonprofit will provide
to prospective homebuyers, if any. Provide a brief description of
the administration of this counseling program;

e provide a list of all Properties the nonprofit currently owns and has
owned within the last three years, all Properties the nonprofit has
rehabilitated (include approximate cost of rehabilitation), and all
Properties that the nonprofit manages. Indicate which Properties
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were financed directly or indirectly with FHA funds. Obtain the
date purchased and the purchase price, the date on which
rehabilitation was completed, the date the Property(ies) sold and its
resale price. Include demographic information on Borrowers;

o the estimated developer fees or percentage of selling price for
future transactions;

e the anticipated number and location of units the nonprofit expects
to purchase;

e atime line for purchasing, rehabilitating, and selling (or placing in
operation) Properties the nonprofit intends to purchase from FHA.
Provide the number of Days for each phase of the development
(actual dates are not necessary); and

e if the nonprofit agency intends to provide a lease-purchase
program, the information relative to the manner in which rent is
collected and applied, and whether repair reserves will be utilized
to minimize repair costs after purchase.

Copy of the Board Resolution

The nonprofit must submit a copy of a board resolution that adopts the
complete AHPP. This resolution must be signed and dated by the
appropriate persons under applicable state law and as identified in the
Articles of Organization and other governing documents.

(c) Past Mortgage Performance

The nonprofit must submit evidence of any past or current mortgage
performance. If applicable, the nonprofit must include performance of FHA-
insured Mortgages, including addresses and FHA case numbers; certification
of completion for each 203(k) Property, including date sold, and sales price;
and the full name and telephone number of the Borrower.

(3) Secondary Financing

(a) Affordable Housing Program Plan

(i) Definition

An Affordable Housing Program Plan (AHPP), also known as the
Affordable Housing Program Narrative, is referred to as an AHPP for
purposes of this Handbook 4000.1.

AHPP refers to a program plan, as described in a written proposal
submitted to FHA, operated by a nonprofit in specific geographical areas
in which the nonprofit provides affordable homeownership opportunities
for Low- to Moderate-Income buyers by purchasing, rehabilitating, and
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reselling HUD Homes to these buyers. The program can include other
homeownership activities, such as counseling.

(if) Standard

A nonprofit must adhere to its AHPP. Any activity undertaken by a
nonprofit that requires the use of their FHA nonprofit approval must be in
accordance with the approved AHPP.

Unlike the application for approval, a separate AHPP must be submitted
to every Jurisdictional HOC for the geographic areas in which the
nonprofit agency wishes to do business.

If, at some point in the future, a nonprofit wants to engage in activities
outside the scope of its approved AHPP, it must submit a revised AHPP to the
Jurisdictional HOC(s) for approval prior to implementation.

(iii) Required Documentation
Copy of the AHPP

The nonprofit must submit a copy of the AHPP that meets the
requirements above. If the nonprofit wants to expand its approval area, the
Jurisdictional HOC may require additional information.

The AHPP must address the following:

o the areas, including state, city, county, and zip code, in which the
nonprofit plans to administer the program(s). The AHPP must
demonstrate the ability of the nonprofit to perform throughout the
geographic area presented. The program(s) must be operated
within the geographic area specified by the AHPP;

e the source of current operating funds, and the long-term stability of
these funding sources (include funding commitments from other
organizations, if applicable). Provide documentation of the
source(s) of funds for the secondary Loans to be provided;

e how Low- to Moderate-Income persons will benefit from
participation in the program;

e how the nonprofit will locate the Low- to Moderate-Income
persons who will participate;

e the type of homeownership counseling the nonprofit will provide
to prospective homebuyers, if any. Provide a brief description of
the administration of this counseling program;

e all fees and amounts charged to the Borrower, and whether they
will be part of the secondary lien;

¢ the number of secondary financing Loans your nonprofit agency
expects to provide per year;
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e how the nonprofit will maintain control and oversight of the
servicing of the nonprofit’s Loans. If the nonprofit plans to use
another Entity to service the subordinate lien, submit a copy of the
agreement between the nonprofit and the servicing Entity;

e provide a description of the secondary financing program including
eligibility requirements, restrictions on transferability and owner
occupancy, and equity sharing if these features apply; and

e how the agency will ensure that the amount of assistance to be
provided to homebuyers will conform with the restrictions in the
approval letter and FHA underwriting guidelines.

Copy of the Board Resolution

The nonprofit must submit a copy of a board resolution that adopts the
complete AHPP. This resolution must be signed and dated by the
appropriate persons under applicable state law and as identified in the
Articles of Organization and other governing documents.

(b) Restrictions on Conveyance

(i) Standard

Restrictions on conveyance must comply with the requirements in 24 CFR
§ 203.41, including that they must automatically terminate if title to the
mortgaged Property is transferred by foreclosure or Deed-In-Lieu (DIL) of
Foreclosure, or if the Mortgage is assigned to the Secretary.

(if) Required Documentation

The nonprofit must submit copies of the legal instruments, such as the
Mortgage and Note used by, or proposed to be used by, the nonprofit
agency when providing secondary financing. Legal instruments with
restrictions on conveyance must comply with the requirements in 24 CFR

§203.41.

iv. Submitting the Application

The nonprofit applicant must submit applications electronically through the HUD
Nonprofit Data Management System (NPDMS). NPDMS is an automated web-based

system designed to allow for the electronic submission of application, recertification, and
reporting documentation. NPDMS collects, stores, and provides web-based access to
participant applications and property activity data.

After submitting the preliminary information and receiving confirmation of eligibility,

the applicant will be provided with login instructions to access NPDMS. FHA will not
accept paper applications.
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The nonprofit must submit a completed application within 30 Days of receiving access to
NPDMS. The application date refers to the date that the application package is
electronically submitted through NPDMS.

v. Processing of Application

FHA will review all completed applications for approval to determine whether the
nonprofit complies with all eligibility requirements. If FHA requires additional
documentation or clarifying information, FHA may request such additional information
and provide the nonprofit with a deadline for response. If the nonprofit does not provide
the additional information requested by any specified deadline, FHA may deny approval
on this basis.

vi. Incomplete Application

Nonprofit agencies that submit an incomplete application package will receive a letter
indicating the information required to cure the deficiency. This letter will give nonprofit
agencies 15 Days from the date on the letter to correct any deficiencies. If the new
nonprofit applicant does not satisty the outstanding requirement in its entirety and within
the prescribed deadlines, the approval will be denied and the nonprofit must wait an
additional 90 Days before re-applying.

vii. Application Approval

Nonprofit agencies that are approved for participation will be issued an approval letter
from the Jurisdictional HOC describing which activities the nonprofit is approved for and
any limitations associated with that approval. An approval is valid for a two-year period.

An approval granted by one HOC will be recognized and accepted by all other HOC:s,
with the exception of the AHPP. A nonprofit agency’s AHPP must be separately
approved by every Jurisdictional HOC for the geographic areas in which the nonprofit
agency seeks to do business.

viii.  Application Rejection

A nonprofit’s application may be rejected due to deficiencies or for failure to submit a
program that complies with applicable regulations and requirements of this Handbook
4000.1. Nonprofit agencies that are not approved for participation will be issued a
rejection letter from the Jurisdictional HOC describing the reasons for the application
rejection.

The nonprofit must wait 90 Days to submit a new application.
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ix. Recertification

(A)Standard

(1) Recertification Process

To retain FHA approval, nonprofits must complete FHA’s recertification process
prior to their two-year approval expiration. Recertification of nonprofit agencies
is not automatic.

Nonprofit agencies must demonstrate that they have created affordable housing
opportunities in a fiscally responsible way. Nonprofit agencies must demonstrate
that they met the following standards, if applicable, during the approval period:

ability to meet HUD’s and the nonprofit agency’s goals to expand
affordable housing opportunities for Low- to Moderate-Income
individuals;

acceptable Default and foreclosure rate(s) on FHA-insured Properties;
ability to complete rehabilitation within approved time frames as
identified in the AHPP;

minimal change in staff and the nonprofit agency’s experience;
adherence to HUD resale requirements; and

maintenance of an acceptable accounting system to report on property-
specific costs related to purchase, rehabilitation, rental, and resale.

(2) Filing Deadline

The required documentation must be submitted to the Jurisdictional HOC at least
90 Days prior to the end of the approval period. The HOC must be notified of any
changes that impact the recertification application after it has been submitted.

(B) Required Documentation

The recertification process is similar to that of the initial application process.
Nonprofits must submit the following recertification documents through the NPDMS:
e a Complete Nonprofit Application; and

e adetailed description of the FHA program activities for which the nonprofit
was approved during the approval period. Nonprofits must provide the
following information where applicable:

O

o
@)
o
@)

©)

property address;

FHA case number (on acquisition);

FHA case number (on resale, if applicable);

date of acquisition,;

indication of whether the nonprofit utilized a 203(b) or 203(k) Mortgage
for acquisition;

Net Development Costs (NDC);

mortgage amounts;
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name of the first Mortgagee;

name of any additional Mortgagees (if applicable);
name of the ultimate Borrower;

household size and income;

discount amount;

resale price and date;

date of delinquency; and

date of Default.

O O O O O O O O

Additional Required Documentation for FHA Mortgagor

The nonprofit must also submit evidence of any past or current mortgage
performance. If applicable, the nonprofit must include performance of FHA-insured
Mortgages, including addresses and FHA case numbers; certification of completion
for each 203(k) Property, including date sold, and sales price; and the full name and
telephone number of Borrower.

(C)Incomplete Recertification Application

Nonprofit agencies that submit incomplete recertification applications will receive a
letter indicating the information required to cure the deficiency. This letter will give
nonprofit agencies 15 Days from the date on the letter to correct any deficiencies. If
the nonprofit applicant does not satisfy the outstanding requirement in its entirety and
within the prescribed deadlines, the approval for recertification will be denied.

If the nonprofit does not submit an acceptable recertification application before the
expiration of the two year approval period, the nonprofit will be removed from the
HUD Nonprofit Roster.

(D) Failure to Recertify

Failure to recertify will result in the nonprofit’s removal from the program and the
HUD Nonprofit Roster.

The nonprofit must comply with all program requirements for any program activity
that was not finalized at the time of removal.

(E) Recertification Application Approval

Nonprofit agencies that are recertified for participation will be issued an approval
letter from the Jurisdictional HOC describing which activities the nonprofit is
approved for and any limitations associated with that approval. An approval is valid
for a two year period.

An approval granted by one HOC will be recognized and accepted by all other HOCs,
with the exception of the AHPP. A nonprofit agency's AHPP must be separately
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approved by every Jurisdictional HOC for the geographic areas in which the nonprofit
agency seeks to do business.

(F) Recertification Application Rejection

A nonprofit’s recertification application may be rejected due to deficiencies or for
failure to submit a program that complies with applicable regulations and
requirements of this Handbook 4000.1.

Nonprofit agencies that are not approved for recertification will be issued a rejection
letter from the Jurisdictional HOC describing the reasons for the rejection of the
recertification application and will be removed from the HUD Nonprofit Roster.

Post-approval Requirements (09/20/2021)

Governmental Entities and HUD-approved Nonprofits must comply with the following
requirements and restrictions for its FHA business operations in addition to continuing to
operate in full compliance with the eligibility requirements outlined in this Handbook 4000.1.

i. Consultant Services

Consultant services provided under an independent contractor relationship (as opposed to
an employer-employee relationship) must not constitute more than half of the nonprofit's
activities in the operation of its FHA-approved programs. This measurement will be
calculated by evaluating the ratio of nonprofit staff to contracted or consultant staff; the
ratio of hours devoted to the implementation of the AHPP by nonprofit staff versus
contracted or consultant staff; and the funds devoted to paying nonprofit staff compared
to those paying contracted or consultant staff. The nonprofit must have the in-house
resources and capacity to run its own programs, and contract for services on a temporary
and supplementary basis.

Therefore, to ensure that the consultant services are provided on an arm’s length basis,
the nonprofit must disclose any written and/or side agreements with parties that may
derive financial gain through the homeownership program. Disclosure must identify the
name of the business Entity, and the individuals from the company who will be working
with the nonprofit, the terms of the relationship and how the party will be compensated.
Failure to adequately disclose may result in a conflict-of-interest determination.

The nonprofit must contact the Program Support Division (PSD) immediately at the
Jurisdictional HOC if more than half of the nonprofit’s activities are provided by
consultants under an independent contractor relationship at any time during the approval
period.

ii. Limitation on the Number of 203(k) FHA-Insured Mortgages

A nonprofit is prohibited from further borrowing under its FHA Mortgagor approval if
the nonprofit has 10 or more incomplete 203(k) developments at any given time.
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Exceptional Performance Waiver

Nonprofit agencies with an exceptional performance record of successfully completing
203(k) developments (defined as those agencies that have successfully completed 20 or
more 203(k) developments) may apply to the HOC for a waiver of the limitation on
203(k) Mortgages. This waiver request must contain a narrative describing the nonprofit
agency's homeownership or long-term rental program; current audited financial
statements with an unqualified opinion from a CPA for the prior three years; a listing of
all Properties currently owned by the nonprofit agency (both conventional and
government financed); a record of performance on all 203(k) Mortgages (current as well
as previous Loans); as well as the evidence to support the sale or rental of these
Properties. Nonprofit agencies that are approved for this waiver, for financing for more
than 10 203(k) Mortgages at one time, will have it stated in their approval letter from the
HOC.

iili. HUD Homes — Individual Property Files
(A) Definition

Individual Property Files refer to files that Governmental Entities and HUD-approved
Nonprofits participating in the HUD Homes program must maintain for each Property
purchased, sold, or leased when a discount of 10 percent or greater is obtained at the
time of purchase.

(B) Standard

Governmental Entities and HUD-approved Nonprofits must submit the Individual
Property Files to FHA through the NPDMS no later than 60 Days after the resale of a
Property to a subsequent homebuyer. Governmental Entities and HUD-approved
Nonprofits must send an email to the appropriate point of contact within the PSD, in
the Jurisdictional HOC, notifying them when an Individual Property File is ready for
review. Individual Property Files are ready for review once all data has been entered
and supporting documentation has been uploaded.

The Individual Property File must be maintained for a minimum of three years after
the Property is sold by the nonprofit.

(C)Required Documentation
The Individual Property File must include all supporting documentation for NDCs.

The supporting documentation includes the following:

e copies of the fully executed Closing Disclosures or similar legal documents
for the nonprofit’s purchase from HUD and from the nonprofit’s resale of the
Property to the new purchaser;

e acopy of a signed Land Use Restriction Addendum (LURA);
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e income verification for the purchaser who bought from the nonprofit. This
may be in the form of pay stubs, Verification of Employment (VOE), the most
recent W-2, or tax returns. Nonprofits must also provide a certification that the
resale purchaser’s income was at or below 115 percent of HUD’s
determination of median income for their area when adjusted for family size;

e appraisal reports if the Property was purchased as a 203(k) or financed with
203(b) or other FHA insurance funds;

¢ rehabilitation documents must include:

o Work Write-Up/contractor estimate of repair costs
o change orders
o inspection of repairs by nonprofit
o invoices from contractors
o copies of payments to contractors
e additional rehabilitation documents for 203(k) must include:
o draw requests
o Lien Waivers
o Final Release Notice
e if the Property is leased under an approved lease/purchase program:
o copies of executed lease
o income verification
o evidence of proactive work of nonprofit to move tenants into
homeownership

o appraisal or document from independent third party to determine fair
market rent

o list of other program costs, including developer’s fees

Accounting records must be maintained in a property-specific format so that cost
calculations can be made for all expenses related to each specific Property.

In addition, Governmental Entities and HUD-approved Nonprofits must submit a list
of all business partners participating in the acquisition, rehabilitation and resale of the
Property. The list must include the name of the company, the name of the principals,
the name and title of all staff with whom the nonprofit is working, a description of the
services provided by the company, and an accounting of the costs and fees associated
with those services. This information must be reported for all real estate agents,
Lenders, and contractors involved in the acquisition, rehabilitation and sale of the
HUD Homes Property.

(D)HUD Homes — Net Development Costs

The NDCs are composed of the allowable property Acquisition Costs plus allowable
rehabilitation, holding, and selling costs which Governmental Entities and HUD-
approved Nonprofits incur when purchasing HUD Homes at discounted prices,
redeveloping the Properties for resale, and selling those Properties. The NDC
calculation applies to all HUD Homes sold to nonprofit organizations and
Governmental Entities at a 10 percent or greater discount regardless of the source of
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the financing (FHA, conventional Mortgage, or cash), except for discounted REO
homes purchased through the Dollar Home Sales to Local Governments, Asset
Control Areas (ACA), and Good Neighbor Next Door (GNND) programs.

The purpose of these discounts and the limits on development costs is to make
housing affordable to Low- to Moderate-Income families. HUD limits the costs that
are eligible to be included in the NDC calculation and prohibits the nonprofit
organization or Governmental Entity from reselling the repaired or improved
Properties at prices in excess of 110 percent of the NDC calculation. If the nonprofit
organization's or Governmental Entity's resale price of the HUD Home exceeds 110
percent of the NDC, or if non-allowable items that are included in the NDC result in
an excessive sales price, the HUD-approved Nonprofit or Governmental Entity must
use the excess profit to pay down the existing Mortgage associated with that
particular resale.

(1) Costs Allowed in Calculating the Net Development Costs

Only the costs specifically included in the following list, within the prescribed
limitations and/or conditions, may be included in calculating the NDCs:

e the discounted purchase price paid to HUD;

e upon the purchase of the Property from HUD, prepaid items and financing
and closing costs actually incurred, which must be reasonable and
customary for the area in which the Property is located;

e for the time period the nonprofit organization or Governmental Entity
holds title, the following costs, limited to amounts that are reasonable and
customary for the area in which the Property is located, may be included:
o fees paid to an approved 203(k) Consultant for Work Write-Ups, Cost

Estimates, and inspections only;

o property management, but only if related to periodic inspection and/or
minor maintenance of the Property;

o architectural fees, but only if the services are provided by a licensed
architectural firm or individual architect;

o rehabilitation costs, which are the total verifiable contractor and
vendor expenditures incurred in the actual reconstruction, repair,
restoration and physical improvement of the Property. Rehabilitation
costs are limited to the actual price paid to the contractor for
completing each repair or improvement, and may also include
expenditures for mechanical systems inspections, sewer and well
inspections, repair inspections, foundation certifications for
Manufactured Housing obtained from a licensed engineer, and roof
inspections from a licensed contractor. HUD may require canceled
checks and corresponding receipts as proof of rehabilitation costs.
When calculating the NDC, Governmental Entities or HUD-approved
Nonprofits using grant funds for the rehabilitation of HUD Homes
acquired at a discount, cannot include the cost of the rehabilitation that
is paid for by those grant funds;
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o

©)

©)

cost of public and municipal services and utilities and real property
taxes for the subject premises, except for delinquent interest or penalty
charges incurred as a result of failure of program participant to pay
these expenses in a timely manner;

cost of termite inspection and extermination services;

Homeowners’ Association (HOA) or Condominium Fees;

permits and other fees paid to units of state and local governments that
are required by rule, law, regulation or other legally binding mandate
that must be paid before initiating or completing the rehabilitation or
property improvement;

survey costs;

hazard and liability insurance premiums; and

interest portion of Mortgage Payments limited to a maximum of six
months interest payments, less any and all rents received. If the
Property is resold in less than 180 Days, the interest payment credit
must be pro-rated on the basis of the actual payments made — rent
received and interest paid would be allowable costs but not the
principal; and

upon the resale of the Property to a new purchaser, only the following
seller closing costs that are actually incurred, limited to amounts that are
reasonable and customary for the area in which the Property is located,
may be included:

O

O O O O

O O O O O O

1/2 of closing agent fee (seller’s portion);

electronic wiring fees;

courier and mailing fees (seller’s documents only);

title insurance premium (owner’s policy only);

state, county, or city tax stamps, if local law requires the seller to pay
these costs;

homeowners warranty premium;

environmental hazard certification;

document preparation fee (seller’s documents only);
recording (deed only) and reconveyance fees;

sales commissions for real estate broker/agent services; and
condominium transfer fee

(2) Costs Not Allowed in Calculating the Net Development Costs

Costs not listed in Costs Allowed in Calculating the Net Development Costs are
ineligible and cannot be included in the NDC calculation. Ineligible costs include:
general administration cost of the nonprofit organization’s or
Governmental Entity's AHPP and homeownership programs, including
overhead and staffing costs;

housing developer fees and/or real estate consultant fees;

sales bonuses and sales incentives (other than sales commissions) for
selling or listing real estate brokers/agents;
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(E)

e Gifts to the Low- to Moderate-Income purchaser for downpayment,
financing or closing costs, prepaid items, and any other purchaser-related
expenses associated with their purchase of the Property;

e development, maintenance and management costs related to other
Properties in the nonprofit organization’s or Governmental Entity’s
inventory;

e delinquent property tax or utility penalties and interest;

e Mortgage Payment late fees, prepayment penalties, payoff quote fees and
fax charges; and

e any development costs that are paid from local, state, or federal grant
funds that would otherwise be allowable in the NDC calculation.

HUD Homes — Land Use Restriction Addendum
(1) Definition

The Land Use Restriction Addendum (LURA) is a legally binding contractual
agreement between HUD and the Governmental Entities or nonprofits imposing
restrictions on the resale of a HUD Home that the nonprofit organization or
Governmental Entity purchased at a discount of 10 percent or greater.

(2) Standard

Governmental Entities and HUD-approved Nonprofits participating in the HUD
Homes program must execute the LURA as part of the FHA sales contract for any
Property purchased at a 10 percent or greater discount. The LURA terminates five
years from the date of execution.

The LURA requires the purchaser to expand affordable housing opportunities by
complying with the following requirements:

e The purchaser must complete needed repairs to bring the Property into
compliance with local housing code followed by resale, lease, or lease
purchase only to a person who intends to occupy the Property as their
Principal Residence and whose income is at or below 115 percent of the
median income in the area, when adjusted for family size, or state,
Governmental Entity, tribe, or agency thereof.

e Ifsold, the purchaser must resell the Property for an amount not in excess
of 110 percent of the NDCs. The NDCs are the total HUD-allowable costs
to purchase, rehabilitate, and resell the Property.

e The Property may not be occupied by or resold to any of the purchaser’s
officers, directors, elected or appointed officials, employees, or business
associates, either during their tenure or for one year thereafter, or to any
individual who is related by blood, marriage, or law to any of the above.

e There may be no conflict of interest with individuals or firms that may
provide acquisition or rehabilitation funding; management, sales or
rehabilitation services; or other services associated with the Property.
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The Governmental Entity or HUD-approved Nonprofit must provide periodic
reports, in the format and frequency specified in the HUD Homes — Individual

Property Files section.

Exception

Discounted homes purchased through the Dollar Homes Sales to Local
Governments, GNND and ACA programs are not subject to the LURA
restrictions.

5. Real Estate Brokers

a. Definitions (09/30/2016)

A HUD-Registered Real Estate Broker is a real estate listing or selling broker approved by
HUD to list or sell HUD Real Estate Owned (REO) Properties.

A Listing Broker is a HUD-Registered Real Estate Broker who lists HUD-owned Properties
for sale.

A Selling Broker is a HUD-Registered Real Estate Broker who submits bids on behalf of
prospective buyers.

b. Requirements (09/30/2016)

C.

i. Program Overview

HUD must approve any real estate broker wishing to list Properties or represent buyers in
sales transactions of HUD REO Properties.

ii. Use of Name and Address Identification Numbers

Each real estate broker wishing to list Properties or represent buyers in sales transactions
of HUD REO Properties must have an active Name and Address Identification Number
(NAID) issued by HUD; all agents conducting business in that real estate broker’s office
may use that broker’s active NAID. For brokerages with several offices, each with a
different real estate broker, each office may apply for a separate NAID.

Application and Registration Process (09/09/2019)
i. Real Estate Broker’s Application

Real estate brokers must submit the following to the Jurisdictional Homeownership
Center (HOC) for the area in which the broker’s office is located:

o form SAMS-1111, Payee Name and Address;
o form SAMS-1111-A, Real Estate Broker Certification,;
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IRS Letter 147C or other official Internal Revenue Service (IRS) document
reflecting their business name and Employer Identification Number (EIN) or, if
operating under a Social Security Number (SSN), a copy of their Social Security
card;

a copy of their active real estate broker’s license with an expiration date;

a copy of their current driver’s license with an expiration date; and

a recent utility bill or bank statement that lists the address and company or broker
name shown on form SAMS-1111.

ii. HUD Registration

HUD will issue an NAID to HUD-Registered Real Estate Brokers via HUD Home Store.

d. Annual Recertification (09/30/2016)

HUD-Registered Real Estate Brokers must be recertified by HUD each year. NAID
certifications for brokers are valid for only one year from the date they are issued. HUD-

Registered

Real Estate Brokers must submit the completed form SAMS-1111 and supporting

documentation to the Jurisdictional HOC for the area in which the broker’s office is located.

Failure to timely submit annual recertification may result in deactivation of the NAID by
HUD in accordance with 24 CFR § 291.100(1).

6. Closing Agents

a. Requirements (09/30/2016)

Closing Agents must meet all of the following requirements in order to conduct a closing on
a sales transaction of a HUD REO Property.

i. Licensure or Ability to Do Business in State where Property is Located

The Closing Agent must be an attorney, title company, or escrow company that meets all
state and local requirements for eligibility to conduct closings as follows:

An attorney or law firm may act as Closing Agent if they are duly licensed to
practice law in the state where the Property is located and state law allows an
attorney to facilitate closings.

A title company may act as Closing Agent if they are duly licensed to do business
in the state where the Property is located and are regulated by the state insurance
commission, or similar regulatory agency recognized by the state.

An escrow company may act as Closing Agent if they are duly licensed to do
business in the state where the Property is located and meet all state legal and
regulatory requirements as a recognized and registered escrow company.

ii. Errors and Omissions Insurance

The Closing Agent is covered by errors and omissions insurance of at least $1,000,000.
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N

iii. Debarment or Suspension

A Closing Agent must not, and cannot, participate in any aspect of the closing or title
clearance process if they are currently debarred, suspended, or otherwise excluded from
participating in HUD’s programs.

b. Application and Approval Process (09/30/2016)
i. Title Identification Number
(A) Definition

A Title Identification (ID) Number is a number identifying a Closing Agent registered
to perform closings on HUD REO sales transactions.

(B) Standard

The Closing Agent must complete a one-time registration to receive a HUD-issued
Title ID Number. The Closing Agent must provide to the Asset Manager (AM):
e acopy of the Closing Agent’s state license; and
¢ a Closing Protection Letter (CPL) evidencing errors and omissions insurance
coverage.

HUD will review the Closing Agent’s documentation and, if HUD approves, will
issue a Title ID Number. The AM will notify the Closing Agent of the issuance of the
Title ID Number.

ii. P260 Access

Once the Closing Agent has received a HUD-issued Title ID Number, the Closing Agent
must contact the AM to request access to P260.

7. Title I Property Improvement Dealers (05/09/2022)

A Dealer, for the purposes of a Title I Property Improvement Loan, refers to a seller, contractor,
or supplier of goods or services. If the Dealer assisted the Borrower in preparing the credit
application or assisted the Borrower in obtaining the Loan from the Lender, the Lender must
comply with the requirements in Direct and Dealer Loan Process for Property Improvement

Loan Program.

To facilitate the financing of property improvements, the Dealer may enter into a Business
Relationship with an FHA Title I approved Lender that will provide financing to the Borrower.
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8. Title I Manufactured Home Dealers (05/09/2022)

A Dealer, in the case of Manufactured Home Loans, is a person or business that is engaged in the
business of manufactured home retail sales. Dealers of manufactured home sales have a financial
interest (either direct or indirect) in the transaction.

If a Dealer assisted the Borrower in preparing the credit application or assisted the Borrower in
obtaining the Loan from the Lender, the Lender must comply with the requirements in Direct and
Dealer Loan Process for Manufactured Home Loan Program.

9. Additional Other Participants

RESERVED FOR FUTURE USE

This section is reserved for future use, and until such time, FHA-approved Mortgagees and
Other Participants must continue to comply with all applicable law and existing Handbooks,
Mortgagee Letters, Notices and outstanding guidance applicable to their participation in
FHA programs.
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I1I. ORIGINATION THROUGH POST-CLOSING/ENDORSEMENT
A. TITLE II INSURED HOUSING PROGRAMS FORWARD MORTGAGES

The Title II Insured Housing Programs Forward Mortgages, Origination through Post-
Closing/Endorsement section in this FHA Single Family Housing Policy Handbook (Handbook
4000.1) provides the origination, underwriting, closing, post-closing, and endorsement standards
and procedures applicable to all Single Family (one- to four-units) Mortgages insured under Title
IT of the National Housing Act, except for Home Equity Conversion Mortgages (HECM). The
Mortgagee must fully comply with all of the following standards and procedures in originating,
underwriting, and closing for obtaining Federal Housing Administration (FHA) mortgage
insurance on a Mortgage. If there are any exceptions or program-specific standards or procedures
that differ from those set forth below, the exceptions or alternative program or product specific
standards and procedures are explicitly stated. Terms and acronyms used in this Handbook
4000.1 have their meanings defined in the Glossary and Acronyms and in the specific section of
Handbook 4000.1 in which the definitions are located.

1. Origination/Processing
a. Applications and Disclosures (09/26/2022)

The Mortgagee must obtain a completed Fannie Mae Form 1003/Freddie Mac Form 65,
Uniform Residential Loan Application (URLA), from the Borrower and provide all required
federal and state disclosures in order to begin the origination process. The Mortgagee is
responsible for using the most recent version of all forms as of the date of completion of the
form.

i. Contents of the Mortgage Application Package

The Mortgagee must maintain all information and documentation that is relevant to its
approval decision in the mortgage file. All information and documentation that is
required in this Handbook 4000.1, and any incidental information or documentation
related to those requirements, is relevant to the Mortgagee’s approval decision.

If after obtaining all documentation required below, the Mortgagee has reason to believe
it needs additional support of the approval decision, the Mortgagee must obtain additional
explanation and documentation, consistent with information in the mortgage file to
clarify or supplement the information and documentation submitted by the Borrower.

(A) General Requirements
(1) Maximum Age of Mortgage Documents
(a) General Document Age

Documents used in the origination and underwriting of a Mortgage may not be
more than 120 Days old at the Disbursement Date. Documents whose validity
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for underwriting purposes is not affected by the passage of time, such as
divorce decrees or tax returns, may be more than 120 Days old at the
Disbursement Date.

For purposes of counting Days for periods provided in this Handbook 4000.1,
Day one is the Day after the effective or issue date of the document,
whichever is later.

(b) Appraisal Validity
(i) Initial Appraisal Validity

The 120 Day validity period for an appraisal (see Ordering Appraisals)
may be extended for 30 Days at the option of the Mortgagee if (1) the
Mortgagee approved the Borrower or HUD issued the Firm Commitment
before the expiration of the original appraisal; or (2) the Borrower signed a
valid sales contract prior to the expiration date of the appraisal.

(ii) Appraisal Update

An appraisal update may be used to extend the validity period of the initial
appraisal report. An appraisal update must be performed before the initial
appraisal, with no extension, has expired. Where the initial appraisal is
subsequently updated, the updated appraisal is valid for 240 Days after the
effective date of the initial appraisal report that is being updated.

(2) Handling of Documents

Mortgagees must not accept or use documents relating to the employment,
income, assets, or credit of Borrowers that have been handled by or transmitted
from or through unknown parties or Interested Parties. Mortgagees may not
accept or use any Third Party Verifications (TPV) that have been handled by or
transmitted from or through unknown parties, Interested Parties, or the Borrower.

Exception for Mortgagees and TPOs

The Mortgagee and TPO are permitted to handle documents relating to the
employment, income, assets or credit of Borrowers.

(a) Information Sent to the Mortgagee Electronically

The Mortgagee must authenticate all documents received electronically by
examining the source identifiers (e.g., the fax banner header or the sender’s
email address) or contacting the source of the document by telephone to verify
the document’s validity. The Mortgagee must document the name and
telephone number of the individual with whom the Mortgagee verified the
validity of the document.
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(b) Information Obtained via Internet [Text was deleted in this section.|

The Mortgagee must authenticate documents obtained from an internet
website and examine portions of printouts downloaded from the internet.

Documentation obtained through the internet must contain the same
information as would be found in an original hard copy of the document.

(¢) Confidentiality Policy for Credit Information

Mortgagees must not divulge sources of credit information, except as required
by a contract or by law. All personnel with access to credit information must
ensure that the use and disclosure of information from a credit report complies

with:
e the Fair Housing Act, 42 U.S.C. 3601 et seq.;
e the Fair Credit Reporting Act, Public Law 91-508;
e the Right to Privacy Act, Public Law 93-579;
¢ the Right to Financial Privacy Act, Public Law 95-630; and

the Equal Credit Opportunity Act, Public Law 94-239 and 12 CFR
Part 202.

(3) Signature Requirements for All Application Forms

All Borrowers must sign and date the initial and final Fannie Mae Form
1003/Freddie Mac Form 65, Uniform Residential Loan Application (URLA). All
Borrowers must sign and date page two of the initial form HUD-92900-A,
HUD/VA Addendum to Uniform Residential Loan Application, and sign and date
the complete final form HUD-92900-A. The application may not be signed by any
party who will not be on the Note.

e For Borrowers that are Entities, the signatory must be a representative who
is duly authorized to bind the Entity.

e A Power of Attorney (POA) may not be used unless the Mortgagee
verifies and documents that all of the following requirements have been
satisfied:

o For military personnel, a POA may only be used:
= when the service member is on overseas duty or on an
unaccompanied tour;
= when the Mortgagee is unable to obtain the absent Borrower’s
signature on the application by mail or via fax; and
= where the attorney-in-fact has specific authority to encumber the
Property and to obligate the Borrower. Acceptable evidence
includes a durable POA specifically designed to survive incapacity
and avoid the need for court proceedings.
o For incapacitated Borrowers, a POA may only be used where:
= a Borrower is incapacitated and unable to sign the mortgage
application;
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= the incapacitated individual will occupy the Property to be insured,
or the Property is being underwritten as an eligible Investment
Property; and

= the attorney-in-fact has specific authority to encumber the Property
and to obligate the Borrower. Acceptable evidence includes a
durable POA specifically designed to survive incapacity and avoid
the need for court proceedings.

For guidance on use of POA on closing documents refer to Use of Power of
Attorney at Closing.

Prohibition on Documents Signed in Blank

Mortgagees are not permitted to have Borrowers sign documents in blank,
incomplete documents, or blank sheets of paper.

(4) Policy on Use of Electronic Signatures

(a) Definition

An Electronic Signature refers to any electronic sound, symbol, or process
attached to or logically associated with a contract or record and executed or
adopted by a person with the intent to sign the contract or record. FHA does
not accept an electronic signature that is solely voice or audio. Digital
signatures are a subset of electronic signatures.

(b) Use of Electronic Signatures

An electronic signature conducted in accordance with the Electronic Signature
Performance Standards (Performance Standards) is accepted on FHA
documents requiring signatures to be included in the case binder for mortgage
insurance, unless otherwise prohibited by law.

Electronic Signatures meeting the Performance Standards are treated as
equivalent to handwritten signatures.

(c) Electronic Signature Performance Standards

The Performance Standards are the set of guidelines that govern FHA
acceptance of an electronic signature. The use of electronic signatures is
voluntary. However, Mortgagees choosing to use electronic signatures must
fully comply with the Performance Standards.
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(i) The Electronic Signatures in Global and National Commerce Act
(ESIGN Act) Compliance and Technology

A Mortgagee’s electronic signature technology must comply with all
requirements of the ESIGN Act, including those relating to disclosures,
consent, signature, presentation, delivery, and retention, and with any state
law applicable to the transaction.

(ii) Third Party Documents

Third Party Documents are those documents that are originated and signed
outside of the control of the Mortgagee, such as the sales contract. FHA
will accept electronic signatures on Third Party Documents included in the
case binder for mortgage insurance endorsement in accordance with the
ESIGN Act and the Uniform Electronic Transactions Act (UETA). An
indication of the electronic signature and date should be clearly visible
when viewed electronically and in a paper copy of the electronically
signed document.

(iii) Authorized Documents

Authorized Documents refer to the documents on which FHA accepts
electronic signatures provided that the Mortgagee complies with the
Performance Standards.

e Mortgage Insurance Endorsement Documents: Electronic
signatures will be accepted on all documents requiring signatures
included in the case binder for mortgage insurance except the
Note. FHA will accept electronic signatures on the Note for
forward Mortgages only. FHA will not accept electronic signatures
on HECM Notes.

e Servicing and Loss Mitigation Documentation: Electronic
signatures will be accepted on any documents associated with
servicing or loss mitigation services for FHA-insured Mortgages.

e FHA Insurance Claim Documentation: Electronic signatures
will be accepted on any documents associated with the filing of a
claim for FHA insurance benefits, including form HUD-27011,
Single Family Application for Insurance Benefits.

e HUD Real Estate Owned (REO) Documents: Electronic
signatures will be accepted on the HUD REO Sales Contract and
related addenda.

Handbook 4000.1
Last Revised: 06/29/2022

126


http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/forms/hud2

II. ORIGINATION THROUGH POST-CLOSING/ENDORSEMENT
A. Title II Insured Housing Programs Forward Mortgages
1. Origination/Processing

(iv) Associating an Electronic Signature with the Authorized
Document

The Mortgagee must ensure that the process for electronically signing
authorized documents provide for the document to be presented to the
signatory before an electronic signature is obtained. The Mortgagee must
ensure that the electronic signature is attached to, or logically associated
with, the document that has been electronically signed.

(v) Intent to Sign

The Mortgagee must be able to prove that the signer certified that the
document is true, accurate, and correct at the time signed. Electronic
signatures are only valid under the ESIGN Act if they are “executed or
adopted by a person with the intent to sign the record.” Establishing intent
includes:
e identifying the purpose for the Borrower signing the electronic
record;
e being reasonably certain that the Borrower knows which electronic
record is being signed; and
e providing notice to the Borrower that their electronic signature is
about to be applied to, or associated with, the electronic record.

Intent to use an electronic signature may be established by, but is not
limited to:

e an online dialog box or alert advising the Borrower that continuing
the process will result in an electronic signature;

e an online dialog box or alert indicating that an electronic signature
has just been created and giving the Borrower an opportunity to
confirm or cancel the signature; or

e aclick-through agreement advising the Borrower that continuing
the process will result in an electronic signature.

(vi) Single Use of Signature

Mortgagees must require a separate action by the signer, evidencing intent
to sign, in each location where a signature or initials are to be applied.

This provision does not apply to documents signed by Mortgagee
employees or Mortgagee contractors provided the Mortgagee obtains the
consent of the individual for the use of their electronic signature. The
Mortgagee must document the employee’s or contractor’s consent.
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(vii) Authentication
Definition

Authentication refers to the process used to confirm a signer’s identity as a
party in a transaction.

Standard for Authentication

Before a Mortgagee submits the case for endorsement, the Mortgagee
must confirm the identity of the signer by authenticating data provided by
the signer with information maintained by an independent source.
Independent sources include, but are not limited to:

e national commercial credit bureaus;

e commercially available data sources or services;

e state motor vehicle agencies; or

e government databases.

The Mortgagee must verify a signer’s name and date of birth, and either
their Social Security Number (SSN) or driver’s license number.

(viii) Attribution
Definition

Attribution is the process of associating the identity of a signer with their
signature.

Standard for Attribution

The Mortgagee must maintain evidence sufficient to establish that the
electronic signature may be attributed to the individual purported to have
signed.

The Mortgagee must use one of the following methods, or combinations of
methods, to establish attribution:

e selection by or assignment to the individual of a Personal
Identification Number (PIN), password, or other shared secret, that
the individual uses as part of the signature process;

e delivery of a credential to the individual by a trusted third party,
used either to sign electronically or to prevent undetected alteration
after the electronic signature using another method;

e knowledge base authentication using “out of band/wallet”
information,;

e measurement of some unique biometric attribute of the individual
and creation of a computer file that represents the measurement,
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together with procedures to protect against disclosure of the
associated computer file to unauthorized parties; or

e public key cryptography.
(ix) Credential Loss Management

Mortgagees must have a system in place to ensure the security of all
issued credentials. One or a combination of the following loss
management controls is acceptable:

¢ maintaining the uniqueness of each combined identification code
and password, such that no two individuals have the same
combination of identification code and password;

e cnsuring that identification code and password issuances are
periodically checked, recalled, or revised;

e following loss management procedures to electronically
deauthorize lost, stolen, missing, or otherwise compromised
identification code or password information, and to issue
temporary or permanent replacements using suitable, rigorous
controls;

e using transaction safeguards to prevent unauthorized use of
passwords or identification codes; or

e detecting and reporting any attempts at unauthorized use of the
password or identification code to the system security unit.

(d) Required Documentation and Integrity of Records

Mortgagees must ensure that they employ industry-standard encryption to
protect the signer’s signature and the integrity of the documents to which it is
affixed. Mortgagees must ensure that their systems will detect and record any
tampering with the electronically signed documents. FHA will not accept
documents that show evidence of tampering.

If changes to the document are made, the electronic process must be designed
to provide an “audit trail” showing all alterations, the date and time they were
made, and identify who made them.

The Mortgagee’s system must be designed so that the signed document is
designated as the Authoritative Copy. The Authoritative Copy of an
electronically signed document refers to the electronic record that is
designated by the Mortgagee or holder as the controlling reference copy.
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(B)

Mortgage Application and Initial Supporting Documentation
(1) URLA and HUD/VA Addendum to the URLA

Unless otherwise noted, URLA and HUD/VA Addendum to the URLA refer to both
initial and final applications.

The Mortgagee must obtain the Borrower’s initial complete, signed URLA
(Fannie Mae Form 1003/Freddie Mac Form 65) and page two of form HUD-
92900-A before underwriting the mortgage application.

The Mortgagee must also include the debt of a non-borrowing spouse on the
URLA if the Borrower resides in or the Property to be purchased is located in a
community property state.

The loan originator identified on the URLA must be the actual licensed loan
originator regardless of whether the loan originator is employed by a sponsored
Third-Party Originator (TPO) or the Mortgagee. The URLA must contain the loan
originator’s name, Nationwide Mortgage Licensing System and Registry (NMLS)
identification number, telephone number, and signature.

(2) Mortgage Application Name Requirements
(a) Standard
All mortgage applications must be executed in the legal names of all parties.

All mortgage applications must be executed in the name of one or more
individuals.

Mortgage applications from a corporation, partnership, sole proprietorship, or
trust must be in the name of the Entity and also be in the name of one or more
individuals.

Exception

Mortgage applications for Governmental Entities and HUD-approved
Nonprofits that provide assistance to low or moderate income families may be
solely in the corporation’s name.

(b) Required Documentation

The Mortgagee must include a statement that it has verified the Borrower’s
identity using valid government-issued photo identification prior to
endorsement of the Mortgage or the Mortgagee may choose to include a copy
of such photo identification as documentation.
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©)

(D)

For nonprofit Borrowers, the Mortgagee must obtain a copy of the FHA
approval letter from the nonprofit. The Mortgagee must also verify that the
nonprofit is eligible to be a Borrower as indicated on the U.S. Department of
Housing and Urban Development (HUD) Nonprofit Agency Roster.

Borrower Authorization for Verification Information
(1) Borrower’s Authorization
(a) Standard

The Mortgagee must obtain the Borrower’s authorization to verify the
information needed to process the mortgage application. The Mortgagee must
obtain a non-borrowing spouse’s consent and authorization where necessary
to verify specific information required to process the mortgage application,
including the non-borrowing spouse’s consent for the Mortgagee to verify
their SSN with the Social Security Administration (SSA).

(b) Required Documentation

For each individual or Entity, Borrower authorization may be accomplished
through a blanket authorization form.

(2) Form HUD-92900-A Part II: Borrower Consent for Social Security
Administration to Verify Social Security Number

The Mortgagee must obtain the Borrower’s signature on Part II of form HUD-
92900-A to verify the Borrower’s SSN with the SSA.

(3) Tax Verification Form or Equivalent

The Mortgagee must obtain the Borrower’s signature on the appropriate Internal
Revenue Service (IRS) form to obtain tax returns directly from the IRS for all
credit-qualifying Mortgages at the time the final URLA is executed.

Borrower’s Authorization for Use of Information Protected under the
Privacy Act

(1) Standard

The Mortgagee must obtain the Borrower’s consent for use of the Borrower’s
information for any purpose relating to the origination, servicing, loss mitigation,
and disposition of the Mortgage or Property securing the Mortgage, and relating
to any insurance claim and ultimate resolution of such claims by the Mortgagee
and FHA.
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(2) Required Documentation

The Mortgagee must obtain a signed statement from the Borrower that clearly
expresses the Borrower’s consent for the use of the Borrower’s information as
required above.

(E) Sales Contract and Supporting Documentation

(1) Sales Contract

(a) Standard

The Mortgagee must not originate an insured Mortgage for the purchase of a
Property if any provision of the sales contract violates FHA requirements.

The Mortgagee must ensure that (1) all purchasers listed on the sales contract
are Borrowers, and (2) only Borrowers sign the sales contract.

An addendum or modification may be used to remove or correct any
provisions of the sales contract that do not conform to these requirements.

The Family Member of a purchaser, who is not a borrower, may be listed on
the sales contract without modification or removal.

Family Member is defined as follows, regardless of actual or perceived sexual
orientation, gender identity, or legal marital status:
e child, parent, or grandparent;
o achild is defined as a son, stepson, daughter, or stepdaughter;
o a parent or grandparent includes a stepparent/grandparent or foster
parent/grandparent;
e spouse or domestic partner;
legally adopted son or daughter, including a child who is placed with
the Borrower by an authorized agency for legal adoption;
foster child;
brother, stepbrother;
sister, stepsister;
uncle;
aunt; or
son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-in-
law, or sister-in-law of the Borrower.

(i) Amendatory Clause

If the Borrower does not receive form HUD-92800.5B, Conditional
Commitment Direct Endorsement Statement of Appraised Value, before
signing the sales contract, the sales contract must be amended before
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closing to include an amendatory clause that contains the following
language:

“It is expressly agreed that notwithstanding any other provisions of
this contract, the purchaser shall not be obligated to complete the
purchase of the property described herein or to incur any penalty by
forfeiture of earnest money deposits or otherwise, unless the purchaser
has been given, in accordance with HUD/FHA or VA requirements, a
written statement by the Federal Housing Commissioner, Department
of Veterans Affairs, or a Direct Endorsement lender setting forth the
appraised value of the property of not less than $ * The
purchaser shall have the privilege and option of proceeding with
consummation of the contract without regard to the amount of the
appraised valuation. The appraised valuation is arrived at to determine
the maximum mortgage the Department of Housing and Urban
Development will insure. HUD does not warrant the value or condition
of the property. The purchaser should satisfy himself/herself that the
price and condition of the property are acceptable.”

* Mortgagees must ensure the actual dollar amount of the sales price
stated in the contract has been inserted in the amendatory clause. Increases
to the sale price require a revised amendatory clause.

An amendatory clause is not required in connection with:

e HUD REO sales;
e FHA'’s 203(k) mortgage program;
e sales in which the seller is:
o Fannie Mae;
o Freddie Mac;
o U.S. Department of Veterans Affairs (VA);
o United States Department of Agriculture (USDA) Rural
Housing Services;
o other federal, state, and local government agencies;
o a Mortgagee disposing of REO assets; or
o aseller at a foreclosure sale; or
e sales in which the Borrower will not be an owner-occupant (for
example, sales to nonprofit agencies).

(ii) Real Estate Certification

The Borrower, seller, and the real estate agent or broker involved in the
sales transaction must certify, to the best of their knowledge and belief,
that (1) the terms and conditions of the sales contract are true and (2) any
other agreement entered into by any parties in connection with the real
estate transaction is part of, or attached to, the sales agreement.
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A separate certification is not needed if the sales contract contains a
statement that (1) there are no other agreements between parties and the
terms constitute the entire agreement between the parties, and (2) all
parties are signatories to the sales contract submitted at the time of
underwriting.

(iii) Property Assessed Clean Energy

Where the subject Property is encumbered with a Property Assessed Clean
Energy (PACE) obligation, the sales contract must include a clause
specifying that the PACE obligation will be satisfied by the seller at, or
prior to, closing.

(b) Required Documentation

The Mortgagee must obtain all signed copies of sales contract(s), including a
complete copy of the final sales contract with any modifications or revisions
agreed upon by Borrower and seller.

(2) Statement of Appraised Value

The Borrower must receive a copy of form HUD-92800.5B.

A statement of appraised value is not required in connection with:
e HUD REO sales;
e FHA’s 203(k) mortgage program;
e sales in which the seller is:

Fannie Mae;

Freddie Mac;

the VA;

USDA Rural Housing Services;

other federal, state, and local government agencies;

a Mortgagee disposing of REO assets; or

a seller at a foreclosure sale; or

e sales in which the Borrower will not be an owner-occupant (for example,
sales to nonprofit agencies).

O O O O O O O

ii. Disclosures and Legal Compliance
(A)HUD Required Disclosures

The Mortgagee must provide or ensure the Borrower is provided with any disclosure
required by FHA, including the following disclosures.
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(1) Informed Consumer Choice Disclosure

The Mortgagee must provide the Borrower with an Informed Consumer Choice
Disclosure in accordance with the requirements of 24 CFR § 203.10 if the
Borrower may qualify for similar non FHA-insured mortgage products offered by
the Mortgagee.

(2) Form HUD-92900-B, Important Notice to Homebuyers

The Mortgagee must provide the Borrower with a copy of form HUD-92900-B,
Important Notice to Homebuyers, signed by the Borrower and provide the
Borrower with a copy to keep for the Borrower’s records when the Borrower
applies for the Mortgage. The Mortgagee must retain the original form
HUD-92900-B signed by the Borrower.

(3) Lead-Based Paint

If the Property was built before 1978, the seller must disclose any information
known about lead-based paint and lead-based paint hazards before selling the
house, in accordance with the HUD-EPA Lead Disclosure Rule (24 CFR 35,
subpart A, and the identical 40 CFR 745, subpart F). For such Properties, the
Mortgagee must ensure that:

e the Borrower has been provided the EPA-approved information pamphlet
on identifying and controlling lead-based paint hazards (“Protect Your
Family From Lead In Your Home”);

e the Borrower was given a 10-Day period before becoming obligated to
purchase the home to conduct a lead-based paint inspection or risk
assessment to determine the presence of lead-based paint or lead-based
paint hazards, or waived the opportunity;

e the sales contract contains an attachment in the language of the contract
(e.g., English, Spanish), signed and dated by both the seller and purchaser:
o containing a lead warning statement as set forth in 24 CFR

§ 35.92(a)(1).

o providing the seller’s disclosure of the presence of any known lead-
based paint and/or lead-based paint hazards in the target housing being
sold, or indication of no knowledge of such presence;

o listing any records or reports available to the seller pertaining to lead-
based paint and/or lead-based paint hazards in property housing being
sold, or indication by the seller that no such records or reports exist;
and

o affirming that the Borrower received the pamphlet, disclosure, and
records or reports, above; and

e when any agent is involved in the transaction on behalf of the seller, the
sales contract includes a statement that the agent has informed the seller of
the seller’s Lead Disclosure Rule obligations, the agent is aware of their
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duty to ensure compliance with the requirements of the Rule, and the
agent has signed and dated the contract.

(4) Form HUD-92564-CN, For Your Protection: Get a Home Inspection

Mortgagees are required to provide form HUD-92564-CN, For Your Protection:
Get a Home Inspection, to prospective homebuyers at first contact, be it for pre-
qualification, pre-approval, or initial application.

(B) Compliance with All Applicable Laws, Rules, and Requirements

The Mortgagee is required to comply with all federal, state and local laws, rules, and
requirements applicable to the mortgage transaction, including all applicable
disclosure requirements and the requirements of the Consumer Financial Protection
Bureau (CFPB), including those related to:

e Truth in Lending Act (TILA); and

e Real Estate Settlement Procedures Act (RESPA).

(C)Nondiscrimination Policy

The Mortgagee must fully comply with all applicable provisions of:
e the Fair Housing Act, 42 U.S.C. §§ 3601-3619;
e the Fair Credit Reporting Act, Public Law 91-508; and
e the Equal Credit Opportunity Act, Public Law 94-239 and 12 CFR Part 202.

The Mortgagee must make all determinations with respect to the adequacy of the
Borrower’s income in a uniform manner without regard to race, color, religion, sex,
national origin, familial status, handicap, marital status, actual or perceived sexual
orientation, gender identity, source of income of the Borrower, or location of the
Property.

iii. Application Document Processing
(A)Mortgagee Responsibilities

The Mortgagee must order the FHA case number and perform any associated tasks in
FHA Connection (FHAC). For a Single-Unit Approval, the Mortgagee must follow
the Single-Unit Approval case number assignment process. The Mortgagee may use
nonemployees in connection with its origination of FHA-insured Mortgages only as
described below. The Mortgagee ultimately remains responsible for the quality of the
Mortgage and for strict compliance with all applicable FHA requirements, regardless
of the Mortgagee’s relationship to the person or Entity performing any particular
service or task.
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(B)

(1) Sponsored Third-Party Originator

The Mortgagee is responsible for dictating the specific application and processing
tasks to be performed by the sponsored TPO. Only HUD-approved Mortgagees
acting in the capacity of a sponsored TPO may have direct access to FHAC.

(2) Housing Counseling Services

Mortgagees must ensure that Borrowers receive all required counseling, and that
all counseling is provided by HUD-approved housing counseling agencies.

(3) Other Contract Service Providers

The Mortgagee may utilize Eligible Contractors to perform the following
administrative and clerical functions: typing of mortgage documents, mailing out
and collecting verification forms, ordering credit reports, and/or preparing for
endorsement and shipping Mortgages to investors.

(4) Excluded Parties

The Mortgagee may not contract with Entities or persons that are suspended,
debarred, or otherwise excluded from participation in HUD programs, or under a
Limited Denial of Participation (LDP) that excludes their participation in FHA
programs. The Mortgagee must ensure that no sponsored TPO or contractor
engages such an Entity or person to perform any function relating to the
origination of an FHA-insured Mortgage. The Mortgagee must check the System
for Award Management (SAM) (www.sam.gov) and must follow appropriate
procedures defined by that system to confirm eligibility for participation.

Initial Document Processing

The Mortgagee begins processing the Mortgage by obtaining an initial URLA (Fannie
Mae Form 1003/Freddie Mac Form 65) and Part V of form HUD-92900-A.

(1) Ordering Case Numbers

The Mortgagee must use FHAC to order FHA case numbers. A case number can
be obtained only when the Mortgagee has an active mortgage application for the
subject Borrower and Property.

In order to obtain a case number, the Mortgagee must:
e provide the subject Borrower’s name, SSN, and date of birth;
e provide the property address; and
o certify that the Mortgagee has an active mortgage application for the
subject Borrower and Property.
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The Mortgagee is not required to input appraiser information at the time the case
number is ordered.

(a) Automated Data Processing Codes

FHA Automated Data Processing (ADP) Codes are derived from the section
of the National Housing Act under which the Mortgage is to be insured. The
Mortgagee must select the correct ADP code for each Mortgage in FHAC.

(b) Case Numbers on Sponsored Originations

The Mortgagee will not be able to order case numbers for sponsored
originations unless their sponsored TPO has been registered in FHAC.

(2) Holds Tracking

If FHAC detects that a case number currently exists for the Property, a case
number will not be assigned. The Mortgagee will receive notification that the case
number assignment has been placed in Holds Tracking. The Mortgagee must
review the Holds Tracking screen in FHAC to determine the necessary actions to
obtain a case number.

(3) Canceling and Reinstating Case Numbers

(a) Canceling a Case Number

The Mortgagee may request cancellation of a case number by submitting a
request to HUD. A case number will be canceled only if:
e an appraisal has not been completed and the Borrower will not close
the Mortgage as an FHA-insured Mortgage;
e the FHA mortgage insurance will not be sought; or
e the appraisal has already expired.

The Mortgagee must submit a request for cancellation to the FHA Resource
Center at answers@hud.gov using the Case Cancellation Request Template.

(b) Automatic Case Number Cancellations

Case numbers are automatically canceled after six months if one of the
following actions is not performed as a last action:

e appraisal information entered;

e Firm Commitment issued by FHA;

e insurance application received and subsequent updates; or

e Notices of Return (NOR) or resubmissions.
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Updates to the Borrower’s name and/or property address, an appraisal update,
or a transmission of the Upfront Mortgage Insurance Premium (UFMIP) do
not constitute Last Action Taken.

(¢) Reinstatement of Case Numbers

The Mortgagee may request reinstatement of canceled case numbers by
submitting a request to the FHA Resource Center using the Case
Reinstatement Request Template.

Case numbers that were automatically canceled will be reinstated only if the
Mortgagee provides evidence that the subject Mortgage closed prior to
cancellation of the case number, such as a Closing Disclosure or similar legal
document.

(4) Transferring Case Numbers

(a) Requirements for the Transferring Mortgagee

The original Mortgagee must assign the case number to the new Mortgagee
using the Case Transfer function in FHAC immediately upon the Borrower’s
request.

The original Mortgagee may provide processing documents but is not required
to do so.

The original Mortgagee may not charge the Borrower for the transfer of any
documents, but the original Mortgagee may negotiate a fee with the new
Mortgagee for providing the processing documents. The original Mortgagee is
never entitled to a fee for the transfer of processing documents for a
Streamline Refinance.

(b) Case Number Transfer Involving a Rejected Mortgage

If the transfer involves a rejected Mortgage, the original Mortgagee must
complete the Mortgage Credit Reject function in FHAC prior to transferring
the Mortgage.

(¢) Case Number Transfer Involving a Sponsored Third-Party
Originator

Where a case number is transferred to a new approved Mortgagee or
sponsored TPO, the original Mortgagee, its authorized agent, or sponsored
TPO that is also an FHA-approved Mortgagee must complete the appropriate
sections in FHAC as described in the FHAC Guide — Case Processing Support
Functions.
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(5) Ordering Title Commitments

The Mortgagee must order a title commitment to ensure the Property will be
properly titled and the Mortgage secured in accordance with FHA requirements.

(6) Ordering Appraisals

The Mortgagee must order a new appraisal for each case number assignment and
may not reuse an appraisal that was performed under another active or endorsed
case number, even if the prior appraisal is not yet more than 120 Days old.

(a) Appraisal Integrity

The Mortgagee is responsible for identifying any problems or potential
problems with the integrity, accuracy and thoroughness of an appraisal
submitted to FHA for mortgage insurance purposes.

Appraisers must comply with the Uniform Standards of Professional
Appraisal Practice (USPAP), including the Competency Rule, when
conducting appraisals of Properties intended as security for FHA-insured
financing. In appraising any Property for the purpose of obtaining FHA
mortgage insurance, the Appraiser must certify that they are capable of
performing the appraisal because they have the necessary qualifications and
access to all necessary data.

The Mortgagee must ensure that FHA is listed on the appraisal report as an
Intended User of the appraisal.

(b) Selection of a Qualified Appraiser

The Mortgagee must order an appraisal from an Appraiser who is listed on the
FHA Appraiser Roster and is qualified and knowledgeable in the specific
market area in which the Property is located. The Mortgagee must evaluate
the Appraiser’s education, training and actual field experience to determine
whether the Appraiser has sufficient qualifications to perform the appraisal
before assignment.

The Mortgagee may not discriminate on the basis of race, color, religion,
national origin, sex, age, familial status, disability, or actual or perceived
sexual orientation and gender identity in the selection of an Appraiser.

(c) Use of Appraisal Management Company or Third-Party Contractors

The Mortgagee may engage an Appraisal Management Company (AMC) to
perform services related to the obtaining of an appraisal. The Mortgagee
remains responsible for the acts of its AMC or third-party contractors.
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The Mortgagee may not pay the AMC and other third-party contractors fees in
excess of what is customary and reasonable for such services in the market
area where the Property being appraised is located. Any management fees
must be for actual services related to the ordering process, or review of
appraisal for FHA financing.

(d) Appraiser Independence

The Mortgagee must ensure it does not compromise the Appraiser’s
independence.

The Mortgagee, or any third party specifically authorized by the Mortgagee, is
responsible for selecting, retaining, and providing for payment of all
compensation to the Appraiser. The Mortgagee or authorized third party may
not allow the Appraiser to be selected, retained, managed, or compensated by
a mortgage broker or any member of a Mortgagee or authorized third party’s
staff who 1s compensated on a commission basis tied to the successful
completion of a Mortgage or who is not independent of the Mortgagee’s
mortgage production staff or processes or the authorized third party’s staft or
processes.

The Mortgagee must ensure that it does not:

e compensate the Appraiser at a rate that is not commensurate in the
market area of the Property being appraised with the assignment type,
complexity and scope of work required for the appraisal services
performed,

e withhold or threaten to withhold timely payment or partial payment for
an appraisal report;

e prohibit the Appraiser from recording the fee paid for the performance
of the appraisal in the appraisal report;

e condition the ordering of an appraisal report or the payment of an
appraisal fee, salary, or bonus on the opinion, conclusion or valuation
to be reached, or on a preliminary value estimate requested from an
Appraiser;

e provide to the Appraiser, appraisal company, AMC or any Entity or
person related to the Appraiser, appraisal company or AMC, stock or
other financial or nonfinancial benefits;

e order, obtain, use, or pay for a second or subsequent appraisal or
Automated Valuation Model (AVM) in connection with a Mortgage
financing transaction unless:

o there is a reasonable basis to believe that the initial appraisal was
flawed or tainted and such belief is clearly and appropriately noted
in the mortgage file; or

o such appraisal or AVM was completed pursuant to written,
preestablished bona fide pre- or post-Disbursement appraisal
review or quality control process or underwriting guidelines and
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the Mortgagee adheres to a policy of selecting the most reliable
appraisal, rather than the appraisal that states the highest value;

e withhold or threaten to withhold future business from an Appraiser, or
demote or terminate or threaten to demote or terminate an Appraiser in
order to influence an Appraiser to arrive at a predetermined or desired
value;

e make expressed or implied promises of future business, promotions or
increased compensation for an Appraiser in order to influence an
Appraiser to arrive at a predetermined or desired value;

e allow the removal of an Appraiser from a list of qualified Appraisers
or the addition of an Appraiser to an exclusionary list of qualified
Appraisers, used by any Entity, without prompt written notice to such
Appraiser. The notice must include written evidence of the Appraiser’s
illegal conduct, violation of USPAP or state licensing standards,
improper or unprofessional behavior or other substantive reason for
removal;

e request that an Appraiser provide an estimated, predetermined or
desired valuation in an appraisal report prior to the completion of the
appraisal report, or request that an Appraiser provide estimated values
or comparable sales at any time prior to the Appraiser’s completion of
an appraisal report;

e provide to the Appraiser an anticipated, estimated, encouraged or
desired value for a subject Property or a proposed, or target amount to
be loaned to the Borrower, except that a copy of the sales contract for
purchase and any addendum must be provided; or

e perform any other act or practice that impairs or attempts to impair an
Appraiser’s independence, objectivity, or impartiality, or that violates
any applicable law, regulation, or requirement.

(e) Additional Requirements When Ordering an Appraisal

The Mortgagee must provide to the selected Appraiser the FHA case number
and a complete copy of the subject sales contract including all addendums,
land lease, surveys and other legal documents contained in the mortgage file
necessary to analyze the Property.

The Mortgagee must disclose all known information regarding any
environmental hazard that is in or on the subject Property, or in the vicinity of
the Property, whether obtained from the Borrower, the real estate broker, or
any other party to the transaction.

Where the Mortgagee determines that the Property is subject to a PACE
obligation, it must notify the Appraiser that the PACE obligation will be paid
off as a condition of loan approval.
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(7) Appraisal Effective Date
(a) Standard

The effective date of the appraisal cannot be before the FHA case number
assignment date unless the Mortgagee certifies, via the certification field in
the Appraisal Logging Screen in FHAC, that the appraisal was ordered for
conventional financing, or other government-guaranteed loan purposes and
was performed by an FHA Roster Appraiser, or the previous FHA case
number was canceled.

The Mortgagee must ensure that the appraisal was performed in accordance
with FHA appraisal reporting instructions as detailed in this Handbook 4000.1
and the Appraisal Report and Data Delivery Guide. The intended use of the
appraisal must indicate that it is solely to assist FHA in assessing the risk of
the Property securing the FHA-insured Mortgage. Additionally, FHA and the
Mortgagee must be indicated as the intended users of the appraisal report.

(b) Required Documentation

The Mortgagee must retain documentation in the case binder substantiating
conversion of the Mortgage to FHA.

(8) Transferring Existing Appraisals

In cases where a Borrower has switched Mortgagees, the first Mortgagee must, at
the Borrower’s request, transfer the appraisal to the second Mortgagee within five
business days. The Appraiser is not required to provide the appraisal to the new
Mortgagee. The client name on the appraisal does not need to reflect the new
Mortgagee. If the original Mortgagee has not been reimbursed for the cost of the
appraisal, the Mortgagee is not required to transfer the appraisal until it is
reimbursed.

The second Mortgagee may not request the Appraiser to readdress the appraisal.
If the second Mortgagee finds deficiencies in the appraisal, the Mortgagee must
order a new appraisal.

Where a Mortgagee uses an existing appraisal for a different Borrower, the
Mortgagee must enter the new Borrower’s information in FHAC. The Mortgagee
must collect an appraisal fee from the new Borrower and refund the fee to the
original Borrower.

If a Case Transfer is involved, the new Mortgagee must enter the Borrower’s
information in FHAC. The new Mortgagee must collect an appraisal fee from the
Borrower, and send the fee to the original Mortgagee, who, in turn, must refund
the fee to the original Borrower.
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(9) Ordering Second Appraisal

The Mortgagee is prohibited from ordering an additional appraisal to achieve an
increase in value for the Property and/or the elimination or reduction of
deficiencies and/or repairs required.

The Mortgagee may order a second appraisal for Mortgages that are in accordance
with requirements on Property Flipping.

(a) Second Appraisal by Original Mortgagee

A second appraisal may only be ordered if the Direct Endorsement (DE)
underwriter (underwriter) determines the first appraisal is materially deficient
and the Appraiser is unable or uncooperative in resolving the deficiency. The
Mortgagee must fully document the deficiency and status of the appraisal in
the mortgage file. The Mortgagee must pay for the second appraisal.

Material deficiencies on appraisals are those deficiencies that have a direct
impact on value and marketability. Material deficiencies include, but are not
limited to:

failure to report readily observable defects that impact the health and
safety of the occupants and/or structural soundness of the house;
reliance upon outdated or dissimilar comparable sales when more
recent and/or comparable sales were available as of the effective date
of the appraisal; and

fraudulent statements or conclusions when the Appraiser had reason to
know or should have known that such statements or conclusions
compromise the integrity, accuracy and/or thoroughness of the
appraisal submitted to the client.

(b) Second Appraisal by Second Mortgagee

A second appraisal may only be ordered by the second Mortgagee under the
following limited circumstances:

the first appraisal contains material deficiencies as determined by the
underwriter for the second Mortgagee;

the Appraiser performing the first appraisal is prohibited from
performing appraisals for the second Mortgagee; or

the first Mortgagee fails to provide a copy of the appraisal to the
second Mortgagee in a timely manner, and the failure would cause a
delay in closing and harm to the Borrower, including loss of interest
rate lock, violation of purchase contract deadline, occurrence of
foreclosure proceedings and imposition of late fees.
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(c) Use of Second Appraisal

For the first two cases outlined above, the Mortgagee must rely only on the
second appraisal and ensure that copies of both appraisals are retained in the
case binder. For the third case above, the first appraisal must be added to the
case binder if it is received.

(d) Required Documentation

The Mortgagee must document why a second appraisal was ordered and retain
the explanation and all appraisal reports in the case binder.

(10) Ordering an Update to an Appraisal

The Mortgagee may only order an update if (1) it is a Mortgagee listed as an
Intended User of the original appraisal or (2) it has received permission from the
original client and the Appraiser. The Appraiser incorporates the original report
being updated by attachment rather than by reference per Advisory Opinion 3 of
the USPAP.

The Mortgagee may use an update of appraisal only if:

it is performed by an FHA Appraiser who is currently in good standing on

the FHA Appraiser Roster;

o if a substitute Appraiser is used due to the lack of the original
Appraiser availability, the substitute Appraiser must state they concur
with the analysis and conclusions in the original appraisal report, and
the Mortgagee must document in the case binder why the original
Appraiser was not used;

the Property has not declined in value;

the building improvements that contribute value to the Property can be

observed from the street or a public way;

the Property meets Minimum Property Requirements (MPR) and

Minimum Property Standards (MPS) based on the original appraisal

conditions;

the update of appraisal was ordered by the Mortgagee and completed by

the Appraiser prior to the expiration of the initial 120-Day period; and

the original appraisal report was not previously updated.

(11) Appraisal Delivery — Electronic Appraisal Delivery (03/14/2022)

(a) Definition

The Electronic Appraisal Delivery (EAD) is a web-based platform where
Mortgagees or their designated technology service providers electronically
deliver FHA Single Family appraisal reports prior to endorsement.
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(b) Standard

Mortgagees or their designated technology service providers must deliver
appraisals through the FHA Catalyst: EAD Module.

(¢) Required Documentation

Appraisals submitted through the FHA Catalyst: EAD Module are the
appraisals required for endorsement.

b. General Mortgage Insurance Eligibility (01/24/2022)
i. Mortgage Purpose

FHA offers various mortgage insurance programs which insure approved Mortgagees
against losses on Mortgages. FHA-insured Mortgages may be used to purchase housing,
improve housing, or refinance existing Mortgages.

(A) Purchase/Construction to Permanent

The Borrower may finance the purchase of an existing one- to four-unit residence,
and may also finance construction of a one- to four-unit residence through a
Construction to Permanent Mortgage.

Properties to be acquired through an unrecorded land contract must be treated as a
purchase.

(B) Rehabilitation
(1) 203(k) Standard and Limited Rehabilitation Mortgages

The Section 203(k) Rehabilitation Mortgage Insurance is used to:
e rchabilitate an existing one- to four-unit Structure, which will be used
primarily for residential purposes;
e rehabilitate such a Structure and refinance the outstanding indebtedness on
the Structure and the Real Property on which the Structure is located; or
e purchase and rehabilitate the Structure and purchase the Real Property on
which the Structure is located.

(2) 203(h) and 203(k) for Disaster Victims

The Section 203(h) Mortgage Insurance for Disaster Victims program allows
FHA to insure Mortgages made by qualified Mortgagees to victims of a
Presidentially-Declared Major Disaster Area (PDMDA) who have lost their
housing, or whose housing was damaged and are in the process of rebuilding or
buying another house.
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ii.

(C)Refinance

A refinance transaction is used to pay off the existing debt or to withdraw equity from
the Property with the proceeds of a new Mortgage for a Borrower with legal title to
the subject Property.

Types of Refinances

FHA insures several different types of refinance transactions:

1. Cash-out refinances are designed to pull equity out of the Property.

2. No cash-out refinances of FHA-insured and non FHA-insured Mortgages are
designed to pay existing liens. These include: Rate and Term refinance,
Simple Refinance, and Streamline Refinance.

3. Refinances for rehabilitation or repair (Section 203(k)).

Borrower Eligibility
(A) General Borrower Eligibility Requirements

In order to obtain FHA-insured financing, all Borrowers must meet the eligibility
criteria in this section.

A party who has a financial interest in the mortgage transaction, such as the seller,
builder or real estate agent, may not be a co-Borrower or a Co-signer. Exceptions may
be granted when the party with the financial interest is a Family Member.

(1) Social Security Number
(a) Standard
Each Borrower must provide evidence of their valid SSN to the Mortgagee.
Exception

Individuals employed by the World Bank, a foreign embassy or equivalent
employer identified by HUD, state and local government agencies,
Instrumentalities of Government, and HUD-approved Nonprofit organizations
are not required to provide an SSN.

(b) Required Documentation

The Mortgagee must:
e validate and document an SSN for each Borrower, co-Borrower, or
Co-signer on the Mortgage by:
o entering the Borrower’s name, date of birth, and SSN in the
Borrower/address validation screen through FHAC; and
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o examining the Borrower’s original pay stubs, W-2 forms, valid tax
returns obtained directly from the IRS, or other document relied
upon to underwrite the Mortgage; and

e resolve any inconsistencies or multiple SSNs for individual Borrowers

that are revealed during Mortgage processing and underwriting using a

service provider to verify the SSN with the SSA.

(2) Borrower Age Limits

The Borrower must be old enough to enter into a mortgage Note that can be
legally enforced in the state, or other jurisdiction, where the Property is located.
There is no maximum age limit for a Borrower.

(3) Borrower Minimum Decision Credit Score
(a) Definition

The Minimum Decision Credit Score (MDCS) refers to the credit score
reported on the Borrower’s credit report when all reported scores are the
same. Where three scores are reported, the median score is the MDCS. Where
two differing scores are reported, the MDCS is the lowest score. Where only
one score is reported, that score is the MDCS.

An MDCS is determined for each Borrower. Where the Mortgage involves
multiple Borrowers, the Mortgagee must determine the MDCS for each
Borrower, and then select the lowest MDCS for all Borrowers.

Where the Mortgage involves multiple Borrowers and one or more of the
Borrowers do not have a credit score (non-traditional or insufficient credit),
the Mortgagee must select the lowest MDCS of the Borrower(s) with credit
score(s).

(b) Eligibility Standard

The Borrower is not eligible for FHA-insured financing if the MDCS is less
than 500.

(4) Borrower and Co-Borrower Ownership and Obligation Requirements

To be eligible, all occupying and non-occupying Borrowers and co-Borrowers
must take title to the Property in their own name or a Living Trust at settlement,
be obligated on the Note or credit instrument, and sign all security instruments.

In community property states, the Borrower’s spouse is not required to be a
Borrower or a Co-signer. However, the Mortgage must be executed by all parties
necessary to make the lien valid and enforceable under state law.
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(5) Co-signer Requirements

Co-signers are liable for the debt and therefore, must sign the Note. Co-signers do
not hold an ownership interest in the subject Property and therefore, do not sign
the security instrument.

(6) Principal Residence in the United States

Non-occupying co-Borrowers or Co-signers must either be United States (U.S.)
citizens or have a Principal Residence in the U.S.

(7) Military Personnel Eligibility
(a) Standard

Borrowers who are military personnel, who cannot physically reside in a
Property because they are on Active Duty, are still considered owner
occupants and are eligible for maximum financing if a Family Member of the
Borrower will occupy the subject Property as their Principal Residence, or the
Borrower intends to occupy the subject Property upon discharge from military
service.

(b) Required Documentation

The Mortgagee must obtain a copy of the Borrower’s military orders
evidencing the Borrower’s Active Duty status and that the duty station is more
than 100 miles from the subject Property.

The Mortgagee must obtain the Borrower’s intent to occupy the subject
Property upon discharge from military service, if a Family Member will not
occupy the subject Property as their Principal Residence.

(8) Citizenship and Immigration Status
U.S. citizenship is not required for Mortgage eligibility.
(9) Residency Requirements

The Mortgagee must determine the residency status of the Borrower based on
information provided on the mortgage application and other applicable
documentation. A Social Security card is not sufficient to prove immigration or
work status. The following categories of individuals are eligible for FHA-insured
financing in accordance with the requirements set forth below:
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(a) Permanent Residents

(i) Standard

A Borrower with lawful permanent resident status may be eligible for
FHA-insured financing provided the Borrower satisfies the same
requirements, terms and conditions as those for U.S. citizens.

(ii) Required Documentation

The mortgage file must include evidence of lawful permanent residence
and indicate that the Borrower is a lawful permanent resident on the
URLA.

The U.S. Citizenship and Immigration Services (USCIS) within the
Department of Homeland Security provides evidence of lawful permanent
resident status.

(b) Non-permanent Residents

A Borrower who is a non-permanent resident may be eligible for FHA-insured
financing provided:

e the Property will be the Borrower’s Principal Residence;

e the Borrower has a valid SSN, except for those employed by the
World Bank, a foreign embassy, or equivalent employer identified by
HUD;

e the Borrower is eligible to work in the United States provided the
Borrower provides either:

o an Employment Authorization Document (USCIS Form [-766)
showing that work authorization status is current;

o a USCIS Form 1-94 evidencing H-1B status, and evidence of
employment by the authorized H-1B employer for a minimum of
one year;

o evidence of being granted refugee or asylee status by the USCIS;
or

o evidence of citizenship of the Federated States of Micronesia, the
Republic of the Marshall Islands, or the Republic of Palau; and

e the Borrower satisfies the same requirements, terms and conditions as
those for U.S. citizens.

If the Employment Authorization Document (USCIS Form I-766) or evidence
of H-1B status will expire within one year and a prior history of residency
status renewals exists, the Mortgagee may assume that continuation will be
granted. If there are no prior renewals, the Mortgagee must determine the
likelihood of renewal based on information from the employer or the USCIS.
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A Borrower residing in the U.S. by virtue of refugee or asylee status granted
by the USCIS must provide documentation:
e Employment Authorization Document (USCIS Form I-766) or USCIS
Form 1-94 indicating refugee or asylum status, or
e USCIS Form I-797 notice indicating approval of a USCIS Form 1-589,
Application for Asylum or Withholding of Removal substantiating the
refugee or asylee status.

(10) Borrower Ineligibility Due to Delinquent Federal Non-Tax Debt

(a) Standard

Mortgagees are prohibited from processing an application for an FHA-insured
Mortgage for Borrowers with delinquent federal non-tax debt, including
deficiency Judgments and other debt associated with past FHA-insured
Mortgages. Mortgagees are required to determine whether the Borrowers have
delinquent federal non-tax debt. Mortgagees may obtain information on
delinquent Federal Debts from public records, credit reports or equivalent, and
must check all Borrowers against the Credit Alert Verification Reporting
System (CAIVRS).

(b) Verification

If a delinquent Federal Debt is reflected in a public record, credit report or
equivalent, or CAIVRS or an Equivalent System, the Mortgagee must verify
the validity and delinquency status of the debt by contacting the creditor
agency to whom the debt is owed. If the debt was identified through CAIVRS,
the Mortgagee must contact the creditor agency using the contact phone
number and debt reference number reflected in the Borrower’s CAIVRS
report.

If the creditor agency confirms that the debt is valid and in delinquent status
as defined by the Debt Collection Improvement Act, then the Borrower is
ineligible for an FHA-insured Mortgage until the Borrower resolves the debt
with the creditor agency.

The Mortgagee may not deny a Mortgage solely on the basis of CAIVRS
information that has not been verified by the Mortgagee. If resolved either by
determining that the information in CAIVRS is no longer valid or by resolving
the delinquent status as stated above, the Mortgagee may continue to process
the mortgage application.

(¢) Resolution

In order for a Borrower with verified delinquent Federal Debt to become
eligible, the Borrower must resolve their federal non-tax debt in accordance
with the Debt Collection Improvement Act.
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The creditor agency that is owed the debt can verify that the debt has been
resolved in accordance with the Debt Collection Improvement Act.

(d) Required Documentation

The Mortgagee must include documentation from the creditor agency to
support the verification and resolution of the debt. For debt reported through
CAIVRS, the Mortgagee may obtain evidence of resolution by obtaining a
clear CAIVRS report.

(11) Eligibility Period for Borrowers Delinquent on FHA-Insured Mortgages

If a Borrower is currently delinquent on an FHA-insured Mortgage, they are
ineligible for a new FHA-insured Mortgage unless the delinquency is resolved.

(12) Delinquent Federal Tax Debt

(a) Standard
Borrowers with delinquent Federal Tax Debt are ineligible.

Tax liens may remain unpaid if the Borrower has entered into a valid
repayment agreement with the federal agency owed to make regular payments
on the debt and the Borrower has made timely payments for at least three
months of scheduled payments. The Borrower cannot prepay scheduled
payments in order to meet the required minimum of three months of
payments.

The Mortgagee must include the payment amount in the agreement in the
calculation of the Borrower’s Debt-to-Income (DTTI) ratio.

(b) Verification

Mortgagees must check public records and credit information to verify that
the Borrower is not presently delinquent on any Federal Debt and does not
have a tax lien placed against their Property for a debt owed to the federal
government.

(¢) Required Documentation

The Mortgagee must include documentation from the IRS evidencing the
repayment agreement and verification of payments made, if applicable.
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(13) Valid First Liens

The Mortgagee must ensure that the mortgaged Property will be free and clear of
all liens, except the insured Mortgage and any secondary liens permitted by FHA
regulations at 24 CFR §§ 203.32 and 203.41.

(a) Consent of Non-borrowing Spouses

If necessary to perfect a valid first lien under state law, the Mortgagee must
require a non-borrowing spouse to execute either the security instrument or
documentation indicating that they are relinquishing all rights to the Property.

(b) Tax Liens

Tax liens may remain unpaid if the Borrower has entered into a valid
repayment agreement with the lien holder to make regular payments on the
debt and the Borrower has made timely payments for at least three months of
scheduled payments. The Borrower cannot prepay scheduled payments in
order to meet the required minimum of three months of payments. Except for
federal tax liens, the lien holder must subordinate the tax lien to the FHA-
insured Mortgage.

(14) Additional Eligibility Requirements for Nonprofit Organizations and

State and Local Government Agencies
(a) Eligibility Criteria for a Mortgage for Nonprofit Organizations
(i) Standard

HUD-approved Nonprofit organizations may be eligible for FHA-insured
Mortgages.

HUD-approved Nonprofit organizations are eligible for the same
percentage of financing that is available to an owner-occupant on their
Principal Residence.

HUD-approved Nonprofit organizations may only obtain FHA-insured
fixed rate Mortgages.

(if) Required Documentation

A HUD-approved Nonprofit must be listed on the HUD Nonprofit Agency
Roster and intend to sell or lease the Property to Low- to Moderate-
Income families.
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(b) Eligibility Criteria for a Mortgage for State and Local Government
Agencies

(i) Standard

State and local government agencies and instrumentalities of government
may obtain FHA-insured financing provided:
e the agency has the legal authority to become the Borrower;
e the particular state or local government is not in bankruptcy; and
e there is no legal prohibition on obtaining a deficiency Judgment
based solely on its status as a state and local government.

State and local government agencies are eligible for the same percentage
of financing that is available to an owner-occupant on their Principal
Residence. State and local government agencies are not eligible for cash-
out refinances.

State and local government agencies may only obtain FHA-insured fixed
rate Mortgages.

(ii) Required Documentation

The Mortgagee must obtain an opinion from counsel verifying the legal
status requirements of the agency.

State and local government agencies are not required to be listed on the
HUD-approved Nonprofit roster.

(15) Eligibility Requirements for Living Trusts
(a) Property Held in Living Trusts

The Mortgagee may originate a Mortgage for a living trust for a Property held
by the living trust, provided the beneficiary of the living trust is a Co-signer
and will occupy the Property as their Principal Residence, and the trust
provides reasonable means to assure that the Mortgagee will be notified of any
changes to the trust, including transfer of beneficial interest and any changes
in occupancy status of the Property.

(b) Living Trusts and Security Instruments
(i) Standard

The name of the living trust must appear on the security instrument, such
as the Mortgage, deed of trust, or security deed.
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The name of the individual Borrower must appear on the security
instrument when required to create a valid lien under state law. The names
of the owner-occupant and other Borrowers, if any, must also appear on
the Note with the trust.

The name of the individual Borrower is not required to appear on the
property deed or title.

(ii) Required Documentation

The Mortgagee must obtain a copy of the trust documentation.

(B) Excluded Parties

The Mortgagee must establish that no participants are Excluded Parties and document
the determination on form HUD-92900-LT, FHA Loan Underwriting and Transmittal
Summary.

(1) Borrower

(a) Standard

A Borrower is not eligible to participate in FHA-insured mortgage
transactions if they are suspended, debarred, or otherwise excluded from
participating in HUD programs.

(b) Required Documentation

The Mortgagee must check the HUD LDP list to confirm the Borrower’s
eligibility to participate in an FHA-insured mortgage transaction.

The Mortgagee must check SAM (www.sam.gov) and follow appropriate
procedures defined by that system to confirm eligibility for participation.

The Mortgagee must check the “Yes” box on form HUD-92900-LT if the
Borrower appears on either the LDP or SAM list.

(2) Other Parties to the Transaction

(a) Standard

A Mortgage is not eligible for FHA insurance if anyone participating in the
mortgage transaction is listed on HUD’s LDP list or in SAM as being
excluded from participation in HUD transactions. This may include but is not
limited to:

e seller (except where selling the Principal Residence)

e listing and selling real estate agent
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loan originator
loan processor
underwriter
Appraiser

203(k) Consultant
Closing Agent

e title company

(b) Required Documentation

The Mortgagee must check the HUD LDP list and SAM (www.sam.gov) and
follow appropriate procedures defined by that system to confirm eligibility for
all participants involved in the transaction.

iii. Occupancy Types

(A) Principal Residence

(1) Definition

A Principal Residence refers to a dwelling where the Borrower maintains or will
maintain their permanent place of abode, and which the Borrower typically
occupies or will occupy for the majority of the calendar year. A person may have
only one Principal Residence at any one time.

(2) Standard

(a) FHA Requirement for Owner Occupancy

At least one Borrower must occupy the Property within 60 Days of signing the
security instrument and intend to continue occupancy for at least one year.

203(k) Rehabilitation products may have different requirements for the length
of time to occupy the Property.

(b) FHA-Insured Mortgages on Principal Residences

FHA will not insure more than one Property as a Principal Residence for any
Borrower, except as noted below. FHA will not insure a Mortgage if it is
determined that the transaction was designed to use FHA mortgage insurance
as a vehicle for obtaining Investment Properties, even if the Property to be
insured will be the only one owned using FHA mortgage insurance.

Properties previously acquired as Investment Properties are not subject to
these restrictions.
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(c) Exceptions to the FHA Policy Limiting the Number of Mortgages per

Borrower

The table below describes the only circumstances in which a Borrower with
an existing FHA-insured Mortgage for a Principal Residence may obtain an
additional FHA-insured Mortgage on a new Principal Residence.

Policy Eligibility Requirements
Exceptions
Relocation A Borrower may be eligible to obtain another FHA-

insured Mortgage without being required to sell an
existing Property covered by an FHA-insured Mortgage if
the Borrower is:
e relocating or has relocated for an employment-
related reason; and
e cstablishing or has established a new Principal
Residence in an area more than 100 miles from the
Borrower’s current Principal Residence.

If the Borrower moves back to the original area, the
Borrower is not required to live in the original house and
may obtain a new FHA-insured Mortgage on a new
Principal Residence, provided the relocation meets the two
requirements above.

Increase in family

A Borrower may be eligible for another house with an

size FHA-insured Mortgage if the Borrower provides
satisfactory evidence that:

e the Borrower has had an increase in legal
dependents and the Property now fails to meet
family needs; and

e the Loan-to-Value (LTV) ratio on the current
Principal Residence is equal to or less than 75% or
is paid down to that amount, based on the
outstanding Mortgage balance and a current
residential appraisal.

Vacating a A Borrower may be eligible for another FHA-insured
jointly-owned Mortgage if the Borrower is vacating (with no intent to
Property return) the Principal Residence which will remain

occupied by an existing co-Borrower.
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Policy Eligibility Requirements

Exceptions

Non-occupying A non-occupying co-Borrower on an existing FHA-

co-Borrower insured Mortgage may qualify for another FHA-insured
Mortgage on a new Property to be their own Principal
Residence.

A Borrower with an existing FHA-insured Mortgage on
their own Principal Residence may qualify as a non-
occupying co-Borrower on other FHA-insured Mortgages.

(3) Required Documentation

The Borrower must indicate on the URLA (Fannie Mae Form 1003/Freddie Mac
Form 65) that the Property will be the Borrower’s Principal Residence and certify
to that fact on form HUD-92900-A, HUD/VA Addendum to URLA.

(B) Secondary Residence
(1) Definition

Secondary Residence refers to a dwelling that a Borrower occupies in addition to
their Principal Residence, but less than a majority of the calendar year. A
Secondary Residence does not include a Vacation Home.

(2) Standard

Secondary Residences are only permitted with written approval from the
Jurisdictional HOC after a determination that:

e the Borrower has no other Secondary Residence;

e the Secondary Residence will not be a Vacation Home or be otherwise
used primarily for recreational purposes;

e the commuting distance to the Borrower’s workplace creates an undue
hardship on the Borrower and there is no affordable rental housing
meeting the Borrower’s needs within 100 miles of the Borrower’s
workplace; and

e the maximum mortgage amount is 85 percent of the lesser of the appraised
value or sales price.

(3) Required Documentation

The Mortgagee must demonstrate the lack of affordable rental housing, and
include:
e asatisfactory explanation of the need for a Secondary Residence and the
lack of available rental housing; and
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©

e written evidence from local real estate professionals who verify a lack of
acceptable housing in the area.

Investment Property
(1) Definition

An Investment Property refers to a Property that is not occupied by the Borrower
as a Principal or Secondary Residence.

(2) Standard
Investment Properties are not eligible for FHA insurance.
Exception

Investment Properties are eligible if the borrower is a HUD-approved Nonprofit
Borrower, or a state and local government agency, or an Instrumentality of
Government.

Investment Properties are eligible for insurance under the HUD Real Estate
Owned (REQO) Purchasing product, except under the 203(k) program.

iv. Property Eligibility and Acceptability Criteria

(A)

General Property Eligibility

The Property must be located within the U.S., Puerto Rico, Guam, the Virgin Islands,

the

Commonwealth of the Northern Mariana Islands, or American Samoa.
(1) Special Flood Hazard Areas

The Mortgagee must determine if a Property is located in a Special Flood Hazard
Area (SFHA) as designated by the Federal Emergency Management Agency
(FEMA). The Mortgagee must obtain flood zone determination services,
independent of any assessment made by the Appraiser to cover the Life of the
Loan Flood Certification.

A Property is not eligible for FHA insurance if:

e aresidential building and related improvements to the Property are located
within any SFHA Zone beginning with the letter A, a Special Flood
Hazard Area, or any Zone beginning with the letter V, a Coastal High
Hazard Area, and insurance under the National Flood Insurance Program
(NFIP) is not available in the community; or

e the improvements are, or are proposed to be, located within the Coastal
Barrier Resources System (CBRS).
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(a) Eligibility for New Construction in SFHAs

If any portion of the dwelling, related Structures or equipment essential to the
value of the Property and subject to flood damage is located within an SFHA,
the Property is not eligible for FHA mortgage insurance unless the Mortgagee:
e obtains from FEMA a final Letter of Map Amendment (LOMA) or
final Letter of Map Revision (LOMR) that removes the Property from
the SFHA; or
e obtains a FEMA National Flood Insurance Program Elevation
Certificate (FEMA Form 086-0-33) prepared by a licensed engineer or
surveyor. The elevation certificate must document that the lowest floor
including the basement of the residential building, and all related
improvements/equipment essential to the value of the Property, is built
at or above the 100-year flood elevation in compliance with the NFIP
criteria, and insurance under the NFIP is obtained.

(b) Eligibility for Existing Construction in SFHAs

When any portion of the residential improvements is determined to be located
within an SFHA, insurance under the NFIP must be obtained.

(¢) Eligibility for Condominiums in SFHAs

The Mortgagee must ensure the Homeowners’ Association (HOA) obtains
insurance under the NFIP on buildings located within the SFHA. The flood
insurance coverage must protect the interest of the Borrowers who hold title to
an individual unit, as well as the common areas of the Condominium Project.

(d) Eligibility for Manufactured Housing in SFHAs

The finished grade level beneath the Manufactured Home must be at or above
the 100-year return frequency flood elevation. If any portion of the dwelling,
related Structures or equipment essential to the Property Value and subject to
flood damage for both new and existing Manufactured Homes are located
within an SFHA, the Property is not eligible for FHA mortgage insurance
unless the Mortgagee obtains:
e aFEMA issued LOMA or LOMR that removes the Property from the
SFHA; or
e a FEMA National Flood Insurance Program (NFIP) Elevation
Certificate (FEMA Form 086-0-33) prepared by a licensed engineer or
surveyor stating that the finished grade beneath the Manufactured
Home is at or above the 100-year return frequency flood elevation, and
insurance under the NFIP is obtained.

Handbook 4000.1

160

Last Revised: 06/29/2022


https://www.fema.gov/media-library/assets/documents/160?id=1383
https://www.fema.gov/media-library/assets/documents/160?id=1383

II. ORIGINATION THROUGH POST-CLOSING/ENDORSEMENT
A. Title II Insured Housing Programs Forward Mortgages
1. Origination/Processing

(e) Required Flood Insurance Amount

For Properties located within an SFHA, Flood Insurance must be maintained
for the life of the Mortgage in an amount at least equal to the lesser of:
¢ the outstanding balance of the Mortgage, less estimated land costs; or
¢ the maximum amount of the NFIP insurance available with respect to
the property improvements.

(f) Required Documentation

The Mortgagee must obtain a Life of Loan Flood Certification for all
Properties. If applicable, the Mortgagee must also obtain a:
e FEMA Letter of Map Amendment;
e FEMA Letter of Map Revision; or
e FEMA National Flood Insurance Program Elevation Certificate
(FEMA Form 086-0-33).

(g) Restrictions on Property Locations within Coastal Barrier Resources
System

In accordance with the Coastal Barrier Resources Act, a Property is not
eligible for FHA mortgage insurance if the improvements are or are proposed
to be located within the Coastal Barrier Resources System.

(2) Seller Must Be Owner of Record

(a) Standard

To be eligible for a mortgage insured by FHA, a Property must be purchased
from the owner of record. The transaction may not involve any sale or
assignment of the sales contract.

(b) Required Documentation

The Mortgagee must obtain documentation verifying that the seller is the
owner of record.

Such documentation may include, but is not limited to:
e a property sales history report;
e acopy of the recorded deed from the seller; or
e other documentation, such as a copy of a property tax bill, title
commitment, or binder, demonstrating the seller’s ownership of the
Property and the date it was acquired.

This requirement applies to all FHA purchase money Mortgages, regardless of
the time between resales.
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(3) Restrictions on Property Flipping

Property Flipping is indicative of a practice whereby recently acquired Property is
resold for a considerable profit with an artificially inflated value.

(@

Definition

Property Flipping refers to the purchase and subsequent resale of a Property in
a short period of time.

(b) Standard

(i) Time Restriction on Transfers of Title

The eligibility of a Property for a Mortgage insured by FHA is determined
by the time that has elapsed between the date the seller has acquired title
to the Property and the resale date.

The Seller’s Date of Acquisition refers to the date the seller acquired legal
ownership of that Property. The Resale Date refers to the date all parties
have executed the sales contract that will result in the FHA-insured
Mortgage for the resale of the Property.

(ii) Restriction on Resales Occurring 90 Days or Fewer after
Acquisition

A Property that is being resold 90 Days or fewer following the seller’s
date of acquisition is not eligible for an FHA-insured Mortgage.

(iii) Resales Occurring between 91 Days and 180 Days after
Acquisition

A Mortgagee must obtain a second appraisal by another Appraiser if:
e the resale date of a Property is between 91 and 180 Days following
the acquisition of the Property by the seller; and
e the resale price is 100 percent or more over the price paid by the
seller to acquire the Property.

If the second appraisal supports a value of the Property that is more than 5
percent lower than the value of the first appraisal, the lower value must be
used as the Property Value in determining the Adjusted Value.

The cost of the second appraisal may not be charged to the Borrower.
(iv) Exceptions to Time Restrictions on Resale

Exceptions to time restrictions on resale are:
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Properties acquired by an employer or relocation agency in
connection with the relocation of an employee;

resales by HUD under its REO program,;

sales by other U.S. government agencies of Single Family
Properties pursuant to programs operated by these agencies;
sales of Properties by nonprofits approved to purchase HUD
owned Single Family Properties at a discount with resale
restrictions;

sales of Properties that are acquired by the seller by inheritance;
sales of Properties by state and federally-chartered financial
institutions and Government-Sponsored Enterprises (GSE);
sales of Properties by local and state government agencies; and
sales of Properties within PDMDAs, only upon issuance of a
notice of an exception from HUD.

The restrictions listed above and those in 24 CFR § 203.37a do not apply
to a builder selling a newly built house or building a house for a Borrower
planning to use FHA-insured financing.

(¢) Required Documentation

The Mortgagee must obtain a 12 month chain of title documenting compliance

with time restrictions on resales.

(4) Restriction on Investment Properties for Hotel and Transient Use

(a) Standard

The Mortgagee must obtain the Borrower’s agreement that Investment
Properties using FHA-insured financing will not be used for hotel or transient
purposes, or otherwise rented for periods of less than 30 Days.

(b) Required Documentation

The Mortgagee must obtain a completed form HUD-92561, Borrower'’s
Contract with Respect to Hotel and Transient Use of Property, for each
Mortgage secured by:

a one-unit Single Family dwelling with an Accessory Dwelling Unit
(ADU);

a two- to four-unit dwelling; or

a Single Family dwelling that is one of a group of five or more
dwellings owned by the Borrower within a two block radius.
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(5) Mixed Use of Property

Mixed Use refers to a Property suitable for a combination of uses including any of
the following: commercial, residential, retail, office or parking space. Mixed Use
one- to four-unit Single Family Properties are eligible for FHA insurance,
provided:
e aminimum of 51 percent of the entire building square footage is for
residential use; and
e the commercial use will not affect the health and safety of the occupants
of the residential Property.

(6) Property Assessed Clean Energy

Property Assessed Clean Energy (PACE) refers to an alternative means of
financing energy and other PACE-allowed improvements for residential
properties using financing provided by private enterprises in conjunction with
state and local governments. Generally, the repayment of the PACE obligation is
collected in the same manner as a special assessment tax; it is collected by the
local government rather than paid directly by the Borrower to the party providing
the PACE financing.

Generally, the PACE obligation is also secured in the same manner as a special
assessment tax against the Property. In the event of a sale, including a foreclosure
sale, of the Property with outstanding PACE financing, the obligation will
continue with the Property causing the new homeowner to be responsible for the
payments on the outstanding PACE amount. In cases of foreclosure, priority
collection of delinquent payments for the PACE assessment may be waived or
relinquished.

Properties which will remain encumbered with a PACE obligation are not eligible
for FHA mortgage insurance.

(7) Dwelling Unit Limitation
(a) Standard

If the Mortgage will be secured by an Investment Property, including
Mortgages for Governmental Entities or nonprofit Borrowers, the Borrower
may not have a financial interest, regardless of the ownership or financing
type, in more than seven Dwelling Units within a two block radius. In
determining the number of Dwelling Units owned by the Borrower, the
Mortgagee must count each Dwelling Unit in a two-, three-, and four-family
Property.
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(b) Required Documentation

If the Borrower owns six or more units within a two block radius, a map must
be provided disclosing the locations of the units as evidence of compliance
with FHA’s seven unit limitation.

(B) Property Types

FHA’s programs differ from one another primarily in terms of what types of
Properties and financing are eligible. Except as otherwise stated in this Handbook
4000.1, FHA’s Single Family programs are limited to one- to four-family Properties
that are owner-occupied Principal Residences. FHA insures Mortgages on Real
Property secured by:

detached or semi-detached dwellings

Manufactured Housing

townhouses or row houses

individual units within FHA-Approved Condominium Projects

FHA will not insure Single Family Mortgages secured by:

commercial enterprises

boarding houses

hotels, motels and condotels
tourist houses

private clubs

bed and breakfast establishments
other transient housing

Vacation Homes

fraternity and sorority houses

(1) One Unit

A one-unit Property is a Single Family residential Property with a single Dwelling
Unit, or with a single Dwelling Unit and a single ADU.

(2) Two Unit

(a) Definition

A two-unit Property is a Single Family residential Property with two
individual Dwelling Units.

(b) Standard

The Mortgagee must obtain a completed form HUD-92561, Borrower’s
Contract with Respect to Hotel and Transient Use of Property.
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(3) Three to Four Unit

(a) Definition

A three- to four-unit Property is either:
e a Single Family residential Property with three or four individual
Dwelling Units; or
e a Single Family residential Property with two individual Dwelling
Units and one ADU or three individual Dwelling Units and one ADU.

(b) Standard
The Mortgagee must obtain a completed form HUD-92561.
(¢) Self-Sufficiency Rental Income Eligibility

(i) Definition

Net Self-Sufficiency Rental Income refers to the Rental Income produced
by the subject Property over and above the Principal, Interest, Taxes, and
Insurance (PITI).

(i) Standard

The PITI divided by the monthly Net Self-Sufficiency Rental Income may
not exceed 100 percent for three- to four-unit Properties.

(iii) Calculation

Net Self-Sufficiency Rental Income is calculated by using the Appraiser’s
estimate of fair market rent from all units, including the unit the Borrower
chooses for occupancy, and subtracting the greater of the Appraiser’s
estimate for vacancies and maintenance, or 25 percent of the fair market
rent.

(4) Accessory Dwelling Unit

(a) Definition

An Accessory Dwelling Unit (ADU) refers to a habitable living unit added to,
created within, or detached from a primary one-unit Single Family dwelling,
which together constitute a single interest in real estate. It is a separate
additional living unit, including kitchen, sleeping, and bathroom facilities.
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(b) Standard

A Single Family residential Property with an ADU remains a one-unit
Property. For any Property with two or more units, a separate additional
Dwelling Unit must be considered as an additional unit.

(5) Condominium Unit

(a) Definitions

Condominium Unit (Unit) refers to real estate consisting of a one-family
Dwelling Unit in a Condominium Project.

A Condominium Project refers to a project in which one-family Dwelling
Units are attached, semi-detached, detached, or Manufactured Home units,
and in which owners hold an undivided interest in Common Elements.

(b) Standard

A Condominium Unit must be either located within an FHA-approved
Condominium Project, meet FHA’s definition of a Site Condominium, or have
completed the FHA Single-Unit Approval process before a Mortgage can be
insured.

(6) Site Condominiums

(a) Definition

A Site Condominium refers to:

e a Condominium Project that consists entirely of Single Family
detached dwellings that have no shared garages, or any other attached
buildings; or

e a Condominium Project that:

o consists of Single Family detached or horizontally attached
(townhouse) dwellings where the Unit consists of the dwelling and
land;

o does not contain any Manufactured Housing Units; and

o 1is encumbered by a declaration of condominium covenants or a
condominium form of ownership.

Manufactured Housing condominium units may not be processed as Site
Condominiums.

(b) Standard

The Unit owner must be responsible for all insurance and maintenance costs,
excluding landscaping, of the Site Condominium.
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Site Condominiums do not require Condominium Project Approval or Single-
Unit Approval.

(7) Manufactured Housing

(a) Definition

Manufactured Housing is a Structure that is transportable in one or more
sections. It may be part of a Condominium Project, provided the project meets
applicable FHA requirements.

(b) Standard

To be eligible for FHA mortgage insurance as a Single Family Title 11
Mortgage, all Manufactured Housing must:

be designed as a one-family dwelling;

have a floor area of not less than 400 square feet;

have the HUD Certification Label affixed or have obtained a letter of
label verification issued on behalf of HUD, evidencing the house was
constructed on or after June 15, 1976, in compliance with the Federal
Manufactured Home Construction and Safety Standards;

be classified as real estate (but need not be treated as real estate for
purposes of state taxation);

be built and remain on a permanent chassis;

be designed to be used as a dwelling with a permanent foundation built
in accordance with the Permanent Foundations Guide for
Manufactured Housing (PFGMH); and

have been directly transported from the manufacturer or the dealership
to the site.

(¢) Required Documentation

(i) HUD Certification Label

If the appraisal indicates the HUD Certification Label is missing from the
Manufactured Housing unit, the Mortgagee must obtain label verification
from the Institute for Building Technology and Safety (IBTS).

(ii) PFGMH Certification

The Mortgagee must obtain a certification by an engineer or architect, who
is licensed/registered in the state where the Manufactured Home is
located, attesting to compliance with the PFGMH.

The Mortgagee may obtain a copy of the foundation certification from a
previous FHA-insured Mortgage, showing that the foundation met the
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guidelines published in the PFGMH that were in effect at the time of
certification, provided there are no alterations and/or observable damage
to the foundation since the original certification.

If the Appraiser notes additions or alterations to the Manufactured
Housing unit, the Mortgagee must ensure the addition was addressed in
the foundation certification.

If the additions or alterations were not addressed in the foundation
certification, the Mortgagee must obtain:
e an inspection by the state administrative agency that inspects
Manufactured Housing for compliance; or
e certification of the structural integrity from a licensed structural
engineer if the state does not employ inspectors.

(C)Property Valuation

The Mortgagee is responsible for obtaining an appraisal to verify the value of the
Property and the Property’s compliance with HUD’s Minimum Property Standards

(MPS).

(1) Integrity of Valuation Process: Communications with Mortgagees

The Mortgagee must ensure the integrity of the valuation process by ensuring the
valuation process is free from conflicts of interest and the appearance of conflicts
of interest.

(a) Standard

The Mortgagee must prevent its staff, or any person who is compensated on a
commission basis upon the successful completion of a Mortgage, or who
reports, ultimately, to any officer of the Mortgagee not independent of the
mortgage production staff and process, from having substantive
communications with an Appraiser relating to or having an impact on
valuation, including ordering or managing an appraisal assignment. Normal
communications necessary to processing of a case is permissible, but cannot
attempt to influence the Appraiser.

The underwriter who has responsibility for the quality of the appraisal report
is allowed to request clarifications and discuss with the Appraiser components
of the appraisal that influence its quality.

(b) Exception for Smaller Mortgagees

When absolute lines of independence cannot be achieved because of the
Mortgagee’s small size and limited staff, the Mortgagee must clearly
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demonstrate that it has prudent safeguards to isolate its collateral evaluation
process from influence or interference from its mortgage production process.

(2) Communications with Third Parties

The underwriter may request a clarification or reconsideration of value from the
Appraiser, following the requirements in Reconsideration of Value. The
Mortgagee may not discuss the contents of an appraisal with anyone other than
the Borrower.

(3) Verifying HUD’s Minimum Property Standards/Minimum Property
Requirements

As the on-site representative for the Mortgagee, the Appraiser provides
preliminary verification that a Property meets the Property Acceptability Criteria,
which include HUD’s Minimum Property Requirements (MPR) or Minimum
Property Standards (MPS).

When examination of a Property reveals noncompliance with the Property
Acceptability Criteria, the Appraiser must note all repairs necessary to make the
Property comply with HUD’s Property Acceptability Criteria, together with the
estimated cost to cure.

v. Legal Restrictions on Conveyance (Free Assumability)

The Mortgagee must determine that any legal restrictions on conveyance conform with
the requirements in 24 CFR § 203.41.

In accordance with 24 CFR § 203.41 (d)(1)(ii), FHA considers a reasonable share of
appreciation to be at least 50 percent. HUD does not object to affordable housing
programs whereby the homeowner’s share of appreciation is on a sliding scale beginning
at zero, provided that within two years the homeowner would be permitted to retain 50
percent of the appreciation. If the program sets a maximum sales price restriction, the
Borrower must be permitted to retain 100 percent of the appreciation.

A Property that contains leased equipment, or operates with a leased energy system or
Power Purchase Agreement (PPA), may be eligible for FHA-insured financing but only
when such agreements are free of restrictions that prevent the Borrower from freely
transferring the Property.

Such agreements are acceptable, provided they do not cause a conveyance (ownership
transfer) of the insured Property by the Borrower to:
e be void, or voidable by a third party;
e Dbe the basis of contractual liability of the Borrower (including rights of first
refusal, preemptive rights or options related to a Borrower’s efforts to convey);
e terminate or be subject to termination all or part of the interest held by the
Borrower;
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e Dbe subject to the consent of a third party;

e Dbe subject to limits on the amount of sales proceeds a Borrower can retain (e.g.,
due to a lien, “due on sale” clause, etc.);

e be grounds for accelerating the insured Mortgage; or

e Dbe grounds for increasing the interest rate of the insured Mortgage.

Any restrictions resulting from provisions of the lease or PPA do not conflict with FHA
regulations unless they include provisions encumbering the Real Property or restricting
the transfer of the Real Property.

Legal restrictions on conveyance of Real Property (i.e., the house) that could require the
consent of a third party (e.g., energy provider, system owner, etc.), include but are not
limited to, credit approval of a new purchaser before the seller can convey the Real
Property, unless such provisions may be terminated at the option of, and with no cost to,
the owner.

If an agreement for an energy system lease or PPA could cause restriction upon transfer
of the house, the Property is subject to impermissible legal restrictions and is generally
ineligible for FHA insurance.
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2. Allowable Mortgage Parameters

This section provides the basic underwriting standards for Single Family (one to four units)
Mortgages insured under the National Housing Act. When underwriting a Mortgage, the
Mortgagee must determine the Borrower’s creditworthiness, capacity to repay, and available
capital to support the Mortgage. The Mortgagee must also examine the Property to ensure it
provides sufficient collateral for the Mortgage.

For each Mortgage the Federal Housing Administration (FHA) insures, the Mortgagee must fully
comply with the following underwriting procedures.

a. Maximum Mortgage Amounts (01/24/2022)

A Mortgage that is to be insured by FHA cannot exceed the Nationwide Mortgage Limits.

Under most programs, the maximum Mortgage is the lesser of the Nationwide Mortgage
Limit for the area, or a percentage of the Adjusted Value.

For purchase transactions, the Adjusted Value is the lesser of:

purchase price less any inducements to purchase; or
the Property Value.

For refinance transactions:

i.

For Properties acquired by the Borrower within 12 months of the case number

assignment date, the Adjusted Value is the lesser of:

o the Borrower’s purchase price, plus any documented improvements made
subsequent to the purchase; or

o the Property Value.

Properties acquired by the Borrower within 12 months of case number assignment by

inheritance or through a Gift from a Family Member may utilize the calculation of

Adjusted Value for properties purchased 12 months or greater.

For properties acquired by the Borrower greater than or equal to 12 months prior to

the case number assignment date, the Adjusted Value is the Property Value.

National Housing Act’s Statutory Limits

The National Housing Act establishes the maximum Mortgage limits and the mortgage
amounts for all FHA mortgage insurance programs.

ii.

Nationwide Mortgage Limits [Effective for case numbers assigned on or after
January 1, 2022]

Mortgage limits are calculated based on the median house prices in accordance with the
statute. FHA’s Single Family mortgage limits are set by Metropolitan Statistical Area
(MSA) and county and will be published periodically. FHA’s Single Family mortgage
limits are available by MSA and county, or by downloading a complete listing. FHA
publishes updated limits effective for each calendar year.
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These limits will be set at or between the low cost area and high cost area limits based on
the median house prices for the area.

(A)Requests for Local Increases

Any requests to change high-cost area Mortgage limits determined by HUD must be
received by FHA’s Santa Ana Homeownership Center (HOC) at the address below no
later than 30 Days from the publication of the limits each year. Any changes in area
Mortgage limits as a result of valid appeals will be retroactively in effect for case
numbers assigned on or after January 1 of each year.

Each request to change Mortgage limits must contain sufficient housing sales price
data, listing one-family Properties sold in an area within the 12-month look-back
period, November through October of the previous year. Requests should differentiate
between Single Family residential Properties, and condominiums or cooperative
housing units. Ideally, data provided should also distinguish between distressed and
non-distressed sales. Requests for a change will only be considered for counties for
which HUD does not already have home sales transaction data for the calculation of
Mortgage limits.

All requests for local area increases in all areas will be handled exclusively by FHA’s
Santa Ana HOC:

Attn: Program Support/Loan Limits

U.S. Department of Housing and Urban Development
Santa Ana Homeownership Center

Santa Ana Federal Building

34 Civic Center Plaza, Room 7015

Santa Ana, CA 92701-4003

(B) Low-cost Area

The FHA national low-cost area mortgage limits, which are set at 65 percent of the
national conforming limit of $647,200 for a one-unit Property, are, by property unit
number, as follows:

e One-unit: $420,680

e Two-unit: $538,650

e Three-unit: $651,050

e Four-unit: $809,150

(C)High-cost Area

The FHA national high-cost area mortgage limits, which are set at 150 percent of the
national conforming limit of $647,200 for a one-unit Property, are, by property unit
number, as follows:

e One-unit: $970,800
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e Two-unit: $1,243,050
e Three-unit: $1,502,475
e Four-unit: $1,867,275

(D) Special Exceptions for Alaska, Hawaii, Guam, and the Virgin Islands

Mortgage limits for the special exception areas of Alaska (AK), Hawaii (HI), Guam
(GU), and the Virgin Islands (VI) are adjusted by FHA to account for higher costs of
construction. These four special exception areas have a higher ceiling as follows:

e One-unit: $1,456,200
Two-unit: $1,864,575
Three-unit: $2,253,700
Four-unit: $2,800,900

iii. Financing of Upfront Mortgage Insurance Premium

Unless otherwise stated in this section (Origination through Post-Closing/Endorsement),
restrictions to mortgage amounts and LTVs are based upon the amount prior to the
financing of the Upfront Mortgage Insurance Premium (UFMIP) (Base Loan Amount).
The total mortgage amount may be increased by the financed UFMIP amount.

iv. Calculating Maximum Mortgage Amounts on Purchases

The maximum mortgage amount that FHA will insure on a specific purchase is calculated
by multiplying the appropriate LTV percentage by the Adjusted Value.

In order for FHA to insure this maximum mortgage amount, the Borrower must make a
Minimum Required Investment (MRI) of at least 3.5 percent of the Adjusted Value.

v. Additions to the Mortgage Amount for Repair and Improvement
(A) Appraiser Required Repairs

A Mortgagee may add repair costs to the sales price before calculating the mortgage
amount if:
e the repairs are required by the Appraiser to meet HUD’s MPR;
e the repairs are paid for by the Borrower; and
e the sales contract or addendum identifies the Borrower as the party
responsible for payment and completion of the repairs.

The maximum amount of repair costs that may be added to the sales price is the lesser
of:

e the amount by which the value of the Property exceeds the sales price;

e the Appraiser’s estimate of repairs; or

e the amount of the contractor’s bid.
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(B) Energy-Related Weatherization Repairs and Improvements

A Mortgagee may add energy-related weatherization costs, to be paid for by the
Borrower, in accordance with Weatherization policies.

(C)Solar Energy Systems

A Mortgagee may add the cost of a solar energy system (including active and passive
solar- and wind-driven systems) to the Mortgage in accordance with Solar and Wind

Technologies policies.

When adding the cost of a solar energy system to the mortgage amount, the maximum
insurable mortgage limit may be exceeded by up to 20 percent.

b. Loan-to-Value Limits (02/16/2021)

The maximum LTV ratios vary depending upon the type of Borrower, type of transaction
(purchase or refinance), program type, and stage of construction.

The Mortgagee must apply the lowest applicable LTV percentage as determined under the
requirements in this section.

i. LTV Limitations Based on Borrower’s Credit Score (Applies to All
Transactions)

The Mortgagee must review the credit report to determine the Borrower’s Minimum
Decision Credit Score (MDCS), except for Mortgages to be insured under Section 247,
Section 248, Streamline Refinances, and Assumptions.

The MDCS will be used to determine the maximum insured financing available to a
Borrower with traditional credit.

The table below describes the relationship between the Borrower’s MDCS and the LTV
ratio for which they are eligible. Borrowers with non-traditional or insufficient credit
histories are eligible for maximum financing, but must be underwritten using the
procedures in Manual Underwriting.

If the Borrower’s Minimum Decision Then the Borrower is...
Credit Score is...
at or above 580 eligible for maximum financing.

between 500 and 579 limited to a maximum LTV of 90%.

ii. Purchase

For purchase transactions, the maximum LTV is 96.5 percent of the Adjusted Value.
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For spe

cial programs and products including refinances, the maximum LTV is

determined in accordance with requirements listed in the Programs and Products section.

(A)

LTV Limitations Based on Identities of Interest
(1) Definitions

An Identity-of-Interest Transaction is a sale between parties with an existing
Business Relationship or between Family Members.

Business Relationship refers to an association between individuals or companies
entered into for commercial purposes.

(2) Maximum LTYV for Identity-of-Interest and Tenant/Landlord
Transactions

The maximum LTV percentage for Identity-of-Interest transactions on Principal
Residences is restricted to 85 percent.

The maximum LTV percentage for a transaction where a tenant-landlord
relationship exists at the time of contract execution is restricted to 85 percent.

(3) Exceptions to the Maximum LTV

The 85 percent maximum LTV restriction does not apply for Identity-of-Interest
transactions under the following circumstances.

(a) Family Member Transactions

The 85 percent LTV restriction may be exceeded if a Borrower purchases as
their Principal Residence:
e the Principal Residence of another Family Member; or
e a Property owned by another Family Member in which the Borrower
has been a tenant for at least six months immediately predating the
sales contract. A lease or other written evidence to verify tenancy and
occupancy is required.

(b) Builder’s Employee Purchase

The 85 percent LTV restriction may be exceeded if an employee of a builder,
who is not a Family Member, purchases one of the builder’s new houses or
models as a Principal Residence.
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(¢) Corporate Transfer

The 85 percent LTV restriction may be exceeded if a corporation transfers an
employee to another location, purchases the employee’s house, and sells the
house to another employee.

(d) Tenant Purchase

The 85 percent LTV restriction may be exceeded if the current tenant
purchases the Property where the tenant has rented the Property for at least six
months immediately predating the sales contract.

A lease or other written evidence to verify tenancy and occupancy is required.
(B) LTV Limitations Based on Non-Occupying Borrower Status
(1) Definition

A Non-Occupying Borrower Transaction refers to a transaction involving two or
more Borrowers in which one or more of the Borrower(s) will not occupy the
Property as their Principal Residence.

(2) Maximum LTV for Non-Occupying Borrower Transaction

For Non-Occupying Borrower Transactions, the maximum LTV is 75 percent.
The LTV can be increased to a maximum of 96.5 percent if the Borrowers are
Family Members, provided the transaction does not involve:
e a Family Member selling to a Family Member who will be a non-
occupying co-Borrower; or
e atransaction on a two- to four-unit Property.

iii. Refinance

For refinance transactions, the maximum LTV is determined in accordance with
Refinance program specific requirements.

iv. New Construction

For New Construction transactions, the maximum LTV is determined in accordance with
New Construction program specific requirements.
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¢. Required Investment (09/14/2015)

i.

Total Required Investment

Total Required Investment refers to the amount the Borrower must contribute to the
transaction including the Borrower’s downpayment and the Borrower-paid transaction
costs. The Total Required Investment includes the Minimum Required Investment (MRI).

ii.

Minimum Required Investment

Minimum Required Investment (MRI) refers to the Borrower’s contribution in cash or its
equivalent required by Section 203(b)(9) of the National Housing Act, which represents
at least 3.5 percent of the Adjusted Value of the Property.

d. Maximum Mortgage Term (09/14/2015)

The maximum mortgage term may not exceed 30 years from the date that amortization
begins. FHA does not require that mortgage terms be in five year multiples.

e. Mortgage Insurance Premiums (09/14/2015)

FHA collects a one-time Upfront Mortgage Insurance Premium (UFMIP) and an annual
insurance premium, also referred to as the periodic or monthly MIP, which is collected in
monthly installments.

i.

Upfront Mortgage Insurance Premium
(A) Upfront Mortgage Insurance Premium Amount

Most FHA mortgage insurance programs require the payment of UFMIP, which may
be financed into the Mortgage. The UFMIP is not considered when calculating the
area-based Nationwide Mortgage Limits and LTV limits.

The UFMIP charged for all amortization terms is 175 Basis Points (bps), unless
otherwise stated in the applicable Programs and Products or in the MIP chart.

The UFMIP must be entirely financed into the Mortgage or paid entirely in cash. Any
UFMIP amounts paid in cash are added to the total cash settlement requirements.
However, if the UFMIP is financed into the Mortgage, the entire amount is to be
financed except for any amount less than $1.00.

The mortgage amount must be rounded down to the nearest whole dollar amount,
regardless of whether the UFMIP is financed or paid in cash.

(B) Refund and Credit of Upfront Mortgage Insurance Premium

The UFMIP is not refundable, except in connection with the refinancing to a new
FHA-insured Mortgage. See the Refinances Section.
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ii. Annual (or Periodic) Mortgage Insurance Premium

The periodic MIP is an annual MIP that is payable monthly. The amount of the annual
MIP is based on the LTV ratio, Base Loan Amount and the term of the Mortgage.

Calculation of the MIP

The MIP rate and duration of the MIP assessment period vary by mortgage term, Base
Loan Amount, and LTV ratio for the Mortgage, as shown in the MIP chart.
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3.

Underwriting the Property

The Mortgagee must underwrite the completed appraisal report to determine if the Property
provides sufficient collateral for the FHA-insured Mortgage. The appraisal and Property must
comply with the requirements in Appraiser and Property Requirements for Title Il Forward and
Reverse Mortgages. The appraisal must be reported in accordance with Acceptable Appraisal

Reporting Forms and Protocols.

a. Property Acceptability Criteria (09/26/2022)

The Mortgagee must evaluate the appraisal and any supporting documentation to determine if
the Property complies with HUD’s Property Acceptability Criteria. Existing and New
Construction Properties must comply with Application of Minimum Property Requirements
and Minimum Property Standards by Construction Status.

i. Defective Conditions

The Mortgagee must evaluate the appraisal in accordance with the requirements for
Defective Conditions. When defective conditions exist and correction is not feasible, the
Mortgagee must reject the Property. The Mortgagee may only approve a Property after
the Mortgagee confirms that all defects reported by the Appraiser have been corrected.

ii. Minimum Property Requirements and Minimum Property Standards

As the on-site representative for the Mortgagee, the Appraiser provides preliminary
verification that a Property meets the Property Acceptability Criteria, which includes
HUD’s Minimum Property Requirements (MPR) and Minimum Property Standards

(MPS).

Minimum Property Requirements refer to general requirements that all homes insured by
FHA be safe, sound, and secure.

Minimum Property Standards refer to regulatory requirements relating to the safety,
soundness, and security of New Construction.

When examination of a Property reveals noncompliance with the Property Acceptability
Criteria, the Appraiser must note all repairs necessary to make the Property comply with
HUD’s Property Acceptability Criteria, together with the estimated cost to cure. If the
Appraiser cannot determine that a Property meets HUD’s MPR or MPS, the Mortgagee
may obtain an inspection from a qualified Entity to make the determination. Mortgagees
must use professional judgment in determining when inspections are necessary to
determine that a property meets MPR or MPS. Mortgagees must also use professional
judgment in determining when a Property condition poses a threat to the health and safety
of the occupant and/or jeopardizes the soundness and structural integrity of the Property,
such that additional inspections and/or repairs are necessary.
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The Mortgagee must confirm that the Property complies with the following eligibility
criteria. If the Mortgage is to be insured under the 203(k) program, the Mortgagee must
confirm that the Property will comply with the following eligibility criteria upon
completion of repairs and improvements.

(A) Encroachment

The Mortgagee must ensure the subject’s dwelling, garage, or other improvements do
not encroach onto an adjacent Property, right-of-way, utility Easement, or building
restriction line. The Mortgagee must also ensure a neighboring dwelling, garage, or
other improvements do not encroach onto the subject Property. Encroachment by the
subject or adjacent Property fences is acceptable provided such Encroachment does
not affect the marketability of the subject Property.

(B) Overhead Electric Power

The Mortgagee must confirm that any Overhead Electric Power Transmission Lines
do not pass directly over any dwelling, Structure or related property improvement,
including pools. The power line must be relocated for a Property to be eligible for
FHA-insured financing.

The residential service drop line may not pass directly over any pool, spa or water
feature.

If the dwelling or related property improvements are located within the Easement
area, the Mortgagee must obtain a certification from the appropriate utility company
or local regulatory agency stating that the relationship between the improvements and
Local Distribution Lines conforms to local standards and is safe.

(C) Access to Property

The Mortgagee must confirm that the Property is provided with a safe pedestrian
access and Adequate Vehicular Access from a public or private street. Streets must
either be dedicated to public use and maintenance, or retained as private streets
protected by permanent recorded Easements.

Private streets, including shared driveways, must be protected by permanent recorded
Easements, ownership interest, or be owned and maintained by an HOA. Private
streets and shared driveways do not require a joint maintenance agreement.

(D) Onsite Hazards and Nuisances

The Mortgagee must require corrective work to mitigate potential adverse effects
from any onsite hazards or nuisances reported by the Appraiser.
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(E) Abandoned Gas and Oil Well

If the Property contains any abandoned gas or oil wells, the Mortgagee must obtain a
letter from the local jurisdiction or appropriate state agency stating that the subject
well was permanently abandoned in a safe manner.

If the Property contains any abandoned petroleum product wells, the Mortgagee must
ensure that a qualified petroleum engineer has inspected the Property and assessed the
risk, and that the appropriate state authorities have concurred on clearance
recommendations.

(F) Requirements for Living Unit

The Mortgagee must confirm that each living unit contains:

e a continuing and sufficient supply of safe and potable water under adequate

pressure and of appropriate quality for all household uses;

e sanitary facilities and a safe method of sewage disposal. Every living unit
must have at least one bathroom, which must include, at a minimum, a water
closet, lavatory, and a bathtub or shower;
adequate space for healthful and comfortable living conditions;
heating adequate for healthful and comfortable living conditions;
domestic hot water; and
electricity adequate for lighting, cooking and for mechanical equipment used
in the living unit.

The Mortgagee must ensure that appliances that are to remain and that contribute to
the market value opinion are operational.

FHA does not have a minimum size requirement for one- to four-family dwellings
and Condominium Units. For Manufactured Housing requirements, see the
Manufactured Housing section.

(G) Swimming Pools

The Mortgagee must confirm that any swimming pools comply with all local
ordinances.

(H) Structural Conditions

The Mortgagee must confirm that the Structure of the Property will be serviceable for
the life of the Mortgage.

The Mortgagee must confirm that all foundations will be serviceable for the life of the
Mortgage and adequate to withstand all normal loads imposed.
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(I) Economic Life/Section 223(e)

The Mortgagee must confirm that the term of the Mortgage is less than or equal to the
remaining economic life of the Property.

If the Property is located in an older, declining urban area and the remaining
economic life produces an unreasonably short mortgage term by reason of its
location, the Property may be acceptable under Section 223(e), provided:
e the area is reasonably able to support adequate housing and living conditions
for families of lower income levels;
e the location features adversely affecting the desirability and usefulness of the
Property do not endanger the health and safety of its occupants;
e the Property is marketable to the typical occupant of the area;
e the physical life of the Property is greater than or equal to the term of the
Mortgage; and
e the Mortgage represents an overall acceptable risk as determined by the
Jurisdictional HOC.

All Mortgages to be insured under Section 223(e) must be submitted to the
Jurisdictional HOC for prior approval.

(J) Environmental

The Mortgagee must confirm that the Property is free of all known environmental and
safety hazards and adverse conditions that may affect the health and safety of the
occupants, the Property’s ability to serve as collateral, and the structural soundness of
the improvements.

(K)Lead-Based Paint
The Mortgagee must confirm that the Property is free of lead paint hazards.
(L) Methamphetamine Contamination

If the Mortgagee or the Appraiser identifies a Property as contaminated by the
presence of methamphetamine (meth), either by its manufacture or by consumption,
the Property is ineligible due to this environmental hazard until the Property is
certified safe for habitation.

(M) Repair Requirements

The Mortgagee must determine which repairs must be made for a Property to be
eligible for FHA-insured financing.
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™)

Utility Services

If utilities are not located on Easements that have been permanently dedicated to the
local government or appropriate public utility body, the Mortgagee must confirm that

this

information is recorded on the deed record.

(O)Water Supply Systems

(1) Public Water Supply System

The Mortgagee must confirm that a connection is made to a public or Community
Water System whenever feasible and available at a reasonable cost. If connection
costs to the public or community system are not reasonable, the existing onsite
systems are acceptable, provided they are functioning properly and meet the
requirements of the local health department.

When a public water supply system is present, the water quality is considered to
be safe and potable and to meet the requirements of the health authority with
jurisdiction unless:
e the Appraiser indicates deficiencies with the water or notifies the
Mortgagee that the water is unsafe; or
e the health authority with jurisdiction issues a public notice indicating that
the water is unsafe.

(2) Individual Water Supply Systems (Wells)

When an Individual Water Supply System is present, the Mortgagee must ensure
that the water quality meets the requirements of the health authority with
jurisdiction.

If there are no local (or state) water quality standards, then water quality must
meet the standards set by the EPA, as presented in the National Primary Drinking
Water regulations in 40 CFR §§ 141 and 142.

(a) Requirements for Well Water Testing

A well water test is required for, but not limited to, Properties:

e that are newly constructed;

e where an Appraiser has reported deficiencies with a well or the well
water;

e where water is reported to be unsafe or known to be unsafe;

e Jocated in close proximity to dumps, landfills, industrial sites, farms
(pesticides) or other sites that could contain hazardous wastes; or

e where the distance between the well and septic system is less than 100
feet.

Handbook 4000.1

184

Last Revised: 06/29/2022


https://www.ecfr.gov/cgi-bin/ECFR?page=browse

II. ORIGINATION THROUGH POST-CLOSING/ENDORSEMENT
A. Title II Insured Housing Programs Forward Mortgages
3. Underwriting the Property

All testing must be performed by a disinterested third party. This includes the
collection and transport of the water sample collected at the water supply
source. The sample must be collected and tested by the local health authority,
a commercial testing laboratory, a licensed sanitary engineer, or other party
that is acceptable to the local health authority. At no time will the
Borrower/owner or other Interested Party collect and/or transport the sample.

Requirements for the location of wells for FHA-insured Properties are located
in 24 CFR § 200.926d()(3).

The following tables provide the minimum distance required between wells
and sources of pollution for Existing Construction:

Individual Water Supply System for Minimum Property
Requirements for Existing Construction®

Property line/10 feet

Septic tank/50 feet

Drain field/100 feet

Septic tank drain field reduced to 75 feet if allowed by local authority

N[ |W(IN|—

If the subject Property line is adjacent to residential Property then local
well distance requirements prevail. If the subject Property is adjacent to
nonresidential Property or roadway, there needs to be a separation
distance of at least 10 feet from the property line.

* distance requirements of local authority prevail if greater than stated above

The following provides the minimum requirements for water wells:

Water Wells Minimum Property Standards for New Construction
24 CFR § 200.926d(H)(1)

Lead-free piping

If no local chemical and bacteriological water standards, state standards
apply

[98)

Connection of public water whenever feasible

Wells must deliver a continuous water flow of five gallons per minute
over at least a four-hour period

Water Wells Minimum Property Requirements for Existing
Construction

Existing wells must deliver a continuous water flow at a minimum of
three gallons per minute

No exposure to environmental contamination

[98)

Continuing supply of safe and potable water

Domestic hot water
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Water Wells Minimum Property Requirements for Existing
Construction

Water quality must meet requirements of local jurisdiction or the EPA
if no local standard

(b) Required Documentation

The Mortgagee must obtain a valid water test from the local health authority
or a lab qualified to conduct water testing in the jurisdictional state or local
authority.

(3) Shared Wells

The Mortgagee must confirm that a Shared Well:

serves Properties that cannot feasibly be connected to an acceptable public
or Community Water supply System;

is capable of providing a continuous supply of water to involved Dwelling
Units so that each Existing Construction Property simultaneously will be
assured of at least three gallons per minute (five gallons per minute for
Proposed Construction) over a continuous four-hour period. (The well
itself may have a lesser yield if pressurized storage is provided in an
amount that will make 720 gallons of water available to each connected
existing dwelling during a continuous four-hour period or 1,200 gallons of
water available to each proposed dwelling during a continuous four-hour
period. The shared well system yield must be demonstrated by a certified
pumping test or other means acceptable to all agreeing parties.);

provides safe and potable water. An inspection is required under the same
circumstances as an individual well. This may be evidenced by a letter
from the health authority having jurisdiction or, in the absence of local
health department standards, by a certified water quality analysis
demonstrating that the well water complies with the EPA’s National
Interim Primary Drinking Water Regulations;

has a valve on each dwelling service line as it leaves the well so that water
may be shut off to each served dwelling without interrupting service to the
other Properties; and

serves no more than four living units or Properties.

(a) Requirements for Well Water Testing

A well water test is required for, but not limited to, Properties:

e that are newly constructed;

e where an Appraiser has reported deficiencies with a well or the well
water;

e where water is reported to be unsafe or known to be unsafe;
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e Jocated in close proximity to dumps, landfills, industrial sites, farms
(pesticides) or other sites that could contain hazardous wastes; or

e where the distance between the well and septic system is less than 100
feet.

All testing must be performed by a disinterested third party. This includes the
collection and transport of the water sample collected at the water supply
source. The sample must be collected and tested by the local health authority,
a commercial testing laboratory, a licensed sanitary engineer, or other party
that is acceptable to the local health authority. At no time will the
Borrower/owner or other Interested Party collect and/or transport the sample.

For both New and Existing Construction, the Mortgagee must ensure that the
shared well agreement complies with the guidance provided in the following
table.

Provisions that must be reflected in any acceptable shared

Item well agreement include the following:

1 Require that the agreement is binding upon signatory parties and their
successors in title, recorded in local deed records when executed and
recorded, and reflects joiner by any Mortgagee holding a Mortgage on
any Property connected to the Shared Well.

2 Permit well water sampling and testing by the local authority at the
request of any party at any time.
3 Require that corrective measures be implemented if testing reveals a

significant water quality deficiency, but only with the consent of a
majority of all parties.

4 Ensure continuity of water service to “supplied” parties if the
“supplying” party has no further need for the shared well system.
(“Supplied” parties normally should assume all costs for their
continuing water supply.)

5 Prohibit well water usage by any party for other than bona fide
domestic purposes.
6 Prohibit connection of any additional living unit to the shared well

system without:
e the consent of all parties;
e the appropriate amendment of the agreement; and
e compliance with item 3.

7 Prohibit any party from locating or relocating any element of an
individual sewage disposal system within 75 feet (100 feet for
Proposed Construction) of the Shared Well.

8 Establish Easements for all elements of the system, ensuring access and
necessary working space for system operation, maintenance,
improvement, inspection and testing.
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Item

Provisions that must be reflected in any acceptable shared
well agreement include the following:

9

Specify that no party may install landscaping or improvements that will
impair use of the Easements.

10

Specify that any removal and replacement of preexisting site
improvements, necessary for system operation, maintenance,
replacement, improvement, inspection or testing, will be at the cost of
their owner, except for costs to remove and replace common boundary
fencing or walls, which must be shared equally between or among
parties.

11

Establish the right of any party to act to correct an emergency in the
absence of the other parties onsite. An emergency must be defined as
failure of any shared portion of the system to deliver water upon
demand.

12

Permit an agreement amendment to ensure equitable readjustment of
shared costs when there may be significant changes in well pump
energy rates or the occupancy or use of an involved Property.

13

Require the consent of a majority of all parties upon cost sharing,
except in emergencies, before actions are taken for system
maintenance, replacement or improvement.

14

Require that any necessary replacement or improvement of a system
element(s) will at least restore original system performance.

15

Specify required cost sharing for:

e the energy supply for the well pump;

e system maintenance, including repairs, testing, inspection and
disinfection,;

e system component replacement due to wear, obsolescence,
incrustation or corrosion; and

e system improvement to increase the service life of a material or
component to restore well yield or to provide necessary system
protection.

16

Specify that no party is responsible for unilaterally incurred shared well
debts of another party, except for correction of emergency situations.
Emergency correction costs must be equally shared.

17

Require that each party be responsible for:
e prompt repair of any detected leak in this water service line or
plumbing system;
e repair costs to correct system damage caused by a resident or
guest at their Property; and
e necessary repair or replacement of the service line connecting the
system to the dwelling.

18

Require equal sharing of repair costs for system damage caused by
persons other than a resident or guest at a Property sharing the well.
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Item

Provisions that must be reflected in any acceptable shared
well agreement include the following:

19

Ensure equal sharing of costs for abandoning all or part of the shared
system so that contamination of ground water or other hazards will be
avoided.

20

Ensure prompt collection from all parties and prompt payment of
system operation, maintenance, replacement or improvement costs.

21

Specify that the recorded agreement may not be amended during the
term of a federally-insured or -guaranteed Mortgage on any Property
served, except as provided in items 5 and 11 above.

22

Provide for binding arbitration of any dispute or impasse between
parties with regard to the system or terms of agreement. Binding
arbitration must be through the American Arbitration Association or a
similar body and may be initiated at any time by any party to the
agreement. Parties to the agreement must equally share arbitration
costs.

(b) Required Documentation

The Mortgagee must obtain a valid water test from the local health authority
or a lab qualified to conduct water testing in the jurisdictional state or local
authority.

(P) Individual Residential Water Purification Systems

(1) Definition

An Individual Residential Water Purification System refers to equipment, either
point-of-entry or point-of-use, installed on Properties that otherwise do not have
access to a continuous supply of safe and potable water.

(2) Standard

If a Property does not have access to a continuous supply of safe and potable
water without the use of a water purification system, the Mortgagee must ensure
that the Property has an individual residential water purification system as well as
a service contract for the ongoing maintenance of the system, a plan approved by
the local or state health authority, and an escrow account.

(a) Approved Equipment for Individual Residential Water Purification

Systems

Water purification equipment must be approved by a nationally recognized
testing laboratory acceptable to the local or state health authority. The
Mortgagee must obtain a certification from a local or state health authority
which certifies that:
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e A point-of-entry or point-of-use water purification system is on the
Property. If the system employs point-of use equipment, the
purification system must be employed on each water supply source
(faucet) serving the Property. Where point-of-entry systems are used,
separate water supply systems carrying untreated water for flushing
toilets may be constructed.

e The system is sufficient to ensure an uninterrupted supply of safe and
potable water adequate to meet household needs.

e The water supply, when treated by the equipment, meets the
requirements of the local or state health authority, and has been
determined to meet local or state quality standards for drinking water.
If neither state nor local standards are applicable, then quality must be
determined in accordance with standards set by the Environmental
Protection Agency (EPA) pursuant to the Safe Drinking Water Act in
40 CFR Parts 141 and 142.

e A plan exists that provides for the monitoring, servicing, maintenance,
and replacement of the water equipment, and the plan meets the
service contract requirements.

(b) Borrower Notice of Water Purification System

The Mortgagee must provide written notification to the Borrower that the
Property has a hazardous water supply that requires treatment in order to
remain safe and acceptable for human consumption. The notification to the
Borrower must identify specific contaminants in the water supply serving the
Property, and the related health hazard arising from the presence of those
contaminants.

The Mortgagee must ensure that the Borrower has received a written estimate
of the maintenance and replacement costs of the equipment necessary to
ensure continuous safe drinking water.

(c) Service Contract for Individual Residential Water Purification
Systems

Before mortgage closing, the Mortgagee must ensure that the Borrower has
entered into a service contract with an organization or individual specifically
approved by the local or state health authority to carry out the provisions of
the required plan for the servicing, maintenance, repair, and replacement of
the water purification equipment.

(d) Approved Plan for Individual Residential Water Purification Systems

An approved plan is a contract entered into by the Borrower and Mortgagee
and approved by the local or state health authority, and that sets out conditions
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as described below that must be met by the parties as a condition to insurance
of the Mortgage by HUD.

The plan must set forth the respective responsibilities to be assumed by the
Borrower and the Mortgagee, as well as the other entities who will implement
the plan, such as the health authority and the service contractor. In particular:

The plan must set out the responsibilities of the health authority for
monitoring and enforcing the performance of the service contractor,
including any successor contractor that the health authority may later
have occasion to name. By its approval of the plan, the health authority
documents its acceptance of these responsibilities, and the plan should
so indicate.

The plan must provide for the monitoring of the operation of the water
purification equipment, as well as for servicing (including
disinfecting) and repairing and replacing the system as frequently as
necessary, taking into consideration the system’s design, anticipated
use, and the type and level of contaminants present. Installation,
servicing, repair, and replacement of the water purification system
must be performed by an individual or organization approved for this
purpose by the local or state health authority and identified in the plan.
The plan must refer to specific terms and conditions of the required
service contract.

Under the plan, responsibility for monitoring the performance of the
service contractor and for ensuring that the water purification system is
properly serviced, repaired, and replaced rests with the local or state
health authority that approved the plan. The plan must confer on the
health authority all powers necessary to effect compliance by the
service contractor. The health authority’s powers must include the
authority to notify the Borrower of any noncompliance by the service
contractor. The plan must provide that upon any notification of
noncompliance received from the health authority, the Borrower may
discharge the service contractor for cause and appoint a successor
organization or individual as service contractor.

The Mortgagee must ensure that any plan developed in accordance
with this section must provide that an analysis of the water supply
must be obtained from the local or state health authority no less
frequently than annually, but more frequently if determined at any
time to be necessary by the health authority or by the service
contractor.

The plan must provide that if the dwelling served by the water purification
system is refinanced, or is sold or otherwise transferred with a HUD-insured
Mortgage, the plan will:

continue in full force and effect;
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e impose an obligation on the Borrower to notify any subsequent
purchaser or transferee of the necessity for the water purification
system and for its proper maintenance, and of the obligation to make
escrow payments; and

e require the Borrower to furnish the purchaser with a copy of the plan
before any sales contract is signed.

(e) Escrow for Maintenance and Replacement of Individual Residential
Water Purification Systems

The Mortgagee must establish and maintain an escrow account to ensure
proper servicing, maintenance, repair, and replacement of the water
purification equipment. To the extent permitted under RESPA, the amount to
be collected and escrowed by the Mortgagee must be based upon information
provided by the manufacturer for the maintenance and replacement of the
water purification equipment and for other charges anticipated by the service
contractor. The initial monthly escrow amount must be stated in the plan.
Disbursements from the account will be limited to costs associated with the
normal servicing, maintenance, repair, or replacement of the water
purification equipment. Disbursements may only be made to the service
contractor or its successor, to equipment suppliers, to the local or state health
authority for the performance of testing or other required services, or to
another entity approved by the health authority. The Mortgagee must maintain
the escrow account as long as water purification remains necessary and the
Mortgage is insured by HUD.

The Mortgagee must provide the Borrower with the Water Purification
Equipment Rider for signature.

(3) Required Documentation

(a) Borrower Notice of Water Purification System

A copy of the notification statement (including cost estimates), dated before
the date of the sales contract and signed by the prospective Borrower to
acknowledge its receipt, must accompany the submission for insurance
endorsement. If a sales contract is signed in advance of the disclosure required
by this paragraph, an addendum must be executed after the information is
provided to the prospective Borrower and after they have acknowledged
receipt of the disclosure.

(b) Borrower’s Certification of Water Purification System

At the time the application is signed, the Borrower must sign a certification
acknowledging that the Property has a water purification system that must be
maintained.
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(c) Approved Plan for Individual Residential Water Purification Systems
The Mortgagee must ensure a copy of the approved plan is provided to HUD.

(d) Service Contract for Individual Residential Water Purification
Systems

The Mortgagee must ensure a copy of the service contract signed by the
Borrower is provided to HUD.

(e) Water Purification Equipment Rider for Individual Residential
Water Purification Systems

The Mortgagee must ensure a copy of the Water Purification Equipment Rider
is provided to HUD.

(Q) Sewage System

The Mortgagee must confirm that a connection is made to a public or community
sewage disposal system whenever feasible and available at a reasonable cost. If
connection costs to the public or community system are not reasonable, the existing
Onsite Sewage Disposal Systems are acceptable provided they are functioning
properly and meet the requirements of the local health department.

When the Onsite Sewage Disposal System is not sufficient and an off-site system is
available, the Mortgagee must confirm connection to an off-site sewage system.
When the Onsite Sewage Disposal System is not sufficient and an off-site system is
not available, the Mortgagee must reject the Property unless the Onsite Sewage
Disposal System is repaired or replaced and complies with local health department
standards.

(R) Termites

For existing Properties, the Mortgagee must confirm that the Property is free of wood
destroying insects and organisms. If the appraisal is made subject to inspection by a
qualified pest control specialist, the Mortgagee must obtain such inspection and
evidence of any required treatment to confirm the Property is free of wood destroying
insects and organisms.

Soil poisoning is an unacceptable method for treating termites unless the Mortgagee
obtains satisfactory assurance that the treatment will not endanger the quality of the
water supply.
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(S) Special Airport Hazards

If a Property is Existing Construction and is located within Runway Clear Zones (also
known as Runway Protection Zones) at civil airports or within Clear Zones at military
airfields, the Mortgagee must obtain a Borrower’s acknowledgement of the hazard.

If a New Construction Property is located within Runway Clear Zones (also known as
Runway Protection Zones) at civil airports or within Clear Zones at military airfields,
the Mortgagee must reject the Property for insurance.

Properties located in Accident Potential Zone 1 (APZ 1) at military airfields may be
eligible for FHA mortgage insurance provided that the Mortgagee determines that the
Property complies with Department of Defense guidelines.

iii. Minimum Required Repairs
When the appraisal report or inspection from a qualified Entity indicates that repairs are

required to make the Property meet HUD’s MPR or MPS, the Mortgagee must comply
with Repair Requirements.

If repairs for Existing Construction cannot be completed prior to closing, the Mortgagee
may establish an escrow account in accordance with Repair Completion Escrow

Requirements.

iv. Leased Equipment

The Mortgagee must ensure that the Property Value does not include the value of any
equipment, including an energy system, that is not fully owned by the Borrower. The
Mortgagee must review the terms of the lease on any equipment to ensure they do not
contain any Legal Restrictions on Conveyance (Free Assumability).

Appraisal Review

The Mortgagee must review the appraisal and ensure that it is complete, accurate, and
provides a credible analysis of the marketability and value of the Property.

v. Quality of Appraisal

The Mortgagee must evaluate the appraisal and ensure it complies with the requirements
in Valuation and Reporting Protocols, any additional appraisal requirements that are
specific to the subject Property, and complies with all applicable federal, state, and local
laws, including the Fair Housing Act and other federal, state, or local antidiscrimination
laws.
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vi. Chain of Title

The Mortgagee must review the appraisal to determine if the subject Property was sold
within 12 months prior to the case number assignment date. If the subject Property was
sold within the previous 12 months the Mortgagee must review evidence of prior
ownership and determine if there are any undisclosed Identity-of-Interest transactions,
and for compliance with Restrictions on Property Flipping.

vii. Opinion of Market Value

The Mortgagee must ensure the Market Value of the Property is sufficient to adequately
secure the FHA-insured Mortgage.

viii. Reconsideration of Value

The underwriter may request a reconsideration of value when the Appraiser did not
consider information that was relevant on the effective date of the appraisal. The
underwriter must provide the Appraiser with all relevant data that is necessary for a
reconsideration of value.

The Appraiser may charge an additional fee if the relevant data was not available on the
effective date of the appraisal. If the unavailability of data is not the fault of the
Borrower, the Borrower must not be held responsible for the additional costs. The
effective date of the appraisal is the date the Appraiser inspected the Property.

b. Required Documentation for Underwriting the Property (09/14/2015)

If additional inspections, repairs or certifications are noted by the appraisal or are required to
demonstrate compliance with Property Acceptability Criteria, the Mortgagee must obtain
evidence of completion of such inspections, repairs or certifications.

c. Conditional Commitment Direct Endorsement Statement of Appraised Value
(09/14/2015)

The Conditional Commitment Direct Endorsement Statement of Appraised Value (form
HUD-92800.5B) provides the terms upon which the commitment/direct endorsement
statement of appraised value is made and the specific conditions that must be met before
HUD can endorse a Firm Commitment for mortgage insurance. The underwriter must
complete form HUD-92800.5B as directed in the form instructions.

Where a Statement of Appraised Value is required, the Mortgagee must provide the
Borrower with a copy of the completed form HUD-92800.5B.
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4. Underwriting the Borrower Using the TOTAL Mortgage Scorecard (TOTAL)

a. Underwriting with an Automated Underwriting System (09/20/2021)

FHA'’s Technology Open To Approved Lenders (TOTAL) Mortgage Scorecard is not an
Automated Underwriting System (AUS) but a scorecard that must interface through a
system-to-system connection with an AUS.

Each AUS using TOTAL Mortgage Scorecard provides a Feedback Certificate/Finding
Report, which documents results of the credit risk evaluation, and identifies the credit report
utilized for the scoring event. The Feedback Certificate/Finding Report upon which the
Mortgagee makes its underwriting decision prior to endorsement must be included in the case
binder.

i. Use of TOTAL Mortgage Scorecard

All transactions must be scored through TOTAL Mortgage Scorecard, except Streamline
Refinance transactions, assumptions, Mortgages made to nonprofit/Governmental Entity
Borrowers, and Mortgages made to Borrowers who do not have Social Security Numbers
(SSN), but who are otherwise eligible under the Social Security Number requirements.

If the Mortgage involves a HUD employee, the Mortgagee must score the transaction
through TOTAL. If the file receives an Accept, the Mortgagee must underwrite the
transaction in accordance with the guidance in this Underwriting the Borrower Using the
TOTAL Mortgage Scorecard section. The Mortgagee must submit the underwritten
mortgage application to the Processing and Underwriting Division Director at the
Jurisdictional HOC for final underwriting approval.

Mortgagees using TOTAL remain solely responsible for prudent underwriting practices
and the Final Underwriting Decision.

ii. Requirements for the Submission of Data through TOTAL Mortgage Scorecard

The Mortgagee must submit data to TOTAL Mortgage Scorecard through an approved
AUS vendor in a data format acceptable to the AUS vendor, to meet the requirements
described in the TOTAL Mortgage Scorecard Developer’s Guide.

iii. Function of TOTAL Mortgage Scorecard

TOTAL Mortgage Scorecard evaluates the overall credit risk posed by the Borrower,
based on a number of credit variables, when combined with the functionalities of an
AUS.

The Mortgagee may not accept or deny an FHA-insured Mortgage based solely on a risk
assessment generated by TOTAL Mortgage Scorecard.
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The Mortgagee must ensure full compliance with all FHA eligibility requirements, and
all requirements of this section. The Mortgagee must verify the information used to score
the Mortgage through TOTAL but does not need to analyze the credit history, unless
otherwise stated in this section, if an Accept or Approve recommendation is received.

The underwriter must still underwrite all appraisals according to standard FHA

requirements.

The underwriter must fully underwrite those applications where TOTAL issues a Refer.

(A) Automated Underwriting System Data Entry Requirements

(1) Mortgagees

The Mortgagee must verify the integrity of all data elements entered into the AUS
to ensure the outcome of the Mortgage credit risk evaluation is valid including:

Borrower’s Credit Report

Borrower’s Liabilities/Debt

Borrower’s Effective Income

Borrower’s Assets/Reserves

Adjusted Value

Borrower’s total Mortgage Payment including Principal, Interest, Taxes,
and Insurance (PITI)

The Borrower’s total Mortgage Payment includes:

Principal and Interest (P&I);

real estate taxes;

Hazard Insurance;

Flood Insurance as applicable;

Mortgage Insurance Premium;

HOA or condominium association fees or expenses;
Ground Rent;

special assessments;

payments for any acceptable secondary financing; and
any other escrow payments.

The Mortgagee may deduct the amount of the Section 8 Homeownership Voucher
if it is paid directly to the Servicer. Where real estate taxes are abated, Mortgagees
may use the abated amount provided that (1) the Mortgagee can document the
abated amount with the taxing authority and (2) the abatement will remain in
place for at least the first three years of the Mortgage.

(2) Sponsored Third-Party Originators

The Mortgagee may permit a sponsored TPO to enter data into the AUS. Both the
Mortgagee and its sponsored TPO must ensure and verify all data entered into the
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iv.

AUS. The Mortgagee remains ultimately responsible for ensuring the data entered

into the AUS is correct.

The Mortgagee must ensure the Employer Identification Number (EIN) of its

sponsored TPO is entered into the AUS. If the Mortgagee is using an AUS that is

unable to transmit the sponsored TPO EIN, the Mortgagee must enter
“6999609996” in the Lender ID field.

(B) New Versions of TOTAL Mortgage Scorecard

From time to time, FHA will release new versions of TOTAL Mortgage Scorecard.

FHA will announce the date that the new version will be available. All Mortgages

being scored for the first time will be scored using the new version. For Mortgages

with a case number, the Mortgages will be scored using the version that was effective

when the case number was assigned. Existing Mortgages scored without a case
number will be scored according to the version number tag that is provided in the

TOTAL file by the AUS provider (if none, then the current version will be used). All
Mortgages without a case number will be scored using the new version 90 Days after

the new version is implemented.

Feedback Certificates: Risk Classification and Related Responsibilities
(TOTAL)

If the Feedback Certificate/Finding Report shows an Accept or Approve, it will be
referred to as Accept.

(A) Accept/Eligible

If the Feedback Certificate/Finding Report shows an Accept/Eligible
recommendation, the Mortgage may be eligible for FHA’s insurance endorsement
provided the Mortgagee verified that data entered into the AUS is accurate and
complete and that the entire mortgage application complies with all FHA
requirements.

The Mortgagee must verify that all supporting documentation and information
entered into TOTAL Mortgage Scorecard is consistent with the final underwriting
decision if the Mortgage receives an Accept/Eligible.

(B) Accept/Ineligible

If the Feedback Certification/Finding Report shows an Accept/Ineligible
recommendation, the Borrower’s credit and capacity would meet the threshold for
approval, but the Mortgage does not fully comply with FHA’s eligibility
requirements. The Feedback Certificate will identify the specific eligibility
requirement that the Mortgage does not meet.
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The Mortgagee must analyze the Feedback Certificate and determine if the reason for
the ineligibility is one that can be resolved in a manner that complies with FHA
underwriting requirements. If the Mortgagee can correct the reason for ineligibility,
the Mortgagee may rescore the Mortgage in the AUS.

When the reason for ineligibility cannot be corrected in the AUS, the Mortgagee may
underwrite the Mortgage using the following requirements for an Accept Mortgage,
but must resolve the reason for ineligibility in accordance with FHA requirements and
must provide an explanation of the resolution in the remarks section of form HUD-
92900-LT, FHA Loan Underwriting and Transmittal Summary.

(C)Refer

The underwriter must manually underwrite any mortgage application for which the
Feedback Certificate shows a Refer recommendation or any result other than those
described above.

v. Accept Risk Classifications Requiring a Downgrade to Manual Underwriting
(TOTAL)

The Mortgagee must downgrade and manually underwrite any Mortgage that received an
Accept recommendation if:

e the mortgage file contains information or documentation that cannot be entered
into or evaluated by TOTAL Mortgage Scorecard;

e additional information, not considered in the AUS recommendation affects the
overall insurability of the Mortgage;

e the Borrower has $1,000 or more collectively in Disputed Derogatory Credit
Accounts;

e the date of the Borrower’s bankruptcy discharge as reflected on bankruptcy
documents is within two years from the date of case number assignment;

e the case number assignment date is within three years of the date of the transfer of
title through a Pre-Foreclosure Sale (Short Sale);

e the case number assignment date is within three years of the date of the transfer of
title through a foreclosure sale;

e the case number assignment date is within three years of the date of the transfer of
title through a Deed-in-Lieu (DIL) of foreclosure;

e the Mortgage Payment history, for any mortgage trade line reported on the credit
report used to score the application, requires a downgrade as defined in Housing
Obligations/Mortgage Payment History;

e the Borrower has undisclosed mortgage debt that requires a downgrade; or

¢ Dbusiness income shows a greater than 20 percent decline over the analysis period.
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vi. Applicability of Automated Underwriting System Rules (TOTAL)

If a determination is made that the Mortgage must be downgraded to manual
underwriting, the Mortgagee must cease its use of the AUS and comply with all
requirements for manual underwriting when underwriting a downgraded Mortgage.

vii. TOTAL Mortgage Scorecard Tolerance Levels for Rescoring

The Mortgagee must rescore a Mortgage when any data element of the Mortgage change
and/or new Borrower information becomes available.

The Mortgagee is not required to rescore a Mortgage if the following data elements
change from the last scoring event within the described tolerance levels:

When assessing... Rescore is not required if:

Cash Reserves Cash Reserves verified are not less than 10%
below the previously scored amount

Income Income verified is not less than 5% below the

previously scored amount

Tax and Insurance Escrow | The cumulative monthly tax and insurance
escrow does not result in more than a 2%
increase in the Total Mortgage Payment to
Effective Income Ratio (PTI)

b. Credit Requirements (TOTAL) (01/24/2022)
i. General Credit Review Requirements (TOTAL)

The Mortgagee must obtain a credit report for each Borrower who will be obligated on
the mortgage Note. The Mortgagee may obtain a joint report for individuals with joint
accounts.

The Mortgagee must obtain a credit report for a non-borrowing spouse who resides in a
community property state, or if the subject Property is located in a community property
state.

The credit report must indicate the non-borrowing spouse’s SSN, where an SSN exists,
was matched with the SSA, or the Mortgagee must either provide separate documentation
indicating that the SSN was matched with the SSA or provide a statement that the non-
borrowing spouse does not have an SSN. Where an SSN does not exist for a non-
borrowing spouse, the credit report must contain, at a minimum, the non-borrowing
spouse’s full name, date of birth, and previous addresses for the last two years.

Handbook 4000.1 200
Last Revised: 06/29/2022



II. ORIGINATION THROUGH POST-CLOSING/ENDORSEMENT
A. Title II Insured Housing Programs Forward Mortgages
4. Underwriting the Borrower Using the TOTAL Mortgage Scorecard (TOTAL)

ii. Credit Reports (TOTAL)

The Mortgagee must use a traditional credit report. If a traditional credit report is not
available or the traditional credit report is insufficient, the Feedback Certificate will show
a Refer recommendation, and the Mortgagee must manually underwrite the Mortgage.

The Mortgagee must obtain a Tri-Merged Credit Report (TRMCR) from an independent
consumer reporting agency.

(A)Requirements for the Credit Report (TOTAL)

Credit reports must contain all information from at least two credit repositories
pertaining to credit, residence history, and public records information; be in an easy
to read and understandable format; and not require code translations. The credit report
may not contain whiteouts, erasures, or alterations. The Mortgagee must retain copies
of all credit reports.

The credit report must include:

the name of the Mortgagee ordering the report;

the name, address, and telephone number of the consumer reporting agency;
the name and SSN of each Borrower; and

the primary repository from which any particular information was pulled, for
each account listed.

A truncated SSN is acceptable for FHA mortgage insurance purposes provided that
the mortgage application captures the full nine-digit SSN.

The credit report must also include:
e all inquiries made within the last 90 Days
e all credit and legal information not considered obsolete under the Fair Credit
Reporting Act (FCRA), including information for the last seven years, which
consumer reporting agencies have reported as verified and currently accurate,
regarding:
o bankruptcies
o Judgments
o lawsuits
o foreclosures
o tax liens
e for each Borrower debt listed:
o the date the account was opened
high credit amount
required payment amount
unpaid balance
payment history

O O O O
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(B) New Credit Report (TOTAL)

The Mortgagee must obtain a new credit report and rescore the Mortgage through
TOTAL if the underwriter identifies inconsistencies between any information in the
mortgage file and the original credit report.

iii. Evaluating Credit History (TOTAL)

The Mortgagee must analyze the Borrower’s credit history in accordance with the Accept
Risk Classifications Requiring a Downgrade to Manual Underwriting section.

If a determination is made that the Mortgage must be downgraded to manual
underwriting, the Mortgagee must cease its use of the AUS and comply with all
requirements for manual underwriting when underwriting a downgraded Mortgage.

(A) Collection Accounts, Charge Off Accounts, Accounts with Late Payments in
the Previous 24 Months, and Judgments (TOTAL)

The Mortgagee is not required to obtain an explanation of collection accounts, Charge
Off Accounts, accounts with late payments, Judgments or other derogatory
information.

(B) Disputed Derogatory Credit Accounts (TOTAL)
(1) Definition

Disputed Derogatory Credit Account refers to disputed Charge Off Accounts,
disputed collection accounts, and disputed accounts with late payments in the last
24 months.

(2) Standard

If the credit report utilized by TOTAL Mortgage Scorecard indicates that the
Borrower has $1,000 or more collectively in Disputed Derogatory Credit
Accounts, the Mortgage must be downgraded to a Refer and manually
underwritten.

Exclusions from cumulative balance include:
e disputed medical accounts; and
e disputed derogatory credit resulting from identity theft, credit card theft or
unauthorized use. To exclude these balances, the Mortgagee must include
a copy of the police report or other documentation from the creditor to
support the status of the accounts.

Disputed Derogatory Credit Accounts of a non-borrowing spouse in a community
property state are not included in the cumulative balance for determining if the
mortgage application is downgraded to a Refer.
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(C)Non-derogatory Disputed Accounts and Disputed Accounts Not Indicated on
the Credit Report (TOTAL)

(1) Definition

Non-derogatory Disputed Accounts include the following types of accounts:
e disputed accounts with zero balance
e disputed accounts with late payments aged 24 months or greater
e disputed accounts that are current and paid as agreed

(2) Required Documentation and Standard

If a Borrower is disputing non-derogatory accounts, or is disputing accounts
which are not indicated on the credit report as being disputed, the Mortgagee is
not required to downgrade the application to a Refer. However, the Mortgagee
must analyze the effect of the disputed accounts on the Borrower’s ability to
repay the Mortgage. If the dispute results in the Borrower’s monthly debt
payments utilized in computing the Debt-to-Income (DTI) ratio being less than
the amount indicated on the credit report, the Borrower must provide
documentation of the lower payments.

Non-derogatory disputed accounts are excluded from the $1,000 cumulative
balance limit.

(D)Judgments (TOTAL)
(1) Definition

Judgment refers to any debt or monetary liability of the Borrower, and the
Borrower’s spouse in a community property state unless excluded by state law,
created by a court, or other adjudicating body.

(2) Standard

The Mortgagee must verify that court-ordered Judgments are resolved or paid off
prior to or at closing.

Judgments of a non-borrowing spouse in a community property state must be
resolved or paid in full, with the exception of obligations excluded by state law.

Exception

A Judgment is considered resolved if the Borrower has entered into a valid
agreement with the creditor to make regular payments on the debt, the Borrower
has made timely payments for at least three months of scheduled payments and
the Judgment will not supersede the FHA-insured mortgage lien. The Borrower
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cannot prepay scheduled payments in order to meet the required minimum of
three months of payments.

The Mortgagee must include the payment amount in the agreement in the
Borrower’s monthly liabilities and debt.

The Mortgagee must obtain a copy of the agreement and evidence that payments
were made on time in accordance with the agreement.

(3) Required Documentation

The Mortgagee must provide the following documentation:
e cvidence of payment in full, if paid prior to settlement;
e the payoff statement, if paid at settlement; or
e the payment arrangement with creditor, if not paid prior to or at
settlement, and a subordination agreement for any liens existing on title.

(E) Inaccuracy in Debt Considered (TOTAL)

When an inaccuracy in the amount or type of debt or obligation is revealed during the
application process and the correct information was not considered by the AUS, the
Mortgagee must:

e verify the actual monthly payment amount;

e resubmit the Mortgage for evaluation by TOTAL if the cumulative change in
the amount of the liabilities that must be included in the Borrower’s debt
increases by more than $100 per month; and

e determine that the additional debt was not/will not be used for the Borrower’s
Minimum Required Investment (MRI).

(F) Bankruptcy (TOTAL)
(1) Standard

The Mortgagee must document the passage of two years since the discharge date
of any bankruptcy. If the bankruptcy was discharged within two years from the
date of case number assignment, the Mortgage must be downgraded to a Refer
and manually underwritten.

(2) Required Documentation

If the credit report does not verify the discharge date or additional documentation
is necessary to determine if any liabilities were discharged in the bankruptcy, the
Mortgagee must obtain the bankruptcy and discharge documents.
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(G)Pre-Foreclosure Sales (Short Sales) (TOTAL)
(1) Definition

Pre-Foreclosure Sales, also known as Short Sales, refer to the sales of real estate
that generate proceeds that are less than the amount owed on the Property and the
lien holders agree to release their liens and forgive the deficiency balance on the
real estate.

(2) Standard

The Mortgagee must document the passage of three years since the date of the
Short Sale. If the Short Sale occurred within three years of the case number
assignment date, the Mortgage must be downgraded to a Refer and manually
underwritten.

This three-year period begins on the date of transfer of title by Short Sale.
(3) Required Documentation

If the credit report does not verify the date of the transfer of title by Short Sale,
the Mortgagee must obtain the Short Sale documents.

(H)Foreclosure (TOTAL)
(1) Standard

The Mortgagee must manually downgrade to a Refer if the Borrower had a
foreclosure in which title transferred from the Borrower within three years of case
number assignment.

(2) Required Documentation

If the credit report does not verify the date of the transfer of title through the
foreclosure, the Mortgagee must obtain the foreclosure documents.

(I) Deed-in-Lieu of Foreclosure (TOTAL)
(1) Definition

A Deed-in-Lieu (DIL) of Foreclosure is a loss mitigation home disposition option
in which a Borrower voluntarily offers the deed to the Note holder in exchange
for a release from all obligations under the Mortgage.
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(2) Standard

The Mortgagee must manually downgrade to a Refer if the Borrower had a DIL of
Foreclosure in which title transferred from the Borrower within three years of
case number assignment.

(3) Required Documentation

If the credit report does not verify the date of the transfer of title by DIL of
Foreclosure, the Mortgagee must obtain a copy of the DIL of Foreclosure.

(J) Credit Counseling/Payment Plan (TOTAL)

Participating in a consumer credit counseling program does not require a downgrade
to a manual underwriting.

No explanation or other documentation is needed.
(K)Housing Obligations/Mortgage Payment History (TOTAL)
(1) Definition

Housing Obligation/Mortgage Payment refers to the monthly payment due for
rental or Properties owned.

A Mortgage Payment is considered delinquent if not paid within the month due.

A Borrower who was granted a mortgage payment forbearance and continues to
make payments as agreed under the terms of the original Note is not considered
delinquent or late and shall be treated as if not in forbearance provided the
Forbearance Plan is terminated at or prior to closing.

(2) Standard
(a) Late Mortgage Payments for Purchase and No Cash-Out Refinance

The Mortgage must be downgraded to a Refer and manually underwritten if
any mortgage trade line, including mortgage line-of-credit payments, during
the 12 months prior to case number assignment reflects:
e three or more late payments of greater than 30 Days;
e one or more late payments of 60 Days plus one or more 30-Day late
payments;
e one payment greater than 90 Days late; or
e that the Borrower has made less than three consecutive payments since
completion of a mortgage Forbearance Plan.
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For both purchase and no cash-out refinance transactions, a Mortgage that has
been modified must utilize the payment history in accordance with the
modification agreement for the time period of modification in determining late
housing payments. In addition, where a Mortgage has been modified, the
Borrower must have made at least six payments under the modification
agreement to be eligible for a no-cash out refinance.

A Mortgage that has been granted forbearance must utilize the payment
history in accordance with the Forbearance Plan for the time period of
forbearance in determining late housing payments. Where any mortgage in
forbearance will remain open after the closing of the new FHA-insured
Mortgage, the Forbearance Plan must be terminated at or prior to closing. Any
Borrower who is granted a forbearance and is otherwise performing under the
terms of the Forbearance Plan is not considered to be delinquent for purposes
of credit underwriting.

(b) Cash-Out Refinance Transactions

The Mortgage must be downgraded to a Refer and manually underwritten if
any mortgage trade line, including mortgage line-of-credit payments, reflects:
e a current delinquency;
e any delinquency within 12 months of the case number assignment
date; or
e the Borrower has made less than 12 consecutive monthly payments
since completion of a mortgage forbearance plan.

A Mortgage that has been modified must utilize the payment history in
accordance with the modification agreement for the time period of
modification in determining late housing payments.

Where a Borrower who was granted a mortgage payment forbearance and
continues to make payments as agreed under the terms of the original Note,
the Mortgage is not required to be downgraded to a Refer provided the
Forbearance Plan is terminated at or prior to closing.

(3) Required Documentation

Where a Mortgage reflects payments under a modification or Forbearance Plan
within the 12 months prior to case number assignment, the Mortgagee must
obtain:
e a copy of the modification or Forbearance Plan; and
e cvidence of the payment amount and date of payments during the
agreement term.

A Forbearance Plan is not required if the forbearance was due to the impacts of
the COVID-19 National Emergency.
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iv. Evaluating Liabilities and Debts (TOTAL)

The Mortgagee must review all credit report inquiries to ensure that all debts, including
any new debt payments resulting from material inquiries listed on the credit report, are
used to calculate the debt ratios. The Mortgagee must also determine that any recent
debts were not incurred to obtain any part of the Borrower’s required funds to close on
the Property being purchased.

Material Inquiries refer to inquires which may potentially result in obligations incurred
by the Borrower for other Mortgages, auto loans, leases, or other Installment Loans.
Inquiries from department stores, credit bureaus, and insurance companies are not
considered material inquiries.

(A) General Liabilities and Debts (TOTAL)

The Mortgagee must determine the Borrower’s monthly liabilities by reviewing all
debts listed on the credit report, Uniform Residential Loan Application (URLA), and
required documentation.

All applicable monthly liabilities must be included in the qualifying ratio. Closed-end
debts do not have to be included if they will be paid off within 10 months from the
date of closing and the cumulative payments of all such debts are less than or equal to
5 percent of the Borrower’s gross monthly income. The Borrower may not pay down
the balance in order to meet the 10-month requirement.

Accounts for which the Borrower is an authorized user must be included in a
Borrower’s DTI ratio unless the Mortgagee can document that the primary account
holder has made all required payments on the account for the previous 12 months. If
less than three payments have been required on the account in the previous 12
months, the payment amount must be included in the Borrower’s DTI.

Loans secured against deposited funds, where repayment may be obtained through
extinguishing the asset and these funds are not included in calculating the Borrower’s
assets, do not require consideration of repayment for qualifying purposes.

The Mortgagee must document that the funds used to pay off debts prior to closing
came from an acceptable source, and the Borrower did not incur new debts that were
not included in the DTI ratio.

Negative income must be subtracted from the Borrower’s gross monthly income, and
not treated as a recurring monthly liability unless otherwise noted.

(B) Undisclosed Debt Other Than a Mortgage (TOTAL)

When a debt or obligation (other than a Mortgage) not listed on the mortgage
application and/or credit report and not considered by the AUS is revealed during the
application process, the Mortgagee must:
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e verify the actual monthly payment amount;

e resubmit the Mortgage for evaluation by TOTAL if the cumulative change in
the amount of the liabilities that must be included in the Borrower’s debt
increases by more than $100 per month; and

e determine that any funds borrowed were not/will not be used for the
Borrower’s MRI.

(C)Undisclosed Mortgage Debt (TOTAL)

When an existing debt or obligation that is secured by a Mortgage but is not listed on
the credit report and not considered by the AUS is revealed during the application
process, the Mortgagee must obtain one of the following that reflects an acceptable
mortgage payment history in accordance with Housing Obligations/Mortgage
Payment History (TOTAL):
e acopy of the note and either:
o a bank statement; or
o canceled checks;
e a credit report supplement; or
e averification of Mortgage.

The Mortgage must be downgraded to a Refer and manually underwritten if the
mortgage history reflects:
e a current delinquency;
e any delinquency within 12 months of the case number assignment date; or
e more than two 30 Day late payments within 24 months of the case number
assignment date.

A Mortgage that has been modified must utilize the payment history in accordance
with the modification agreement for the time period of modification in determining
late Mortgage Payments.

(D) Federal Debt (TOTAL)
(1) Definition

Federal Debt refers to debt owed to the federal government for which regular
payments are being made.

(2) Standard

The Mortgagee must include the debt. The amount of the required payment must
be included in the calculation of the Borrower’s total debt to income.
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(3) Required Documentation

The Mortgagee must include documentation from the federal agency evidencing
the repayment agreement and verification of payments made, if applicable.

(E) Alimony, Child Support, and Maintenance (TOTAL)
(1) Definition

Alimony, Child Support, and Maintenance are court-ordered or otherwise agreed
upon payments.

(2) Standard

For Alimony, if the Borrower’s income was not reduced by the amount of the
monthly alimony obligation in the Mortgagee’s calculation of the Borrower’s
gross income, the Mortgagee must include the monthly obligation in the
calculation of the Borrower’s debt.

Child Support and Maintenance are to be treated as a recurring liability and the
Mortgagee must include the monthly obligation in the Borrower’s liabilities and
debt.

(3) Required Documentation

The Mortgagee must verify and document the monthly obligation by obtaining the
official signed divorce decree, separation agreement, maintenance agreement, or
other legal order.

The Mortgagee must also obtain the Borrower’s pay stubs covering no less than
28 consecutive Days to verify whether the Borrower is subject to any order of
garnishment relating to the Alimony, Child Support, and Maintenance.

(4) Calculation of Monthly Obligation

The Mortgagee must calculate the Borrower’s monthly obligation from the greater
of:
e the amount shown on the most recent decree or agreement establishing the
Borrower’s payment obligation; or
e the monthly amount of the garnishment.

(F) Non-Borrowing Spouse Debt in Community Property States (TOTAL)
(1) Definition

Non-Borrowing Spouse Debt refers to debts owed by a spouse that are not owed
by, or in the name of the Borrower.
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(2) Standard

If the Borrower resides in a community property state or the Property being
insured is located in a community property state, debts of the non-borrowing
spouse must be included in the Borrower’s qualifying ratios, except for
obligations specifically excluded by state law.

The non-borrowing spouse’s credit history is not considered a reason to deny a
mortgage application.

(3) Required Documentation
The Mortgagee must verify and document the debt of the non-borrowing spouse.

The Mortgagee must make a note in the file referencing the specific state law that
justifies the exclusion of any debt from consideration.

The Mortgagee must obtain a credit report for the non-borrowing spouse in order
to determine the debts that must be included in the liabilities. The credit report for
the non-borrowing spouse is for the purpose of establishing debt only, and is not
submitted to TOTAL Mortgage Scorecard for the purpose of credit evaluation.
The credit report for the non-borrowing spouse may be traditional or non-
traditional.

(G)Deferred Obligations (TOTAL)
(1) Definition

Deferred Obligations (excluding Student Loans) refer to liabilities that have been
incurred but where payment is deferred or has not yet commenced, including
accounts in forbearance.

(2) Standard
The Mortgagee must include deferred obligations in the Borrower’s liabilities.
(3) Required Documentation

The Mortgagee must obtain written documentation of the deferral of the liability
from the creditor and evidence of the outstanding balance and terms of the
deferred liability. The Mortgagee must obtain evidence of the actual monthly
payment obligation, if available.

(4) Calculation of Monthly Obligation

The Mortgagee must use the actual monthly payment to be paid on a deferred
liability, whenever available.
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If the actual monthly payment is not available for installment debt, the Mortgagee
must utilize the terms of the debt or 5 percent of the outstanding balance to
establish the monthly payment.

(H)Student Loans (TOTAL)
(1) Definition
Student Loan refers to liabilities incurred for educational purposes.
(2) Standard

The Mortgagee must include all Student Loans in the Borrower’s liabilities,
regardless of the payment type or status of payments.

(3) Required Documentation

If the payment used for the monthly obligation is less than the monthly payment
reported on the Borrower’s credit report, the Mortgagee must obtain written
documentation of the actual monthly payment, the payment status, and evidence
of the outstanding balance and terms from the creditor or student loan servicer.

The Mortgagee may exclude the payment from the Borrower’s monthly debt
calculation where written documentation from the student loan program, creditor,
or student loan servicer indicates that the loan balance has been forgiven,
canceled, discharged, or otherwise paid in full.

(4) Calculation of Monthly Obligation

For outstanding Student Loans, regardless of the payment status, the Mortgagee
must use:
e the payment amount reported on the credit report or the actual documented
payment, when the payment amount is above zero; or
e (.5 percent of the outstanding loan balance, when the monthly payment
reported on the Borrower’s credit report is zero.

Exception

Where a student loan payment has been suspended in accordance with COVID-19
emergency relief, the Mortgagee may use the payment amount reported on the
credit report or the actual documented payment prior to suspension, when that
payment amount is above $0.
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(I) Installment Loans (TOTAL)
(1) Definition

Installment Loans (excluding Student Loans) refer to loans, not secured by real
estate, that require the periodic payment of P&I. A loan secured by an interest in a
timeshare must be considered an Installment Loan.

(2) Standard

The Mortgagee must include the monthly payment shown on the credit report,
loan agreement or payment statement to calculate the Borrower’s liabilities.

If the credit report does not include a monthly payment for the loan, the
Mortgagee must use the amount of the monthly payment shown in the loan
agreement or payment statement and enter it into TOTAL Mortgage Scorecard.

(3) Required Documentation

If the monthly payment shown on the credit report is utilized to calculate the
monthly debts, no further documentation is required.

If the credit report does not include a monthly payment for the loan, or the
payment reported on the credit report is greater than the payment on the loan
agreement or payment statement, the Mortgagee must obtain a copy of the loan
agreement or payment statement documenting the amount of the monthly
payment. If the credit report, loan agreement or payment statement shows a
deferred payment arrangement for an Installment Loan, refer to the Deferred
Obligations section.

(J) Revolving Charge Accounts (TOTAL)
(1) Definition

A Revolving Charge Account refers to a credit arrangement that requires the
Borrower to make periodic payments but does not require full repayment by a
specified point of time.

(2) Standard

The Mortgagee must include the monthly payment shown on the credit report for
the Revolving Charge Account. Where the credit report does not include a
monthly payment for the account, the Mortgagee must use the payment shown on
the current account statement or 5 percent of the outstanding balance.
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(3) Required Documentation

The Mortgagee must use the credit report to document the terms, balance and
payment amount on the account, if 