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1. This Transmits:

The incorporation of 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

Section |

Handbook Changes

I Doing Business with FHA

Page Number

I.A.3.c.iv(B)(3)(b)(ii) Employee$
Standard Compensation;
I.LA.6.}.i Use of Contractors
Permissible Use;

I.LA.6.}.iii Use of Contractor$
Standard;

I.LA.6.j.iv Use of Contractors

Added guidance for mortgagee use
Professional Employer Organizatiot
(PEO)as announced iML 201618
published on November 28, 2016.

Required Documentation

Section II'T Origination Through Post-Closing/Endorsement

16, 40, 41

Other Costs;
[11.A.3.b.iii(A) Allowable Charges
Separate from Assumption Processi

IlLA.2.a.ii(B) Low Cost Area; Added guidance for forward 156, 157
[I.LA.2.a.ii(C) High Cost Area; mortgage limits as announced in M
II.LA.2.a.ii(D) Special Exceptions for | 201620 published on December 1,
Alaska, Hawaii, Guam, and the Virg| 2016 and ML 2015 published on
Islands December 222016.
[I.LA.5.d.xi Back to Worki Added bracketed text to clarify polig 331
Extenuating Circumstances expired for case numbers assigned
or after October 1, 2016.
[I.A.8.a.i(B) Eligible Supplemental | Removed effective date language f 363, 453
Programs and Products endorsements for Solar and Wind
[I.A.8.m.i(B) Eligible Programs and | Technologies.
Transaction Types
[1.A.8.L.ii(B) Escrow Closeout Removed bracketed text. 452, 456
Certification;
[1.LA.8.m.viii(C) Escrow Closeout
Certification
[I.LA.8.n.vi(A) Processing Fee and | Added guidance for a processing fe 459, 726

for assumptions as announced in
ML 201624 published on Decembe
7, 2016.

Fees




Handbook Section

Handbook Changes

Page Number

LTl A 2.0 ) o0
Option Priority Waterfall;
lI.A.2.k.iv(D)(2) Special Forbearanc
i Unemployment Agreemeint
Standard,;

I1l.A.2.k.v Loan Modification;
l.A.2.k.v(G) FHA-HAMP Loan
Modification Provisions;
ll.A.2.k.v(H) FHA Mortgage
Insurance Coverage and MIP;
l1.A.2.k.vi(D)(2) FHA-HAMP
Standalone Partial Claim;
l.A.2.k.vi(F) FHA-HAMP Trial
Payment Plans;

lILA.2.p.iv Independent ThirdParty
Providers;

[ILA.2.r.i(D)(1)(c) Prohibition of
Foreclosure due to Federal Law or
Regulations;

[1l.A.2.r.i(G) Manufactured Housing
Review

HU

Section Il T Servicing and Loss Mitigation
11 . A. 2.1 .1 i1 ( A)|Revisedbracketed texttoreflectne 599, 602, 609,
Information; effective date foaffected sections a3 615, 618, 623,
[IlLA.2.i.viii Notice to Borrower after | announced in ML 201@2 published| 624, 629, 631,
Loss Mitigation Review; on December 1, 2016. 672,677,679

3. Implementation:

For Handbook updates incorporating policies with future effective dates, the Handbook updates are

effective as of those previously announced future effective dates. All other changes to the

Handbook are effective immediately.

For changes announced in Ngagee Letter 20164, as amended by Mortgagee Letter 2026

Mortgageesnaycontinue to use the guidance in the June 30, 2016 version of the Handbook 4000.1

until the extended implementation date of Mortgagee Letter-2016



4. Superseded Policy:

Previous versions of Handbook 4000.1 are amended as described in this Transmittal. Below is a list

of Mortgagee Letters, Housing Notices, and/or Handbooks containing content related to these

sections of Handbook 4000.1 that are hereby superseded in theilyeantd are canceled on

December 30, 2016. All previously superseded or canceled Mortgagee Letters, Housing Notices,

and/or Handbooks remain canceled or superseded, but will continue to be available for

i nformati onal pur pos es ithche lteyns listed bdtb.[Polisy dogwemierdsi t e a
that have been superseded in full by the Handb
Information Policy Systems (HUDClIips) web pages, accessible from the Single Family Housing
Superseded Policy Documents page a

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

Mortgagee Letter(s) Superseded in Whole ML Number

2017 Nationwide Forward Mortgage Limi€orrection for Special 201625
Exception Areas ((Alaska, Hawaii, Guam, and the Virgin Island) be
supersedednJanuary 1, 2017))

Processing Fee for Assumptions 201624
Extension of Implementation Date of Selected Sections of Handbook 201622
4000.1- ((effective March 1, 2017 Mortgageesnaycontinue to use the
guidance in the June 30, 2016 version of the Handbook 4000.1 until tl
extended implementation date of Mortgageedre201614))

2017 Nationwide Forward Mortgage Limitgto be superseded on Janu: 201620
1,2017)
Mortgagee Use of Professional Employer Organizations 201618

5. 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.
35013520) and assigned OMB control numk2$920005; 25020018; 25020059; 25020117
25020189; 25020302; 25020306; 25020322; 25020358; 25020369; 25020404; 25020414,
25020429; 25020468; 25020477; 25020494; 25020496; 25020525; 25020527; 25020538;
25020556; 25020561; 25020584; 25020595 and 250260Q In acordance 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.

Edwad L. Golding
Principal Deputy Assistant Secretary for Housing


http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/sfhsuperseded
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees

[. DOING BUSINESS WITH FHA
A. FHA LENDERS AND MORT GAGEES

The Doing Business with FHA section in tiBIA Single Family Housing Policy Handbook (SF
Handbook)covers Federal Housimydministration (FHA) approval and eligibility requirements

for both Title | lenders and Title Il Mortgagees, as well as other FHA program participants. The
term AMortgageeo is used throughout for all t
andTite | | enders) and the term AMortgageo i sS uUus
Title 1 loans), unless otherwise specified.

A Mortgagee must fully comply with all of the following approval and eligibility requirements in
order to be approved BHA to participate in the origination, underwriting, closing,
endorsement, servicing, purchasing, holding, or selling of ktdared Title | or Title Il

Mortgages.

The requirements outlined below in subsections 1 through 9 apply to both Single Famitly (one
four-units) and Multifamily Mortgagees. If there are any exceptions or pregpatific
requirements that differ from those set forth below, the exceptions or alternative program
requirements are explicitly stated or hyperlinked to the appropriateng@iderms and

acronyms used in thiSF Handbookave their meanings defined in tBéssary and Acronyms
andin the specific section of tH&F Handbookin which the definitions are located.
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees
1. Types of Program Approvals

1. Types of Program Approvals

FHA approves Mortgagees separately for participation in the Title | and Title Il programs. FHA
approval is conveyed to a specific legal Entity and cehashared with or extended to other
Entities, such as a parent or subsidiary, or any Affiliates of the Mortgagee.

a. Title |
i. Definition

A Title | Mortgagee is a Mortgagee that (a) holds a valid Title | contract of insurance and
is approved by FHA, or (b) lkiea Title | contract that has been terminated or suspended
but remains responsible for servicing or selling the Title | Mortgages that it holds and is
authorized to file insurance claims on these Mortgages.

ii. Standard

A Title | Mortgagee may be approvedddginate, underwrite, close, endorse, service,
purchase, hold, or sell loans under the Property Improvement program and/or the
Manufactured Housing program. Unless otherwise specified, Title | Mortgagees must
meet the same approval requirements and fall@wsame procedures as Title I
Mortgagees.

b. Title Il
i. Definition
A Title Il Mortgagee is a Mortgagee that has been approved to participate in Title Il
and/or Title XI programs under the National Housing Act (12 U.S.C. § 1707 et seq. and
12 U.S.C. § 1749aa seq.).
ii. Standard

A Title Il 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 ondha following four types: Supervised, Nonsupervised,
Government, or Investing.
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees
2. Types of Approved Mortgagees

a. Supervised Mortgagee
i. Definitions
(A) Supervised Mortgagee

A Supervised Mortgagee is a financial institution that is a member of the Federal

Reserve System (FRS) or whose accoargansured by the Federal Deposit

Insurance Corporation (FDIC) or the National Credit Union Administration (NCUA)
(collectively, ARFeder al Banking Agenci eso

(B) Large Supervised Mortgagee

A Large Supervised Mortgagee is a Supervised Mortgagee that hasdaesbl

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 atl2 CFR & 363.1(a), 562.4(b)(2) and 715.4(ahd 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 codifietl @GER

88 363.1(a), 562.4(b)(2), and 715.4(@hd are subject to change.

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

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

b. Nonsupervised Mortgagee
i. Definition

A Nonsupervised Mortgagee is a lending institution taat 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 something directly related to the lending

or investing of funds in real estate Mortgages, not simply actions relating to real estate in
general.
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ii. Standard

A Nonsupervised Mortgagee must meet the general approval requirements set forth
below and:
1 meet FHA principal activity requiremeriy deriving at leashO percent of its
gross revenue from
0 its activities in lending or investing of funds in real estate Mortgages
0 consumer installment notes or similar advarafesedit
0 the purchase of consumer installment contramts
o adirectly related field
1 have an acceptablrisiness form
1 demonstratereditworthinessand
1 have an acceptablending program

iii. Activities Authorized

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

c. Government Mortgagee
i. Definition

A Government Mortgagee &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 Governnent 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 FHAinsured Mortgages.

d. Investing Mortgagee
i. Definition

An Investing Mortgagee is an organization that invests funds under its own control.

il. Standard
An Investing Mortgagee must meet the general approval requirements set forth below
and:
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T have staff capable of managing the Mort
insured Mortgages;

1 have an acceptablrisiness form
1 demonstratereditworthinessand
1 have an acceptablending program

iii. Activities Authorized

An Investing Mortgagee may purchase, hold, or sell FRBAIred Mortgages. An
Investing Mortgagee may onderviceFHA-insured Mortgages if it receives prior
approval

iv. Activities Not Authorized

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

3. Application and Eligibility Requirements for Approval
a. Title I and Title Il Program Applications

An applicant for FHA apprad may apply for Title | and Title 1l approval separately or in
the same application.

b. Online Application

An applicant seeking FHA approval must submibaiine applicatiorcontaining all

information and doamentation 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:

1 general information (such as thpplicant namedate the agigant was
established, Taxpayer Identification Number (TIN), Nationwide Mortgage
Licensing System and Registry Unique Identifier (NMLS ID), etc.);

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

1T addresses (the geographic and mailing
office);

1 Mortgagee typéthe type of FHA Mortgagee approval being sought:
Supervised, Nonsupervised, Government, or Investing);
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1 Mortgagee functio (the functions being sought: originate/underwrite, service,
and/or hold);

1 FHA program participation (the FHA program participation being sought:
Title 1, Title Il Single Family, and/or Title Il Multifamily);

1 Corpaate Officerqthe 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 design&#ter in Charg® and

1 Principal Ownergthe names, SSN or TIN, and percent ownership).

(B) Required Documentation

The applicant must submit all of the application information irotiiene 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 tablevoiblat
is required for the type of approval being sought. This documentation must be
submitted in the@nline application
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Business Formation Documents V V
Commercial Credit Report of Mortgag V \V/
Credit Reports oPrincipal 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 Reqistration V V \V/ V
Financial Reports V V V V
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 AV

iii. Certification of Compliance

(A) Standard

As part of its applicatiorthe applicant, through a Corporate Officer, must complete a

series otertification statementshat addr ess the applicant 6:s
requiremers.

IFederally regulated refers to an entity that is a member ¢fRiSeorwhose accounts amesured by the FDI®@r
the NCUA
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(B) Required Documentation

The certification statements must be completed irotti@e applicatiorby a
Corporate Officer of the applicant who has bewtuded in the list of Corporate
Officers in the onlinepplication.

(C)Unable to Certify

If an applicant is unable to certifyg any ofthe certification statements, the applicant
must submit a detailed explanation in tréine applicatiorfor each certificatiothat
it is unable to complete. The document must:

explain in detail the reason(s) why the applicant is unable to certify;
be on the applicantds | etterhead;
be dated,;

be signed by the Corporate Officer who signs the application; and
contain languageertifying that, if approved, the applicant will comply with
all FHA requirements.

= =4 =4 -8 -

(D)FHA Review

FHA will review the applicantdos explanat:.
communicate to the applicant any additional information or documentation needed to
reder a final decision regarding the appli
process.

iv. Application Fee
(A) Standard

The applicant must pay a nonrefundadabglication feavhen submitting an
application for approval. Applicants applying for both Title | and Title Il approval,
whether simultaneously or separately, will only be assessed a single application fee.

(B) Exception

Applicants applying for appral 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 obtti@e application
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DOING BUSINESS WITH FHA

FHA Lenders and Mortgagees
Application and Eligibility Requirements for Approval

c. Eligibility Requirements

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 s Eani ty chartered in the Unitec
(b) Standard

The corporation must be organized in a
regarding cor por at peanarsentauncdssionu st pr ovi d

(c) Required Documentation

The <co
i

porlamiitonc onuises saf i ts articles
wi t h S

r
t application.

(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 andttabutes
of corporations and partnerships.

(b) Standard

The LLC must:
1 consist of two or more members, unless its single member is a
corporation or LLC consisting of two or more persons or members;
1 have a minimum term of existence of 10 years from theafate
application; and
1 provide for succession and continuance in the event of the withdrawal
or death of a member.

(c) Required Documentation

T h leL.C must submit its Articles of Organizati@md operating agreement
wi th i ts aArclesof@gdanizatm and dperating agreement
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must contain language addressing the requirements listed in th& IEEIA
Standardsectionabove.

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 organizedaiccordance with state law that does not
conflict with FHA requirements.

The Series LLCbs operating agreement n
1 no series may participate in FHA programs unless the approved
Mortgagee owns 100 percent of the membership interests in that
series; and
1 the approved Mortgagee remains fully liable for the debts, liabilities,
obligations and expenses of any and all series that participate in FHA
programs.

(c) Required Documentation

The Series LLC must submit its Articles of Organization and operating
agreementvi t h i ts. 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 feprofit business opetian between two or more Entities
that share ownership and management responsibilities.

(b) Standard

The partnership must:
1. be organized in accordance with relevant state law;
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2. have a term of existence that continues for a minimum term of 10
years from the datef application; and
3. be 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 pavirer,

1 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

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

(c) Required Documentation

T h e p a rnust subrsithits partnership agreement. The partnership
agreement must contain language addressing the requirements listed in the
FHA Partnership Standasectionabove.

The partnership must submit the names and TINs of all general partners as
well as the names and SSNsofalt f i cer s and directors o
gener al partner.

(5) Nonprofit
(a) Definition

A nonprofit is a charitable organization or corpomatioivic 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 @eCtjon 501(a) as
an entity described in Sections 501(c)(3) and (4).

A nonprofit organized as@rporation LLC, orpartnershipmu slsocomply
with all requirements for the applicable business form.

(c) 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.
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(B) Required Documengtion

The Mortgageenu st submit i ts Busiimhesnihe For mat i on
application

ii. Mortgagee Name
(A) Definitions
(1) Institution Name

The Mortgageebds Institution rMdmene i s t he
associated with the Mortgageebs home of

(2)ADoi ng Business Aso0o Name

The ADoing Business Aso0o (DBA) name i s a
Mortgagee has a legal right to use.

(B) Standard

The Mortgagee must use as its institution or DBA name theersglnown 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 theidglFamilies

Save Their Homes Act of 2009 (Pub.L. 122) or 18 U.S.C. § 709, which places
restrictions on Afederal, 06 Agovernment, O
Mortgagee is exempt from these statutory prohibitions.

The Mor t g aigrenandesandialhDBA mames tused by a Mortgagee for
conducting FHA business must be registered with FHA. The Mortgagee must use

only those names that are registered with FHAdwertisingand promotional
materials related t6HA programs.

(C)Required Documentation

A Nonsupervised or Investing Mortgageas st submit i ts Business
Documents. A Supervised Mortgagee must su
registration for its homenafmtice as verif

gee must submit documentation f
O use its institution name or C
ts Business Formati on Document s

approved

The Mortga
t
shown on i
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ii. Office Facilities
(A) Definitions
(1) Home Office

TheMot gageeds Home Office is the main off
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 designawefarheadqraAt e
business. A Mortgageeds home office doe

The Mortgageebd6s home officetmaust have a
employees. The Mortgagee may not rely on a shared receptionist to satisfy this
full-time empoyee requirement.

A Mortgageebs home office facility must
1 be located in a commercial space that is separate from any other Entity
(except for receptiotype entrances or lobbies);
1 be clearly identified, including having a permanently affixed busisiges
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
9 display afair housing posteif 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 acordance with the requirements set forth inBinench Officerequirements
section of thisSSF HandbookThis includes any branches that will originate,
underwrite, and/or service FHidssured Mortgages.

The Mortgagee musnsure 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 fulime employee requirement.
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The Mortgagee must displayfar housing postein branch offices that deal with
Borrowers and the general public.

(C)Required Documentation

FHA will verify compliance with the office facilities requirements through arsiten
visits. The Mortgagee must maintain antoglate 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 Owne is any individual or Entity meeting the following thresholds or
roles for the applicable business form:

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 Participatign

(3) Required Documentation

A Supervised, Nonsupervised, or Investing Mortgagee must identify all Principal
Owners. The Mortgagee must submit thimrmationin the online application.
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(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 Nonsupenad or Investing Mortgagee:
owner,

President;

Vice President;

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 managef an LLC.

=4 442 -0_9_9_9_9_2_2°_42._-2-

(i) 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:

1 President;

1 Vice President in charge of maging or overseeing any aspect of
the Mortgageeds 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

specifically designated staff member(s) of a Government
Mortgagee.

= =8 -8 _9_9_9_9_2°_-2
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(b) Standard

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

The Mortgagee must ensure its Corporate Officers only represent a single
Mortgagee, unless the following criteria are met:
1 the Entities represented have some or all of the same Corporate
Officers or Principal Owners; and
1 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.

(c) Required Documentation

The Mortgagee must identify all Corporate Officers listedvabwho will be
directly involved in managing, overseeing, or conducting FHA business. The
Mortgagee must submit all of thisformationin the online application.

A Nonsupervised, Government, or Investing Mogga must submit a current
resume covering the most recent seyear period for each of these
Corporate Officers.

(2) Officer in Charge
(a) Definition

The Officer in Charge ithe Corporate Officedesignated o manage and
direct the Mortgageedbs FHA operations

(b) Standard

The Mortgagee must designate as the Officer in Charge-tinfidICorporate
Officer who is exclusively employed by the Mortgagee and has at least three
years of experience in the specific Mortgagee functirectivities that the
Mortgagee is approved to perform, including:

9 originating or servicing Single Family or multifamily Mortgages;

1 investing funds in real estate Mortgages; or

1 managing other individuals performing these services.

A Cor por aexperiéhtefinirealestabesales or brokerage does not
qualify.
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(c) Required Documentation

The Mortgagee must designate the Officer in Charge and submit a current
resume covering the mostrecentseyeear peri od detailing
relevant experienceithe online application.

(3) Employees
(a) Definition

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

(b) Standard
() Eligibility of Employees

The Mortgagee must not employ any individual who will participate in
FHA transactions ifte individual is suspended, debarred, uredamited
Denial of Participation (LDP), or otherwise excluded from participation in
FHA programs (seRestricted Participatign

(i) Compensation

The Mortgagee must nobmpensate employees who perform
underwriting, Quality Control (QC), or mortgage servicing activities on a
commission basis.

The Mortgage®r its permissible contractanust report all employee
compensation on IRS ForWi-2.

(iif) 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 registratioof its employees in thEMLS.

(iv) Dual Employment

The Mortgagee must require its employees to be its employees
exclusively, unl ess the Mortsgagee ha
other outside employment, including any satiployment, does not create

a prohibited conflict of interest.

Handbook 4000.1 17
Effective Date:09/14/2015 | astRevised:12/30/2016
*Refer to theonline versioof SF Handbook 4000.1 for specific sections


http://www.allregs.com/tpl/public/fha_freesite.aspx
http://mortgage.nationwidelicensingsystem.org/Pages/default.aspx

I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees
3. Application and Eligibility Requirements for Approval

(v) Conflicts of Interest

Employees are prohibited from having multiple roles in a single-FHA
insured transaction. Employees are prohibited from lgawialtiple

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:
1 meet basieligibility requirementsand
1 perform the underwriting function in a manner consistent with
FHA guidelines.

(vi)  HECM Originators

The Mortgage 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 dastrates that it or any other
party maintains firewalls and other safeguards designed to ensure that:
9 individuals participating in the origination of the HECM must have
no involvement with, or incentive to provide the Borrower with,
any other financial onsurance product; and
1 the Borrower must not be required, directly or indirectly, as a
condition of obtaining a HECM, to purchase any other financial or
insurance product.

(c) Required Documentation

The Mortgagee must certify that it meets these requirenrettie online
application.

v. Creditworthiness
(A) Definitions
(2) 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
theinstitution if less than seven years that:
1 reflects no delinquent accounts or collections and no legal actions; or
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1 reflects legal actions that have been adequately resolved, and/or delinquent
accounts or collections that have been adequately resolveat tvatre an
acceptable explanation.

(2) Individual Creditworthiness

A Creditworthy Individual is a person whose credit background for the sgaan
period preceding the FHA Mortgagee approval application or for the length of the

i ndi vi dual 0 desxthiaeskvet yedrsi st ory i f
1 reflects no delinquent accounts or collections, and reflects no legal actions
that would i mpair the individual 06s ¢

judgment, lien, or bankruptcy; or

1 reflects legal actions that have been adequatslylved, 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 Principalv@ers and Corporate Officers are creditworthy
individuals.

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

A Nonsupervised or Investing Mortgagee must submit a commercial cnediit re
not more than 90 Days oldth 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 stilanpiersonal 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 Motgagee 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 folicesmsgng
requirements.
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(A)Business License or Registration
(1) Standard

The Mortgagee must have an active state license, registration, or equivalent
approval to operate its business in the jurisdiction where the home office is
located.

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

A Mortgagee that has been refused aediaénse 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, regst@atequivalent
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 licensgatole to
certify. It must follow the unable to certify procedures and must submit
documentation concerning the action that shows étere 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).

(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, employeesifidiades
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.
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(2) Required Documentation

The Mortgagee mnmt certify that it meets this requirement as part obthlene
application

vii. Financial Requirements
(A) Standard

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

(1) Adjusted Net Worth

The Mortgagee must compute its adjusted net worth in accordance wik/ihe
OIG Handbook 2000.04Consolidated 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, underwritteserviced, and/or purchased during the

prior fiscal year, up to a maximum required adjusted net worth of $2,500,000.

(b) Multifamily Programs
(i) With Servicing

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

(i) Without Servicing

The Mortgagee must haweminimum adjusted net worth of $1,000,000
plus an additional net worth of ofalf of 1 percent of the total volume in
excess of $25,000,000 of FHA multifamily Mortgages originated,
underwritten, and/or purchased during the prior fiscal year, up to a
maximum required net worth of $2,500,000.

(c) Dual Patrticipation

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 volumexcess of $25,000,000

of the aggregate of FHA Single Family and multifamily Mortgages originated,
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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 egputed in accordance with thJD OIG Handbook
2000.04 Consolidated Audit Guide for Audits of HUD Programs

The Mortgagee must hold no less than 20 perokit$ 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
documentation described below.

(1) Small Supervised Mortgagees

A Small Supervised Mortgagee must submit a copy of its Unaudited Regulatory
Report (i.e., reportofcondii on and i ncome, al so known
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 Cotpdzdficer that

aligns with its fiscal year end.

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

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

(b) Accounting and Auditing Standards

The Mortgagee must have prepared its financial statements in accordance with
Generdly Accepted Accounting Principles (GAAP) and had its audit

performed in accordance with Generally Accepted Auditing Standards

(GAAS).
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(c) Audit Period Covered

A Mortgageebs audited financial staten
operation. For companies operatiog 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
applicantdés fiscal year end period at
1 If the end date for thaudited 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.
1 If the 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
contractspr 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 Mortgagenust submiaudited financial statemerttsat reflect
the sources of its revenue.

ix. Funding Program
(A)Nonsupervised Mortgagees
(1) Standard

A Nonsupervised Mortgagee that originates FHA Mortgages must maintain a
warehouseihe of credit or other mortgagending program acceptable to FHA.

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

Except for multifamily Mortgagees, Title Il Mortgagees must have a minimum
$1,000,000 warehousi@e of credit or funding program, and must ensure the
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funding program or warehouse | ine of cr
average6ay ori gination operati-Days. The Mor
origination operations refer to loans closed amtled, and/or purchased by the
Mortgagee duri ng t hizaypdiod bbygnartgageansunthi g h e s
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 thMortgagee; or 2) has an agreement with a financial

institution. The documentation must ensure the funding program or warehouse

l ine of credit is suffici-Payborigimatonf und t h
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 meetsiihienum coverage
amountset by FHA. The Mortgagee must ensure that its fidelity bond coverage is in a
form generally acceptable to one of thewelary 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 B\MFRand that ensures the faithful performance
of the Mortgageeds responsibilities.

(B) Required Documentation

The Mortgagee must submit documentation evidencing that it has acceptable fidelity
bond coverage.
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xi. Errors and Omissions Insurance
(A) Standard

A Mortgagee mst have errors and omissions insurance that meetsitit@um

coverage amourget by FHA. The Mortgagee must have errors and omissions
insurancehat 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 enberésthful performance
of the Mortgageeds responsibilities.

(B) Required Documentation

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

xii. Quality Control Plan
(A) Standard

A Mortgagee that originates, undeites, closes, endorses, or services FHHgured
Mortgages must have a QC Plarth at meet s FHAG6s requirement
Quality Control, Oversight and Compliansection of tis SF HandbookThe

Mortgagee mustaintain 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.
d. Processing of Applications

FHA will review all completed pplications 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 foesponse. 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

If FHA approves the application, FHA will provide naigia email and U.S. mail. This

notice wild/| include the Mortgageeds assigned
Lender ID), which must be used by the Mortgagee in all FHA computer systems and official
correspondence with FHA.
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f. Application Denial

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 throughlthe 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 reapply after a period of 12 months. The
applicant will be required to pay an applicatfee at the time it submits its subsequent
application for approval.

4, Branch Offices
a. Registration

The Mortgagee must register Bianch officesn which it conducts FHA business, including
originating, underwriting, andf servicing FHAinsured Mortgages. The Mortgagee must
register each branch office and gawgnch office reqistration fe¢lsrough he Lender
Electronic Assessment PorthEAP). 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 througftAPt o r eassi gn t hdigit FHA temdenriDtothd | c e 6 s
new branch and must payetbranch office registration fee.

b. Single Family Lending Area

i. Definition
An nAnArea Approved for Businesso (AAFB) i s
Mortgageeds home or branch office is per mi

Mortgages. The AAFB is subdivideato HUD Field Office jurisdictions.

HUD Field Office jurisdictions can be verified @aww.hud.gov/lendersnder the
Mortgage Origination tab.
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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 licemisg and approval requirements.

c. Managers
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.

iii. Required Documentation

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

d. Net Branching Prohibition
i. Standard

The Mortgagee must not engage an existing, legally separate mortgage company or
broker to function as the Mor tomgdacgFeHA 6 s br an
activities using the Mortgageeds FHA appro

il. 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 transferahke Motrtgagee,

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 sashs, 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.
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5. Supplemental Mortgagee Authorities

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

a. Title Il Direct Endorsement Authority
I. Scope of Authority

Approval to participate in FHAG6s Direct En
Mortgageetousher wr i te Title Il Single Family Mort
and submit them directly for FHA insurance endorsement.

The Mortgagee must obtain separate DE 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.

(2) TestCase Phase

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

(3) Unconditional DE Authority

Unconditional DE Authority permits lslortgagee to underwrite and close Title Il
Single Family Mortgages prior to submitting them to FHA for FHA insurance
endorsement.

(B) Standard

To obtain Unconditional DE authority, the Mortgagee must successfully complete the
Test Case phase, which permits FHA eval uate t he Mortgageedc
experience, and expertise to underwrite Mortgages that satisfy FHA requirements.

(C)Exception

Unconditional DE authority may be granted, without the need for the Test Case
phase, to the following categories of Myagees created by merger, acquisition, or
reorganization:
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1 surviving FHA-approved Mortgagees; or
1 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 FHAOGs DE Progr am.

(A) Standard
(1) FHA Mortgagee Approval

A Mortgagee must haveHA approvalas a Title Il Supervised, Nonsupervised, or
Government Mortgagee to be eligible to participate in the DE Program.

Mortgagees approved as/bsting Mortgagees are not eligible to participate in the
DE Program.

(2) Origination Experience

The Mortgagee must have:
1 atleast five years of experience in the origination of Single Family
Mortgages; or
1 a Principal Officer with at least five years of managerial experience in the
origination of Single Family Mortgages. For the purposes of3Ris
Handbooka Principal Officer is the same as a Corporate Officer.

(3) Personnel Requirements
The Mortgagee must haas underwriteron its permanent staff.

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

Unconditional DE authority may be granted without the need for the Test Case phas
following a merger, acquisition, or reorganization, so long as the following criteria
are met:
1 Either or both institutions, of the surviving FH®pproved Mortgagee or the
FHA-Approved Mortgagee resulting in a new FHA Lender ID, were
unconditionally DEapproved prior to the merger, acquisition, or
reorganization.
1 If both institutions are unconditionally D&pproved, then the management
and staff of at | east one of the Mortogg
Unconditional DE authority prior to the mergacquisition, or reorganization
must continue to exercise those responsibilities for the new Mortgagee. If only
one institution is unconditionally DBpproved, then the management and
staff involved with that Mortgglleegeeds L
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merger, acquisition, or reorganization must continue to exercise those
responsibilities for the new Mortgagee.

1 Both Mortgagees have claim and default rates at or below the 150 percent
national compare ratio. If only one institution is unconditional: D
approved, then only that Mortgageeds c
considered.

iii. Application and Approval
(A)First-Time Applicants
(1) Application
(a) Request to Enter into the Test Cas@hase

The Mortgagee must submit a written application for Unconditional DE
auhority to the Jurisdictional HOC for
office is located.

(b) Required Documentation

The Mortgageeds DE application must <co
Officer requesting entry into the Test Case phase that cortains t
Mortgageeds -cdhiognet oFHA cleerndder | D and al
names and the fowaharacter FHAassigned identification numbers issued to

these underwriters.

(2) Notification and Entrance Conference

If the Mortgagee meets the requirements for contti@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 Mortgageedim obt
Unconditional DE authority.

The Mortgagee must participate in arp@rson 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 durinfeteCase
phase. FHA wi | | review these cases for
underwriting requirements.
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(a) Case Binder Submission

The Mortgagee must submit all Test Case files to the Jurisdictional HOC
associated with the Mortgageeds home

(i) Pre-closing Submission

If the Mortgagee submitted the case binder before clogiagiOC will

either issue a Firm Commitment (approval) or Firm Reject (denial). The
Mortgagee may close and submit for endorsement any Mortgage that has
received a Firm Commitent.

(i) Postclosing Submission

If the Mortgagee initially submitted the case binder to FHA after closing,
the HOC will perform a Test Case review for compliance with FHA
underwriting guidelines. The HOC will issue either a Firm Commitment
(approval) or FirnReject (denial). Once a Firm Commitment is issued,

the HOC will process the case for endorsement. If a Firm Reject is issued,
the Mortgagee must make all necessary corrections and provide all
required documentation to the HOC before the Mortgage can beseqld

(b) Test Case Underwriting Report

The Mortgagee, or its underwriter, must review the Underwriting Report
completed by the HOC available througHA Connection (FHACbn all

Test Cases. Mortgagees nmraguest a change in an unacceptable rating for a
Mortgage by submitting a request to the HOC that processed the Test Case.
The Mortgagee must include all relevant documentation to support its request.

(c) Test Case Closing Package

The Mortgagee must ensurettladl 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 DE Authority

After the Mortgagee successfully completes the reqUiest Cases, FHA

will grant the Mortgagee approval for Unconditional DE 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 consetiue monthdollowing the date of the entrance
conference in order to be granted Unconditional DE authority.
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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 DE Authority

The Mortgagee will be denied approval for Unconditional DE authority if, at

any time during the Test Case phase,

submissions demonstrate a lack of knowledge of FHA requirements, or if
FHA idertifies unacceptable practices.

(i) Denial Decision

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

(i) Denial Appeal

The Mortgagee may appeal this denial by requesting an iaform
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.
(i) Informal Conference

FHA will conduct an informal conference withe 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 DE 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, dmnis or herdesignee, within 30 Days of the date

of the deral 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 constitutesfl agency action.
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(c) Reapplication Following Denial

Any Mortgagee who is denied Unconditional DE authority will not be
permitted to reapply until it has:

1 demonstrated appropriate remedial education or action;

1 supplied evidence to support such action; and

1 waited a minimum of 180 Days from the date of final agency action.

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

(1) Standard

The Mortgagee must submit a written application for Unconditional DE authority
to the Jurisdictional HOE or t he st ate where the Mortg
located.

(2) Required Documentation

The Mortgageeb6s DE application must con
1 aletter signed by a Corporate Officer requesting Unconditional DE
authority that specifies:
o the FHAapproved andionapproved Entities involved in the merger,
acquisition, or reorganization;
0 which Entity is the surviving Entity; and
o the effective date of the merger, acquisition, or reorganization; and
1 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 Mortgagee with
Unconditional DE authority permits another Unconditional&iproved Mortgagee
to underwrite Motgages on its behalf.

(B) Standard

A Mortgagee with Unconditional DE authori
designate another Unconditional 2Ep pr oved Mort gagee to act
agento for the purpose of wunderwriting Mo
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(1) Required Authoriti es

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

For a forward Mortgage:
1 the principal may havenconditional DE authority for either faard
Mortgages or HECMand
1 the authorized agemusthaveUnconditional DE authority for forward
Mortgages.

For a HECM

1 the principal may havenconditional DE authority for either forward
Mortgages or HECMand
1 the authorized agemusthaveUnconditional DE authority for HECM.

(2) Process

The principal must originate the Mortgage and the authorized agent must
underwrite the Mortgage. The Mortgage m
and either may submit the Mortgage for endorsement.

(C)Required Documentation

The relationship must be documented.LiPAP by the authorized agent, and the
principal 6s FHA Lender I D must be entered
file and inFHAC.

v. Sponsor/Sponsored ThirdParty Originator Relationship
(A) Definition
A Sponsor/Sponsored Thifarty Originator (TPO) Relationship is one in which a
Mortgagee (acting as the fAspoongnatorang per mi
originate Mortgages on behalf of the Mortgagee.
(B) Standard
Only a Mortgagee with DE authority may use sponsored TPOs.

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

AMortgagee must ensure its sponsored TPO an
directors, principals, managers, supervisors, loan processors, and loan originators are
not ineligible undeg4 CFR § 202.5())
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A sponsored TPO is authorized to originate Mortgages for sale or transfer to a
Mortgagee with DE authority. A Mortgagee must ensure its sponsored TPO does not
close Mortgages in their own name.

Exception for Mortgagees Acting as a Sponsored ThirgParty 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 DE authority must confirm registration of its

sponsored TPO on the Sponsored Originator Maintenance scriegA@ A

Mortgagee must register its sponsored TPO on the Spamh&biginator Maintenance
screenirfHACi f t he sponsored TPO is not on the
legal name and Employer Identification Number (EIN) must be included.

b. Title Il Single Family Lender Insurance Authority
i. Scope of Authority

Approval t o p aTitléll SsngleFarhilg Lendar InBurbAcé @Program
permits a Mortgagee to enderMortgages for insurance with no prior review by FHA.

(A) Definitions
(1) LI Authority

LI Authority permitsa Mortgagee with Title 11 Unconditional DE authority
endorse Single Family Mortgages for insurance without prior review by FHA.

(2) LI Compare Ratio

The LICompare 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 twear period.

(B) Standard

To obtain Title 1l Single Family LI authority, the Mortgagee must meet the eligibility
requirements as stated below and successfully complete the application and approval
processes.
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ii. Eligibility Requirements
(A) Standard

To obtain LI approviathe Mortgagee must:
1 be an FHAapproved Mortgagee with Unconditional DE authority; and
1 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 Icentification 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:

1 have Unconditional DE authority;

1 have had one or moMortgagees with LI authority at the time of the
merger, acquisition, or reorganization, participate in the merger,
acquisition, or reorganization;

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

1 have an LI Compare Ratio that is derived from aggregating the claims and
defaults of all formerly FHAapproved Mortgagees participating in the
merger, acquisition, oeprganization that is not more than Jscent
and

1 ensure that the management and staff who were involved with LI
processing for the FHApproved Mortgagee prior to the merger,
acquisition, or reorganization will continue to exercise those
responsibilites for the new Mortgagee.

iii. Application and Approval
(A)First-Time Applicants
(1) Standard
The Mortgagee must apply for LI authority througHAC.
(2) Required Documentation

Before applying, the Mortgagee must makeraten determination that it will
participate in the LI Program. The Mort
participate in the LI Program must be signed by a Principal Owner or Corporate
Officer. The Mortgagee must retain a copy of such written determmaiid

make it available to HUD upon request.
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(3) Approval
FHACwi | | automatically approve or deny t
the Mortgageeb6s DE approval status and

(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 musbply for LI authoritythroughLEAP.

(2) Required Documentation

The Mortgageeds aphpfoliowiryt i on must cont ai

1 a copy of the Acknowledgment of Terms and Conditions for LI screen in

FHAC, printed and signed by a Corporate Officer;

1 the name and contact information of the LI contact person and, at the
discretion of the Mortgagee, the name and contact information for the
backup LI contat person;
the name and FHA Lender ID of the new Mortgagee;
the names and FHA Lender IDs of the Mortgagees patrticipating in the
merger, acquisition, or reorganization; and
1 information identifying the management and staff experienced with LI

processing empied 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.

= =

c. Title I Manufactured Housing Loan Direct Endorsemert Authority

RESERVED FOR FUTURE USE

This section is reserved for future use, and until such time-A&p{#oved Mortgagees
and Title | Manufactured Housing Mortgagees must continue to comply with all
applicable law and existing Handbooks, Mortgagee Letiwsices and outstanding
gui dance applicable to a Title | Manufactu
programs.

d. Title Il Multifamily Accelerated Processing Authority

Title 1l Multifamily Accelerated Processing (MAP) authority permits Mortgagees to
underwrite and close multifamiMor t gages f or FHA insurance wi
to closing. The Office of MuDEetails dn thismuthority Hou s i n
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are in theMultifamily Accelerated Processing (MAP) Guide 443 ich is available in
HUDG6s Client | nfSgstem@UDCIARE). and Pol i cy

6. PostApproval Operations
a. Operating Requirements and Restrictions

A Mortgagee must comply with the following operating requirements andctests for its
FHA business operations in addition to continuing to operate in full compliance with the
eligibility requirements outlined in thiSF Handbook

b. Providing Information to FHA

Once approved, a Mortgagee must provide the following informatié#iA usingLEAP.
The Mortgagee has an obligation to keep the information up to date.

i. Addresses for Correspondence

The Mortgagee must provide the following office addresses:
1 Mailing - address of home offe
1 Geographic street address(es) where its home and branch offices are physically
located
1 Administrative- street address to which HUD administrative notices from the
HOC Quality Assurance and Processing and Underwriting Divisions, Office of
Lender Activties and Program Compliance, Mortgagee Review Board (MRB),
Office of General Counsel, and Office of Inspector General (OIG) are sent,
including requests and/or demands for indemnification
Premium- address to which FHA insurance premium correspondersanis
Payee address to which FHA claim correspondence is sent
Servicing- street address of the main servicing office
Computerized Homes Underwriting Management SygteRiJMS) - address to
which FHA originating, underwriting, endorsing, and closing correspondence is
sent
1 Endorsemertaddress to which all FHA mortgage endorsement correspondence
is sent, including the Mortgage Insurance Certificate (MIC)

= =4 =4 =4

ii. Point of Contact

The Mortgagee must prae a primary administrative contact and an associated email

address. The administrative contact is the point of contact associated with the
Mortgageebds administrative address, and i s
the Mortgagee and FHA.IPKHUD administrative notices from the HOC Quality

Assurance and Processing and Underwriting Divisions, Office of Lender Activities and
Program Compliance, MRB, Office of General Counsel, and OIG will be sent to the
administrative contact, including reqteand/or demands for indemnification.
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Point of contact information is optional for all other addresses listed above.
iii. All Other Contact and Identification Information

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

iv. Branch Office Information

For each registered branchoffic t he Mort gagee must provide
phone number, email address, DBA name, and branch and regional managers.

v. Principal/Authorized Agent Relationships

The Mortgagee must identify iggincipal/authorized agent relationships_EAP.

vi. Sponsor/Sponsored ThirdParty Originator Relationships

The Mortgagee must identify its sponsored TPOs on the Sponsored Originator
Maintenance screen FHAC if the sponsored TPO is not on the registry. The sponsored
TPOOGs | egal name and EIN must be included.

vii. Cash Flow Accounts

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

1 Title I, Single Family Upfront Premiums

1 Title I, Single Family (Periodic) Annual Premiums

1 Title Il, Single Family Upfront Premiums

1 Title Il, Single Family (Periodic) Monthly Premiums

1 Title Il, Single Family Claim Remittance Amounts

c. Compliance with Law

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

d. Servicing of FHA-Insured Mortgages

The servicing of FHAInsured Mortgages must be performed by Fé&j#oroved Mortgagees.
FHA-approved Mortgagees that use a subservicer to serviceiidtibed Mortgages must
ensure the subservicer is also approved by FHA to serviceifr$lhed Mortgages. The
savicing Mortgagee is responsible for the actions of their subservicers.
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e. Employee Compensation

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

f. Conflicts of Interest

The Mortgagee may not pernaibh employee to have multiple roles in a single FHgured
transaction. Employees are prohibited from having multiple sources of compensation, either
directly or indirectly, from a single FHMsured transaction.

g. Payment of Operating Expenses
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 whiéreonducts FHA business.

The Mortgagee must maintain all accounts for operating expenses in its name.
h. Prohibited Payments

The Mortgagee, or any of the Mortgageeods emp
other party involved in an FHMAsured matgage 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 payreferral fee to any person or Entity. The Mortgagee is not
permitted to:
1 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 Mortgagéo be provided by the Mortgagee;
1 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 FHAsured Mortgages; or
1 paya 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 i aAnguoed magtghgei n t he Mor t
transactions.
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i. Staffing

The Mortgagee must employ sufficient, experienced staff or engage, as permitted, the
contract support necessary to carry out the

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 ensg compliance with the licensing and registration
requirements applicable to individual loan originators under the SAFE Act.

j. Use of Contractors
i. Permissible Use

TheMortgagee may use contract support for administratiuenan resourceand
clerical functions that include

1 clerical assistance;

1 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 Njadee);

1 ministerial tasks in mortgage servicing (processing of a foreclosure action,

preservation and protection, and/or tax services);

legal functions;

Quality Controj and

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

= =4 =

ii. Impermissible Use

The Mortgagee may not contract with any Entity or person that is suspended, debarred,
under a Linited 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 fusicio@s not and will
not materially affect underwriting or servicing decisions or otherwise increase financial
risk to FHA.
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The Mortgagee remains responsible for the quality of its fitéfred Mortgages and
must ensure that its contractors fully comply véthapplicable 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 undethe 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 bya 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 eaatty.

k. Affiliates
i. Definition

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

ii. Standard

The Mortgagee must ensure thatAt§iliates are eligible and propky trained to
participate in FHA programs.

The Mortgagee must ensure that each Affiliate of the Mortgagee adheres to FHA
requirements when performing activities re

I.  Branch Office Requirements

All branch offices must m e t Fstdffng, effice facilities andoperating requirements
and all applicabléicensingrequirements

m. Fair Housing Notice

agee mus afarmousingposteartt leyacchi oflfayx e t hat
in activiReeisdeerel a&aRed Rattad d Elsrtaantseact i ons so a
apparent to all persons seeking residenti al
must pr omi n e Bdudl fousihg Gppdrianyy logohdecuments, including both

hard copy and electronic documents, distributed by the Mortgagee to the public.

The Mortg
[
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n. Advertising
i. Definitions
(A)Advertising

Advertising is any communication made toariside Entity or individual that
describes or calls attention to a Mortgag

(B) Advertising Device

An Advertising Device is a channel or instrument used to solicit, promote, or

advertise FHA products or programs. Advertising Desiare 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, solicigtimomotional materials and
correspondence.

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 dfffiliates 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 commuications 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 governmeriorms, 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 tk Mortgagee as the sole author and originator of the Advertising
Device. The Advertising Device must refle
appropriate contact information.

(1) HUD and FHA Names and Acronyms

t he wor dsn aftfi eodnearl g,
Ur ban Devel opmen

The use |
d t,
UDO or AFHA, 0 either a

of
Housing an
|l etters fAH
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approved Mortgagee, naapproved Mortgagee, or sponsored TPO in amaan

that falsely represents that the Mortga
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 penissible use of the official FHApproved Lending Institution logo
and the Equal Housing Opportunity logdylortgagee 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 anther insignia that imitates an official federal

seal. No person, party, company, or firm, including Fafproved Mortgagees,
may use these logos or seals on any Advertising Device.

(a) FHA-Approved Lending Institution Logo User Restrictions

Only an FHAapprovel Mortgagee may display the official FHApproved
Lending Institution logo on an Advertising Device for the purpose of
illustrating to the public the fact that the Mortgagee originates-itsared
mortgage products.

The Mortgagee must not permit its sparsbTPOg0 use the official FHA
Approved Lending Institution logo on any Advertising Device; unless the
sponsored TPO is also an Fréfyproved Mortgagee.

(b) FHA-Approved Lending Institution Logo Content Restrictions

The FHAApproved Lending Institution logo ust 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\pproved 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 promihedisplayed in a location
proximate to where the FHApproved Lending Institution logo is displayed
on each Advertising Device.

The Mortgagee may not alter or modify the FAAproved Lending
Institution logo in any way.

(3) Advertising Devices of Sponsored hird -Party Originators

Advertising Devices used by sponsored T
name, location, and appropriate contact information.
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Sponsored TPOs are prohibited from engaging in any activity or authoring or
distributing any Advertisig Device that falsely advertises, represents, or

ot herwise conveys the impression that

products, or services either originate from or are expressly endors€dy
FHA, the government of the United States, or adefal, state or local
government agency.

iii. 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 usg 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.

7. PostApproval Changes

The Mortgagee has an ongoirggjuirement to notify FHA of any changes to the information

outlined in its application for FHA approval

a. Requirements for All PostApproval Changes
i. Types of Notification
(A) Information Update

An Information Updateisanyhange to a Mortgageeds
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 thenformation provided by the Mortgagee at application as evidence of

approval eligibility, or a change that

approved Mortgagee.
(C)Change Request

A Change Request is the method of submitting information and/or bushmesges

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 MateraitEand
Change Requests to FHA usib§AP. All Information Updates, Notices of Material
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Event, and Change Requests must be submitted within 10 business days of the change,
unless otherwise specified belo

Any change not specifically described in tBis Handbook hat af fects a Mor
approval status or conduct of business with HUD must be reported to FHA with a
detailed explanation and supporting documentation.

iii. Required Documentation

The Mortgageenust:
1 include a cover letter signed by a Corporate Officer summarizing the business
change(s); and
1 submit any required documents as specifiefipplication and Eligibility
Requirements for Approvalr as desribed in theLEAP User Manual

b. Information Updates

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

= =4 =4 -8 -8 -9

c. Change in Corporate Officer

The Mortgagee must submiGhange Requesd FHA in order to add or remove a Corporate
Officer.

d. Change in Partnership or Principal Owners

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

e. fDoing Business Aso0O Names

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 thrBadhto add additional

names.

Handbook 4000.1 46
Effective Date:09/14/2015 | astRevised:12/30/2016
*Refer to theonline versioof SF Handbook 4000.1 for specific sections


http://www.allregs.com/tpl/public/fha_freesite.aspx
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/lender/SFH_Lenders_LEAP
https://entp.hud.gov/clas/index.cfm

I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees
7. PostApproval Changes

f. Relocation to a Different Stde
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 thrBédh

ii. Branch Office

If the Mortgagees 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
registerthe new location as a new branch office. DrenchFHA Lender ID for the

original branch office will remain active for approximately 45 Days to allow for the
completion of processing of Mortgages in process under that identification number.

Approved Mortgages that were approved before the branch office telonibacame

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
completion of processing and underwriting to another branch office or Moetgage
authorized to underwrite FHAsured Mortgages in that area.

g. Liquid A ssets or Net Worth Deficiency

I f at any time a Mortgageeds adjusted net wo
minimum, the Mortgagee must submit a Notice of Material Event to Wwitldin 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

If a Mortgagee experiences an operating loss of 20 percent or greater of its adjusted net
worth, the Mortgagee must submit a Notice of Material Event to FHA within 30 business
days of the loss. The 20 percent threshold applies to losseg guarier during the fiscal

year or losses that exceed 20 percent on the financial statements submitted at recertification.

Following the initial notification, the Mortgagee must subfimancial statementsvery
guater until it shows an operating profit for two consecutive quarters, or until it submits its
financial reports as part of its recertification.

i. Fidelity Bond

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.
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. Errors and Omissions Insurance

The Mortgagee must submit a Notice of Material Event to FHA of any significant change(s)
to its errors and omigms 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

I f a Nonsupervised Mortgageeods actiwpaties <ch
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.

I. Servicing for Investing Mortgagees

In order to service FHA Mortgages, an Investing Mortgagee must submit a Change Request
after it has received FHA Mortgagee approval. With its Change Request, the Mortgagee
must:

1 designate aPfficer in Chargavho meets the experience requirements for the
Mortgageedbds servicing function;
provide aresumeor the Officer in Charge;
provide acredit reporfor the Officer in Charge; and

provide an update@C Plan

FHA evaluates these requests on a-tBsease basis and reserves the right to request
additional documents necessary abiltesdet er mi ne

= =4 =

m. Fiscal Year End Date

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 ensur e udrerewaMipandagreporte ®vesno maextliian a n n

18 months. Change Requests must be submitted at least 90 Days before the end of the
Mortgageeds current fiscal year, as reported

n. Supervision Change
I f there i s a c¢hang esupemwisingor&gufamry agensyetle Mor t gag

Mortgagee must submit a Notice of Material Event to FHA and provide documentation of the
change and the effective date.
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0. Business Form

The Mortgagee must submit a Notice of Material Event to FHA if it reincorporatasgehl
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 assalteof a business change, the
Mortgagee mussubmit a nevapplicationfor 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 FHAehder 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 rfederal TIN as a result of a business change, then
the Mortgagee must submit the following documents to FHA:
1 a Notice of Material Event in the form of a letter signed by a Corporate Officer
containing the following provisions:
o providing a complete desctipn of the business change;
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 requirerants; 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 sergied by the Entity prior to the business change; and
1 a copy of the Business Formation Documents.

p. Bankruptcy
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 bankruptpgtition 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 loag 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
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information upon request in order to detareif 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 ©rporate 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.

g. Lending License(s)

The Mortgagee must submit a Notice of Material Event to FHA of anygelsato 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
i. Merger or Consolidation

FHAGs t r eat mappraved Mortgagee foFadphoval purposes following a
merger will depend on the prior approval status of the surviving Entity.

(A)Duties of a NonSurviving FHA -Approved Mortgagee

A nontsurviving FHA-approved Mortgagee is requirimdo the following for any
case in which they are merged or consolidated into another Entity.

(1) Standard

A non-surviving FHA-approved Mortgagee that holds a portfolio of Fih&ured
Mortgages must transfer the Mortgages within 45 Days to a Mortgggeevel
by FHA to service FHAVIortgages.

If a surviving FHAapproved Mortgagee acquires all of the 1somviving FHA-
approved Mortgageeb6s outstanding FHA Mo
be transferred in FHA systems to the surviving Entity when the mesrger

processed.

A nonsurviving 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 reporteéccurately to HUD througRHAC, Electronic Data Interchange

(EDI), or Business to Government (B2G).
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Once the nosurviving Mortgagee ceases to exist or its approval is terminated,
whichever comes firsthe nonsurviving Mortgagee must not:

1 accept any new applications for FHA Mortgages;

1 hold FHA Mortgages;

1 service FHA Mortgages; or

1 submit claims to HUD.

(2) Required Documentation

A non-surviving Mortgagee must submit a Change Request to FHA containing
thefollowing:
1 aletter, signed by a Corporate Officérat informs FHA of the merger.
The letter must include information that:
o indicates which Entity will survive;
o provides the FHA Lender IDs for each Fréfsproved Mortgagee
involved,
o provides the date thearger occurred or will occur; and
0 requests the withdrawal ofthenrenur vi vi ng Mort gagee
approval i n a c cvolunthrg witbhdzawajproceduress HA 6 s
a copy of the legal document evidencing the merger;
if a Supervised Mortgagee, a copy of the letter from the Federal Banking
Agency that approved the merger; and
1 if applicable, a letter describing how the rsurviving Mortgagee will
dispose of the FHAnsured Mortgages that it held or serviced that have
not beeracquired by a surviving FHApproved Mortgagee within 45
Days.

= =

(B) 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
nonapproved Entity must notify FHA of the merger.

The surviving FHAapproved Mortgagee mustgistereach of the non
surviving Entityoés branch offices that
the surviving Mortgagee anhy thebranch office registration fee(s)

(b) Required Documentation

An FHA-approved Mortgagee that is the surviving Entity in a merger with a
nonapproved Entity must submit a Change Request to FHA containing the
following:
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1 aletter, signed by a Corporate Officer, describing the merger;

1 a copy of the legal document evidencing the merger; and

1 if a Supervised Mortgagee, a copy of the letter from tueFal
Banking Agency or other supervisory authority that approved the
merger.

(2) Two or More FHA -Approved Mortgagees Merge

(a) Standard

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

The surviving Mortgagee mustqgistereach ofthenos ur vi vi ng Mor t g:
branch offices that will remain open under the auspices of the surviving
Mortgagee and pay thleanch office registration fee(s)

(b) Required Documentation

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

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

Mortgagee
(a) Standard

A nonrapproved surviving Entity must become an FeEp@proved Mortgagee
in order to originate, underwrite, close, endorse, service, pachalsl, or
sell FHArinsured Mortgages, or to submit claims on Mortgages to FHA,
including those previously held by the rsarviving Mortgagee.

Immediately after becoming approved, the Mortgagee negsstereach of
theronsur vi ving Entityds branch offices
auspices of the surviving Mortgagee and paybttagch office registration

fee(s)

The FHA Lender IDsofthenesmiur vi vi ng Mort gageeds br
remain active for up to 45 Days to allow for the completion of processing of
Mortgages in process under these identification numbers. When new FHA

Lender IDs for these branch officegassued, the surviving Mortgagee must
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cease originating cases underthe-sonr vi vi ng Mort gagee
ID numbers.

(b) Required Documentation

A nonapproved surviving Entity must submit anline appicationfor FHA
approvalcontaining alinformation and documentatigequired to
demonstrate eligibility for approvarhe Entity must also submit with its
application a letter signed by a Corporate Officer thatrdessthe merger,
and, if applicable, the surv-i ving
surviving Mortgageeds outstanding
indemnifications.

ii. Sale, Acquisition, or Disassociation

FHAO s

treat ment of asaociaienlofean FH&ppopved Mortdagee n |,

0s «

Ent i
port

or

depends on whether the FFapproved 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 AnotherEntity

(1) Dissolution of Acquired FHA-Approved Mortgagee

(a) Duties of Acquired FHA-Approved Mortgagee

() Standard

If an FHA-approved Mortgagee being acquired will be dissolved into
another Entity, it mustoluntarily withdrawits FHA approval. The
acquiredMortgageamust transfer any FHAnsured Mortgages in its
portfolio to a Mortgagee approved to service Fi8ured Mortgages.

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

(i) Required Documentation

The FHAapproved Mortgageesing acquired must submit a Change
Request to FHA in the form of a letter, signed by a Corporate Officar,
informs FHA of the details regarding the acquisition and requests the
withdrawalof its FHA approval.

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.
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(b) Duties of Acquiring Entity
() Standard

If a nonapproved Entity iscquiring and dissolving an FH&pproved
Mortgagee, the neapproved Entity must become an Frapproved
Mortgagee to originate, underwrite, close, endorse, service, purchase,
hold, or sell FHAIinsured Mortgages, or to submit claims on FHA
Mortgages, incluchg those previously held by the dissolved Mortgagee.

Immediately after becoming approved, the Mortgagee negsstereach
of the dissolved Mortgageeds branch
the auspices of the acquig Entity.

(i) Required Documentation

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

A nonrapproved Entity mussubmit aronline applicatiorfor FHA
approvalcontaining alinformation and documentatigequired to

demonstrate eligibility for approvalhe Entity must also subimwith its
application a letter signed by a Corporate Officer that describes the
acquisition, and, i f applicable, t
the dissolved Mortgageeds outstand

he
i n

(2) Continuation as Subsidiary or Caporate 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 FEgproved
Mortgagee, the acquired Mortgagee may comtittuoperate under its
existing FHA Lender ID as a separately approved Mortgagee.

(i) Required Documentation

Acquired FHAApproved MortgageeThe acquired Mortgagee must

submit a Change Request to FHA in the form of a letter, signed by a
Corporate Officeiinforming FHA that it has been acquired and will
continue to operate as a subsidiary or corporate affiliation of the acquiring
FHA-approved Mortgagee.
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Acquiring FHAApproved MortgageeThe acquiring FHAapproved
Mortgagee must submit a Change RequesHaA k the form of a letter,
signed by a Corporate Officer, that:

1 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 corgimis a subsidiary
or corporate affiliation of the acquiring FH&pproved Mortgagee.

T
T
T
T

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

If the acquired FHAapproved Mortgagee will continue to operate as a
subsidiary or corporate affiliation of the acquiriggtity, it may continue

to operate as an FHApproved Mortgagee under its own name, whether
or not the acquiring Entity becomes Fkfproved.

(i) Required Documentation

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

(B) An FHA -Approved Mortgagee Acquires a NorApproved Entity
(1) Standard

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

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

(2) Required Documentation

If an FHA-approved Mortgagee acquires a fapproved Entity the Mortgagee is
required to submit a Change Request to FHA in the form of a letter, sig@ed by
Corporate Officer, describing the acquisition.

If an FHA-approved Mortgagee acquires a frapproved Entity and the acquired
Entity intends to originate, underwrite, close, endorse, service, purchase, hold, or
sell FHA-insured Mortgages operating witls@parate EIN as a subsidiary or
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corporate affiliation of the Mortgagethe norapproved Entity must submit an
online applicatiorfor FHA approvakontaining alinformation and
documentatiomequired to demonstrate eligibility for approv@he 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 anFHA-approved Mortgagee that has been a subsidiary or part of a larger
Entity becomes independent, the Mortgagee must notify FHA of the
disassociation.

I f the disassociati on r eCorplate Officereor c hange
Principal Ownersthe Mortgagee must submit the proper notifications to FHA as
described in thiSF Handbook

(2) Required Documentation

When an FHAapproved Mortgagee that has been a subsidiary oopatiarger
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

The Mortgayee 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

The Mortgagee must submit a Notice of Material ExeriEHA if it ceases operations. If the
Mortgagee ceases operations, it must also submit a Change Requektritary withdrawal
of FHA approval.

u. Unresolved Findings or Sanctions

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
processor, loan underwriter, or loan originator employed or retained by the Morigagee
subject to any sanctions or Unresolved Findings contained in a lawsuit or report produced in
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connection with an investigation, audit, or review conducted by HUD (including those
conducted by the HUD OIG), another federal, state, or local governmgatadya or by any
other regulatory or oversight Entity with jurisdiction over the matter.

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

8. Annual Recertification
a. General Requirements
i. Standard
(A)Recertification Process

To retain its FHA approval, a Mortgagee must, unless otherwise noted, complete
FHAGs recertification process oOon an annua

(B) Filing Deadline

Each Mortgagee must submit its recertification package waiBays after the
Mortgageebs fiscal year end.

ii. Required Documentation

The Mortgagee must submit its annual recertification package thidti§§R. The
Mortgagee must submit the following to recertify itsA-Hpproval:

1 online certification

1 recertification fee

1 financial data

A Mortgagee that does not wish to retain its FHA approval must sulibhibage
Requestor voluntarywithdrawalof 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.

However, the audited financial statements for the next recertification regpperiod
must cover the period from the date after the ending date of its audited financial
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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
thecloe of the Mortgageeds most recent fi sca
financial statements that cover a period of more than 18 months.

b. Online Certification
i. Standard

The Mortgagee, through a Corporate Officer, must complete a series of annual

certification statements hat address the Mortgageeds Cco0mg
over the Certification Period. The Certificatioari®d is the ongear period beginning

on the first day of the Mortgageeds prior
thereof.

ii. Required Documentation

The certification must be completed throudbAP by a Corporate Officer of the
Mortgagee who has been granted the Certifying Official authorizatiBhlAC.

iii. Unable to Certify
(A) Standard

If a Mortgagee is unable to truthfully certify to one or mdréhe 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 subsupporting documentation with its explanation.

I f additional information is required as
will advise what additional information or documentation is required and provide a
due date for the submission of the regpied information or documentation.

(C)FHA Review
FHA wi | | review the Mortgageeﬁs xplanat.i
or documentation needed to ende a final
to complete the annual recertificatioropess.
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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.

c. Annual Recertification Fee

i. Standard

The Mortgagee must pay annual recertification feafter its online certification has
been submitted and accepted. All fee payments beustade electronically. This
recertification fee is nenefundable and will not be prorated.

ii. Calculation of Fee Amount

The Mortgagee wil |l be assessed a fee for t
branch office registered with FHA. Fees ar
program approval(sMortgagee type, and the number ofA-dpproved branch offices

as of the |l ast business day of the Mortagag

A Mortgagee that is terminating a branch office must do so on or before the last business
day of the annual reporting period in order to avoid paying thetifezaion fee for that

branch office for the next annual period. Mortgagees attempting to terminate a branch
office after the last day of their annual reporting period will not be permitted to do so

until theannual recertification fedsave been paid in full.

iii. Exception for Government Mortgagees
Government Mortgagees are not required to pay a recertification fee.
d. Financial Data Submission

Supervsed, 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 witHfigsal year end.

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 the HUD OIG Handbook 2000.04Consolidated Audit
Guide for Audits of HUD Programs
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees
9. Voluntary Withdrawal of FHA Mortgagee Approval

(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 th

(C)Audit Related Questions

The Mortgageemait s ubmit answers to FHAOG6s Audit
Audit Related Questions address informat.i
the type of audit completed, and any Findings reported.

(D)Independent Public Accountant Attestation

The Mortgagee mustubmit its recertification package to an Independent Public
Accountant (I PA) for review. The | PA must
and Audit Related Questions, and complete the Agreed Upon Procedures. The Agreed
Upon Procedures address compliawdté required audit procedures.

iii. Exception for Government Mortgagees
Government Mortgagees are not required to submit financial information.
e. Rejection of a Mortgageeds Recertification

FHA may reject a Mortgageeobanpliaree Whebhthid i cat i on
occurs, the Mortgagee must resubmit its financial data, and if applicable, the answers to
FHAGs Audit Related Questions along with an
needed to cure defi ci enci mackage musttbdéisebmitedr t g a g e €
throughLEAP.

f. Recertification Extension Requests

The Mortgagee may request an extension of its recertification package due date. Extension
requests must be submitted throkdfAPat | east 45 Days prior to t
recertification package due date.

g. Failure to Recertify

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

9. Voluntary Withdrawal of FHA Mortgagee Approval

A Mortgagee that does not wish to retain, or that is ineligible to retain, its FHA approval must
submit aChange Reque#dr voluntary withdrawhof FHA approval.
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DOING BUSINESS WITH FHA
Other Participants
Appraisers

[mllvs

a. Standard

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

FHA wi I | not honor a Mortgageeds request to
administrative action or MRB action, or while the Myatiee has unpaid indemnification
claims or unsatisfied settlement agreement obligations owed ta HUD

b. Required Documentation

The Mortgagee must submitGhange Reque$dr voluntary withdrawal in the form of a
letter, signed by a Corporate Officer, and submitted thrdultyhP. If applicable, the request
must be submitted within 10 business days of

c. Reapplication

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

B. OTHER PARTICIPANTS
1. Appraisers
a. FHA Appraiser Roster
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 Appraiserds observation is |imited
comprehensive an inspection as one performed by a licensed home inspector.

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

FHA maintains a list of qualified Appraisers on #dA Appraiser RosterOnly an

Appraiser on th&HA Appraiser RosteandtheAp pr ai sal S@8Qommi tt eed
National Registrynay be selected by the Mortgagee to conduchppraisal for FHA

insured financing.
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I. DOING BUSINESS WITH FHA
B. Other Participants
1. Appraisers

b. Application and Approval Process
i. Eligibility Requirements
(A)General

For placement on theHA Appraiser Rostethe appraiser must:

1 be a stateertified residential or stateertified general appraiser with
credentials based on the minimum licensing/dedifon criteria issued by the
Appraiser Qualifications Board (AQB) of the Appraisal Foundation;
not be suspended, debarred, or otherwise excluded; and
not be | i sLimgadl Denial oftP&ttidipasion (LDP) List HUDOG s
Credit Alert Verification Reporting System (CAIVR ), subject to any
current loss of standing or suspension as a certifiecheggptin any state.

= =4

(B) Competency Requirement

The Appraisemust be knowledgeable of thimiform Standards of Professional
Appraisal Practice (USPARNd FHA appraisal requirements. The Appraiser must
meet the competencegquirements 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 statertified residential or stateertified general Apiser.
The Appraiser must maintain and be able to prove certification in all states in which
the Appraiser performs appraisals.

ii. Submitting the Application and Required Documentation

The appraiser must submit applications electronically through FHA CoandEtAC)
and follow theFHA Appraiser Roster Application Instructions

(A)Form HUD-92563a

The appraiser must complete form Ht9R563a in FHAC. The appraiser msgin
this form, scan it and save it in a PDF format for delivery to FHA.

The appraiser must certify that the appr a
comply withFHA Single Family Housing Policy Handbook (SF HandboakiiFHA
Single Family Housing Appraisal Report and Data Deliv@rideo

(B) State Certification

The appraiser must provide a PDF image of their currentisgied certification for
each state in whicthe appraiser is certified.
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I. DOING BUSINESS WITH FHA
B. Other Participants
1. Appraisers

(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 ®@overnmental 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 yearof 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 additionatdmentation 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 thefiguedeadline,

FHA may deny approval on this basis.

iv. Application Approval

I f FHA approves the appraiserds applicatio
FHA Appraiser Roster.

v. Application Rejection

Applicants deemed ineligible for placement on €A Appraiser Rostewill be notified
electronically and provided the reason(s) for denial.

c. Renewal

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 thElA Appraiser Roster

d. PostApproval 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 thi8F Handbook

i. Compliance with Law
The Appraiserods performance must comply wi

laws. The Appraiser must adhere to all state and local laws relating to appraisal, licensing
and certificaibbn requirements.
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I. DOING BUSINESS WITH FHA
B. Other Participants
1. Appraisers

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 iitthe USPAP, including the Competency Rule, when
conducting appraisals of Properties intended as security foriRsiked financing.

iii. 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:
T a member of a Mortgageebs | oan product.
compensated based upon the successful complaf a loan; or
1 anyone who reports ultimately to any officer of the Mortgagee not independent of
the loan production staff and process.

TheAppraiser is bound by the confidentiality provisions of the USPAP and may not
discuss the value or conclusiasfsthe 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 responsibilityr 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.

iv. Appraisal Fees

The Appraiser and the Mortgagee or Mortgadesgnated 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 callirg0D-CallFHA or sending an

email toanswers@hud.gewany 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 prduwthe 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.
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I. DOING BUSINESS WITH FHA
B. Other Participants
1. Appraisers

(B) Safeguards for Appraiser Independence

The Appraiser must report attempts to influence independemeesizers@hud.gov

or by calling2800-CallFHA. In addition, the appraiser must report the attempts to

HUD OIG Hotline MortgageesAppraisal Management Corapies(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:

1 withholding or threatening to withholdthtely payment or partial payment for
an appraisal report;

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

1 making expressed or implied promises of futomginess, promotions or
increased compensation for an Appraiser;

1 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 estimatequested from an Appraiser;

1 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 corfgpaadds
at any time prior to the Appraiserodos c

1 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, exceptor a copy of the sales contract for purchase and any
addendum, which must be provided;

1 providing the Appraiser, appraisal company, AMC or any Entity or person
related to the Appraiser, with stock or other financial orfwancial
benefits;

9 allowing theremoval 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 Appraigers i | | egal conduct, viol.
state licensing standards, improper or unprofessional behavior or other
substantive reason for removal;

1 ordering, obtaining, using, or paying for a second or subsequent appraisal or
Automated Valuation Model (M) 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

0 such appraisal or AVM was otpleted pursuant to a written, pre
established bona fide prer postfunding appraisal review, quality control
process or underwriting guidelines and the Mortgagee adheres to a policy
of selecting the most reliable appraisal, rather than the appraissidtes
the highest value; and
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I. DOING BUSINESS WITH FHA
B. Other Participants
2. 203(k) Consultants

f any other act or practice that i mpairs
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

The Standar@03(k) Rehabilitation Mortgagerogram requires the use of an FHapproved
203(k) Consultant~HA maintains a list of qualified Consultants on Et¢A 203(Kk)
Consultant Rster 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
i. Eligibility Requirements
(A) Standard

To become an approved 203(k) Consultant, the prospective Gorsulust be able
to perform all duties outlined i203(k) Consultant Requiremergrd fully understand
the requirements of the 203(k) Rehabilitation Mortgage Insurance Program. The
prospective Consultamiust meet the qualifications for one or more of the following:
1 be a statdicensed architect;
1 be a statdicensed engineer;
1 have at least three years of experience as a remodeling contractor or general
contractor; or
1 have at least three years of experieas@ home inspector.

The prospective Consultant must not be listed on:
T the Gener al Services Administrationos
(SAM);
T HUDG6Gs Limited Def@bRPlistaaf Participati on
T HUDG6s Credit Alert VecCAVWRScati on Report

(B) Required Documentation
(1) Narrative Description

The prospective Consultant must submit a narrative demonstrating that they fully
understand the requirements of HUDG6s 20
Program, and describing their ability to:
1 conduct Feasibility Studies;
review or prepre architectural exhibits;
prepare aVork Write-Up and Cost Estimate
completeDraw Request Inspectionand
prepareChange Order requests

T
T
T
T
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I. DOING BUSINESS WITH FHA
B. Other Participants
2. 203(k) Consultants

(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 maretiestate,

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 pospective Consultant must submit proof of current license.
(c) Home Inspector

The prospective Consultant must submit:

1 proof of current license if the applicant is located in a state, county, or
other local jurisdiction that requires the licensing of home ictspe to
perform the duties of a 203(k) Consultant; or

9 if a current license is not required, a narrative description of their
experience.

of this requirement,,
,icertiicats, eegistrdtian,ome an fl i c e

For the purpose
busi ness, and
approval

S
0 i
0

(d) Remodeling or General Contractor

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

experience.
For the purposes of this requirement,
business, 0 and Alicensed to mean dnlice
approvd . 0
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I. DOING BUSINESS WITH FHA
B. Other Participants
2. 203(k) Consultants

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

Consultants and prospective Consultants must sub?@i8é) Consultant Roste
Certificationon their letterhead.

ii.  Submitting the Application

The application documents must be submitted tdthisdictional Homeownership

Center (HOC)asedupon the state where the Consultant will perform a majority of their
businessApplications must be submitted to the attention of the Processing and
Underwriting Director.

iii. Incomplete Application

An applicant who submits an incomplete application packaljeeceive notification

indicating the information required to cure the deficiefidyis notification letter will

give theapplicantl5 Days from the datendhe letter to correct any deficiencies. If the
applicant does not satisfy the outstanding regment in its entirety and within the

prescribed deadline, the approval will be denied and the applicant must wait an additional
90 Daysbeforereapplying.

iv. Application Approval

FHA will inform the applicant if they are approved for placement or-tthi& 203 (k)
Consultant Rosteinclusion 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
of the Cansultant, 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 thegrcertificationdue date. The

Consultant ID number is required prior to doing any Consultant work associated with any
203(k) Mortgage and must be included on al
signature.

v. Application Denial

Applicants deemed ineligible for placement on the RX&(k) Consultant Rostevill be
informed they are not approved for placement on the Roster and the reason the applicant
hasnot met the qualifications. To request placement on the Roster, the applicant must
submit a new application after resolving any issues
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I. DOING BUSINESS WITH FHA
B. Other Participants
3. Direct Endorsement Underwriters

vi. Biennial Recertification

To retain placement on the FH®3(k) Consultant Rostethe 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, registratioor 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:
1 email:answers@hud.gov
Subject line: 203(k) Consultant Recertification; or
1 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 meétrecertification requirements will be removed
from the 203(k) Consultant Roster. To request reinstatement on the Roster, the
Consultant must submit a neyplicationafter resolving the issue.

Phased BiennialRecertification for Existing 203(k) Consultants

Existing 203(k) Consultants who are on the FHA 203(k) Consultant Roster prior to
March14,2016must 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
P April 1
S July 1

3. Direct Endorsement Underwriters
a. Program Overview

The Direct Endorsement (DBEh d er wr i t er serves as the Mortga
for underwriting and must ensure compliance with all underwriting requirements in
Origination through Post Closing/Endorsemiantall manually underwrién Title Il
Forward Mortgages. Underwriting responsibilities include, but are not limited to, the
following:
1 calculation of maximum mortgage amounts;
1 underwriting the Property; and
9 underwriting of the Borrower.
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I. DOING BUSINESS WITH FHA
B. Other Participants
3. Direct Endorsement Underwriters

The DEunderwriter must also ensure complianwith all requirements for Underwriting the
Property for all Title Il Forward Mortgages underwritten using the Technology Open To
Approved LendersT{OTAL) Mortgage Scorecard.

TheDEunder writer also serves as t hdinaMalrt gageebd
assessment requirementgngination through Post Closing/Endorsement for all Home
Equity Conversion Mortgages (HECMjinancial assessment reguments include, but are
not limited to, the following:

1 underwriting of the Property;
anal ysis of the Borrowerds credit history
anal ysis of the Borrowerds property charg
calculation of residual income; and
determination of the need fon@the amount of a Life Expectancy (LE) Petide.

il
il
il
T

b. DE Underwriter Eligibility
i. Eligibility Requirements

The DEunderwriter must meet the following requirements:

1 have a minimum of three years ftilne experience reviewing credit applications

and oneto four-unit property appraisals, within the past five years; or,

1 have a minimum of two years fitiime experience reviewing credit applications
and oneto four-unit property appraisals, within the past three years, combined
with an additional three years ofctufull-time experience within the past ten
years; and
be a fulltime employee of a single Mortgagee; and
be authorized to bind the Mortgagee in matters involving origination of
mortgages.

= =4

ii. Ineligible Participants

The DEunderwriter must not be:

1 listedont he General Services Administrationt¢
Management3AM) or currently subject to a suspension, debarment, Limited
Denial of Participation (LDP), or other restriction imposed uridet 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 stateyage

91 under indictment for, or have been convicted of, an offense that reflects adversely
upon the underwriterds integrity, compe
of a DEunderwriter;

9 subject to any Unresolved Findings made specifically agdiasinderwriter as
the result of any HUD or other governmental investigation or audit;

1 engaged in business practices that do not conform to generally accepted practices
of prudent underwriters or that demonstrate irresponsibility;
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I. DOING BUSINESS WITH FHA
B. Other Participants
4. Nonprofits and Governmental Entities

1 convicted of, or haveled guilty ornolo contender¢o, a felony related to
participation in the real estate or mortgage industry:
0 during the sevesyear period preceding the date of registration in FHA
Connection (FHAC); or
o at any time preceding the date of registration in FHiASuch felony
involved an act of fraud, dishonesty, or a breach of trust, or money laundering;
or
1 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 DEunderwriter must not have Dual Employment or Conflicts of
Interest.

c. Mortgageebs Approval Process

The Mortgagee must register each of its underwriteF8HAC. By registering an underwriter
in FHAC, the Mortgagee certifies that they meetrieeessary qualifications described
above.

d. PostApproval Requirements

The Mortgagee must complete a series of annual certification statements that include the
Mortgageeds review of underwriter compliance

4. Nonprofits and Governmental Entities
a. Program Overview

FHA requires all nonprofits to obtain approval and be placed on the Rusiprofit Roster
to participate in FHAG6s Single Family nonpro

Nonprofits participating i n one-toNoddfattAd s non
Income individuals or families. Lowio Moderatelncome individuals or families refer to

individuals or families whose household income does not exceed 115 perdentreddian

income for the area when adjusted for family size. The Jurisdictitorakeownership Center

(HOC) may approve a higher percentage of up to 140 percent.

i. Types of Single Family Nonprofit Programs
(A)HUD Homes
Governmental Entities and HUBpproved Nongfits are permitted to purchase

homes fromHUD during the extended listing period, when the homes may be offered
at a discount
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I. DOING BUSINESS WITH FHA
B. Other Participants
4. Nonprofits and Governmental Entities

(B) FHA Mortgagor

Governmental Entities and HU&pproved Nonprofits are eligible for the saRi¢A-

insured financin@s owner occupants.

After approval, nonprofits are still required to obtaiadit qualificatiorfrom a

Mortgagee for each Mortgage originated.

(C)Secondary Financing

Governmental Entities artdUD-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 orSecondary Financingan be found in the Origination

through PostClosing/Endorsement section of tl8& Handbook

ii. Entities Requiring Approval to Participate in FHA Nonprofit Programs

(A)Nonprofits with 501(c)(3) TaxExempt Status

A nonprofit organizatin must have 501(c)(3) Internal Revenue Service (IRS) tax

exempt status.

When a nonprofit closes secondary financing in its own name, that nonprofit is
required to be both FHA approved and placed on the NIOBprofit Rosteeven if
the secondary financing will be held by the Governmental Entity.

(B) Nonprofit Instrumentalities of Government

(1) Definitions

A Nonprofit Instrumentality of Government (NPIOG) refers to a 501(c)(3)
organization that was estahed 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 nonpitafiexercise Organizational Control,
Operational Control or Financial Control of the nonprofit in its entirety or, at

mi ni mum, the
enhancement.

Organi zational Co
Principal Officer
Operational Contr
al |l maj or deci si

speci fic

homebuyer assista

nt tdle gefversnitng tbloeaarmda
s that are named or ap
ol refers to the requi
ns and/ or expenditures
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Financi al Cctnletlrelquﬁeiamlesltttbh the gove
funds through direct appropr.i atlons, gr
applicable to all activities of the Ent
HUBapproved NPI OGs wi || be included on F
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 approvéalbsireflected

on the FHA Nonprofit Organization Roster and in FHAC. Interested Parties
should check the Roster to ensure the approval status of an NPIOG.

(C)Section 115 Entities with 501(c)(3) Status

Section 115 Entities with 501(c)(3) status must meetltbiiity 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, o 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 goverragenty or
instrumentality. To be considerad 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 (statutetor co
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 progrartigiygants.
(B) Nonprofits with a Documented Agreement to Support Secondary Financing

When a Governmental Entity uses a nonprofit to assist in the operation of the
Government al Entityds secondary financing
placement on thElUD Nonprofit Roster are not required so long as there is a

documented agreement indicating (1) the functions performed include the
Government al Entityds secondary financing
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legal documents (e.g., Note and deed udthrname 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

Referto Prohibited Sources of Minimum Cash Investment Under the National
Housing Act- Interpretive Ruldor additional guidance anclarification on the
provision of downpayment assistance through secondary financing.

Section 115 Entities

Section 115 Entities, as identified in Section 115 of the Internal Revenue Code, do

not require approval t o payRnancingpragrae:. i n FF
Section 115 Entities are not required to have voluntary board members. FHA

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 emplagyastnot be:

1 suspended, debarred, excluded from participation in FHA programs as listed in a
Limited Denial of Patrticipation (LDRBystem for Award Management (SAM)
Excluded Parties Lisgr Credit Alert Verification Reporting System ADVRS),
or otherwise excluded by similar procedures of any other federal or state agency;

1 indicted for, or convicted of, an offense which reflects upon the responsibility,
integrity, or ability of the nonprofit to participate in FHA activities;

1 subject taUnresolved Findings as a result of HUD or other governmental
investigation, audit, or review; or

1 engaged in business practices that do not conform to generally accepted practices
of prudent nonprofits or that demonstrate irresponsibility.

These requiremesitapply at the time that the nonprofit applies for approval and at all
times while it is a HUBapproved Nonprofit.

b. Application and Approval Process
i. Initial Contact

Prospective applicants must submit an emagnswers@HUD.goidentifying the
nonprofit program(s) that the applicambuld like to participate inProspective
applicants must also identify the state where the program activities will take place.
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