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CHAPTER 7. HUD- APPROVED TI TLE || NONSUPERVI SED MORTGAGEES AND

7-1

7-2

7-3

LOAN CORRESPONDENTS AUDI T GUI DANCE

Program (bjective . HUD insures nortgages nmade by private
lending institutions to finance the purchase of single
famly and multifamly hones. HJUD approves the nortgagees
for participation in the nortgage insurance prograns for
single famly and multifamly honmes as evi denced by the
nortgagee's receipt of the yearly verification report in the
last month of its fiscal year. HUD approves | ending
institutions which belong to the Federal Reserve System or
wi th Federal Deposit |nsurance Corporation or National
Cedit Union Admnistration insurance on their accounts.
These types of institutions are designated by HUD as
supervi sed nortgagees. HUD al so approves ot her financi al
institutions designated as nonsupervi sed nortgagees, |oan
correspondents, and investing nortgagees which have
authority to originate, purchase, sell, or service

HUD-i nsured nortgages dependi ng on the type of institution.
These institutions are approved on the basis of their
financi al capacity, experience, facilities, and ot her
criteria as specified in HUD Handbook 4060. 1.

Program Procedures . Al nortgagees and | oan correspondents,
whet her supervi sed or nonsupervi sed, nust apply for initial
or branch approval to participate in the HJUY FHA nort gage

i nsurance prograns through the Lender Approval and
Recertification Division at HUD Headquarters, follow ng the
directions i n HUD Handbook 4060. 1, Mor t gagee Approval and
Recertification . After a review of the application and

cl earance through certain Headquarters systens, the
applicant, if approved, wll be assigned a uni que HJ FHA
identification nunber and notified that it nmay now originate
FHA i nsured nortgages.

Ref erence Materi al

Docunent Title

24 CFR Part 202 Regul ations Relating to the
G fice of Assistant Secretary for
Housi ng- Feder al Housi ng
Comm ssi oner, Departnent of Housi ng
and W ban Devel oprent
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Mort gagees Letters Vari ous

HUD Handbook 4000. 2 Mor t gagee' s Handbook- Appl i cati on

REV- 1 Through | nsurance (Single Famly)

HUD Handbook 4000. 4 Single Famly D rect Endorsenent
Program

HUD Handbook 4060. 1 Mor t gagee Approval and
Recertification

HUD Handbook 4060. 3 Field Ofice Quide for Mrtgagee
Moni tori ng

HUD Handbook 4110. 2 Mor t gagee' s Qui de- Hone Mort gage

| nsurance Fiscal |nstructions

HUD Handbook 4155. 1 Mrtgage Oedit Analysis for
Mort gage | nsurance on One-t o- Four
Famly Properties

HUD Handbook 4205. 1 Single Fam |y Coi nsurance Program
HUD Handbook 4330. 1 Adm ni stration of Insured Home
Mor t gages

HUD Handbook 4330. 4 FHA Single Fam |y Insurance d ai ns
HUD Handbook 4350. 4 Miul tifamly Mortgagees

7-4 Reporting Requirenents . A Title Il, nonsupervised nortgagee
or loan correspondent is required by 24 CFR Part 202
annually to submt an audit report to the Comm ssi oner
within 90 days of the close of its fiscal year. The audit
shal |l be performed under Government Auditing Standards and
shall include the auditor's report on the basic financia
statenents and a conputation of the nortgagee's Adjusted Net
Wrth. These reports are required for every Title |
nonsuper vi sed nortgagee or | oan correspondent regardl ess of
t he nunber of |oans originated or serviced during the fiscal
year. Al instances of nonconpliance identified by the
auditor nust be reported as findings, even in those cases
where corrective action was taken by the auditee after the
end of the fiscal year. A suggested format for the
conputation of Adjusted Net Worth and the |ist of
unaccept abl e assets are shown in paragraph 7-6 of this
chapter.
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For nonsupervi sed nort gagees, other than nonsupervised | oan
correspondents, the audit report shall also cover internal
controls, conpliance with specific requirenments that have a
direct and material effect on HUD assi sted nortgages,
including: an opinion on conpliance with specific

requi renents applicable to najor HUD-assi sted prograns (or a
report on conpliance with specific requirenments applicable
to nonmaj or HUD- assi sted programtransactions).

For nonsupervi sed | oan correspondents, although the audit is
performed under Governnment Auditing Standards , the Ofice of
Housi ng has changed the conpliance and auditing

requi renents. The scope of the auditors' testing of

conpliance with internal controls and the presentati on of

the results of those tests may be included in the auditors'
report on the basic financial statenents. The audit is not
subject to the requirenments or procedures of paragraph 7-5
except where mandated by Government Auditing Standards

Except for G nnie Mae issuers, one copy of the report should
be sent by the auditee to:

Mai | i ng addr ess:

U S. Departnent of HJUD

Lender Approval and Recertification D vision
Room B- 133 3214 Pl aza

451 Seventh St. SW

Washi ngton, DC 20410- 8888

Del i very:

U S. Departnent of HJUD

Lender Approval and Recertification D vision
Suite 3214

490 L' Enfant Pl aza East

Washi ngton, DC 20024

Wen a Title Il nortgagee is also a A nnie Mae issuer, the
audited financial statements are now sent only to G nnie Me
for review (See Chapter 6). Lenders/nortgagees that are
approved under both Title | and Title Il and also are G nnie
Mae issuers nust submt one set of audited financial
statenents to @ nnie Mae and another, for Title I, to the

G fice of Lender Activities and Program Conpl i ance.
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7-5

Al'l servicing/origination income nust be accounted for in
conpliance with FASB Statenent No. 125, Accounting for
Transfers and Servicing of Financial Assets and

Extingui shnents of Liabilities , or subsequent anendnents.

Wiere the nortgagee/l oan correspondent is a subsidiary and
information on its assets, liabilities and results of
operation are included in the consolidated financial
statenents of its parent entity, HUD will accept the audited
consolidated financial statenents of the parent, if it

i ncl udes consolidating schedul es, audited by the I'A which
di stingui sh the bal ance sheet and operating statenment of the
nor t gagee/ | oan correspondent subject to the HUD audit

requi renent. The consolidating schedul es nust be subjected
to the auditing procedures applied to the consolidated
statenent of the parent and the auditor's opinion nust cover
the financial statenment accounts of the subsidiary.

A sanpl e auditor's report on the consolidating bal ance sheet
and operating statenent is included as Attachment Ato this
Chapt er.

Conpl i ance Requirenents and Audit Areas

A Quality Control Plan

1. Conpl i ance Requi r erent

HUD- appr oved nortgagees are required to originate
and service HUD-insured nortgages in accordance with
accepted practices of prudent lending institutions
and conply with all relevant Departnental rules and
regul ati ons. Each HUD approved nortgagee is
required to establish and maintain a witten quality
control plan in accordance w th HUD Handbook 4060. 1
REV-2, Chapter 9 or the |atest HUD gui dance for |oan
origination and servicing. Each approved nortgagee
must devel op and inplenent a quality control plan
consistent with its needs, and the above referenced
gui dance, to assi st corporate nmanagenent in

det erm ni ng whet her HUD requirenents and the
nortgagee' s policies and procedures are being
followed by its personnel. The nonthly quality
control procedures nmay be conducted by the entity
itself internally or an external review, which may
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be performed by the independent auditor or other
qual i fied organi zati on. (24 CFR Subsection 202.5(h)).

Suggest ed Audit Procedures

a. (otain a copy of the nortgagee's quality contro
pl an and conpare it to the general and specific
requi renents contai ned i n Handbook 4060. 1.

b. Determne whether the nortgagee has a procedure
in place which assures that all enpl oyees
involved in | oan origination and servicing
under stand the nortgagee's quality control
policies and procedures.

c. Inquire whether the nortgagee relies on an
internal or external quality control review of
its origination, underwiting, and servicing
functions. |If the nortgagee relies on the
external review process and the | A's engagenent
i ncl udes the performance of the quality contro
review, the I A should report this as part of the
addi tional information required under Chapter 2
of this guide. |If the nortgagee relies on an
internal review, determne that it was perforned
by know edgeabl e personnel with no direct
responsibilities in the areas they revi ened.

d. Review the supporting docunentation of the nost
recent quality control review to determne that
it included a review of a representative sanple
i n accordance w th gui dance in HUD Handbook
4060.1. It should al so include a random sanpl e
of insured | oans being serviced by the nortgagee
or its agent. Determne that any branch offices
received an on-site review as required by HJD
Handbook 4060.1 and that the plan incl udes
coverage for any | oan correspondents and
aut hori zed agents of the nortgagee.

e. Review the supporting docunentation to determ ne
that the required general and specific el enents
i ncl uded i n Handbook 4060.1 REV-2, Chapter 9
were included in the quality control review
The Quality Control Plan nust provide for the
witten reverification of the nortgagor's
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enpl oynent, deposits, gift letter or other
sources of funds.

f. Qbtain a witten copy of the latest quality
control report and determ ne that senior
managenent officials al so received a copy which
i ncl uded any deficiencies identified during the
review Determne that the nortgagee al so
notified the Ofice of Lender Activities and
Program Conpl i ance of any violations, fal se
statenments or program abuses in the report.

g. Determne that senior nmanagenent officials
pronptly initiated corrective action for al
defi ci enci es not ed.

B. Branch O fice perations

1

Gonpl i ance Requirenent . A nortgagee nmay naintain
one or nore branch offices for the subm ssion of
applications for nortgage insurance. A traditiona
branch office is a separately located unit of the
nortgagee, in an office in which no business except
that of the nortgagee is conducted. It nay be

| ocated in the nortgagee's honme office. 1In
addition, a nortgagee nay regi ster a branch office
that does not neet the requirenents of a traditional
branch office (non-traditional branch office). The
nortgagee may determne the location and type of its
branch office facilities. The non-traditiona
branch office facility may be located in either
conmer ci al or non-commerci al space. Each branch
office nmust be registered by HUID. A |oan
correspondent is also permtted to establish branch
offices in accordance with 24 CFR

Subsection 202.5(k) (HJUD Handbook 4060.1 Chapter 5).

Suggest ed Audit Procedures

a. Determne that all branches are registered with
HUD by review of the appropriate formor screen
printout.

b. Through inquiry and/ or physical observation,
determne that the branch is a true branch and
is not a subsidiary, net branch, independent
contractor, agent of the auditee or separate
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entity. A nortgagee with a separate tax ID
nunber is required to have approval as a
nortgagee inits ow right. A branch nust have
at | east one enpl oyee, including a branch
manager, that serves only that branch. The
branch of fice should have its own tel ephone and
maintain its own accounting records.

c. Review auditee payroll records for indications
of any branch of fice personnel, except the
receptioni st that are not enpl oyed excl usively
for the auditee at any given tinme. Inquire of
personnel to determne that branch enpl oyees
conduct only the business affairs of that entity
during normal business hours.

d. Determne that the branch office is located in
space which is separated by a partition from any
other entity and is clearly identified to the
public and that the branch office's operating
costs are paid by the approved nortgagee or |oan
correspondent .

e. Review conpany records for evidence that the
present branch office nmanager is a corporate
officer or an enpl oyee authorized to bind the
corporation in matters invol ving | oan
origination and servicing and nanages only one
br anch.

C Loan i gination

1. Conpliance Requirenent . HJUDrequires the
originators of insured nortgages to devel op such
| oans in accordance with HUD requirenents. They
must obtain and verify information with at |east the
sanme care that woul d be exercised in originating a
[ oan in which the nortgage woul d be entirely
dependent on the property as security to protect its
i nvest nent .

I nformation on the auditee's copy of Form HUD 92900,
HUD FHA Application for Commtnent for |nsurance
Under the National Housing Act rnust be supported by
docunents in the auditee files (HUD Handbook 4000. 2
REV-1).
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Mort gagees may not require, as a condition of
providing an insured | oan, that the principal anmount
of the | oan exceed a m ni nrum anount established by

t he nortgagee (24 CFR 203. 18d).

24 CFR 202.12 prohibits lenders fromorigi nating
insured nortgages if it is the custonary | ending
practice of the I ender to engage in "tiered pricing"
of its loans (for discount points, origination fee
and ot her such fees) of nore than two percent in an
area (netropolitan statistical area or county, in
rural areas). The regulation further requires HUD
to ensure that any variations in nortgage charge
rates be based only on the actual variations in
costs to the lender to nmake the loan. The two
percent limtation on variation in "nortgage charge
rates" shall be applied to all Section 203 nortgages
by | oan type.

Suggest ed Audit Procedures

a. (btain an understanding of the auditee's
procedures for processing | oan applications.
Determne that the auditee's procedures provide
that applicant's credit report, enploynent
verification, and verification of deposits are
sent directly to the auditee and do not pass
through any third party.

b. otain a sanple of files for |oans originated
during the audit period to test areas c-f, which
follow This should include | oans originated at
the auditee's branch offices and by their |oan
correspondents as well as the central office.
Wiere an auditee uses an independent third party
to performquality control over |oan
origination, the A nay rely on the testing of
loan files performed by the independent third
party, provided the | A has revi ewed the
i ndependent reviewer's procedures, retested sone
of the sanme files chosen for testing, and the
i ndependent witten reports indicate no
significant discrepancies were identified.

c. Reviewloan file docunentation for evidence that
a face-to-face intervieww th the | oan appli cant
was conducted by a conpany enpl oyee and that the
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conpl eted | oan application was reviewed with the
| oan applicant. A face-to-face interviewis
requi red only when the applicant puts down | ess
than ten percent and does not have homeowner ship
counsel i ng.

Review all files in the sanple for any forns
that have been signed by the nortgagee but not
conpl eted by the applicant.

Determne that all enploynent and incone data is
supported by a verification of enploynment or

ot her sources, especially for self-enployed
applicants and applicants w th non-enpl oynment
inconme. Review loan file docunentation for

evi dence that the nortgagee reconcil ed any
conflicting information prior to submtting the
application package to the HID Field Ofice for
endor senent .

Test that the applicant's cash assets, source of
funds, and liabilities are supported by
docunent ati on such as verifications of deposits,
gift letters, etc., and credit reports.

otain a sanple of files for rejected | oans
during the audit period. Review for the
fol | ow ng:

(1) Determne that an individual review was
provided for all applications denied due to
a statistical category or score (e.g.
credit score, debt/inconme ratio). Ensure
that the score accurately reflected the
financial status (e.g. |loan and rent
paynments, current housing paynents) of the
applicant. A rejection should not be
i nfluenced by statistical categories or
geogr aphi ¢ | ocati on.

(2) Determne that the rejection was nade based
on established criteria and the reason for
the rejection was provided to the
applicant. Ensure that all procedures for
accepting and processing the | oan were
f ol | owned.
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h. Test whether |oan correspondents are selling
nortgages to other than their sponsors w thout
prior HUD approval. In connection with the
D rect Endorsement Program to determne that
the | oan correspondent does not underwite
| oans, review sel ected | oan docunentation for
i ndications of underwiting by the | oan
correspondent .

i. Reviewthe agreenents between the auditee and
its staff appraisers and test for conpliance
wi t h Handbook 4000.4 REV-1, Chapter 2.

D. Loan Settl| enment

1. Conpliance Requirenent . The nortgagee's
responsibilities prior to and follow ng | oan
settlenent are mnimal. The |loan origination fee
shoul d normal |y conpensate the nortgagee for the
required services. However, HUD has specified the
types and anount of additional charges and fees
whi ch the nortgagee nmay collect fromthe borrower.
Additionally, the nortgagee is responsible for
pronptly submtting up-front nortgage insurance
premuns to HUD foll owing | oan settl enent and
di sbursing the funds and conpleting the transaction
in accordance with the closing docunents, w thout
undue del ay (HUD Handbook 4000.2 REV-1, and
Chapter 7, 24 CFR 203. 27).

2. Suggest ed Audit Procedures

a. Select a representative sanple of |oans for
testing fromthose settled during the audit
peri od.

b. Exam ne the signed settlenment statenent (Form
HUD- 1). Prove the mathenmatical accuracy of the
Form Conpare anounts listed in the Formto
ot her authentic | oan docunents.

c. Reviewthe fees and charges collected fromthe
nortgagors as shown on | oan settl ement
statenents to determne that they are equal to
the nortgagee' s actual out-of-pocket costs for
the rel ated service or the nmaxi mum charge
all oned by HUD, whichever is lower. Determne
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that the origination fee did not exceed one
percent of the |oan amount. Conpare the fees
and charges to the guidelines contained in HUID
Handbook 4000.2 REV-1. Report any differences
as findings.

Ensure points and cl osing costs are accurate.
Det erm ne whether the differences may be due to
di scrimnatory practices.

Revi ew conput ati ons and supporting data for
anounts collected to establish escrow accounts
for taxes and hazard i nsurance. Reconcile and
report on any differences.

Revi ew conput ati ons and supporting data for
interest collected fromthe nortgagor at |oan
closing. Reconcile and report on any

di ff erences.

The Form HUD- 92900 contai ns the acqui sition cost
of the property. The HUD-1 contains the anount
of the insured nortgage. Conpare the anount of
the insured nortgage to the acquisition cost to
determne that the nortgagor nade the m ni num

i nvest nent .

Exam ne the cancel ed check or other supporting
docunentation for evidence that the nortgage

i nsurance premumis submtted to HUD, in
accordance with HUD policy at the tine of
closing, by the nortgagee. Test that paynent
reached HUD s depository within 15 days of

cl osi ng.

Conpar e the purchase contract and the HUD-1 for
agreenent as to sales price, earnest noney and
any sel | er concessi ons.

E. Loan Servi ci ng

1

Conpl i ance Requirenent . Mbortgagees and | oan

correspondents whi ch service HJUY FHA i nsured | oans
are permtted to collect certain fees fromthe
borrowers in accordance with HJUD regul ati ons (HUD
Handbook 4330.1, Chapter 4).
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Mort gagees whi ch service insured Home Equity
Conversion Mrtgages (HECM, with adjustable rate
nortgages are responsi ble for adjusting those rates
in accordance with the annual and lifetine caps as
est abl i shed by Handbook 4235. 1.

Loan servicing procedures are to be foll oned
consi stently and should not vary based on any of the
pr ohi bi t ed bases.

Suggest ed Audit Procedures

a.

Sel ect a sanple of delinquent and defaul ted
| oans including loans in foreclosure for testing
t he nortgagee' s | oan servicing procedures.

Review the |l oan file docunentation for evidence
that the auditee docunents its records to
reflect its servicing on delinquent and

def aul t ed nort gages.

(1) @pbtain an understanding of the auditee's
servi ci ng procedures.

(2) Ascertain whether the auditee naintains
i ndi vi dual servicing records docunenting
collection (loan servicing) activities.

(3) Reviewthe servicing records for recorded
col l ection contacts attenpted and
conpl et ed.

Revi ew sel ected | oan file docunents for evidence
that the auditee comruni cates with the nortgagor
or nakes a reasonable effort to do so in order
to determne the cause of default.

(1) Review the individual |oan servicing
records for recorded collection contacts of
nore than one type (i.e., tel ephone,
letter, face-to-face interview, etc.) if
one type of contact effort is unsuccessful.

(2) Review the individual |oan servicing
records for nortgagor explanations of
defaul ts and docunmented attenpts by | oan
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servi cing personnel to contact the
nor t gagor s.

(3) Based on the review of the individual |oan
servi cing records, when the cause of
del i nquency appears to be tenporary (i.e.,
i Il ness, unenpl oynment) test whether the
audi tee of fers reasonabl e repaynent pl ans.

Revi ew sel ected recei pts for evidence that the
audi tee accepts partial or |ate nortgage
paynents offered by nortgagors as provided for
in HUD Handbook 4330. 1.

(1) Reviewthe servicing records for the
recording of partial paynents accepted,
held in a pending file, or rejected.

(Note: The decision to reject a late or
partial paynent nust be a deci sion based on
t he individual circunstances.)

(2) Review the paynent records of selected
nortgagors to ascertain whet her:

(a) The anmount of the late charge, if any,
was conputed correctly.

(b) The late charge was assessed after
15 days of delinquency, or the
17th day of the nonth.

(3) Reviewthe auditee's procedures for the
handl i ng of partial paynments. btain a
representation letter fromthe auditee
concer ni ng such procedures.

| nqui re whet her the auditee has inplenented
steps to conply with the provisions of HID s
Loss Mtigation procedures. Such steps woul d
i ncl ude informal forbearance, workout
agreenents, acceptance of partial paynments and
deeds in lieu of foreclosure. Review selected
clains files for evidence that such relief
measures were considered (refer to Mrtgagee
Letters 96-11, 96-25, 96-32 and 96-61).
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| nqui re whet her the auditee sends notices to
advi se the nortgagor about HUD s forecl osure
relief programonce it has decided to forecl ose.
Review the loan files selected for evidence that
such letters were sent prior to the initiation
of forecl osure proceedings.

Conpar e charges assessed to borrowers for
servicing activities to all owabl e anounts. For
t he | oans sel ect ed:

(1) Review charges to nortgagors for checks
returned due to insufficient funds.

(2) Review charges to the nortgagor for
attorney's fees and test whether:

(a) The charges were for services
perfornmed by soneone ot her than
salaried nenbers of the auditee's
staff.

(b) The charges were nmade only in those
cases where the auditee nade a
decision to forecl ose and referred the
loan to an attorney for initiation of
f orecl osure proceedi ngs.

(ot ai n an understandi ng of the auditee's
procedures for paying nortgage insurance
premuns to HUD. Determne that the auditee
foll ows one of the two acceptabl e net hods of
nmaki ng nortgage insurance prem um paynents

(el ectroni c paynent or bank check) and that its
practices conply with HUD regul ati ons.

Revi ew a representative sanpl e of insurance
clains submtted to HUD fol |l owi ng nortgage
defaults. Recal culate the net clai manount on
the Single Famly Application for Insurance
Benefits (Form HUD 27011) and conpare the claim
amount infornation to the accounting records.
Test the anounts included in the claimfor
preservation and protection expenses to
determne that they are supported by
docunent ati on
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j. Select a sanple of adjustable rate HECOMs and
test that the limtations of the 2% annual and
5%lifetime caps are not bei ng exceeded by the
nor t gagee.

k. Select a sanple of HEOMs and determne that the
di shursenents have been nmade in accordance with
t he nortgage note.

F. Escr ow Accounts

1. Conpliance Requirenent . HUD requires that
nort gagees establ i sh escrow accounts and t hat
nort gagors nake nonthly paynents thereto, to insure
that funds will be available to pay taxes and
i nsurance prem uns. Each nonth the nortgagee nust
collect fromthe nortgagor an anmount which the
nortgagee estimates will be sufficient to enable it
to accunul ate funds so as to pay all escrow
obligations prior to delinquency, i.e., (a) nortgage
i nsurance prem uns, (b) taxes, special assessnents,
and ground rents, if any, (c) hazard insurance
premuns, if any, and (d) flood insurance prem uns
where required. The nortgagee shoul d anal yze the
escrow account, at l|least annually, to determne if
proj ected escrow bal ances will be sufficient to fund
escrow di sbursenents. Any projected escrow shortage
shoul d be collected by either (a) |unp sum payment
or (b) allocating the shortage over a 12-nonth
period. The nortgage instrunent provides the
authority for the nortgagee to accunul ate sufficient
escrow funds with which to pay the nortgagor's tax
and insurance bills thirty days prior to the time
the bills becone delinquent (HUD Handbook 4330. 1,
Chapter 2).

2. Suggest ed Audit Procedures

a. (btain an understanding of the policies and
procedures for reconciling custodial trust
account s.

b. @btain trial bal ances of individual escrow
accounts and reconcile or reviewthe
reconciliation of the total with the auditee's
control account and the rel ated bank account.
Test whether the auditee did not use escrow
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funds for |ate charges, assunption fees or any
pur pose ot her than specified above.

For sel ected nortgages, obtain the nost recent
escrow anal ysis, note whether it was prepared
not nore than one year ago, and whether nonthly
deposits appear adequate to provide for paynents
of taxes, insurance, etc., by review of actua
paynents or other evidence of anounts due (e.g.
tax assessnent notice or prospective rate

adj ust nent notices frominsurance conpanies).

Al so, test whether the nost recent real estate
tax bills for each account were paid. |[f not
paid within the discount period, inquire as to
reasons for the delay and test whether the
nortgagor retained the benefit of the discount,
and any | ate charges assessed were borne by the
auditee at its expense. Test whether the

nort gagor was furni shed a statenent of interest
pai d during the preceding year within 60 days
after the end of the cal endar year.

On accounts selected for review, inspect
supporting docunents for escrow di sbursenents
such as receipted invoices, tax bills, and
cancel ed checks.

Test whether escrow funds are deposited in
accounts fully insured by the Federal Deposit

| nsurance Corporation (FDIC, or National Oedit
Uni on Adm ni stration (NCUA) and whet her the
audi tee covered any overdrafts on sel ected
accounts by advancing its own funds to custodi a
accounts so that FDI C or NCUA insurance
protection was not inpaired. HJUD regul ations
neither require or forbid that escrow accounts
bear interest. However, in those cases where
accounts are interest bearing, test whether
interest earned, |ess expenses, is passed on to
t he nortgagor

Test whether the auditee advises the nortgagor
of the amount of any surplus escrow funds in
accordance with HUD requi renents.

Revi ew the policies and procedures that the
audi tee has established to ensure that bills
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payabl e fromthe escrow fund or the information
needed to pay such bills is obtained in advance
of the due date.

h. For any bills paid |ate by the auditee,
determne that any | ate charges/penalties
assessed are paid out of the auditee's funds and
not the nortgagor's funds.

i. Inquire whether the auditee requires the
nortgagor to purchase hazard i nsurance coverage
fromthe auditee or froma specific conpany.
This practice may fall wi thin the purview of the
Sherman Anti-Trust Act.

j. Review selected | oan payoffs for evidence that

the auditee returns to the nortgagor the anounts
held in escrow for taxes and hazard insurance
within 30 days of receipt by the nortgagee of
payof f funds.

G Section 235 Assistance Paynents

1

Conpl i ance Requirenent . Under Section 235, HUD
sends assi stance paynents to the nortgagee on behal f
of the nortgagor as long as the nortgagor is
eligible for the paynments. HJD executes a contract
with the nortgagee for each nortgage. Once a
nortgage is insured, nmany of the initial eligibility
criteria cease their applicability, however, the
nortgagor nust neet other continuing eligibility
criteria. In addition, the nortgagee nust secure
recertifications of inconme, famly conposition,
occupancy and enpl oynent at |east annually and as

ot herw se requi red by HUID (HUD Handbook 4330.1
REV- 3, Chapter 10).

Suggest ed Audit Procedures

a. Select a representative sanple of nortgagors
recei ving Section 235 Assistance Paynents from
the records of the nortgagee.

b. Review the nmathenmatical accuracy of Form
HUD- 93102, Mortgagee's Certification and
Application for Assistance of Interest Reduction
Paynments, and Form HUD- 300, Monthly Summary of
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Assi stance Paynments Due Under Sections 235(b),
235()), or 235(i) or of Interest Reduction
Payments Due Under Section 236, or equival ent
conputer printout. Report on any discrepancies.

Conpare a sanple of HUD 93102s to copies paid by
the U S Treasury to determne that the dollar
anmounts are identical. A so, conpare the nunber
of Section 235 | oans shown on the billing to the
Treasury to the records of the nortgagee's
servicing portfolio. Report on any

di screpanci es. Copies of the paid HJUD 93102s
can be obtai ned from

D rector, CGeneral Accounting Qperations D vision
G fice of Finance and Accounting - HUD

451 Seventh Street, SW Room 3222

Washi ngton, DC 20410-4500

Sel ect a sanple of individual |loan files and:

(1) Exam ne docunentary evidence that the
nort gagee obtai ned and verified information
concerni ng nortgagor incone, famly
conposi tion and occupancy of the property.

(2) Test the mathematical accuracy of
assi stance paynents conputed by the
nortgagee and trace to the Form HUD 300 or
conputer printout. Tests should include
both Formula | and Fornula Il conputations
and factors used in conputations.
Determne that the formula providing the
greater/l esser anmount of assistance was
used.

(3) Ascertain that the recertification was
conpleted in a tinmely manner by the
nortgagor i.e., no sooner than 60 days
before and no | ater than 30 days after the
nortgage anniversary date. |If the
recertification was not conpleted tinely,
ascertain whether the auditee acted to
suspend t he assi stance paynents contract.
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(4) Reviewthe nortgagee's records of | oans
subject to recapture of assistance paid on
behal f of nortgagors for documentation of
t he cunul ative assistance paid so that it
can be recaptured (Mrtgagee Letter 81-38).

H Federal Financial and Activity Reports

1

Conpl i ance Requirenent . Mortgagees participating in
HUD- assi sted activities are required to ensure that
financial status, Single Famly Default Monitoring,
and reports required under the Hone Mortgage

D sclosure Act contain reliable data and are
presented in accordance with the terns of applicable
agreenents between the entity and HUD. The

i ndi vi dual agreenents, Handbooks and Mort gagee
Letter contain the specific reporting requirenents
that the nortgagee is to follow (Handbooks 4330.1
REV-3, Chapter 7 and 4155.1 REV-4, Chapter 3;

Mort gagee Letter 95-3).

Suggest ed Audit Procedures

a. ldentify all HU>required financial and activity
reports by inquiry of the nortgagee.

b. btain an understanding of the auditee's
procedures for preparing and review ng the
required reports.

c. Select a sanple of financial reports, other than
t hose which are included in the audited
financial statenments, and determne that the
reports selected are prepared in accordance with
HUD i nstructi ons.

d. Select a sanple of activity reports and
determne that the reports selected are prepared
i n accordance with HUD requirenents.

e. For the sanples, trace significant data to
supporting docunentation, i.e. worksheets,
| edgers, etc. Report all material differences
bet ween sel ected reports and nortgagee records.
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Revi ew significant adjustnments nade to the
general |edger accounts affecting HJUD assi sted
activity and evaluate for propriety.

Ki ckbacks

1. Conpliance Requirenent . HUD regul ations prohibit

nort gagees from payi ng any fee, Kkickback,
conpensation or thing of value, including a fee

representing all

or part of the lender's origination

fee to any person or entity other than for services
actually performed or to any person or entity for
referral of the loan or as a finder's fee (24 CFR
202.5(1).

2. Suggest ed Audit Procedures

a.

(otai n the general |edger, cash journal,
cancel ed checks and supporting invoices for at
| east two nonths of the audit period.

Test whet her disbursenents are supported by an
invoi ce and were not for a unreasonabl e anmount
in return for goods or services actually
perforned. Reconcile and report on any

di ff erences.

During the review of |oan origination and | oan
settl enent docunents, the auditor shoul d be
alert for any fees or other types of paynents
whi ch may represent kickbacks. [If the auditor
not es any ki ckbacks or indications of it, these
shoul d be reported as a finding.

Mort gagee Approval Requirenents

1. Conpl i ance Requi r erent

A nonsupervi sed nort gagee

or loan correspondent shall have and maintain a net
worth, in assets acceptable to the Secretary, as
foll ows:
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Entity Type Anount

Loan Correspondent $50, 000 pl us $25, 000
per branch, up to
maxi mum of $250, 000.

D rect Endor senent

Nonsuper vi sed Mort gagees $250, 000 pl us 1% of
nortgage vol une in
excess of $25
mllion, upto
maxi mum net worth of
$1 million

Miltifamly only
Nonsuper vi sed Mort gagees $250, 000

For nonsupervi sed nort gagees and | oan correspondents approved by
HUD for program participation, at |east 20 percent of the

adj usted net worth nust be in liquid assets (cash, cash
equi val ents or marketabl e securities) up to a maxi numof $100, 000
(24 CFR 202.7(b)(2) and 202.8(b)(4)).

Al nortgagees, but not | oan correspondents, shall maintain both
fidelity bond and errors and om ssions insurance of at |east
$300, 000 each. (24 CFR 7(b)(5)).

2. Suggest ed Audit Procedure

Test whet her the nonsupervi sed nortgagee or |oan
correspondent neets the required | evels for
adjusted net worth, liquid assets, fidelity bond
coverage and errors and om ssions bond, per
Handbook 4060.1 REV-1.

7-6 ADJUSTED NET WORTH

A REQUREMENT . An FHA conputation of Adjusted Net Wirth
is required for all nonsupervised nortgagees and | oan
correspondents even if there were no | oans origi nated
or serviced during the audit period. The required
anmount, whi ch nmust be mai ntai ned throughout the year,
varies by programparticipant type and approval date
per the guidance in Section J, Mrtgagee Approval
Requi renents. Were the nortgagee/l oan correspondent
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is a subsidiary, the adjusted net worth conputation
must focus on the assets and liabilities of the

i ndi vi dual (non-consolidated) entity with the HID audit
requirenent.
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B.  WNACCEPTABLE ASSETS FOR GOMPUTATI ON G- ADJUSTED NET
WORTH

1. Any asset or portion thereof pledged to secure
obligations of another entity or any person.
Supervised institutions that provide financia
services to incorporated communities are sonetines
required by State law to pledge their assets for
the benefit of the comunity. These pl edged assets
are acceptable for supervised institutions only.

2. An asset due froman officer or stockhol der of the
nortgagee or froma related entity, except for:

o] A construction | oan receivabl e, secured by
a first nortgage, froma related entity.

o] A nortgage | oan receivabl e established in
the normal course of business in an arm's
I ength transaction and secured by a first
nortgage on the related property.

o] A receivable froma related party where
the affected parties have executed a
cross-default agreenent ' or corporate
guar ant ee agreenent 2 with G nnie Me.

3. Aninvestnent in arelated entity in which any
of ficer or stockhol der of the nortgagees has a
personal interest ® unrelated to that person's
position as an officer or stockhol der of the
nor t gagee.

A cross default agreenent is an agreenent between rel ated
affiliated G nnie Mae issuers which provides for the default of
all affiliated issuers in the event of a default by any one of
t hem

2A corporate guarantee agreenent is an agreenment where the
i ssuer's parent guarantees the performance of the issuer.

"Personal interest" as used here indicated a relationship
bet ween the nortgagee and a person or entity in which that
specified person (e.g. spouse, parent, grandparent, child,
brother, sister, aunt, uncle, or in-law) has a financial interest
inor is enployed in a nanagenent position by the nortgagee.
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10.

11.

That portion of an investnent in a joint venture,
subsidiary, affiliate, and/or other related entity,
which is greater than equity, as adjusted. "Equity
as adj usted" neans the book val ue on the books of
the related entity reduced by the anmount of
unaccept abl e assets carried by the related entity.

Any intangi bl e asset, such as goodw ||, covenants
not to conpete, franchise fees, organization costs,
val ue pl aced on insurance renewal s, and val ue

pl aced on property managenent contract renewal s.

The val ue of any servicing contract not determ ned
i n accordance with SFAS No. 65, Accounting for

Certain Mrtgage Banking Activities and SFAS 125,
Accounting for Transfers and Servicing of Financial

Assets and Extingui shnents of Liabilities , or
subsequent revi sions thereto.

Any asset not readily marketable and for which

apprai sed val ues are very subjective. Exanples
include, but are not limted to, antiques, art

wor k, and genst ones.

That portion of any nmarketable security (listed or
unlisted) in excess of the | ower of cost or narket,
except for shares of Fannie Mae stock required to
be hel d under a servicing agreenent, which should
be carried at cost.

Any anmount in excess of the |ower of cost or mnarket
val ue of nortgages in forecl osure, construction
| oans, or property acquired through foreclosure.

Any asset which is principally used * for the
personal enjoynent or benefit of an officer,
director or stockhol der and not for nornal business
purposes. This includes autonobiles and personal
resi dences.

" her Assets" unless the financial statenments are
acconpani ed by a schedul e prepared by the
i ndependent auditor or schedul e prepared by the

“Principally used" nmeans that any other use of the property

nmust be solely incidental.
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12.

i ssuer/ nortgagee and signed by an officer of the
I ssuer/ nort gagee.

That portion of contributed property, not otherw se
excluded, in excess of the value as of the date of
contribution determ ned by an i ndependent

appr ai sal .
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ATTACHVENT A

REPCRT COF | NDEPENDENT AUDI TORS ON CONSCLI DATI NG BALANCE SHEET AND
STATEMENT OF | NCOME

Board of Drectors
ABC Fi nanci al Corporation

VW have audited, in accordance with generally accepted auditing
standards and Government Auditing Standards, the consoli dated
financial statenments of ABC Financial Corporation and

subsi diaries as of Decenber 31, 1991 and have issued our
unqual i fi ed opi nion thereon dated January 24, 1992 included on
page "XX' [identify report]. Qur audit was conducted for the

pur pose of formng an opinion on the consolidated financi al
statenents taken as a whole. The follow ng consolidating bal ance
sheet and statenent of incone on pages "XX' and "XX "
respectively, are presented for purposes of additional analysis
and are not a required part of the consolidated financia
statenents of ABC Financial Corporation and subsidiaries. Such

i nformation has been subjected to the auditing procedures applied
in our audit of the consolidated financial statenents and, in our
opinion, is fairly stated in all material respects in relation to
the consolidated financial statenments taken as a whol e.

This report is intended for the information of the audit
comm ttee, nanagenent, and HUD. However, this report is a natter
of public record and its distributionis not Iimted.

[ Firm Signat ur e]

[ Dat €]
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COMPUTATI ON G- ADJUSTED NET WORTH
FOR APPROVAL OF NONSUPERVI SED MORTGAGEES
Or'HER THAN LQAN CORRESPONDENTS

M ni mrum Net Worth Required

St ockhol ders Equity (Net Worth)
per Bal ance Sheet

Less Unacceptabl e Assets

Adj usted Net Worth for HUD
Requi r ement Pur poses

Adj usted Net Worth ABOVE Anount
Requi r ed

Adj usted Net Worth BELOW Anount
Requi r ed

Attachnent B

$__ 250,000

7-27
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Attachnent C

COWPUTATI ON OF ADJUSTED NET WORTH FOR APPROVAL AND
RECERTI FI CATI ON OF NONSUPERVI SED LQAN CCORRESPONDENTS

Hone O fice $50, 000

2. Add:

Branch Ofice $__ 25,000
x Nunber of Branch O fices
Subt ot al $

Tot al $

Net Worth Required $
(I esser of $250,000 or Line 3)

Onners' Equity (Net Worth) per $
Bal ance Sheet

Less Unacceptabl e Assets $

Adj usted Net Worth for HUD $
Requi rement Pur poses

Adj usted Net Worth ABOVE Anount $
Requi r ed

Adj usted Net Worth BELOW Anount $
Requi r ed
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Attachnent D

COMPUTATI ON G- ADJUSTED NET WORTH
FOR RECERTI FI CATI ON GF NONSUPERVI SED MORTGACGEES
Or'HER THAN LQAN CCORRESPONDENTS

1. Servicing Portfolio* at: $
(end of fiscal year under audit)
2.  Add:
Qiginated* during fiscal year $
Pur chased* from Loan $
Cor respondent during fiscal
year
Subt ot al $
3. Less:
Amount s included in Line 2:
Servi cing retained $
Loan Correspondent purchases $
retai ned
Subt ot al $
Tot al $
1% of Line 4 $
M ni num Net Worth required $

(Geater of $250,000 or Line 5)

7. Net Worth Required $
(Lesser of $1, 000,000 or Line 6)

St ockhol ders Equity (Net Worth) $
per Bal ance Sheet

Less Unacceptabl e Assets $
Adj usted Net Worth $

Adj usted Net Worth ABOVE Anount $
Requi r ed

Adj usted Net Worth BELOW Anount $
Requi r ed

* HUO FHA insured single famly nortgages only. Include Hone
Equity Conversion Mrtgages (HECQWs) at maxi num cl ai m anount .
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EXAMPLE

COMPUTATI ON G- ADJUSTED NET WORTH
FOR APPROVAL OF NONSUPERVI SED MORTGAGEES
Or'HER THAN LQAN CORRESPONDENTS

M ni num Net Wrth Required

St ockhol ders Equity (Net Vérth) $__ 345,678
per Bal ance Sheet

Less Unacceptabl e Assets $__ 54,321

Adj usted Net Worth for HUD
Requi rement Pur poses

Adj usted Net Worth ABOVE Anount
Requi r ed

Adj usted Net Worth BELOW Anount
Requi r ed

Attachnent E

$250,000

$ 291, 357

$ 41, 357
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Attachnent F

EXAMPLE

COWPUTATI ON OF ADJUSTED NET WORTH FOR APPROVAL AND
RECERTI FI CATI ON OF NONSUPERVI SED LQAN CCORRESPONDENTS

Home O fice $50, 000
2. Add:
Branch Cfice $__ 25,000
x Nunber of Branch O fices 9
Subt ot al $__ 225,000
Tot al $ 275, 000
4. Net Worth Required $ 250, 000
(I esser of $250,000 or Line 3)
Onners' Equity (Net Worth) per $ 321,098
Bal ance Sheet
Less Unacceptabl e Assets $ 45, 678
Adj usted Net Worth for HUD $ 255,420
Requi rement Pur poses
Adj usted Net Worth ABOVE Anount $ 5,420
Requi r ed
Adj usted Net Worth BELOW Anount $
Requi r ed
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Attachnent G

EXAMPLE
COMPUTATI ON G- ADJUSTED NET WORTH
FOR RECERTI FI CATI ON GF NONSUPERVI SED MORTGACGEES
Or'HER THAN LQAN CORRESPONDENTS

1. Servicing Portfolio* at:
6/ 30/ 97

(end of fiscal year under audit)

2.  Add:

Oiginated* during fiscal year

Pur chased* from Loan

Cor respondent during fiscal

year
Subt ot al

3. Less:
Amount s included in Line 2:
Servi cing retained
Loan Correspondent purchases
ret ai ned
Subt ot al

Tot al
1% of Line 4
M ni num Net Wrth required

(G eater of $250,000 or Line 5)

7. Net Wrth Required

(Lesser of $1,000,000 or Line 6)

St ockhol ders Equity (Net Worth)
per Bal ance Sheet

Less Unacceptabl e Assets
Adj usted Net Wrth

Adj usted Net Worth ABOVE Anount
Requi r ed

Adj usted Net Worth BELOW Anount
Requi r ed

* HUD FHA insured single famly nortgages only.

$ 23, 900, 000
$ 46, 500, 000

$ 13, 000, 000
$ 25, 000, 000

$ _1.000.000

$ _3, 456,789

$__ 345,678

$ 87,654, 321

$ 70, 400, 000

$ 38, 000, 000
$20, 054, 321
$_1,200,543
$_1,200,543

$_3.111,111
$_2,111,111

$

I ncl ude Hormre

Equity Conversion Mrtgages (HECWMs) at maxi num cl ai m anount .
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Appendi x

HUD District Inspectors General for Audit

New Engl and D strict Inspector General for Audit
Department of Housi ng and W ban Devel oprent
Thomas P. ONeill, Jr. Federal Building

10 Causeway Street, Room 370

Boston, MA 02222-1092

Tel ephone nunber: (617) 565- 5259

FAX nunber: (617)565-6878

Cl, M MA, NH R, VT

New Yor k/ New Jersey D strict Inspector General for Audit
Department of HUD

26 Federal Pl aza

New York, NY 10278-0068

Tel ephone nunber: (212)264-4174

FAX nunber: (212)264-1400

NY, NJ

Md-Atlantic Dstrict Inspector CGeneral for Audit
Department of HUD

The Wannamaker Bui |l di ng

Phi | adel phia, PA 19107- 3390

Tel ephone nunber: (215) 656- 3401

FAX nunber: (215)656- 3409

DE, DC, MD, PA, VA W

Sout heast/ Cari bbean D strict Inspector General for Audit
Department of HUD

R chard B. Russell Federal Buil ding

75 Spring Street, SW Room 700

Atlanta, GA 30303-3388

Tel ephone nunber: (404) 331- 3369

FAX nunber: (404) 730- 2382

AL, FL, GA KY, M5, NC, SC TN
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M dwest District Inspector CGeneral for Audit
Department of HUD

77 \Wst Jackson Boul evard - 26th Fl oor

Chi cago, IL 60604- 3507

Tel ephone nunber: (312) 353-7832

FAX nunber: (312)353-8866

L, IN M, M\, CH W

Sout hwest District Inspector CGeneral for Audit
Department of HUD

1600 Throcknorton

P.Q Box 2905

Fort Worth, TX 76113-2905

Tel ephone nunber: (817)885-5551

FAX nunber: (817)885-2725

AR LA NV XK TX

Qeat Plains District Inspector General for Audit
Department of HUD

Gateway Tower |1, 5th floor

Kansas Gty, KS 66101-2406

Tel ephone nunber: (913)551- 5870

FAX nunber: (913)551-5877

A KS, MO, NE

Rocky Mountains District Inspector General for Audit
Department of HUD

First Interstate Tower

Denver, GO 80202-2349

Tel ephone nunber: (303) 672-5452

FAX nunber: (303)672-5006

GO M, ND, SD, UT, W
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Pacific/Hawaii D strict Inspector General for Audit
Department of HUD

450 CGol den Gate Avenue, Room 8-5139

San Franci sco, CA 94102- 3448

Tel ephone nunber: (415)436-8101

FAX nunber: (415)436-8107

AZ, CAL H, NV

Nort hwest/ Al aska District Inspector General for Audit
Department of HUD

909 First Avenue

Seattle, WA 98104-1000

Tel ephone nunber: (206) 220- 5360

FAX nunber: (206)220-5162

AKK WA ID OR
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