HUD ML 2012-23: Loan Origination Procedure Q&A
TIMING
1.

Q: What is the effective date of ML 2012-23?
A: The effective date is November 16, 2012, the day on which the ML was published.

2.

Q: Do the re-inspection requirements in ML 2012-23 apply only to mortgages not insured prior
to the effective date of the ML?
A: No. Mortgages not insured prior to the effective date of the ML are subject to the September
2011 FAQ Guidance.

3.

Q: ML 2012-23 states that the re-inspection report must be dated after the Incident Period as
defined by FEMA. Should lenders use the Incident Period start date or the Incident Period end
date?
A: Lenders should use the Incident Period end date. The Incident Period is closed when an end
date is listed on the FEMA website. Re-inspections should be dated after the close of the
Incident Period.

4.

Q: Is a full FHA appraisal performed after the FEMA Incident Period start date acceptable to
HUD without any property re-inspection?
A: Yes. Inspections for new appraisals should be completed after the close of the Incident
Period. Appraisals should not be performed during the Incident Period in order to prevent the
need for a re-inspection after the close of the incident.

5.

Q: Are loans that were closed prior to the disaster but endorsed without an inspection after the
release of ML 2012-23 subject to the requirements of the ML?
A: Yes. This scenario falls under loans closed but not yet endorsed in ML 2012-23 and has a reinspection requirement. If the loan was endorsed prior to November 16, 2012, the September
2011 FAQ will apply. If the loan is pending endorsement as of November 16, 2012, an
inspection must be done per guidance in the ML 2012-23.

6.

Q: For loans that proceeded with endorsement prior to the official release of ML 2012-23, is
there a need to document those situations within FHA Connection to avoid rejections or
findings post-endorsement?
A: If the loans were endorsed prior to release of the ML on November 16, 2012, re-inspection
guidance found in the September 2011 FAQ would apply.

7.

Q: How should lenders handle situations where a loan is endorsed subsequent to the “incident”
date, but before the declaration date?
A: The provisions of this ML apply only to properties located in a Presidentially-Declared
Major Disaster Area. At the time a property is located in an area designated as such, the
provisions of this ML apply. Therefore, if a loan is endorsed subsequent to the “incident” date
but before the declaration date it is not subject to the provisions of this ML because the loan is
not for a property located within a Major Disaster Area.
8. Q: What should lenders that already had a disaster policy in place that required exterior
inspections do?
A: FHA is aware of the impact new inspection requirements have on lender pipelines. Loans
processed to closing or endorsements prior to the release of ML 23-12 are not required to
adhere to guidance that requires an on-site interior/exterior damage inspection report by an
FHA Roster Appraiser. Exterior-only damage inspections ordered or initiated prior to the
release of the ML will be acceptable provided supporting documentation exists that
demonstrates this type of inspection was ordered or initiated prior to release of the ML.
REQUIREMENTS

1.

Q: May lenders use a non-FHA Roster Appraiser to complete inspections?
A: No. The ML states that a FHA Roster Appraiser must inspect the property. FHA does not
control the inspection protocols of various third party inspections.

2.

Q: Do the re-inspection requirements in the ML apply to FEMA designated geographic areas
eligible for “individual” assistance, “public” assistance, or both?
A: The re-inspection requirements apply only to FEMA designated geographic areas eligible
for individual assistance. FEMA has the authority to administer grants for infrastructure
recovery to State, Tribal, and local governments, as well as certain types of Private Nonprofit
organizations. These grants do not apply to individual homeowners and are therefore outside
the scope of this ML. Please note, however, that only Major Disaster Areas are addressed in this
ML. A designation of individual assistance does not in and of itself trigger the ML unless it is
in conjunction with a Major Disaster Area designation. To date, the following states have been
declared Major Disaster Areas and contain counties that are receiving individual assistance: CT,
NJ, NY, and RI.

3.

Q: How does FHA define “Major” disaster area? Only those with a FEMA declaration?
A: Yes, only those counties with a FEMA “Major Disaster” declaration and an individual
assistance designation are subject to the requirements of this ML. FHA uses the FEMA
definitions of “Major” disaster area and “individual” assistance. For FEMA’s Disaster
Declarations, visit the following link cited in Section V of the ML:
http://www.fema.gov/disasters.

4.

Q: If repairs are over $5,000, does the loan need to convert to a 203(k)?
A: No. The loan does not need to convert to a 203(k) because repairs must be completed prior
to closing or endorsement. If hazard insurance proceeds are available for covered losses, this
should not be an issue. In the event of a non-covered loss by insurance, however, this may be an
option.

5.

Q: Must a statement of habitability be included as a part of the inspection completed by the
FHA Roster Appraiser?
A: Yes. Section V of the ML states that the FHA Roster Appraiser must include a statement of
dwelling habitability in the inspection report.

6.

Q: With respect to Section VII of the ML, is the FHA Compliance report allowed?
A: FHA does not require a specific report form for the damage inspection. For final inspections,
however, FHA requires FNMA Form 1004D. This form includes PART B for confirming
completion of repairs. It also includes PART A, which must be completed for loans that have
not yet closed to provide an appraisal update. This two part form provides the necessary
documentation in either circumstance. PART A does not however, extend the appraisal validity
period.
7. Q: Is a 1004D acceptable for all of the inspections if it details out all the damages and is
completed by an FHA Roster Appraiser?
A: Yes. ML 23-12 does not require a particular form to be used for the damage inspection
report. It is acceptable for lenders to use the 1004D form for this inspection but only PART B
of the form is appropriate for use in determining damage to the property. The 1004D must be
used for all final inspection reporting in order to document completion of repairs.

8.

Q: Is an interior inspection necessary in light of the fact that many times natural disasters strike
the exterior of the home first and damage can often be observable by an exterior inspection?
A: Yes. An on-site interior/exterior inspection is required, but only for loans that have not
closed. Interior damage and the extent of any damage may not be readily visible from a driveby inspection. This would include interior water damage and other damage not visible from the
street.
FHAC

1.

Q: With respect to Section VIII of the ML, how and where is the comment to be made in
FHAC?
A: FHAC has been updated to track loans in disaster areas with instructions for lenders at the
time of insuring.

2.

Q: With respect to Section VI of the ML, how will FHA know not to cancel an assigned case
number belonging to a property in a disaster area if it goes beyond the case cancellation or
appraisal validity period?
A: FHAC is being programmed with the affected counties to address this condition.
CREDIT

1.

Q: If a borrower makes the lender aware of damage, will that change the need for an inspection
for streamline refinances without an appraisal?
A: As the ML states, guidance in sections III through VIII do not apply to streamline refinances
where FHA does not require an appraisal. Therefore, streamline refinances that do not require
an appraisal are allowed to proceed to closing and/or endorsement without any additional
requirements.

2.

Q: Does HUD want the amount of funds for the repair escrow to be the typical 150% of the
cost of the repairs?
A: HUD does not mandate that lenders escrow 150%, nor is it prohibited. Lenders typically
escrow an amount greater than the estimated cost to protect their own interest.
Note: See 4155.2 4.6 e, Lender Obligation to Completed Improvements
“The lender assumes the obligation to satisfactorily complete improvements, regardless of the
adequacy of the funds reserved by escrow or letter of credit.”
3. Q: What should lenders do about properties with damage that is not covered by insurance or
hazard policy and a borrower that may not have liquid funds to make the necessary repairs?
A: Borrowers with property damage from non-covered losses may utilize FHA’s 203(k)
rehabilitation program. The Section 203(k) program is HUD’s primary program for the
rehabilitation and repair of single family properties.
RE-INSPECTION CHARGES

1.

Q: May the borrower be charged the cost of re-inspection for the disaster and/or final
inspection if there was repaired damage?
A: Yes. FHA does not prohibit the lender from charging the borrower for re-inspection.

