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CHAPTER 2. LENDER ELI Q@ BI LI TY, APPROVAL AND MONI TORI NG

2-1. BASIC LENDER ELI G BILITY
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e a coinsuring | ender, you nust:

Be a HUD- approved nortgagee under 24 CFR 203.3 through 203.6
(and 203.8(b) for State Housing Finance Agencies). |If you
are not a HUD approved nortgagee, you nay request approval to
be a coinsurer at the sanme time you request basic approval
(See Handbook 4060.1, Mbrtgagee Approval Handbook, for how
to beconme a HUD approved nortgagee.)

Meet the requirenments of this chapter and 24 CFR 251. 102
whi ch outlines the coinsuring | ender approval process.

strongly recommends a pre-application neeting to di scuss your
osed | ender application

ou are already approved to coi nsure under 24 CFR 255,
tion 223(f)), your application for 221(d) coinsurance
oval nust include the $5,000 application fee required in
graph 2-2 A 4 and cover the foll ow ng:

Operating procedures and staffing for the new areas and
| evel s of responsibility (e.g., review of construction
docunents and costs, insurance of advances, inspections,
| abor standards, cost certifications, etc.). GCenerally,
this would require:

a) Conplete operating procedures after the point of
appl i cation acceptance. (See paragraph 2-2 A 3.)

b) Staff and resumes pursuant to paragraph 2-3. (See
paragraph 2-3 for details on staff requirements.)

Opi ni on of counsel. (See paragraph 2-2 A '1.)

Updated information on audit reports (paragraph 2-2 A 5),
financial statements (paragraph 2-2 A 2), and corporate
background incl udi ng your organi zation's nultifamly
experience in new construction and substantial rehabilitation
(paragraph 2-2 A 7).

Certifications listed in paragraph 2-2 A 6, specifically
citing the Section 221(d) program

Desi gnation of new officials under paragraph 2-2 A 8, if
appl i cabl e.
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2-2. LENDER APPLI CATI ON PRCCEDURE
A. Required exhibits for |ender application

1) An unqualifed witten opinion of your counsel that you have
the legal authority to participate in the coinsurance program
pursuant to Part 251 of Title 24 of the Code of Federa
Regul ati ons.

2) Latest audited financial statenment showi ng that you have
sound capital resources of at least $1,500, 000, including at
| east $500,000 in liquid funds.

a) Sound capital resources are the excess of the coinsuring
| ender's assets (mnus any val uation all owances) over its
liabilities (generally referred to as net worth), plus an
allowed letter of credit.

1. Net worth includes paid-in capital stock surplus,
reserves, undistributed earnings and any ot her
unencunbered resources of the coinsuring | ender

2. A loss reserve set up to cover potential coinsurance
| osses under the programnay be considered a capita
itemin your conputation of sound capital resources

b) Liquid funds are:
1. Cash or readily convertible assets.

2. An undrawn, unconditional and irrevocable firmletter
of credit of no more than $500, 000 from a supervi sed
financial institution with assets of at |east
$100, 000, 000. Do not count nonacceptable assets as
defined in Handbook | G 4000.3 REV, Audit Cuide for
Audi ts of HUD- Approved Non- Supervi sed Mortgagees for
Use by I ndependent Public Accountants,

c) If you use a letter of credit, you nust subnit a signed

or conforned copy of it with your application. It nust
specifically state that it is for the 221(d) coi nsurance
program

d) You nust also certify that you will at all tinmes naintain
t he basic sound capital resources and an additional $1 of
sound capital resources for each $300 of outstanding
princi pal debt of nortgages that you coinsure under this
program for as long as the coi nsured nortgages are
outstanding. (See paragraph 2-2 A 6.d.)
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(Required exhibits - con't.)

(2-2)

NOTE:

3)

e) The sane basic $1, 500,000 sound capital resources may be
used for both the 223(f) and 221(d) coi nsurance prograns.

1. If you are already approved under 223(f) and a letter
of credit covers part of your basic sound capita
resources you nust anend the letter of credit to
i ncl ude bot h prograns.

2. The additional anounts required in paragraph d, above,
apply curul atively to all coinsured nortgages under
223(f) and 221(d).

The Government National Mrtgage Association (GNMA) has separate
requirenents for securities that it guarantees which are backed
by nortgages coi nsured under 221(d). Coinsuring |enders seeking
to use the GNVA program nust al so neet GNVA's requirenents. The
same resources shown for coinsurance approval nmay be used to
meet GNMA's requirenments. (See the GNVA Mort gage- Backed
Securities Cuide.)

Qutline of proposed coi nsurance operating procedures and a
detailed staffing plan (internal, contract, and contract
moni toring), a processing flow chart, and organi zati on chart.

This outline of procedures and detail of your staffing is the
basis for preparing the step-by-step operating nmanual required
bef ore HUD conducts the on-site review and nust set up an
overal |l framework for programinplenentation.

a) Cover all aspects and stages of | oan processing from
origination through technical processing, |oan closings,
managenent anal ysis, | oan approval, nanagenent oversight,
| oan servicing and property disposition

b) Show your organization's operating units, identify the
staff positions in each, and describe lines of authority
and overall accountability covered in paragraph 2-5.
c) Submt detailed resunes for
1. Your principal staff as listed below (internal or
contract) with review responsibility or final decision
authority pursuant to paragraph 2-3 A
- Chief underwiter

- Chief architect
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(Required exhibits - con't.)

(2-2)

- Chief cost anal yst
- Revi ew appr ai ser
2. At least one nortgage credit anal yst
Resunmes nust be sufficiently specific as to experience,

qual i fications and background to show conpliance with the
requi renents of paragraph 2-3 F.

NOTE: Contract staff need not be actually hired at this point,

4)

5)

6)

but HUD nust be able to review the qualifications for

i mportant review positions (chief underwiter, chief
architect, chief cost analyst, or review appraiser) even
though they are not on-staff personnel

(See paragraphs 2-3, Lender Staffing, and 2-5, Procedures
and Operating Manual, for further details.)

A lender application fee of $5,000. This fee is not refundable
once HUD determ nes the application acceptable for Depart nent
review.

The nost recent detailed financial audit by an i ndependent
certified public accountant or independent public accountant
licensed by a State or other political subdivision on or

bef ore Decenber 31, 1970. You nust supplenent the audit wth
any informati on HUD requests.

a) |If the audit is older than 6 nonths, you nust subnit a
current bal ance sheet prepared by managenent, signed and
certified by a senior corporate officer of your
organi zation (e.g., treasurer or controller).

b) The bal ance sheet nust be for the coinsuring | ender-entity
only; a consolidated bal ance sheet is not acceptable.

Certifications, on corporate letterhead, individually dated and
signed by an authorized senior corporate official, that you
will:

a) Notify HUD pronptly in witing any tinme you change your
operating procedures or principal staff after your
application is submtted, that all changes will conply with
HUD requirenments, and that no conmitnents based on new
procedures or a successor's conclusion will be issued
before HUD s witten approval
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(Requi red exhibits - con't.)

(2-2)

NOTE:

b)

d)

e)

f)

9)

File with HUD annual audits sinmlar to those required in
par agraph 2-2 A 5:

1. Wien State law requires it, or

2. If there is no State requirenent, within 75 days after
your fiscal year end, and

3.  Wen requested by HUD.

The annual audit reports nust conply wi th HUD Handbook
I G 4000.3 REV. They nust include a reconciliation schedul e
fromthe I PA as to:

-- CQutstanding principal debt of nortgages you have
coi nsured under Sections 223(f) and 221(d).

-- Amount of liquid funds avail abl e.
-- Sound capital resources.

Al'l ow periodic auditing and review by the Commi ssi oner
the I nspector General, the Conptroller Ceneral of the
United States and their authorized agents regarding your
participation in the coinsurance program and give them
access to your financial records.

Mai ntai n sound capital resources required in paragraph 2-2
A 2.

Conply with other requirenents as follows:

"I (we) certify that (name of lender) _
will conply with Title VIIl of the Cvil R ghts Act

of 1968, as anended, the Equal Credit Opportunity Act,
Executive Orders 11063 and 11246, as anended, other
appl i cabl e Federal |laws and all regul ations issued
pursuant to these authorities in |ending, investing

of coinsuring funds in real estate nortgages.”

Abide by all HUD requirenents for operating, prudent
underwriting, servicing, nanagenent oversight, and property
di sposition in this programand use all forms, formats and
equi val ents as required by HUD.

Retain all other legal obligations under this programif
you del egate all or part of servicing.

For ease of review and | ater anmendnent, each certification
shoul d be on a separate page,
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(Required exhibits - con't.

(2-2)

2-3.

7) Description of your corporation, its history, structure,
relati onship to any subsidiary, parent or sinilar entity,
and experience in nmultifanily housing.

8) A designation of officials, including original signatures, you
authorize to sign commitnents, certifications, agreenents, and
ot her docunents used with | oans coi nsured under this program
The statenent nust be dated and provide that the designations
wWill remain in effect until withdrawn and that you wll
pronptly notify HUD of any changes.

Tabl e of Contents for |ender application. You nust send a
narrative application (original and two copies) to HUD, 451 7th
Street, SW Washington, D.C. 20410, Attn: Director, Ofice of
Insured Multifam |y Housing Devel opnment. Assenble it, with all
the required exhibits listed in paragraph 2-2 A above, in 3-ring,
| oosel eaf binders in these sections:

1) Request for approval - and check for $5,000 to the Departnent
of Housi ng and Urban Devel opment for application fee. (See
par agraph 2-2 A 4.)

2) Financial - audit reports, financial statenents, evidence of
sound capital resources. (See paragraphs 2-2 A1 and A 5.)

3) Corporate background and |l egal opinion to participate. (See
par agraphs 2-2 A1 and A 7.)

4) Procedures - (narrative, organization chart, and processing
flow chart) for program adm nistration, |oan origination,
processing, underwiting, |oan approval, |egal review,
construction | oan servicing, inspection, initial and fina
| oan cl osi ngs, nanagenent oversight, |oan servicing, and
property disposition. (See paragraph 2-5.)

5) Staffing - internal - including designation of chief
underwiter contract, contract nonitoring. (See paragraph
2-3.)

6) Certifications - (See paragraph 2-2 A 6.)
7) Delegations of authority. (See paragraph 2-2 A . 8.)

8) Resunes - staff and contract. (See paragraph 2-3.)

LENDER STAFFI NG You rnust have an organi zation chart show ng the
organi zati on under which you will inplement the 221(d) coinsurance
program It must specify your operating units and identify the
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(2-3) positions and persons filling themin each unit, whether staff or
contract personnel. You are fully responsible for all deterninations

made, whether by staff or contract personnel

A. Your staff may be set up in nmany different ways using interna
staff or a conbination of internal and contract staff.
Regardl ess of the system you choose, using the requirenents of
this section, show who has:

1) Basic responsibility for a primary task
2) Review responsibility of the primary task
3) Final decision authority to approve a | oan

B. You nust enploy on your own staff at |east one person qualified
to oversee all areas of nultifamly nortgage financing and
devel opment. The title chief underwiter is used in this
handbook. You nust assign responsibility and control of
underwriting decisions to the chief underwiter(s). This person
if qualified pursuant to paragraph 2-3 F and approved by HUD, nay
al so performother review functions in the coi nsurance process
(i.e., review appraiser, chief architect, chief cost analyst).

C. You nust clearly define delegations of authority that establish
responsibility for each of the above functions and accountability
for the programas a whol e.

D. If you propose to use contract staff, you nust:

1) Ensure that contracts for review services (chief architect,
chi ef cost anal yst, review appraiser) are on a continuing
retainer basis, (not hired solely for individual case
reviews) and performtheir review function on all cases
pr ocessed.

You nust provide continuity of reviewin these areas. Those
who performindividual anal yses or appraisals, however, nmay
be hired for a single case.

2) ldentify those on your staff who will nonitor work done
under contract.

E. Resunes:
1) Al staff and contract personnel nust be approved

i ndividually by HUD based on detailed resunes (firnms will
not be approved except for cost estimation firns pursuant to



paragraph 2-5 F).
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(2-3)

a) Individuals may qualify in nore than one functional area
and the chief underwiter may performone or nore revi ew
functions, if qualified.

b) Resunes nust clearly show that the person's education
experience and professional qualifications neet the
requi renents of paragraph F, below for the assigned
posi ti on.

2) |If your |oan approval process includes referral to a |oan
conmmittee, board of directors or simlar body, provide
detailed resumes of their qualifications to performthis
function with your witten application also.

NOTE: |If the loan conmittee, board, or sinilar body relies solely on

staff recommendations and can in no way influence underwiting
concl usi ons, detailed resunmes are not required. However,
submit detailed resunmes of the menbers' education
qualifications and experience if they can

- Approve an application rejected by the chief underwiter

Modi fy chief underwiter or staff recomendations

I ncrease a nortgage anmount

Modi fy comm tnment requirenments

Affect underwiting in any other way

3) For attorneys doing coinsurance work, submit certifications
(instead of resunmes) that they will neet the qualifications
of paragraph 2-5 F. 14.

Staff qualifications. The starred (*) review positions nust be

on staff or on retainer (See paragraph 2-3 D). Neither these

revi ew positions nor the chief underwiter may perform basic tasks
(appraisals, cost analyses, etc.). They nmay sign processing forns
only as required by their review functions or to justify
appropriate nodifications to the processor's findings. You nust
enpl oy, directly or by contract:

*1) Chief cost analyst. Mist be qualified under paragraph 2.a,
bel ow, and able to supervise and review cost functions and
servi ces



2)

Cost anal yst

a) Must have 3 years experience in general construction cost
estimating plus 2 years in the multifanmly area
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(2-3)

*3)

4)

5)

6)

7)

*8)

b) Cost estimation firns may be approved.

Chief architect. Muist have the professional qualifications in
par agraph 4.a, below, and be able to supervise and review
design and inspection services.

Archi tect/engineer. Mist be:

a) Registered in any State or have a degree in architecture
or engineering and at |east 3 years experience in
architectural and engi neering anal ysis of buildings, or

b) Have at |east 6 years experience in architectural and
engi neering analysis of buildings, with at |east 2 years
in multifam |y buildings. This includes design review and
construction inspection.

Construction inspector. Mist have:

a) The professional qualifications in paragraph 4 above, or

b) At least 4 years experience in inspection of building
construction with at | east one year inspection experience
with nultifamly elevator buildings.

Labor standards speciali st

a) Must understand HUD | abor standards and prevailing wage
requirenents including on-site interview and construction

contract managenent systens.

b) Construction inspectors, architects/engi neers or other
staff may o this, if qualified.

Mar ket anal yst. (The appraiser may do this.) Mist have a
background in either market or econom c analysis and be able
to supply dependabl e current data on the denmand for and

mar ketability of the specific nultifanmly projects you
process.

Revi ew apprai ser. Mist have:

a) Appraiser qualifications of paragraph 9.a, bel ow



b) Ability to supervise and review nultifam |y appraisals.

c) Broad know edge of real estate principles, nortgage
fi nance, construction, property nmanagenment and rea
estate | aw.
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(2-3)

9)

10)

11)

12)

Appr ai ser

a) Must have at least 6 years of real estate appraisa
experience8 with at lest 3 years appraising multifanily
properties.

b) Menbership in a professional appraisal organization is
desirabl e but not required.

Mortgage credit analysts. Mist have:

a) At least 3 years of general experience in banking,
accounting, finance or comercial |ending and 3 years in
multifam |y nortgage financing.

b) Ability to analyze corporate financial statenments :
including, but not limted to, balance sheets, incone
statenments and statenments of changes in financia
position and to evaluate the credit acceptability of
i ndi vidual s, partnerships and | arge corporations.

c) Broad know edge of |ending practices for nortgages and
construction |loans and the financial structure of |arge
cor porations.

Managenent personnel. Mist have:
a) Experience in multifan |y housi ng managemnent.

b) Ability to: review and deternine the acceptability of
proj ect managenent agents and operating procedures;
anal yze project financial conditions; identify nmanagenent
probl enms and their causes and work with owners to sol ve
t hem

c) Ability to conduct on-site and desk reviews to ensure
accept abl e managenent practices and conpliance with the
requi renents of the regul atory agreenent.

Loan servicer. Mist be experienced in nultifamly nortgage
| oan servicing, including: collections; escrow nanagenent;
tax and insurance accruals; resolving delinquencies;



negoti ati ng work-out plans, etc.

13) Property disposition personnel. Mist have experience in the
i nteri m managenment of acquired projects and be able to assist
the legal staff in disposition of such projects.
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(2-3) 14) Attorney

a) Must be duly licensed and have at |east 2 years
experience in nultifamly real estate.

b) Attorneys who render opinions about |local real estate |aw
nmust be licensed in the jurisdiction where the project is
| ocat ed.

G ldentity of interest. Wthout HUD Headquarters approval and
pre-endorsenent review of the underwiting for that case, no
identity is permtted between:

1) Any staff or contract enployee and the nortgagor, genera
contractor who builds or rehabilitates the project,
subcontractor, supplier, equipnent |essor, design architect
or supervisory architect.

2) Review positions and staff doing the work to be revi ewed
(e.g., appraisers, cost firms, etc.) nor nay they be enpl oyed
by the sane firm

See paragraph 4-9 for definition of identity of interest.

2-4. REVIEWOF LENDER S APPLI CATI ON

A.  Acceptance of application. HUD will notify you in witing
whet her your application is acceptable for review

B. HUD review. Depending on the review findings, HUD will tell you
t hat :

1) Your application is acceptable and HUD wi Il schedul e an
on-site review of your facilities and operating procedures;

2) Processing is discontinued until you correct the deficiencies
listed; or

3) Your application is rejected.

2-5. PROCEDURES AND OPERATI NG MANUAL REQUI REMENT. After approval of
your witten application, you nmust prepare an operating nmanual with



st ep-by-step procedures and flow charts covering all aspects of |oan
processing fromorigination through endorsenent, servicing, and

property disposition. 1t must make specific reference to the "chief
underwriter" and staff and executive comm ttees who act on |loans. It
must be avail able before HUD will schedul e the on-site review and
must :
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(2-5) A Specify in detail the systemin your organi zation for
1) Administering the coinsurance programin a prudent manner
2) Underwiting, approving and overseeing coi nsured projects.
3) Showing clear accountability for your decisions.

B. Describe your procedures for considering and approving a | oan and
spel | out your | oan approval process in detail (e.g., referral by
the chief underwiter to a |loan committee, board of directors,
etc.). These procedures nust show
1) What specific functions will be carried out;

2) W will performthem and
3) Wen they will be done.

C. Show that you understand Section 221(d) program requirenments,
i ncl udi ng:

1) Fair housing and civil rights

2) Davis-Bacon and rel ated requirenents

3) Substantial rehabilitation

4) Retirement Service Centers (See Chapter 17)

You nust also have a quality control plan for |oan originations
and servicing. (See HUD Handbook 4060.1, Mbrtgagee Approva
Handbook. )

D. Need not duplicate HUD handbooks. Cross-references are
acceptable as long as they refer to specific required actions or
processes (i.e., do not say you will do nortgage credit
processing in accordance wi th HUD Handbook 4470.1; describe
i nstead the basic processing steps such as credit investigations,
processi ng of advances, etc., with cross-references to the
i ndi vi dual sections of 4470.1 pertaining to those itens).



E. Be separated by function and relate to your processing flow chart
(e.g., valuation, cost, nortgage credit, etc.).

F. ldentify contract sources and include a description of the scope
of work required of the contractor
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2-6.

2-7.

ON- SI TE REVI EW BY HUD.

A.  Wen you have subnmtted the operating manual pursuant to
paragraph 2-5 to HUD and all other issues relating to approval of
your witten application have been resolved, HUD will schedul e an
on-site review (HUD nay el ect not to do another review if it
finds your on-site Section 223(f) coinsurance review was recently
conpl eted and satisfactory.) HUD will review your:

1) Overall operations, corporate officers and organization
internal controls, operating manual, technical staff, and
procedures for screening and processing applications for
nort gage i nsurance, underwiting, and cl osing | oans.

2) Procedures and ability to review and nonitor the perfornmance
of outside technical or professional assistance you use in
your underwriting.

3) Procedures and ability to service nortgages, review and
supervi se project managenent, and carry out property
di sposi tion.

B. HUD action

1) HUD will issue a deficiency letter for any itenms found during
the on-site review that do not meet programrequirenents.
You are responsible for ensuring pronpt correction of these
def i ci enci es.

2) Oherwise, HUD will notify you of prelimnary approval or
rejection as a coinsuring |l ender. This approval to
underwite is subject to HUD review of the processing of at
| east your first three applications for |oans to be coinsured
under the program (See paragraph 2-7.)

PRE- ENDORSEMENT REVIEW At |east your first three applications for
nortgages to be coinsured under the 221(d) program nust be approved
by HUD. You may issue firmconmmtnents for these projects
conditioned on HUD pre-endorsenent approval. After HUD approval and
correction of any deficiencies, you may initially close each

i ndi vi dual |oan and approve the construction start.

To speed up this process, you nay submit "denonstration" cases
showi ng that, with your organi zation, procedures and staff, you can



process applications and do proper underwiting in the coinsurance
program

These denonstration cases nust involve actual properties,
apprai sal s, expense conparabl es, drawi ngs and specifications, etc.
and all docunments nust be conpleted as if actual conmitnents were
i nvol ved.

An actual case withdrawn by the nortgagor during processing nmay
continue as a "denonstration" case to neet the pre-endorsenent
revi ew requirenent.
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(2-7)

Al t hough you may subnmit regul ar nortgage insurance cases that have
been reviewed by a HUD field office, HUD nay deterni ne that these
cases are not a sufficient denonstration of your underwiting
ability and may require additional pre-endorsenent review cases.

NOTE: |If any of the cases you use to satisfy this requirenment are
i nsurance upon conpl etion, the pre-endorsenent review nust be
conpl eted before construction start.

A

Subnmit the three cases individually or sinultaneously. Package
each case separately regardless of the timng. Send three (3)
copies with full docunentation (send only one copy of the plans
and specifications) to:
Depart ment of Housing and Urban Devel opnent
Ofice of Insured Multifam |y Housi ng Devel opnent
451 7th Street SW
Washi ngton, D.C. 20410
Prepari ng the package
1) Include all data, worksheets, forns, etc., used in arriving
at underwiting decisions. These include, anpong ot her
t hi ngs:
a) Al processing forns
b) HUD- 2530 cl earances
c) Copies of appraisals and i ncone and expense anal yses
d) Market anal yses, reports and infornation
e) Financial statenents and anal yses

f) Credit reports and bank and trade references

g) Copies of verifications of debt



h) Engi neering and cost studies
i) Analyses of construction or rehabilitation requirenents.

j) Copy of the firmconmmtnent or proposed firm commitnent

2) Accompany each case with a narrative summary (prepared and
signed by the chief underwiter. |In the sunmary:
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(Pre-endorsenent review - con't.)

(2-7)

HUD

1)

2)

a) Analyze the underwiting aspects of the project. Include
a di scussion of major conclusions reached (e.g.
| ocati on, devel opnent team rents and expenses, etc.).

b) Highlight your significant considerations, positive and
negative, in the decision to coinsure the | oan under
Section 221(d).

c) Note any changes or adjustnents by the chief underwiter
and reasons for them

review. HUD will notify you that
HUD s findings differ substantially fromyours and:
a) The case is unacceptable, or

b) You may not initially close the project until the
deficiencies are resol ved.

The processing is acceptable (although comments nay be nade
or certain adjustnents required or recommended) and, after
such adjustnents, the nortgage may go to initial closing.

After all required cases are acceptable, HUD will grant in
witing full underwiting authority. HUD nmay require review of
nore than three cases if necessary, but in no event will this
authority be granted before three projects are approved. Ful
coinsuring authority will not be granted until you neet the

pre-

final endorsenent requirements for your first 3 projects in

construction.

In the nmeantine, however, you may process, issue conmmtnents, and
initially endorse nortgages for coinsurance. Assuming continued
compliance with programrequirenments, you rmay finally endorse

t hese cases without further HUD action



2-8. HUD MONI TORI NG AND CONTROL.

A

HUD review. Neither HUD Headquarters nor field offices will be

i nvol ved in your day-to-day review and approval of projects for
coi nsurance except for certain linted functions not del egated by
HUD. (See Chapter 6.) For HUD endorsenent of each case, subnit
the docunents required in paragraphs 12-6, 14-6 or 15-9. These
docunents are only subject to HUD review for conpl et eness before
endor senent .

Revi ew of first three projects constructed. The HUD field office
with jurisdiction will inspect and review the construction phase
of at least your first three projects (nationally) that are

const ruct ed.
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HUD Headquarters will tell the field office which cases to review
and notify the coinsuring lender in witing of any deficiencies.
The field office will eval uate:

1) Initial endorsenent

2) Construction process and quality of construction nonitoring,
i ncl udi ng:

a) Processing of coinsured construction advances and change
orders

b) Labor standards and prevailing wage requirenents and
nmoni t ori ng

3) Processing of requests for nortgage increases.
4) Adequacy of cost certification review

HUD Headquarters will notify you inmmediately if the field office
finds deficiencies in any area. You need not delay fina

endor sement until you receive HUD notification on each case.

When HUD finds all aspects of closing and construction for (at
mnimum the first three projects acceptable, you will be granted
full coinsurance authority in witing.

Post - endor senent nonitoring. You are subject to nonitoring
and periodic on-site reviews by HUD to:

1) Ensure adherence to statutory, regulatory and handbook
requirenents.

2) Evaluate your staffing, program nanagement, interna
controls, technical underwiting, closing procedures,
nort gage servicing, etc., and to ensure conpliance with



appl i cabl e requirenents and prudent business practices.

3) See that underwiting decisions are consistent with HUD s
gui del i nes

4) Ensure that technical processing, construction and project
operations are consistent with prudent |ending and
underwriting practices.

5) See that your operating nanual is up to date.

D. Reporting. You nust send the following to HUD, Attention, Ofice

of Insured Miultifam |y Housing Devel opnent:
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(2-8)

2-9.

2-10.

1) Annual audits as required by paragraph 2-2 A 6.b. This
requi renent does not relieve you of responsibility to
submt annual audits to the HUD Ofice of Lender
Certification.

2) Pronpt notification of any changes in your processing
procedures after certification as a coi nsurance | ender
You nust receive HUD approval of these changes before
i ssuing any comitments using these procedures.

3) Prompt notification of contract or staff personnel changes
and a detailed resune of the successor. You nust receive
HUD approval of any successor before issuing conmtnents
based on the successor's concl usi ons.

AUDI TING  You rust allow periodic audits and reviews by the
Conmi ssi oner, the Inspector General, the Conptroller Ceneral or
their authorized agents in addition to normal HUD nonitoring and
periodic review HUD audits will include a financial nmnanagenent
review and a review of your quality control plan as required by HUD
Handbook 4060.1, Mbortgagee Approval Handbook

CAUSES FOR PROBATI ON, SUSPENSI ON, OR W THDRAWAL. The Conmi ssi oner
or designee may place a | ender on probation, suspend, or wthdraw
coi nsurance approval for any of the follow ng:

A.  Neglecting your responsibilities as a prudent |ender in program
adm ni stration, project underwiting, |oan servicing, nanagenent
oversight or property disposition

B. Losing of and failing to replace skilled staff.

C. Failing to maintain required sound capital resources, except as



noted in paragraph 2-17.

Failing to performunderwiting, managenent oversight, |oan
servicing, or property disposition functions consistent with
thi s handbook, the nmanagenent handbook, and your approved
application and operating nmanual .

Failing to discharge responsibilities under a regul atory
agreenment or the contract for coinsurance (as defined in 24
CFR Section 251.2).

Transferring a coinsured nortgage to a | ender not approved by
HUD.

Failing to segregate and deposit in a designated account(s) (in
FDIC, FSLIC, or NCUA institutions) all escrow funds received
fromnortgagors for, but not limted to: ground rents; taxes;
assessnents; reserve for replacenent; and insurance prem uns.
(See Handbook 4566. 2, paragraph 2-7B, for details.)
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(2-10) H.

Usi ng escrow funds for any purpose other than that for which
they are established.

Payment by you, your enpl oyees, agents, or contractors in any
i nsurance transaction of any fee, kickback or other
consideration (directly or indirectly) to any person who has
recei ved any consi deration from another person for services
related to such transaction. Conpensation may be paid for the
actual performance of services as approved by HUD.

Paynment to you of any fee, kickback or other consideration by
any party to the transaction other than those fees set out in
the Mortgagee's Certificate or otherw se approved by HUD
Headquart ers.

Failing to notify HUD, and obtain HUD approval where necessary,
of changes in staffing or procedures.

Submitting a fal se, fraudulent or inconplete report to HUD or
the incurring of a debt to HUD without a satisfactory repaynent
pl an or agreenent.

Failing to pay any anpbunt owed to a hol der of securities
guaranteed by the CGovernnent National Mrtgage Association and
backed by a coi nsured | oan

A finding by a Federal agency of mmjor nonconpliance with any
regul ation or procedure pursuant to Executive Order 11063, Title
Vi1l of the Cvil R ghts Act of 1968, or any contractua
provision relating to civil rights.

Any ot her reason that HUD finds justified under the applicable
statutes, regulations, adninistrative rules and good | endi ng



2-11.

2-12.

practi ce.

PROBATI ON. The Conmi ssi oner or designee may place a | ender on
probation to evaluate the | ender's conpliance wi th coi nsurance
programrequirenents. You will be notified in witing and the
notice will state the cause, effect and duration of the action
During a probation:

A. You may issue commitnents subject to any conditions required by
HUD (e.g., you may be required to submt underwiting processing
to HUD before issuing conmitnents).

B. Commitnents dated during the probation period and presented to
the HUD field office for endorsenent nust be acconpanied by a
letter fromHUD Headquarters specifically authorizing
endorsenment. Paragraphs 2-14 A 2 and A 3 apply to anendnents
during probation.

SUSPENSI ON OF LENDER APPROVAL. Any suspension inposed by the
Comm ssi oner or designee will be in witing. The notice will state
the cause, effect and duration of the action. During a suspension
you nmay hot issue any new conmm tnents.
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2-13.

2-14.

2-15.

W THDRAWAL OF LENDER APPROVAL. Wthdrawal is termnation of |ender
approval. Any wthdrawal inposed by the Conmi ssioner or designee
will be in witing.

The notice will state the cause and effect of the action. Once
withdrawal is final, only reapplication as a coinsuring |ender
pursuant to paragraph 2-2 can restore | ender approval (provided the
cause of the termination is renoved).

EFFECT OF PROBATI ON, SUSPENSI ON OR W THDRAWAL.

A. Qutstanding comitments dated before probation, suspension or
wi t hdr awal

1) WIIl be endorsed when presented to the HUD field office.

2) My be anended as long as there is no nortgage increase,
except froma reduction in the nortgage interest rate. |If
the commitnent nust be extended nore than 60 days fromthe
original date, HUD Headquarters review is required

3) May not be reissued, reopened or anended to increase
nort gage anounts wi thout HUD approval before issuance.

B. CQutstanding coinsurance contracts and servicing of existing
coi nsured nortgages are not affected.

OTHER HUD ACTI ON. Probation, suspension as a coinsuring |ender or
wi t hdrawal of coinsurance approval does not affect a | ender's



approval as a HUD nortgagee under 24 CFR 203.3 through 203.6 (and
203.8(b) for State Housing Finance Agencies). However, HUD may al so
take action for serious m sconduct or nonconpliance with the

requi renents of the coi nsurance program under

A. 24 CFR Part 25 (Mortgagee Revi ew Board)

B. 24 CFR Part 24 (Debarment, Suspension and Ineligibility of
Contractors and Grantees; Adninistrative Sanctions).

2-16. APPEAL OF PROBATI ON, SUSPENSI ON OR W THDRAWAL. Lenders nust conply
imediately with a probation, suspension or w thdrawal notice.
A HUD will give the I ender the opportunity for a hearing within
10 workdays of receipt of the notice. You rmay be represented by
counsel. HUD will notify you in witing of the result of any
hearing within 10 workdays of the hearing and recei pt of any
mat eri al s.
B. A decision to continue probation, suspension or wthdrawal after
a hearing is HUD s final action
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2-17. DEPLETION OF RESERVES. |If paynment of a coinsurance claim

tenmporarily reduces your sound capital resources below the |eve
required, HUD may all ow you a reasonable tinme (not to exceed six
months) to restore them before acting to suspend or w thdraw your
| ender approval. 1In this case, your authority to coinsure is
limted by paragraphs 2-11 A and B
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