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CHAPTER 5. CHANGES SUBSEQUENT TO APPROVAL
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PURPOSE. This chapter discusses the various changes which may occur
following a lender's initial approval by HUD FHA.

BRANCH OFFICES. Al institution types are permitted to use branch
offices for all perm ssible activities provided the branch has been
approved by HUD/ FHA. Financial institutions are responsible for the
actions of their branch offices. The branch office nust neet the genera
approval requirenments in Chapter 2 concerning staffing and facilities.

A.  BRANCH MANAGER. Branch managers nust be |ocated at the branch
of fice they manage and cannot operate or be the nanager of nore
than one branch office at the sane tine.

B. OBTAI Nl NG BRANCH OFFI CE APPROVAL. Lenders seeking branch office
approval nust supply the foll owing docunentation to HUD/ FHA' s
Lender Approval and Recertification Division at the address noted
i n paragraph 3-2A

1. Form HUD 92001-LB - Branch O fice Notification.

2. A copy of the application fee check and the fee transnitta
form

3. Loan Correspondents that submt branch office applications
must provi de evidence of the additional required net worth.
(See Paragraph 2-4C) A copy of the lender's nobst current
audi ted financial statement nust be subnmitted. |If it is over
six nonths old, a managenent certified bal ance statenent nust
acconpany the audited financial statenent. The audited
financial statement nust contain evidence of sufficient
adj usted net worth to support the branch application(s).
Refer to Paragraph 2-4 for a discussion of net worth
requirenents.

C.  NOTI FI CATI ON OF APPROVAL OR DI SAPPROVAL. The Lender Approval and
Recertification Division will notify the Iender in witing of its
deci sion to approve or di sapprove the branch application

EXTRA- TERRI TORY REQUESTS. A Title | lender or Loan
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Correspondent may originate loans only within its approved | endi ng area.
(Pl ease refer to Paragraph 2-17.) However, a lender's approved | ending
area may be extended by making a request for Extra-Territory Approval

A, VWHY EXTRA- TERRI TORY MAY BE NEEDED. W th the expansion of the
Department's definition of "approved | ending area" the need for
Extra-Territory approval should dininish. Before subnitting a
request a | ender shoul d consider whether Extra-Territory approva
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is really necessary and whether the | ender will be able to
adequately serve its expanded area wi thout establishing a branch or
a | oan correspondent relationship. Follow ng are some of the
reasons a lender may wi sh to request Extra-Territory approval

1. A lender originating dealer |oans nmay be able to serve a
| arger area due to the network of dealers it has established.

2. Even with expanded | ending areas, in sone parts of the country
the areas may not cover a | arge geographic area. In such areas
it may be very possible for a lender's main or branch offices
to cover areas outside its approved | ending area.

3. The location of the lender's main or branch office may be
close to the boundary of its approved | ending area so that the
| ender's market area includes an adjacent field office
jurisdiction.

APPROVAL FOR LOAN ORI G NATI ON ONLY. Extra-Territory approval is
granted only for the purpose of loan origination. Title |I |enders
are permtted to purchase closed | oans fromother |enders |ocated
anywhere in the nation without the need of Extra-Territory
approval. The sane is true for Sponsors purchasing cl osed | oans
fromtheir Loan Correspondents.

EXTRA- TERRI TORY PROCESSI NG To obtain Extra-Territory approval the
| ender nust send a letter to the Lender Approval and
Recertification Division at the address in paragraph 3-2A. The
letter nust:

1. State the address of the approved hone or branch office

seeking the Extra-Territory approval as well as that office's
ten digit HUD FHA identification nunber.
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2. ldentify the area into which the | ender w shes to expand.

3. Explain whether the lender will originate dealer or direct
| oans in the expanded area.

4. Explain howthe I ender plans to originate and close |oans in
t he expanded ar ea.

REQUI REMENTS FOR EXTRA- TERRI TORY APPROVAL. The | ender nust satisfy
the Departrment with respect to the foll ow ng:

1. A lender may apply for Extra-Territory approval only after it
has been approved as a Title | lender for at |east one year

2. The lender has an adequate Quality Control Plan which wll
address loans originated in the expanded | endi ng area.



3. The lender is operating with an acceptabl e default and claim
rate.

4. The lender can naintain adequate supervision of dealers
| ocated in the expanded area.

E. NOTI FI CATI ON OF APPROVAL OR DI SAPPROVAL. The Lender Approval and
Recertification Division will notify the lender in witing, of its
deci si on whet her to approve or disapprove the request.

5-4 ADDI TI ONAL SPONSCRS

A. A Loan Correspondent may have as nany approved sponsoring | enders
as it chooses. The only Iimtation on the nunber of Loan
Correspondents that a Sponsor may have relates to its ability to
supervi se and nonitor their conpliance with Title | requirenents.

B. ADDI Tl ONAL SPONSOR PROCESSI NG Each additional Sponsor nust be
HUD/ FHA- approved. Requests for an additional Sponsor may be
conpl eted by either the Sponsor or the Loan Correspondent. The
fol |l owi ng docunentation nust be sent to the Lender Approval and
Recertification Division at the address in paragraph 3-2A

1. Form HUD 92001-LE - Application for Approval as a
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Title | Loan Correspondent. The Application nust be signed by
a senior corporate officer of the Loan Correspondent and nust
al so be signed by a senior corporate officer of the sponsoring
| ender.

2. Aletter fromthe new Sponsor stating that it agrees to
purchase at | east $500,000 in closed Title | loans fromthe
Loan Correspondent.

3. Copy of the application fee check and transmittal form

5-5 DOCUMENT RETENTI ON REQUI REMENTS. After closing a Title | |oan, the
originating | ender or Loan Correspondent mnust retain a copy of the
entire | oan origination package, including copies of all closing
docunents, for a two-year period following the loan closing. |If the
|l oan is sold, the original copy of the loan file nust be sent to the
servicing lender and retained for the Iife of the |oan

5-6 REPCRTI NG BUSI NESS CHANCES. Lenders nust notify HUD/ FHA of any change
that affects their standing as an approved institution, or which changes
the informati on on which they were originally approved. Lenders nust
notify HUD FHA' s Lender Approval and Recertification Division, at the
address in paragraph 3-2A., of all corporate changes. Cenerally
notification would consist of a letter to HUD FHA, signed by a senior
corporate officer. Certain changes, however, nmay require additiona
docunent ati on
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CHANGE OF NAME. The conpany nust subnit evidence the name change
has been accepted by the state in which the hone office is |ocated
and a copy of the anendment to its articles of incorporation (or
ot her document) showi ng the nane change

CHANGE OF ADDRESS AND TELEPHONE NUMBER. The Departnent nmintains
the follow ng addresses for the hone office of a | ender

Geographic -- Address where the office is physically
| ocat ed.
Mailing -- Address to which HUD correspondence is
sent.
Prem um - - Address to which HUD prem um billings
are sent.
Payee -- Address to which checks for insurance benefits
are sent.
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1. The notification letter nust indicate which of the above
addresses is to be changed. (Only geographic and mailing
addresses are naintained for branch offices.)

A change in the geographic address for the main office nust be
acconpani ed by the name of the County in which the main office
is located. The followi ng information nust also be submitted:
phot ographs of the new offices (inside and outside); a floor
pl an of the new offices; and a certification that the new
offices comply with the requirements of Paragraph 2-15 of this
Handbook.

When a branch office is closed in one HUD field office
jurisdiction and a branch office is opened in another
jurisdiction, it is considered to be a new branch, not nerely
a new | ocation. For this reason, Form HUD 92001-LB, al ong
with the appropriate fee, nmust be subnmitted to have the new

| ocation approved. |If a branch changes location within the
same HUD field office jurisdiction, it is acceptable to
request only a change of address and for a senior corporate
officer to certify that the new office conmplies wi th Paragraph
2-15 of this Handbook

2. Because HUD/ FHA often has a need to contact |enders by
t el ephone or fax machine, |enders nust keep the Depart nent
aware of changes in the tel ephone and fax nunbers of their
mai n of fices.

CHANGE OF CORPCRATE OFFI CER, STOCKHOLDER, OANERSHIP. |f a | ender
has an addition or substitution of a principal (including the

chai rman of the board, president, vice president and/or any person
or entity that owns 25 percent or nore of the I ender's voting
stock), the I ender nust provide notification of the change. A
Resi dential Mrtgage Credit Report nust be submitted on the new



person(s) or entity. The lender nust certify that the facilities
and staff continue to neet HUD/ FHA requirenents.

Supervi sed Lenders or Supervised Loan Correspondents do not have to
comply with the credit report requirenent. They al so need not
report a change in principals, except for the addition of a

st ockhol der owni ng 25 percent or nore of the lender's voting stock
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Whenever an individual or entity acquires 25 percent or nore of a
| ender's voting stock the I ender nust notify the Lender Approva
and Recertification Division. Wen the najority of a lender's
owner shi p changes a new application and fee may be necessary. W
advi se that the | ender contact the Lender Approval and
Recertification Division in advance to determ ne what will be
required. Additional information on changes in ownership is
provi ded i n paragraphs 5-6E and F.

CHANGE | N CORPCRATE CHARTER OR FEDERAL TAX | DENTI FI CATI ON NUMBER.

1. If a lender re-incorporates the approved institution; changes
the institution's charter; changes the state where the conpany
is incorporated; or conpletes any other change that results in
the conpany receiving a different Federal tax identification
nunber, the lender is required to subnmit a new application and
fee. The lender's Title | reserves will not be transferred
automatically to the newWy approved entity.

2. If the change does not result in a new Federal income tax
identification nunber, then the | ender nust:

a. Certify as to the nature of the conversion and that there
has been no change in the Federal tax identification
nunber or depositor insurance (in the case of a
Supervi sed Lender).

b. Certify that the institution will continue to conply with
the approval requirenents of this Handbook

c. Certify that the newly chartered entity will continue to
be responsible for the assets and liabilities of the
fornmer institution. This would include any probl ens
found subsequently by the Departnent in the origination
of any Title | loans originated by the institution prior
to the adoption of the new charter

d. Submt a copy of the new charter and a conplete
description of the changes.

CORPORATE MERGERS. Corporate nergers can take a variety of forns
whi ch are discussed bel ow.

1. TWO OR MORE HUD/ FHA- APPROVED LENDERS MERGE.
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a. THE NONSURVI VI NG ENTI TY MJST:

(1) Submit a letter signed by a senior corporate
of ficer (vice president or above) infornming the
Departnment that it is nmerging with another entity.
The letter nust indicate which |lender will survive;
provide the | ender identification nunbers for each
| ender involved; provide the date the nerger
occurred or will occur; and request ternination of
its approval

(2) If the nonsurviving | ender was a Sponsor of
HUD/ FHA- approved Loan Correspondents, it is its
responsibility to notify its Loan Correspondents of
its request for termnation

(3) Once the nonsurviving entity ceases to exist or its
approval is term nated (whichever comes first), it

must not take any new applications for Title

| oans. Applications which are in progress may be

closed by the lender only if they were approved by

the lender prior to the term nation of approval

It also may no |l onger purchase Title | |oans or

submit clainms to the Departnent.

(4) Wen the nonsurviving |l ender holds a portfolio of
Title | loans, it nmust arrange to sell the loans to
the surviving | ender or some other |ender holding a
Title | Contract of Insurance.

b. THE SURVI VI NG ENTI TY MUST:
(1) Subnmit a letter describing the nerger.

(2) Submit a copy of the docunent which evidences the
merger. For Supervised Lenders, this would be the
letter fromthe supervisory authority which

approved t he merger.

(3) Submit a HUD Form 92001-LB for each of the
nonsurviving entity's branch offices which will
remai n open under the auspices of the surviving
entity, plus the fee required by paragraph 2-2A of
this Handbook. Any extra-territory approvals held
by the nonsurviving entity's branches will be
transferred to the surviving entity upon the
processi ng of Form 92001-LB
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(4) Submit Form HUD 92001-LE for each of the
nonsurviving entity's Loan Correspondents (if any)
whi ch the surviving entity w shes to sponsor, plus
the fee required by Paragraph 2-2A. of this
Handbook. For each of the Loan Correspondents for
whi ch approval is sought, the provisions of

Par agr aph 3-5C of the Handbook nust be foll owed.

(5) If the surviving lender acquires only a portion of
the nonsurviving lender's Title | loans, it nust

submit Form HUD 27030 Title I Transfer of Note

Report for each loan. However, if there is a large
nunber of | oans involved, we will accept a conputer
printout which contains all the infornmation on the
formin lieu of the formitself.

(6) |If the surviving |lender acquires all of the
nonsurviving lender's outstanding Title | loans, it
is not necessary to subnmt HUD Form 27030.

However, the surviving | ender nust provide the
Department the total unpaid principal bal ance for
all outstanding Title | loans in the portfolio as
of the date of the nerger or state that there were
no outstanding |oans. Upon receipt of this
informati on, we will change the prem um address in
the conputer to that of the surviving institution
so paynent can be renmitted in a tinely manner. |If
the unpai d bal ance infornmation is not received, the
Departnment will place a "hold" on the paynment of
any clainms until the transfers have been conpl et ed.

2. A HUD/ FHA- APPROVED LENDER MERGES W TH A NON- APPROVED LENDER
AND THE NON- APPROVED LENDER SURVI VES

a. The nonsurviving | ender nust conply with the provisions
of paragraph E.1.a. above.

b. If the surviving | ender wishes to originate or hold Title
I loans or submit clains for |oans previously held by the
nonsurviving | ender, it nmust becone HUD/ FHA- approved. To
becone approved, it nust follow the approval procedures
di scussed in this Handbook and in Paragraph E.1.b. above.

F. ACQUI SITIONS. The acquisition of a HUD FHA- approved | ender may
take the form of conmon stock, assets or operations being acquired
or some conbination of these
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The | ender may cease to exist, beconming part of the acquiring



conpany, or it may continue as a subsidiary or affiliate of the
acquiring conpany. Each of these is handled differently.

1. A HUD/ FHA- APPROVED LENDER | S ACQUI RED BY ANOTHER APPROVED
LENDER. The necessary action depends upon whet her the
acquired lender will cease to exist or will continue as a
subsidiary or affiliate of the acquiring | ender

a. |If the lender being acquired will continue to operate as
a subsidiary or affiliate of the acquiring | ender, the
acquiring |l ender nust subnit a letter describing the
transaction including the nanes of all parties, their
HUD/ FHA | ender identification nunbers, and the date of
the acquisition. The letter nust also explain that the
acquired entity will continue as a subsidiary or
affiliate of the acquiring entity. The acquired |ender
must notify the Departnent by letter that it has been
acquired and will continue to operate as a subsidiary or
affiliate of the acquiring |l ender. The acquired | ender
may continue to operate under its existing Title
Contract of |nsurance.

Because the acquired | ender will continue to operate, no
change to the acquired |l ender's reserves i s necessary.

b. If the lender being acquired will be dissolved, then the
acquiring |l ender nust subnit a statenment of the future
operating status of the acquired | ender and nmust conply
wi th Paragraph E.1.b. above. The acquired | ender nust
comply with the provisions of Paragraph E. 1. a.

2. THE ACQUI RED ENTITY IS A HUD/ FHA- APPROVED LENDER AND THE
ACQUI RING ENTITY I'S NOT APPROVED.

a. |If the acquiring entity wishes to be able to nake Title
I loans, then it nust apply for approval under the
provi sions of this Handbook and conply with the other
provi si ons of Paragraph E.1.b. above.

b. If the acquired entity will cease to exist, then it nust
comply with the provisions of Paragraph E.1.a. above.
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c. |If the acquired entity will continue to operate as a
subsidiary or affiliate of the acquiring |ender, then it
may continue to operate as a Title | |ender under its own

nane, whether or not the acquiring entity becones
HUD/ FHA- appr oved.

G FISCAL YEAR. There is no prohibition against |enders changing
their fiscal year. However, a lender may be required to submit a
bal ance sheet and conputation of adjusted net worth certified to by
managenent. This requirenent will depend upon the length of tine
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since the lender last subnmitted financial statements to the
Departnment. Because each case is different, |l enders are advised to
consult with the staff of the Lender Approval and Recertification
Division to determ ne whet her a bal ance sheet will be necessary and
the nost appropriate date.

H  "DO NG BUSI NESS AS." Wienever a change occurs to a | ender's "doing
busi ness as" nane, a copy of the State or |ocal governnental
approval nust be submitted. Each branch office nay have no nore
than one "doi ng business as" identity.

CONVERSI ON OF LENDER TYPE. |f a |lender wi shes to convert its
institution type (e.g. an approved Supervi sed Lender w shes to convert
to a Supervised Loan Correspondent), it nust conplete Form HUD 92001-L
and submit the fee discussed in Paragraph 2-2A. of this Handbook. If
the Il ender is converting to becone a Loan Correspondent, it nust

conpl ete Form HUD 92001-LE and submt evidence of an acceptabl e funding
agreenment. If converting to a Nonsupervised Lender, it nust conplete
Form HUD 92001-L and submit evidence of an acceptabl e funding program
Thi s docunentation along with a copy of the fee check and transmitta
formnmust be sent to HUD FHA at the address noted in paragraph 3-2A

When converting, a Lender or Loan Correspondent nust denonstrate that it
has adequate net worth to neet the requirenents of the type of lender to
which it is converting. To expedite the process we reconmend a Lender
or Loan Correspondent subnit a copy of its nobst recent financial
statements. |If the statements are nore than six nonths old, a
managenent certified bal ance sheet and cal cul ati on of adjusted net worth
must al so be submitted

REV- 1
VCOLUNTARY W THDRAWAL OF HUD/ FHA APPROVAL. A lender that w shes to

wi thdraw i ts HUD/ FHA- approval must send a letter to the Departnent at
the address in paragraph 3-2A, signed by a senior corporate officer
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