vsﬂmewrok

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, DC 20410-8000

Sl
o
S % | | *x o
- Il
Ban pever®

ASSISTANT SECRETARY FOR HOUSING-
FEDERAL HOUSING COMMISSIONER
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All FHA Approved Mortgagees Issued: August 26, 2015
All Direct Endorsement Underwriters Effective Date: Varied

All FHA Roster Appraisers

All FHA Approved 203(k) Consultants

All HUD Approved Housing Counselors

All HUD Approved Nonprofit Organizations
All Governmental Entity Participants

1. This Transmits:

Handbook 4000.1, FHA Single Family Housing Policy Handbook (Handbook 4000.1):

e Doing Business with FHA - Other Participants - 203(k) Consultant, DE Underwriter, and

Nonprofit and Governmental Entity

e Quality Control, Oversight and Compliance - Other Participants - 203(k) Consultant, DE

Underwriter, and Nonprofit and Governmental Entity
e HUD REO purchasing requirements as established in Mortgagee Letter 2015-17

2. Explanation of Materials Transmitted:

The Doing Business with FHA, Other Participants — 203(k) Consultant, DE Underwriter, and
Nonprofit and Governmental Entity sections of Handbook 4000.1 address the application
requirements and approval procedures for how these entities do business with FHA.

The Quality Control, Oversight and Compliance, Other Participants — 203(k) Consultant, DE
Underwriter, and Nonprofit and Governmental Entity sections of Handbook 4000.1 address the
quality control, monitoring, and enforcement activities that apply to these entities.

The HUD Real Estate Owned (REO) purchasing sections of Handbook 4000.1 revise and
consolidate FHA policy for the processing of applications for FHA-insured financing to purchase
HUD REO properties.

3. Implementation:

The following policy is effective for endorsements on or after September 14, 2015, including
pipeline applications:

e The elimination of using the list price of a HUD REO property in determining the
maximum mortgage amount.



The following sections are effective for case numbers assigned on or after September 14, 2015:

e Section I1.A.8.a.ix and the revisions to the Glossary definition of Adjusted As-Is Value
and As-Is property value.

The following sections are effective for case numbers assigned on or after March 14, 2016:

e Doing Business with FHA - Other Participants - 203(k) Consultant, DE Underwriter, and
Nonprofit and Governmental Entity

e Quality Control, Oversight and Compliance - Other Participants - 203(k) Consultant, DE
Underwriter, and Nonprofit and Governmental Entity

e Section I1.A.8.0, HUD REO Purchasing, Section I1.B.12.e.i, Definition and Section
11.B.12.e.iv, Appraisals for HUD Real Estate owned Properties Purchase With a New
FHA-insured Mortgage.

4. Superseded Policy:

This Handbook 4000.1, along with the applicable statutes and regulations, contain all FHA
requirements pertaining to Doing Business with FHA for 203(k) Consultant, DE Underwriter, and
Nonprofit and Governmental Entities, and Quality Control, Oversight and Compliance for 203(Kk)
Consultant, DE Underwriter, and Nonprofit and Governmental Entities. Below is a list of
Mortgagee Letters and Housing Notices containing content related to these sections of Handbook
4000.1 that are hereby superseded in their entirety and are cancelled. Also, below is a list of
Mortgagee Letters containing content related to these sections of Handbook 4000.1 that are
hereby superseded in part; the partially superseded Mortgagee Letters remain in effect to the
extent not hereby superseded. All previously superseded or cancelled Handbooks, Mortgagee
Letters or Housing Notices remain cancelled or superseded, but will continue to remain available
for informational purposes only on HUD’s website along with the items listed below.

ML Number Mortgage Letter(s) Superseded in Whole

Guidance on Nonprofits Assisting Government Entities in Providing Secondary Financing in
2014-08 o .
Conjunction with FHA-Insured Mortgages

HUD Single Family Real Estate Owned (REO) Properties: Clarification on Comparables used for

2013-44 Appraisals

Minimum Cash Investment and Secondary Financing Requirements — Acceptable Documentation

2013-14 for Funds Provided by Federal, State, or Local Governments, their Agencies or Instrumentalities

2011-38 Secondary Financing Eligibility Requirements for IRC Section 115 Nonprofits

Financing of Transaction Costs for Real Estate Owned (REO) Properties Purchased Under FHA $100

2011-19 Down Sales Incentive

2002-01 Nonprofit Participation in Single Family FHA Activities - New Requirements and Restrictions

2001-30 Nonprofit Organization and Government Entity Participation in Single Family FHA Activities

Appraising and Financing HUD Real Estate Owned (REO) Properties with FHA-Insured Financing —

2000-27 Single Family Loan Production

1996-52 Single Family Loan Production — Nonprofit Agencies as Mortgagors

1995-56 Single Family Property Disposition Insured Sales with Repair Escrow

1994-02 Secondary Financing Provided by Nonprofit Agencies




HN Number Housing Notice(s) Superseded in Whole

Guidance on Nonprofits Assisting Government Entities in Providing Secondary Financing in

2014-06 | conjunction with FHA-Insured Mortgages

5. Paperwork Reduction Act:

The information collection requirements contained in this document have been approved by the
Office of Management and Budget (OMB) under the Paperwork Reduction Act of 1995 (44
U.S.C. 3501-3520) and assigned OMB control numbers 2502-0059; 2502-0189; 2502-0265;
2502-0358; 2502-0404; 2502-0494; 2502-0302; 2502-0527; 2502-0538; and 2502-0556. In
accordance with the Paperwork Reduction Act, HUD may not conduct or sponsor, and a person
is not required to respond to, a collection of information unless the collection displays a currently
valid OMB control number.

Principal Deputy Assistant Secretary for Housing Date
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DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees

I. DOING BUSINESS WITH FHA

A. FHA LENDERS AND MORTGAGEES

The Doing Business with FHA section in this FHA Single Family Housing Policy Handbook (SF
Handbook) covers Federal Housing Administration (FHA) approval and eligibility requirements
for both Title I lenders and Title 1l Mortgagees, as well as other FHA program participants. The
term “Mortgagee” is used throughout for all types of FHA approval (both Title Il Mortgagees
and Title I lenders) and the term “Mortgage” is used for all products (both Title Il Mortgages and
Title 1 loans), unless otherwise specified.

A Mortgagee must fully comply with all of the following approval and eligibility requirements in
order to be approved by FHA to participate in the origination, underwriting, closing,
endorsement, servicing, purchasing, holding, or selling of FHA-insured Title | or Title 11
Mortgages.

The requirements outlined below in subsections 1 through 9 apply to both Single Family (one-to
four-units) and Multifamily Mortgagees. If there are any exceptions or program-specific
requirements that differ from those set forth below, the exceptions or alternative program
requirements are explicitly stated or hyperlinked to the appropriate guidance. Terms and
acronyms used in this SF Handbook have their meanings defined in the Glossary and Acronyms
or in the specific section of the SF Handbook in which the definitions are located.
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DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees
1. Types of Program Approvals

1. Types of Program Approvals

FHA approves Mortgagees separately for participation in the Title I and Title Il programs. FHA
approval is conveyed to a specific legal Entity and cannot be shared with or extended to other
Entities, such as a parent or subsidiary, or any Affiliates of the Mortgagee.

a. Titlel
i. Definition

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

ii. Standard

A Title | Mortgagee may be approved to originate, underwrite, close, endorse, service,
purchase, hold, or sell loans under the Property Improvement program and/or the
Manufactured Housing program. Unless otherwise specified, Title | Mortgagees must
meet the same approval requirements and follow the same procedures as Title Il
Mortgagees.

b. Title II
i. Definition

A Title Il Mortgagee is a Mortgagee that has been approved to participate in Title I
and/or Title X1 programs under the National Housing Act (12 U.S.C. § 1707 et seq. and
12 U.S.C. § 1749aaa et seq.).

ii. Standard

A Title Il Mortgagee may be approved to originate, underwrite, close, endorse, service,
purchase, hold, or sell FHA Single Family insured Mortgages or multifamily Mortgages.

2. Types of Approved Mortgagees

FHA approves Mortgagees as one of the following four types: Supervised, Nonsupervised,
Government, or Investing.
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A. FHA Lenders and Mortgagees

2.

Types of Approved Mortgagees

a. Supervised Mortgagee

i. Definitions
(A) Supervised Mortgagee

A Supervised Mortgagee is a financial institution that is a member of the Federal
Reserve System (FRS) or whose accounts are insured by the Federal Deposit
Insurance Corporation (FDIC) or the National Credit Union Administration (NCUA)
(collectively, “Federal Banking Agencies”).

(B) Small Supervised Mortgagee

A Small Supervised Mortgagee is a Supervised Mortgagee that has consolidated
assets below the threshold for audited financial reporting established by the Federal
Banking Agency with oversight of the Mortgagee. Thresholds are codified at 12 CFR
88 363.1(a), 562.4(b)(2), and 715.4(c), and are subject to change.

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

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

. Nonsupervised Mortgagee

i. Definition

A Nonsupervised Mortgagee is a lending institution that has as its principal activity the
lending or investing of funds in real estate Mortgages, consumer installment notes or
similar advances of credit, the purchase of consumer installment contracts, or from a
directly related field. A directly related field is something directly related to the investing
or lending of Mortgages, not simply actions relating to real estate in general.

ii. Standard

A Nonsupervised Mortgagee must meet the general approval requirements set forth
below and:

e meet FHA’s principal activity requirement by deriving at least 50 percent of its
activities from real estate Mortgages, consumer installment notes or similar
advances of credit, or from purchasing consumer installment contracts;

e have an acceptable business form;

e demonstrate creditworthiness; and

e have an acceptable funding program.
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iii. Activities Authorized

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

Government Mortgagee
i. Definition

A Government Mortgagee is a federal, state, or municipal governmental agency, a
Federal Reserve Bank, a Federal Home Loan Bank, the Federal Home Loan Mortgage
Corporation (FHLMC, or Freddie Mac), or the Federal National Mortgage Association
(FNMA, or Fannie Mae).

ii. Standard
A Government Mortgagee must meet the general approval requirements set forth below.
iii. Activities Authorized

A Government Mortgagee may originate, underwrite, close, endorse, service, purchase,
hold, or sell FHA-insured Mortgages.

. Investing Mortgagee

i. Definition
An Investing Mortgagee is an organization that invests funds under its own control.
ii. Standard

An Investing Mortgagee must meet the general approval requirements set forth below
and:

e have staff capable of managing the Mortgagee’s activities relating to its FHA-
insured Mortgages;
have an acceptable business form;
demonstrate creditworthiness;
have an acceptable funding program; and
have funds invested in FHA-insured Mortgages under the Mortgagee’s direct
control.

iii. Activities Authorized

An Investing Mortgagee may purchase, hold, or sell FHA-insured Mortgages. An
Investing Mortgagee may only service FHA-insured Mortgages if it receives prior
approval to do so on a case-by-case basis.
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DOING BUSINESS WITH FHA
FHA Lenders and Mortgagees
Application and Eligibility Requirements for Approval

iv. Activities Not Authorized

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

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

An applicant for FHA approval may apply for Title I and Title Il approval separately or in
the same application.

b. Online Application

An applicant seeking FHA approval must submit an online application containing all
information and documentation required to demonstrate eligibility for approval as provided
in this section. The online application also includes certification statements and an
application fee. Applicants must ensure that all information contained in and documentation
submitted with the application is true, complete, and up to date as of the date of submission
of the application.

i. Application Information
(A)Standard

The applicant must provide the following information as part of a completed
application for FHA approval:

e general information (such as the applicant name, date the applicant was
established, Taxpayer Identification Number (TIN), Nationwide Mortgage
Licensing System and Registry Unique Identifier (NMLS ID), etc.);

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

e addresses (the geographic and mailing addresses for the applicant’s home
office);

e Mortgagee type (the type of FHA Mortgagee approval being sought:
Supervised, Nonsupervised, Government, or Investing);

e Mortgagee function (the functions being sought: originate/underwrite, service,
and/or hold);

e FHA program participation (the FHA program participation being sought:
Title I, Title 11 Single Family, and/or Title 11 Multifamily);

e Corporate Officers (the names, titles, and Social Security Numbers (SSN) for
all Corporate Officers who will be directly involved in managing, overseeing,
or conducting FHA business and the designated Officer in Charge); and

e Principal Owners (the names, SSN or TIN, and percent ownership).
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I. DOING BUSINESS WITH FHA
A. FHA Lenders and Mortgagees
3. Application and Eligibility Requirements for Approval

(B) Required Documentation

The applicant must submit all of the application information in the online application.

ii. Application Documentation
(A)Standard

The applicant must provide supporting documentation to demonstrate that it is
eligible for FHA approval.

(B) Required Documentation

The applicant must submit all eligibility documentation listed in the table below that
is required for the type of approval being sought. This documentation must be
submitted in the online application.
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Business Formation Documents v v
Commercial Credit Report of Mortgagee v v
Credit Reports of Principal Owners and
8 v v
Corporate Officers
Resumes of Corporate Officers v v v
Resume of Officer in Charge v v v v v
State License or Reqistration v v v v
Financial Reports v v v v
Funding Program v v

'Federally regulated refers to an entity that is a member of the FRS or whose accounts are insured by the FDIC or
the NCUA.
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Fidelity Bond v v v v v
Errors and Omissions Insurance v v v v v
Quality Control Plan v v v

iii. Certification of Compliance
(A)Standard

As part of its application, the applicant, through a Corporate Officer, must complete a
series of certification statements that address the applicant’s compliance with FHA
requirements.

(B) Required Documentation

The certification statements must be completed in the online application by a
Corporate Officer of the applicant who has been granted the certifying official
authorization in FHA Connection (FHAC).

(C) Unable to Certify

If an applicant is unable to certify to all of the certification statements, the applicant
must submit a detailed explanation in the online application for each certification that
it is unable to complete. The document must:

explain in detail the reason(s) why the applicant is unable to certify;

be on the applicant’s letterhead;

be dated;

be signed by the Corporate Officer who signs the application; and

contain language certifying that, if approved, the applicant will comply with
all FHA requirements.

(D) FHA Review

FHA will review the applicant’s explanation for being unable to certify and
communicate to the applicant any additional information or documentation needed to
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render a final decision regarding the applicant’s ability to complete the application
process.

Application Fee
(A)Standard

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

(B) Exception

Applicants applying for approval as Government Mortgagees or applicants organized
as nonprofits are not required to pay an application fee.

(C)Required Documentation

The application fee must be submitted as part of the online application.

c. Eligibility Requirements

Business Form
(A)Standard

A Nonsupervised or Investing Mortgagee must be organized in one of the following
acceptable business forms. A sole proprietorship is not an acceptable business form.

(1) Corporation
(a) Definition
A Corporation is an Entity chartered in the United States or its territories.
(b) Standard

The corporation must be organized in accordance with federal and state laws
regarding corporations and must provide for permanent succession.

(c) Required Documentation

The corporation must submit copies of its articles of incorporation and bylaws
with its application.
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(2) Limited Liability Company

(a) Definition

A Limited Liability Company (LLC) is an incorporated legal Entity created
under applicable state law that combines certain legal and tax attributes of
corporations and partnerships.

(b) Standard

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

(c) Required Documentation

The LLC must submit its Articles of Organization and operating agreement
with its application. The Articles of Organization and operating agreement
must contain language addressing the requirements listed in the FHA LLC
Standard section above.

The application must include the names and TINs of all members.

(3) Series Limited Liability Company

(a) Definition

A Series LLC is a specific type of LLC that is composed of separate
membership interests, which are divided into individual series.

(b) Standard

The Series LLC must comply with all requirements for approval of an LLC.
The Series LLC must be organized in accordance with state law that does not
conflict with FHA requirements.

The Series LLC’s operating agreement must stipulate that:

e o series may participate in FHA programs unless the approved
Mortgagee owns 100 percent of the membership interests in that
series; and

o the approved Mortgagee remains fully liable for the debts, liabilities,
obligations and expenses of any and all series that participate in FHA
programs.
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(c) Required Documentation

The Series LLC must submit its Articles of Organization and operating
agreement with its application.

The application must include the names and TINs of all series participating in
FHA programs and of all members in the series participating in FHA
programs.

(4) Partnership

(a) Definition

A Partnership is a for-profit business operation between two or more Entities
that share ownership and management responsibilities.

(b) Standard

The partnership must:
1. be organized in accordance with relevant state law;
2. have a term of existence that continues for a minimum term of 10
years from the date of application; and
3. be structured to continue to exist even if a partner withdraws.

Each general partner must be a corporation or other chartered institution
consisting of two or more individuals.

The partnership must designate a managing general partner, who:

e has as its principal activity the management of one or more
partnerships, all of which are Mortgagees, lenders, or property
improvement or Manufactured Housing loan lenders; and

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

(c) Required Documentation

The partnership must submit its partnership agreement. The partnership
agreement must contain language addressing the requirements listed in the
FHA Partnership Standard section above.

The partnership must submit the names and TINs of all general partners as
well as the names and SSNs of all officers and directors of the managing
general partner.
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3. Application and Eligibility Requirements for Approval
(5) Nonprofit
(a) Definition
A nonpro