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CHAPTER 5. PROGRAM MANAGEMENT

PURPOSE. The authority to participate in the Direct Endorsenent
programis a privilege. This is evidenced by HUD s reliance on the
nortgagee's certification for the purpose of endorsing the nortgage.
The nortgagee maintains this privilege by recommendi ng for endorsenent
only nortgages which conmply with HUD requirenments. Because the
substantive review occurs after the nortgage is endorsed, it is

i nperative that nortgagee performance be continually nonitored and
that renedi al action, when necessary, be taken by the Field Ofice as
soon as underwiting deficiencies are identified. The objective of
the renedial action is to either inprove nortgagee performance or to
renove nonconpl ying nortgagees fromthe program This chapter sets
forth the actions which can be taken agai nst nonconpl yi ng nortgagees
and nortgage enpl oyees.

FI ELD OFFICE MONI TORING HUD Field Ofices nonitor the perfornmance of
nmort gagees, underwiters, and nortgagees' technical staff by review ng
cases during post-endorsenent technical reviews, analyzing quality
control reports, follow ng upon construction conplaints or consuner
conplaints, and sharing information with other field offices, HUD s
nmoni toring division, the Mrtgagee Review Board, and the Housing G vi
Penal ti es Panel .

A Post - Endor semrent Techni cal Review. Chapter 4 discusses probl ens
whi ch may be detected during a review and gi ves exanpl es of
probl emrs whi ch should yield fair and poor ratings.

The Underwriting Report, Form HUD-54118 is the basic nethod of
notifying the nortgagee that underwiting is unsatisfactory. The
Underwriting Report, which acconpani es the case binder through
the post-endorsenent technical review, is sent to the nortgagee,
the fee appraiser and the fee inspector, as appropriate, after
conmpl etion of the technical reviewto informthe underwiter,
apprai ser, inspector and cl osing supervisor of any deficiencies.
If significant errors were found, the original report is placed
inthe Field Ofice's file on that Direct Endorsenent nortgagee.

I f requested by the nortgagee, HUD will send the Underwriting
Report to the nortgagee's nmain office or to the conpany's quality
control departnent. However, the nortgagee nust provide the HUD
Field Ofice with mailing labels if the reports are to be sent to
any address other than the branch office which originated the
case.
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Quality Control Reports. Early default and claimreports and a
variety of CHUMS reports are available to assist Field Ofices
with their nanagenent responsibilities. Analysis of these
reports will alert the Field Ofice to continuing problenms and
trends.

1)

2)

3)

4)

5)

Early Default and C aimReport. This report is produced
quarterly using data extracted fromthe Single Fanily
Insurance in Force File, A43, and the Single Fanily Default
Monitoring System R17.

It shows, for each nortgagee, the nunber and percentage of
recently originated |oans that are in default or have gone
toclaim This is the key quality control report as poor
underwriting practices would probably result in higher
default and clai mrates.

Anal ysi s of Technical Reviews, F17JYCA. This CHUMS report
is produced nonthly, quarterly, and fiscal-year-to-date. It
shows, for each nortgagee, the nunber of nortgages insured
techni cal reviews conpleted, and ratings given by the
techni cal branches.

Underwriter Performance Report, F17GBCA. This CHUMS report
is produced nonthly, quarterly, and fiscal-year-to-date and
shows ratings given to the underwiter by the technica
branches.

Appr ai ser Performance Report, F17GCCA. This CHUMS report is
produced nmonthly, quarterly, and fiscal-year-to-date and
shows ratings given to the apprai ser during the technica
revi ew cycl e based on a desk review of the apprai sal

Fi el d Review Report, F17FOCCA. This CHUMS report is produced
mont hly (showi ng quarter-to-date data) and quarterly
(showi ng fiscal -year-to-date data). It provides information
on appraisals performed by fee panel nenbers and nortgagee
staff appraisers for both HUD processed and Direct

Endor sement cases. The report shows the ratings given to
the appraiser during the field review of the appraisal
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Manual Records. The only manual records kept for Direct



Endorsenent relate to the nortgagee's approval and performance.
Copi es of Underwriting Reports which have significant findings
are filed in the nortgagee's file. The Director of Housing
Devel oprment, Field Ofice nanager, or Field Ofice Chief should
review these files on a regular basis to ensure that nortgagees
are performing acceptably and that technical review ratings are
consistent with findings noted on the Underwiting Reports.

5-3 TYPES OF DEFI ClI ENCI ES. This paragraph offers parameters to consider
the seriousness of nonconpliance actions.

A Level

1)

2)

3)

One Defi ci enci es.

Definition. A level one deficiency is generally any mni nor
underwriting deficiency which does not change the
eligibility deternination of the property, the nortgagor
the nortgage anount or the term

Exanmpl es of | evel one deficiencies are the foll ow ng:

i mproperly conpl eted builder certifications; mssing
construction exhibits that do not preclude inspection
apprai sal reports w thout a conventional sale; use of a
comparabl e sale nmore than six nonths old; insufficient
docunent ati on of conpensating factors; and use of an
outdated credit report.

Level one deficiencies also include nore serious
deficiencies which the nortgagee is able and willing to
correct, such as obtaining flood insurance coverage for a
dwelling located in a flood hazard area and increasing the
anount of escrow when the nortgagee's assurance of
conpletion escrowis insufficient as submitted with the
endor sement request.

Response. |Isolated incidents are brought to the attention
of the underwriter via the Underwiting Report. Patterns or
continual problens should result in probation or wthdrawal
of Direct Endorsenent approval
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B. Level

1)

Two Defi ci enci es.

Definition. A level two underwiting deficiency is one

whi ch, when corrected, results in a significant increase in
nmort gage risk, through either greater credit risk or a
decrease in property security. It is also one which

i nvol ves acceptance of a nortgagor or property not pernitted



2)

3)

Level

1)

2)

by HUD policy, such as a condominiumunit in an ineligible
proj ect.

Exampl es of level two deficiencies include: gross

m scal cul ati on of inconme; acceptance of a property seriously
deficient of the required standards; m ssing buil der
certifications; construction exhibits inadequate for

i nspection; construction changes that affect value w thout
proper change orders; and utilization of the nortgagee's
assurance of conmpletion when the dwelling involved is not
habi t abl e, safe and essentially conplete.

Response. Appropriate Field Ofice response to |l evel two
underwriting deficiencies requires careful consideration of
the deficiency in terns of the previous Direct Endorsenent
performance of the nortgagee. A deficiency of this nature
should result in probation or wthdrawal.

Three Defi ci enci es.

Definition. A level three deficiency is one which involves
an action by the nortgagee to m srepresent either the
financial capacity of the applicant-nortgagor or the
condition of the property offered as security for the
nor t gage

Exanpl es of level three deficiencies include: fraudulent

i nformati on or docunentation, such as falsified
Verifications of Enploynent; false certifications, such as
reporting a delinquent |oan as being current; omtting
conditions relating to the health and safety of the
property; and construction exhibits that do not represent
the property resulting in a significant change in the
security of the nortgage.
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Response. Due to the severity of this type of deficiency,
the appropriate response could include: (a) inposing a
limted denial of participation, (b) wthdrawal of Direct
Endor senment approval, (c) referral to the Mortgagee Review
Board to consider withdrawi ng the nortgagee's HUD approval
(d) referral to the Participation and Conpliance Division in
Headquarters to consi der debarnent proceedings, (e) referra
to the Director of the Ofice of Lender Activities and Land
Sal es Registration for consideration of civil noney
penalties by the Housing Cvil Penalties Panel or the

Mort gagee Revi ew Board, or (f) referral to the Regiona
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Ofice of the Inspector Ceneral

APPLI CATI ON OF SANCTI ONS. The sanctions described in this Chapter
have been designed to give Field Ofice staff the flexibility to
respond appropriately to any nonconpliance action of a nortgagee or an
i ndi vidual. Nonconpliance actions vary significantly in their scope
and effect. The nore serious the scope and effect of the actions, the
nore serious would be the sanction applied by the Field Ofice.

I n deciding what sanction is appropriate, consider the seriousness and
extent of the violations, the degree of fault on the part of the
i ndi vidual or the nortgagee, and any nitigating factors.

Wt hdrawal actions should be taken particularly where there is a
pattern or practice of actions denonstrating nonconpliance with the

Di rect Endorsenent program requirenents or where any pre-closing
review status period (whether initially inposed or inposed under terns
of a probation) has failed to denonstrate that the nortgagee can
performsatisfactorily.

A Probati on or Wthdrawal of Direct Endorsenent Approval. The
authority to apply the nortgagee sanctions (probation and
withdrawal ) rests with the sane individual who has the authority
to approve nortgagees for Direct Endorsenent.

B. | ndemmi ficati on Agreenent. The authority to enter into an
i ndemi fication agreenent rests with the Ofice of Lender
Approval and Land Sal es Regi stration.
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C. Limted Denial of Participation. The authority to inpose a
Limted Denial of Participation rests with the Field Ofice, and
with the Deputy Assistant Secretary for Single Family Housing.
Refer to HUD Handbook 1300.13 for further guidance.

D. Wt hdrawal of HUD approval and Administrative Sanctions agai nst
Mort gagees. The Mortgagee Review Board is the sol e organization
within HUD authorized to take admi nistrative action agai nst
HUD- approved nortgagees. Refer to HUD Handbook 4060. 2.

E. Debar nent and Suspension. Any Assistant Secretary of HUD, the
General Counsel of HUD or the President of the Governnent
Nati onal Mortgage Association (GNVA) may debar or suspend
participants or contractors. Refer to HUD Handbook 1300.13 for
further guidance.

F. Cvil Money Penalties. Field offices may refer program



participants for consideration of civil noney penalties by the
Housing Civil Penalties Panel (HCPP) or the Mrtgage Review
Board. The Ofice of Lender Activities & Land Sal es Registration
(OLA) serves as the staff to the HCPP and the Mrtgagee

Revi ew Board

5-5 PROBATION. Wen a nortgagee fails to conply with the Direct
Endor sement programrequirements, the Field Ofice may place the
nonconpl yi ng offi ce on probation

A. Probation El enments. Probation consists of one or nore of the
foll owi ng el enents:

1) Training. The nortgagee's underwiter, or other technica
staff, may be required to attend appropriate training
sessi ons.

2) Pre-closing Review Status. The nortgagee may be placed back
in pre-closing review status. Mrtgagee subni ssions woul d
then be subject to technical underwiting reviews and firm
conmitnent processing prior to endorsenent.
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The pre-closing review status continues until the nortgagee
denmonstrates, through satisfactory performance, that the
underwriting shortcom ngs have been corrected, or until the
nort gagee's Direct Endorsenment approval is withdrawn.

3) Mortgagee Audit. The Field Office may require the nortgagee
to performa procedural underwiting review and report the
results to HUD.

4) Quality Control Plan. The Field Ofice may require the
nmort gagee to make changes to its quality control plan.

B. Notification Procedure. A witten notice of the probation action
is sent to the nortgagee. The notice explains which of the
probation el ements are being applied and describes the
nonconpl yi ng action which precipitated the probation. The
probation is effective upon receipt by the nortgagee of the
notice. The format of the probation letter is in Appendix 12

5-6 W THDRAWAL OF DI RECT ENDORSEMENT STATUS. Dependi ng upon the
nature and extent of the nonconpliance with the requirenments of the
Di rect Endorsement program the HUD Field Ofice may wi thdraw the
approval of the nonconplying office to participate in the program



A Notification Procedure. A witten notice of the w thdrawal
action is sent to the nortgagee. The withdrawal is effective
upon recei pt by the nortgagee of the notice. The notice states
the grounds for the action and provides the nortgagee the right
to an informal conference before the decision maker. Such
hearing, if requested, is to be arranged within 15 days of the
nortgagee's request. The nortgagee nay be represented by
counsel .

A copy of the withdrawal letter is to be sent to the Ofice of
Lender Activities and Land Sal es Regi stration in Headquarters.
Anot her copy is to be sent to the Single Fam |y Devel opnent
Division in Headquarters. The format of the withdrawal letter is
in Appendi x 13.
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B. Hearing. The purpose of the hearing is to provide the nortgagee
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the opportunity to address the grounds for the action as stated
in the notice, nake docunentary and oral presentations and advise
t he decision naker what, if any, corrective action may have been
taken to address the problens identified.

C. Hearing Foll owup. Follow ng the hearing, the decision maker
advi ses the nortgagee in witing whether the withdrawal is
resci nded, nodified or affirmed.

EFFECT OF DI RECT ENDORSEMENT SANCTI ONS. The probation and

wi t hdrawal sanctions are applied to the nortgagee office (branch or
mai n) which submitted the nonconplying cases. The action applies only
to the one office of the nortgagee and only to the jurisdiction of the
Field Ofice.

In those instances where an underwiter serves nore than one office of
a nmortgagee in one or nore HUD Field Ofice jurisdictions, the
appl i cation of probation and/or w thdrawal sanctions by one Field
Ofice does not automatically affect the eligibility of the
underwriter to serve other offices of the nortgagee in the sane or
other Field Ofice jurisdictions. The Field Ofice which applies

nort gagee sanctions is to notify other offices. Qher Field Ofices
woul d than act accordingly.

| NDEMNI FI CATI ON AGREEMENTS. Viol ations of HUD s requirenents which
significantly increase the Departnment's risk and were caused by fraud
or serious negligence on the part of the nortgagee should be referred
to the Monitoring Division of the Ofice of Lender Activities and Land
Sal es Registration. The Mnitoring Division may schedul e an on-site
review of the nortgagee's origination practices. The Ofice of Lender



Activities and Land Sal es Registration may request that the nortgagee
enter into an Indemification Agreenent with the Departnent in lieu of
referring the matter to the Mrtgagee Revi ew Board

These agreenents essentially guarantee that the Department will not
suffer a loss on the loans. The nortgagee agrees to abstain from
filing a claimor to reinburse the Departnent if a subsequent hol der
files a claim The termof the agreenent varies with the severity of
the violation, typically they are effective for five years fromthe
date of endorsement.
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W THDRAWAL OF HUD APPROVAL. Serious nonconpliance with the
requirenents of the Direct Endorsement programare to be referred to
the Mortgagee Review Board and may result in wthdrawal by the Board
of the nortgagee's basic HUD approval. Wthdrawal of HUD approva
applies to the Mortgagee's nmain office and all branches. Wile HUD
approval is wthdrawn or suspended, the nortgagee may not origi nate or
purchase any insured nortgages.

ClVIL MONEY PENALTIES. The Departnent may inpose civil noney
penal ties on program partici pants who knowi ngly and materially violate
rel evant program statutes, regul ati ons and handbook requirenents.

A Background. The HUD Reform Act of 1989 was signed into | aw on
Decenber 15, 1989. Section 107 of the Reform Act authorizes the
Departnment to inpose civil noney penalties on program
participants. The Reform Act and the inplenenting regul ati ons
(24 CFR Part 30) provide for increased program enforcenent
efforts on the part of the Departnment. A civil noney penalty may
be inmposed in addition to other administrative sanctions or any
other civil or crimnal penalty.

B. Housing Civil Penalties Panel (HCPP) and Mrtgagee Revi ew Board.
The HCPP, which is within the Federal Housing Admi nistration, is
responsi ble for review ng recommendati ons for civil noney
penal ties and proposing the inposition of civil noney penalties
agai nst program participants. The HCPP is conposed of the
foll owi ng menbers, or their designees: Assistant Secretary for
Housi ng- Federal Housi ng Conmi ssi oner, Chairman; Deputy Assistant
Secretary for Operations; Deputy Assistant Secretary for
Mul tifam |y Housing Prograns and the Deputy Assistant Secretary
for Single Fam |y Housing. The HCPP al so includes the Assistant
Secretary for Fair Housing and Equal QOpportunity, or designee (in
cases involving violations of the Departnent's nondi scrim nation
requirenents). A designee of the Ofice of General Counse
serves in a non-voting advisory capacity to the HCPP.



The Departnent's Mrtgagee Review Board is al so authorized to
i mpose civil noney penalties against nortgagees. This authority
is in addition to the Board' s other functions.
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C. Ofice of Lender Activities & Land Sal es Registration. The
Ofice of Lender Activities & Land Sal es Registration (OLA)
serves as the staff to the HCPP and the Mrtgagee Revi ew Board.
The OLA coordinates all referrals and is the designated
contact point for all civil noney penalty cases involving
Housing's prograns. The CLA notifies program participants of
the Departnment’'s intention to seek civil noney penalties,
presents cases to the HCPP and Mt gagee Review Board for action,
negoti ates Settlenent Agreements and notifies program
participants of all HCPP and Mortgagee Revi ew Board deci si ons.

D. Field Ofice Referrals of Civil Mney Penalty Cases. Field
Ofices may refer programparticipants for consideration of civil
money penalties by the HCPP or the Mrtgagee Review Board. A
referral nust be based upon adequate docunentation that a program
partici pant has knowi ngly and materially engaged in violations of
the Department's rules or requirenents. Generally, the term
"materially" means that the violations have a financial inpact on
the Department or may have influenced a Departnental decision,
i.e. whether to endorse a nortgage for insurance. The term
"knowi ngl y" neans that the program partici pant had act ual
know edge of the violations or was acting with deliberate
i gnorance or reckless disregard of the Department's requirenments.

Al referrals are to be sent to the Director, OLA The

referral nust contain a report which includes a full factual
background of the violations, citation(s) of the Departnent's
regul ati ons or requirenents that have been viol ated, and all

avai |l abl e supporting docunentation that evidences the violations
and all information that the program partici pant has previously
submitted to the field office. The Director of the OLA will
coordinate the referral and, if appropriate, subnmt the case to
the HCPP or the Mrtgagee Review Board for action.

E. Exanpl es of Violations for Wiich Civil Mney Penalties May Be
| nposed on Mortgagees. A civil noney penalty nmay be inposed by
the Departnment against a nortgagee for knowi ng and materi al
program vi ol ati ons that include:

1) Transfer of an insured nortgage to a nortgagee not approved
by the Departnent.



2) Use of escrow funds for any purpose other than that for
whi ch they were received.
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3) Fal sely certifying to the Departnment or subnmitting to the
Departnment a fal se certification by another person

4) Failure to conply with nortgage servicing requirenments.

5) Subnmitting false information to the Departnment in connection
with any insured nortgage transaction.

6) Hiring or enploying an individual such as an officer
director, principal or enployee whose duties involve
prograns admini stered by the Departnent, while that
i ndi vidual is under suspension or debarnment by the
Depart nent.

7) Failing to conply with any agreement, certification or
condition set forth, or applicable to, the application of
a nortgagee for approval by the Departnent.

8) Failure by a nortgagee to segregate escrow funds received
fromnortgagors and to deposit such funds in a special
account with a federally insured depository institution.

9) Hiring or retaining an agent whose duties invol ve prograns
adm ni stered by the Departnment while such agent is under
suspensi on or debarnent by the Departnent.

10) Failure to remt, or tinely renmt, nortgage insurance
prem uns, |oan insurance charges, or |late charges or
i nterest penalties.

11) Failure to tinely subnmt docunents that are conpl ete and
accurate in connection with a conveyance of property or a
claimfor insurance benefits.

12) Failure to conply with the provisions of the Real Estate
Settl ement Procedures Act (RESPA).
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5-11 EFFECT OF SANCTI ONS ON CASES | N PROCESS. The application of Direct
Endor senent sanctions agai nst a nortgagee does not affect the
eligibility of the nortgagee to participate in HUD s single fanmly
prograns through the conditional/firmcomm tnent process.

Arrangenents will be nade for those nortgage | oan applications

under goi ng the nortgagee's Direct Endorsenent origination process.
Mort gages cl osed on or before the date the nortgagee receives the
notification will be accepted for Direct Endorsement processing. Al
other applications in process are to be subnmitted to HUD for prior
approval processing prior to closing.

I f HUD approval is withdrawn and the nortgagee does not intend to
seek reinstatenent, cases nust be submitted to the HUD Field Ofice
for prior approval processing within five days of receipt of the
withdrawal letter. Loans covered by firmcomitnents may be cl osed
and insured in the name of the nortgagee. Conditional commitnents
nmust be transferred or assigned to another HUD approved nortgagee.

5-12 SANCTI ONS AGAI NST | NDI VI DUALS. Where the situation warrants, take
action against the individual as well as the nortgagee. See HUD
Handbook 1300. 13.

Under the Department's regulations (24 CFR Part 24) there are

adm ni strative sanctions which may be taken agai nst persons who | ack
busi ness responsibility. The sanctions discussed in this paragraph
may be applied agai nst nortgagee enpl oyees approved for Direct

Endor senent participation, such as the underwiter, a staff appraiser
a staff nortgage credit exam ner and a staff inspector.

Underwriters who falsify their credentials or experience should have
their approval revoked. |In addition, apply other admnistrative
sanctions as appropri ate.

Any crimnal, fraudulent or other seriously inproper conduct of an
underwriter may be attributed to the organi zation with which the
underwriter was connected when the inpropriety was performed within
the course of the underwiter's official duty, resulting in
appropriate adm nistrative sanctions agai nst the nortgagee.
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A Limted Denial of Participation. A Regional Adnministrator or a

Field Ofice Manager may inpose a Limted Denial of Participation



(LDP) agai nst any participant or contractor, except HUD approved
nort gagees. Oficers and enpl oyees of nortgagees may al so be
sanctioned, unless that would be a de facto sancti on against the
nor t gagee.

In each case, even if the offense or violation is of a crimnal
fraudul ent or other serious nature, the decision to order an LDP
is discretionary and should be inmposed only if in the best
interests of the Governnent.

1) Causes for ordering a Linmited Denial of Participation are
listed in 24 CFR 24.705.

Included are: (a) approval of an applicant who is an
unsatisfactory risk; (b) falsely certifying in connection
with any HUD program (c) failure to proceed in accordance
with the Direct Endorsenment underwiting requirenents which
include the Departnment's witten regul atory and handbook
requirenents relating to all aspects of nortgage |oan
origination (architectural review, property analysis,
nortgage credit analysis, underwriting procedures).

2) Period and Scope. A Limted Denial of Participation extends
only to participation in the program under which the cause
arose. In terns of an LDP, program neans any or all of the
functions within the jurisdiction of an Assistant Secretary.
Where the LDP is based on an indictnent, conviction, or
suspensi on or debarnent by anot her agency, it need not be
based on offenses against HUD and it rmay apply to all
prograns of HUD.

The sanction may be inposed for a period not to exceed 12
months and is limted to the geographic jurisdiction of the
office inmposing it.

3) Witten Notice. The individual is sent a witten notice of
the action, by mail, return receipt requested. The sanction
is effective as of the date of the notice. Wen the
sanction is taken against an individual enployed by the
nmort gagee, a copy of the notice is sent to the nortgagee.
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The notice provides the grounds upon which the action is
based and the potential effect of the sanction. The notice
advi ses the individual of his right to request in witing,
within 30 days of receipt of the notice, a conference on the
sanction, and the right to have such conference held within



10 busi ness days of receipt of the request by HUD

4) Conference. Upon receipt of a witten request for a
conference, the decision maker in the HUD Field Ofice will
arrange such a conference within 10 busi ness days. The
deci si on naker may designate another official to conduct the
conf erence.

The sanctioned individual may be represented by counsel and
may present all relevant materials to the official, or
desi gnee.

After consideration of the materials presented, the officia
will advise the individual, in witing, within 20 days after
the conference and receipt of materials, of the decision to
withdraw, nodify or affirmthe order, the individual may
request an appeal

Any individual desiring an appeal nust file a witten
request for a hearing before an Administrative Law Judge
aut hori zed to conduct these proceedings by HUD s Secretary
or his designee. The appeal request nust be sent to the
Debar nent Docket O erk, Departnment of HUD 451 Seventh
Street, SW Washi ngton, DC 20410-8000.

5) Conbi ned TDP/LDP List. Field Ofices nust notify HUD s
Partici pation and Conpliance Division when LDP actions are
taken. That Division distributes a list of Temporary
Deni al s of Participation (the precursor to LDP) and Limted
Deni al s of Participation. Requests for this Iist would be
directed to the Participation and Conpliance Division, 451
Seventh Street, SW Washi ngton, DC 20410-8000.

Suspensi on and Debarnent. |In addition to the actions described
above, serious nonconpliance is referred to HUD Headquarters
and nay result in suspension and debarnent sanctions. These
sanctions, taken by an Assistant Secretary, are effective

nati onwi de and exclude the individual fromparticipating in any
HUD program The sanctioned individual is entitled to appea
the action. Upon appeal, a hearing will be held before an

Admi ni strative Law Judge.
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