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2009FW-1013

TO: David Stevens
Assistant Secretary for Housidd-ederal Housingommissioner, H

IIsigned/
FROM: Gerald R. Kirkland
Regional Inspector General for Audit, Fort Worth Region, 6AGA

SUBJECT: Bank of America, Seattle, Washingtdteeds tdmprove ItsCompliance wth
HUD Requiremers

HIGHLIGHTS

What We Audited and Why

We revi ewed B agsewiceghbmelguiyrconesionsmortgage

(HECM) servicing division located in Seattle, Washington. Bank of America is

one of the lagest lenders of HECM mortgages fooperties located ithe five

southwest stateathe US. Depart ment of Housing and
(HUD) RegionV!I jurisdiction ?

Our objective waso determinavhetherthe servicecomplied with HUD

regulations, specificallywhetherit verified that the properties remained the
borrowersdé primary r es ithdpeopecties,anensured m
processed HUD claims or property foreclosures in a timely manner.

1

Also known as reverse mortgages.
2

Arkansas, Louisiana, New Mexico, Oklahoma, and Texas.



What We Found

Theservicerdid not comply with two HUDrequirementsn its administration of
HECM loans It did notmaintainannual certificationsf residencyand did not
notify HUD in atimely mannerof the due and payébstatus othe mortgages of
deceasetiorrowers' Both weaknesses could result in fireperties remaining
vacant longerincreased property deterioration, the neechfiditional
maintenanceand potential decline in property value

What We Recommend

We recommend thatthes si st ant SecrFederaHousingor Housi |
Comnmnissioner require the servicer implement procedurde ensurethatit

compleesthe annuatertificationsof residencyandnotifiesHUD of the due and

payable status of mortgageghin 60 daysafteraborroweb s deat h

For each recommendation with@tmanagement decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06;REV

Please furnish us copies of any correspondence or directives issued because of the
audit.

Audi teeds Respc

We providedour draftreportto the serviceon June22, 20, and requested a
writtenresponse by July 20, 2009Ve held an exit conference on Jun@ 200®.

In its July 20, 2009 responségtservicer believed they met HUD requirements

and dsagreedvith thereport. Thecanp | et e t ext of the audit
with our evaluation of that response, can be found in appéndixhis report.

24 CFR(Code of Federal Regulation206.211.
24 CFR 206.125
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BACKGROUND AND OBJECTIVE

We reviewed Bank P lioméensty conveasios moftga@tEOM)® c e r

servicing division locatedt 190 Queen Anne Awele,North, #400 Seattle, WashingtonOver

the lastlO yearsthe servicehas serviced more than 4,000 HECM loanghanfive southwest

states irthe U.S . Department of Housi nd@)RegahViUr ban Deve
jurisdiction For the 4,000 loan$jUD haspaid claims for 61 loansvith 60 claimsbeingpaid
duringcalendar year28007 and 2008The 61claims paidamounted tanore thar$5 million or

103 percent of the total loan valuernbre thar$4.9 million. The average loan term was a little

more tharfive years.

The servicer wi t h HUD §servigs approximately 200 deferred foreclosure
mortgagesl ue to mi ssed payments of property taxes
nationwide.

The serviceacquired, through an asset purchase and liability assumption, various entities
including Seattle Mortgage Company in A@2007. Its Seattleoffice alsoobtaineda portion of
CountrywideFi nanci al KECM manpodfolio amasérsceanni e Maed
eguivalent toHECM loans All servicingwas performedh Queen AnngWashingtonand
Tempe Arizona

The purpose obur auditwas to determineshetherthe servicewerified that the properties
remained the borrower sd pr i nmieprgpertiessanddence, en
processed HUD claims or property foreclosures in a timely manner. Faudigwe reviewed

13 of the ® claims paid by HUD during calendgears 2007 and 2008.

®  Mortgagee servicdD #1306500001.

Also known as reverse mortgages.

According to HUD, it grants approval for deferred foreclosure due to unpaid property taxes or insurance
premiums. The servicer stated that delays at HUD caused untimely HUD approval.



RESULTS OF AUDIT

Finding TheServicerDid Not Always Complywith HUD
Requiremertd

The servicedid not have controls in place to enstiratit maintained annual certifications of
residenc§ and notified HUD in a timely manner of the due and payable staths wiortgages

of deceased borrowetsBoth weaknesses could result in the properties remaining vacant,longer
increased property deterioration, the need for additional maintenance, and potential decline in
property value.Also, in oneinstance, the servicer did not maintairequiredappraisal irthe

loanfile.

Files wereMissing Annual
Certifications of Residency

Nine of thiteenHECM loanfiles revieweddid not contaimequiredannual

certificationsthatt he pr oper ty r e pnacipal egdenceiteeeb or r o we
of the thirteerloan filesdid notneedthe certification because the borrowers died

during the first yeaof the loan.HUD required theservicer to obtain a

certificationthatthe property remagd the principal residence tbfe borrower

eachyear®®

Mitigating theeffect of the lack of compliancéhe servicehadcontrols to
determinewhetherthe borrowers died or did not pay taxes or insurance
premiums However,if the borrower mowéfrom the property, the move could
remain undiscovered for years without the annual certification of residency
especially if the borrower met other reguments such as payment of taxes and
insurancgoremiums HECM loansweredesigné to allow borrowers to borrow
against their home equity and remain in their hoiewever if the borrower
moves for a period greater than one year, the lbammesdue andoayable. The
longera propertyremains unccupiedthe greaterthe potential fordeterioration
neglect,or vandalismresulting in a largemsurance claim foHUD to pay

24 CFR 206.211
9 24 CFR 206.125
10 24 CFR 206.211.



HUD wasNot Notified in a
Timely Manner When
Mortgages were ueand

Payable

In all of the six instances reviewethetservicedid not notify HUD within60
days* when the borrower diedThe delay in notification to HURNd subsequent
foreclosure on property variédcbm one to eleven month3.heforeclosuredelays
subjected the propéesto additionaldeterioration or vandalism. The servicer
contracted for the maintenance and repair of properties subjecettofure;
however, thelelayin the foreclosure time increasedgbecosts as well as
property taes and insurangaemiumsthatbecanedue. The servicer must have
controls to ensurthatit notifies HUD of the death of a borrower asasures that
it quickly and expeditiously processthe due and payableansto limit holding
costs and maintainther opert yés val ue.

One File Did Not Contain an

Appraisal

Conclusion

The servicestatedthatHUD would not process loan or claim withoutequired
documentshowever, in one instance, the servicer and HUD proceskied a
withoutarequired appraisaf The servicer should not rely on HUD to notify

of missing or incomplete documents. The servseadits procedurevasto send
documents related a loan to the document management team for scanning into
the loan file. This procedureid not ensure the annual certificatiaofsresidency
were completedn time each year that other required documents were obtained
and maintained.

The servicehad notimplemenedprocedures to ensure borrowers mairgein
their propertie astheir principal residence anthatHUD wasnotified of the due

and payable status of a loatthin 60daysd a b or r o Mmplemérgingd e at h .

procedures to comply with HUD requirements wmiihimize the timeluring
which propertiesemainvacant and minimizelUD claim amounts.
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Mortgagee Letter 20632

Wereviewedhe r easonabl eness of t he s-patywsourceanddd ndamireaa i s ed

material difference.

vV a



Recommendation

We recommend thatth®s si st ant SecrFederalHousinbor Housi |
Commissioner require treervicerto

1A. Implementprocedureso ensurethatit obtainsand maintainginnual
certifications of residency from borrowersotifies HUDof the due and
payable status of mortgageghin 60 daysafter aborrowed s dand t h
completes foreclosures within required timeframes



SCOPE AND METHODOLOGY

To meet our objectiveve

Obtained knowledge of thelevantHUD regulationsand requirements

Obtaned knowledgef and evaluatethes e r v iproceduré@ssand internal controls.
Inspectechine properties.

Reviewed the documentation of 13 loan recipients.

InterviewedHUD employees at the HUD National Servicing Center deddquarters
employees

Our review was conducted between January and May 2009. Our audit period was January 1,
2007,through December 31, 2008. We limited our review to lesmuorsedvithin thefive

sout hwest st at e sVlyuisdidiionnTheraudid wosk wBseperformed at the
servicerb6s Seattl e, Offiesfinspectpt Gemera@®) officesen and a't
Seattle, Washington, and Fort Worth, Tex¥ge also inspectedine properties in the

Dallas/Fort Worth, Texas area.

We did not select a statisticghmple as wimitedour reviewto loansbased orthe proximityof

the mortgaged propertiestioe Dallag~ort Worth areaWe obtained the servicer loans using

H U D &ingle Family DataWarehouse databasé/e did notus¢ h e s ecomputerer 6 s
processed data in meeting our objectimstead, we based our conclusions on information in the
hardcopy files on-site interviewsand procedures provided by the servicer.

We conducted the audih accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclbagets on our audit
objective. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective.



INTERNAL CONTROLS

Il nternal control i's an integr alhatprovidgsonent of
reasonable assurance that the followgngtrolsareachieved:

e Programoperations,
e Relevance ancetiability of information
e Compliance with applicable laws and regulaticarsd
e Safeguarding of assets and resources
Il nternal controls relate to managementos pl an

mission, goals, and objective$heyinclude the processes and procedures for planning,
organizing, directing, and controlling program operatiasisvell aghe systens for measuring,
reporting, and monitoring program performance.

Relevant Internal Controls

We determinedhatthefollowing internal control waselevant to our audit
objective

¢ Compliance with laws and regulati@égngolicies and procedures that
management has implemented to reasonably ensure that resource use is
consistent with laws and regulations.

We assessed the relevant controls identified above.

A significant weakness exsstf management controls do not provide reasonable

assurance that the process for planning, organizing, directing, and controlling
program operations wil/l meet the organi

Significant Weaknesses

Based on our review, we belietr@tthe followingitemis a significant weakness

e The servicer did not have controlsetasure that obtairedand maintaied
annual certifications of residency from borrowanrsl notifiel HUD of the
due and payable status of mortgages wi@tinlays asequired



Appendix A
AUDI TEE COMMENTS AND Ol G6S EVAL

Ref to OIG Evaluation Auditee Comments

Bankof America

July 20, 2009 »

Sent Via Fax and Federal Express

Gerald R. Kirkland, Regional Inspector General

U.S. Department of Housing and Urban Development
Office of the Inspector General, Region VI

819 Taylor Street, Suite 13A09

Fort Worth TX 76102

Re: Bank of America’s Response to Draft Audit Report Number 2009-FW-100X
Dear Mr. Kirkland:

Bank of America, N.A. (hereinafter, “Bank of America” or the “Bank’), mortgage servicer ID #
1306500001, appreciates this opportunity to provide its comments (Response) regarding the
Office of Inspector General’s (“OIG”) draft written observations regarding the audit of the Bank
of America’s Home Equity Conversion Mortgage loan servicing practices.

Bank of America Corporation is one of the world's largest financial institutions, serving
individual consumers, small and middle market businesses, and large corporations with a full
range of banking, investing, asset management and other financial and risk-management
products and services. Bank of America Corporation provides unmatched convenience in the
United States, serving more than 59 million consumer, and small business relationships with
more than 6,100 retail banking offices, nearly 18,700 ATMs and award-winning online banking
with nearly 29 million active users.

Bank of America understands the importance of protecting the U.S. Department of Housing and
Urban Development’s (HUD) interest in insured Home Equity Conversion Mortgages and takes
seriously its role in reducing the probability of an insured mortgage terminating in default and
foreclosure, and minimizing HHUD’s loss where claims cannot be reasonably avoided.

Bank of America’s Response addresses the findings in the Draft Audit Report that: “it did not
maintain annual certifications of residency”; and, “did not notify HUD in a timely manner of the
due and payable status of the mortgages of deceased borrowers".

Initially, we note that you do not recommend civil money penalties or a further referral (beyond
suggestions to HUD to review our policies and procedures) of the matters cited in your Report.
We trust no penaltics or any other further referrals will be recommended in your final Report,
nor would any such recommendation be appropriate.

For the reasons stated below, Bank of America respectfully disagrees with several of the O}G’s

1 Ants

and its recomr ion

Bank of America’s Response to Draft Audit Report Number 2009-FW-100X Rank of America, WA3S

:rzollzom 190 Queen Anne Avenue North #4100, Seattle, Washington 98109
B8

Becycked Pager

1C



Comment 1

Comment 2

Comment 3

First, and foremost, contrary to the statement in your the Background and &?&E&fs‘e‘c'ﬂ.?{i (ﬁa ?
your draft Report, Bank of America, N.A. did not purchase Seattle Financial Group. Bank of
America, N.A. (as purchaser) entered into an asset purchase and liabilities assumption agreement
(Asset Purchase) with various entities, including Seattle Mortgage Company (the “Prior

Servicer”), collectively, the “Sellers” in April of 2007. The Asset Purchase closed on July 1,

2007, with Sellers' interest in the business of Sellers, among other things, a reverse mortgage
servicing portfolio, and the rights to service reverse mortgage loans for third party investors

being transferred to Bank of America, including the loans sampled by OIG for its audit that is the
basis of the Report.

Your Report revolves primarily around two issues: (i) an alleged failure to maintain in the loan
files copies of annual certifications of occupancy, (ii) an alleged failure to notify HUD of due
and payable status, and foreclose, due to deceased borrowers.

Your Report also states that Bank of America does not have in place adequate policies and
procedures with respect to obtaining annual certifications of occupancy and notifying HUD of
due and payable status. We respectfully disagree with this assertion.

As explained in more detail below, Bank of America has policies and procedures in place for its
reverse mortgage servicing operations, including obtaining annual certifications of occupancy
and requiring timely notice to HUD of due and payable status of HECM loans because of
deceased borrowers.

Further, during the exam, Bank of America personnel specifically referenced and offered to
share with OIG personnel Bank of America’s policies and procedures in these and other areas.

While we are pleased to further discuss with HUD our policies and procedures in this regard, for
the reasons outlined in our Response, below, we respectfully see no reason for you to make a
recommendation to HUD to review the establishment of or the implementation by the Bank of its
policies procedures in this regard.

Annual Certifications of Occupancy
OIG Primary Findings

The draft Report indicates that copies of annual certifications of occupancy were not contained in
13 HECM loan files. The draft Report also indicates that the OIG based its conclusions on in
information contained in hard copics of files.

Relevant Regulatory Requirements

The Report cites to 24 C.F.R. § 206.211. This HUD regulation requires a HECM servicer to
make annual certifications of borrower occupancy in connection with HECM- loans. We
respectfully suggest that this HUD regulation does not clearly state (hat a servicer must keep a
copy of the annual certification in the loan file.

Bank of America’s Response to Draft Audit Report Number 2009-FW-100X

Bank of America, WA3-513-04-01
;;202/2009 180 Queen Anne Avenue North #400, Seattle, Washington 98109
Recycial Paper
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Comment 4
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