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FHA Defect Taxonomy Updated to
Include Servicing Loan Reviews

Today, the Federal Housing Administration (FHA) published Mortgagee Letter (ML) 2025-01,
Federal Housing Administration (FHA) Defect Taxonomy Updates for Servicing Loan Reviews.
This ML updates the Single Family Housing Policy Handbook 4000.1 (Handbook 4000.1),
Appendix 8.0 — FHA Defect Taxonomy (Defect Taxonomy) with revised introductory sections
and new content focused on Title Il servicing loan reviews.

FHA’s Defect Taxonomy is the agency’s method for identifying loan-level defects and is used
to categorize FHA policy violations and corresponding remedies, which are then
communicated to mortgagees through the Loan Review System. FHA’s current defect
taxonomy includes guidance applicable only to Title Il underwriting loan reviews. FHA’s Office
of Single Family Housing also conducts servicing loan reviews; however, its method of
identifying servicing defects has never been published other than in draft form.

With this ML, FHA is addressing this transparency gap by adding servicing loan reviews and
aligning the defect taxonomy with the requirements in Handbook 4000.1, Section Il —
Servicing and Loss Mitigation.

The updated Defect Taxonomy includes:

e Six defect areas covering FHA requirements through the servicing lifecycle;

e Severity tier descriptions with common characteristics and distinctions based on the
practical impact of nhon-compliance;

e Expanded, servicing-specific remedies aligned with severity tiers for each defect area.

e Revised introductory sections that apply to both underwriting and servicing reviews.

The addition of servicing-specific guidance to the Defect Taxonomy will provide greater clarity
and transparency into FHA'’s servicing loan review process. New introductory language will
increase awareness of FHA’s use of indemnifications and other remedies for all review types.
Pursuit of such loan-level actions and remedies does not limit FHA’s ability to refer a
mortgagee to the Mortgagee Review Board (MRB) or prevent the MRB from initiating its own
action where appropriate.

Today’s ML 2025-01 incorporates feedback received on the draft ML that was posted on the
Single Family Drafting Table and announced in FEHA INFO 2021-92, dated October 28, 2021. A
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revised version of the draft ML was later posted for stakeholder feedback on July 10, 2024, via
FHA INFO 2024-45.

The provisions of this ML are effective for Title Il loan reviews as of January 15, 2025, and will
be incorporated into a future version of the Handbook 4000.1.

Mortgagees and other interested parties are encouraged to review ML 2025-01 and contact
the FHA Resource Center (referenced below) if they have questions.

Need Support? Contact the FHA Resource Center.

e Visit our knowledge base to obtain answers to frequently asked questions 24/7 at
www.hud.gov/answers.

e E-mail answers@hud.gov. Emails and phone messages will be responded to
during normal hours of operation, 8:00 AM to 8:00 PM (Eastern), Monday through
Friday on all non-Federal holidays.

e Call 1-800-CALLFHA (1-800-225-5342). Persons with hearing or speech
impairments may reach this number by calling the Federal Relay Service at 1-800-
877-8339.

About FHA INFO

FHA INFO is a publication of the Federal Housing Administration's (FHA), Office of Single
Family Housing, U.S. Department of Housing and Urban Development, 451 7th Street, SW,
Washington, DC 20410. We safeguard our lists and do not rent, sell, or permit the use of
our lists by others, at any time, for any reason.

Visit the FHA INFO Archives to access FHA INFO messages. For additional information
and resources, visit the FHA Single Family Housing main page on HUD.gov
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