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HIGHLIGHTS

What We Audited and Why

We audited the Federal Housing Administration’s (FHA) Title 11 single-family
lender renewal process. During our 2009 audit of FHA’s lender approval process,
we noticed indications of weaknesses in the controls over FHA’s process to
annually renew lenders’ status as FHA-approved lenders. Our objective was to
determine whether the Lender Approval and Recertification Division’s (Division)
controls were adequate for determining whether lenders met FHA annual renewal
requirements.

What We Found

The Division had taken significant steps to strengthen its controls over the lender
renewal process; however, additional improvements are needed. The process still
had weaknesses related to Mortgagee Review Board referrals, lender financial
information review, and data and renewal fee calculations in the Division’s lender
recertification tracking system. These weaknesses resulted in an increased risk
that noncompliant lenders were allowed to continue participating in the FHA
program, the Division’s inability to effectively monitor lenders, and lenders
paying lower fees than required.



What We Recommend

We recommend that the Deputy Assistant Secretary for Single Family Housing
require the Division to improve controls over the lender recertification process
and make changes to the Institutional Master File system to ensure data integrity.

Auditee’s Response

We provided the discussion draft to the U.S. Department of Housing and Urban
Development (HUD) on April 1, 2011, and requested a response by May 2, 2011.
HUD provided a response on May 19, 2011. HUD generally agreed with finding
1 and parts of finding 2 but disagreed with some of our recommendations. The
complete text of the auditee’s response, along with our evaluation of that
response, can be found in appendix B of this report.
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BACKGROUND AND OBJECTIVES

The Federal Housing Administration’s (FHA) mortgage insurance programs help low- and
moderate-income families become homeowners by lowering some of the costs of their
mortgages. FHA mortgage insurance encourages lenders to make loans to otherwise
creditworthy borrowers who might not be able to meet conventional underwriting requirements
by protecting the lender against default.

Title 11 of the National Housing Act, Section 203(b) is FHA’s One- to Four-Family Mortgage
Insurance Program. It expands homeownership opportunities for first-time home buyers and
other borrowers who would not otherwise qualify for conventional mortgages on affordable
terms, as well as for those who live in underserved areas where mortgages may be harder to get.
These obligations are protected by FHA’s Mutual Mortgage Insurance Fund, which is sustained
entirely by borrower insurance premiums.

The HUD (U.S. Department of Housing and Urban Development) Reform Act of 1989, 12
U.S.C. (United States Code) 1708 established the Mortgagee Review Board and 24 CFR (Code
of Federal Regulations) Part 25 outlines its duties and procedures. The Mortgagee Review
Board consists of HUD officials, including the Assistant Secretaries of Housing and Fair
Housing as well as key legal and finance personnel. The President of the Government National
Mortgage Association is also a member of the board. FHA-approved lenders who knowingly
and materially violate FHA program statutes, regulations, and handbook requirements are subject
to administrative sanctions and civil monetary penalties by the Mortgagee Review Board. The
Mortgagee Review Board meets monthly to rule on actions to be taken against noncompliant
lenders.

Lender Approval and Recertification Division

The Lender Approval and Recertification Division (Division) is responsible for reviewing
renewal items and referring noncompliant lenders to the Mortgagee Review Board for possible
sanctions. The Division begins this legal process by preparing notices of violation for the
Mortgagee Review Board. The Office of Lender Activities and Program Compliance oversees
the Division.

The HUD Administrative Proceedings Division of the Office of Associate General Counsel for
Program Enforcement (Office of Program Enforcement) provides affirmative counsel, guidance,
and support to the Division. In Mortgagee Review Board actions, attorneys evaluate potential
cases for legal sufficiency and litigate cases on behalf of the Government.

Before 2008, the Division had authority to withdraw lenders for failure to comply with FHA'’s
annual renewal requirements. The Division lost this authority due to a 2007 administrative
hearing ruling (HUDALJ 07-052-MR). The hearing involved a lender that was withdrawn from
the FHA program by the Division for not submitting its audited financial statements on time,
although there were extenuating circumstances. The administrative law judge ruled that the
lender was not given due process.



Significant Changes in Statutes and Requlations That Affected the Division

In fiscal year 2009, the Federal Housing Commissioner issued mortgagee letters that changed the
annual lender renewal process:

e Mortgagee Letter 2009-01, dated January 6, 2009, informed lenders that if they failed to
complete the renewal requirements in an acceptable, timely manner, they might be
brought before the Mortgagee Review Board.

e Mortgagee Letter 2009-25 became effective September 1, 2009, and required FHA-
approved lenders seeking renewal to complete the electronic annual certification in FHA
Connection.

e Mortgagee Letter 2009-31, dated September 18, 2009, implemented the Helping Families
Save Their Homes Act of 2009. The letter included additional standards that an FHA
program participant must meet and required notification of these standards after approval.
It also expanded FHA’s ability to seek civil money penalties against any owners, officers,
or directors of an FHA-approved lender for violations of program requirements.

On April 20, 2010, HUD published the final rule change for the lender approval and renewal
process. The final rule eliminated FHA approval of loan correspondents, increased the net worth
requirements for FHA-approved lenders, codified requirements of the Helping Families Save
Their Homes Act of 2009 (Public Law 111-22), and made minor modifications to other aspects
of FHA’s regulations governing lender activities.

Requirements for Maintaining Status as an FHA-Approved Lender

To maintain status as an FHA-approved lender, lenders must electronically submit a yearly
certification and pay an annual fee for their main and registered branch offices. This action had
to be completed within 30 days of the lender’s fiscal yearend date. The date when this
information is submitted is recorded in the Institutional Master File. The Institution Master File
maintains the official record of lenders approved by FHA to originate, service, or invest in FHA-
insured mortgages or loans. One of the principal objectives of the Institutional Master File is to
consolidate information on the approval status of mortgagees and lenders participating in FHA’s
insurance programs.

Nonsupervised mortgagees were required to electronically submit annual audited financial
statements and required reports that meet the requirements of the Secretary of HUD within 90
days of the lender’s fiscal yearend date. On November 17, 2010, FHA issued Mortgagee Letter
2010-38, which immediately changed the 30-day requirement for the certification and fees to 90
days. In addition, as discussed in Mortgagee Letter 2009-31, supervised mortgagees must submit
audited financial statements to HUD beginning with the 2010 calendar year.

The lender’s financial statement reporting package is submitted electronically through the
Lender Assessment Subsystem. This system automatically triggers flags if the data in the
reporting package violates established requirements. Lender reporting packages that trigger flags



require a manual review. Lender reporting packages that do not trigger flags are automatically
approved by the system without review by the Division.

Our audit objective was to determine whether the Division’s controls were adequate for
determining whether lenders met FHA annual renewal requirements.



RESULTS OF AUDIT

Finding 1. Control Weaknesses in FHA’s Lender Renewal Process
Continued To Impact Lender Oversight

FHA had weaknesses in its controls for determining whether lenders met their annual renewal
requirements. This condition occurred because the Division could not establish effective controls
quickly enough to keep pace with rapid internal and external business changes. As a result, the
Division was less able to effectively monitor and assess the condition of the lenders and determine
whether they posed a risk to HUD, its programs, or the public.

FHA Had Improved Its
Controls, but Weaknesses

Remained

FHA and the Division recently made significant changes that strengthened controls
over the lender renewal process, including

Requiring lenders to submit the annual certification electronically;
Requiring each lender to register the names of the corporate officers who
make its electronic annual renewal certifications;

Adding new flags to the Lender Assessment Subsystem to identify lender
financial statement deficiencies; and

Sending lenders automated 60-, 30-, and 15-day e-mail reminders before the
annual renewal due date.

These changes, along with eliminating the FHA approval of loan correspondents,
improved the effectiveness and efficiency of the lender renewal process.

However, there were still some weaknesses in the process. Specifically, the Division

Did not have written procedures for referring lenders to the Mortgagee
Review Board,

Did not have a reliable way to flag high-risk lenders for manual reviews,

Did not have an effective method for ensuring the accuracy of lender financial
data in the Lender Assessment Subsystem, and

Did not include a notification of potential penalties in the lender’s financial
statement certification.

According to Office of Management and Budget (OMB) Circular A-123,
management control is an integral component of an organization’s management
that provides reasonable assurance that the following objectives are achieved:



effectiveness and efficiency of operations, reliability of reporting, and compliance
with applicable laws and regulations. Management control activities include
policies, procedures, and mechanisms in place to help ensure that agency
objectives are met.

The Division Lacked Written
Procedures for Referring
Lenders for Sanctions

The Division did not have written procedures for referring lenders to the
Mortgagee Review Board. With assistance from the Office of Program
Enforcement, the Division developed informal policies and procedures for
referring lenders that violated annual renewal requirements to the Mortgagee
Review Board. This measure resulted in a process through which the Division
conducted roundtable discussions to determine, on a case-by-case basis, which
lenders are referred to the Mortgagee Review Board for sanctions, the
recommended amount of civil money penalties assessed, and whether the lender
should be terminated.

This process did not always result in referring lenders that violated renewal
requirements to the Mortgagee Review Board for sanctions, nor was the reason
for not making those referrals apparent. A sound control system should include
written procedures with predetermined actions to consistently guide the Division
in making decisions about referring lenders to the Mortgagee Review Board.

The Division Did Not
Consistently Flag High-Risk
Lenders for Review

The Division did not have a reliable method for flagging high-risk lenders for
manual reviews. The Lender Assessment Subsystem Standard Operating
Procedures states that the Division will manually enter flags for high-risk lenders
so that their financial statements will be manually reviewed. High-risk lenders
are typically new or high-volume lenders or those that have experienced some
types of past problems. However, more than 124 high-risk mortgagees with
October 2008 through September 2009 fiscal yearends were not flagged for
manual review.

The Division was in the process of linking the Lender Assessment Subsystem
with other systems containing lender data to automate the process of flagging
high-risk lenders. However, we were unable to review the effectiveness of this
improvement since it was not completed during our audit.



The Division’s Controls Over
the Accuracy of Lender Data in
Its System Were Not Effective

The Division did not have an effective method for ensuring the accuracy of lender
information in the Lender Assessment Subsystem. Each lender is responsible for
entering its financial statement information into the Lender Assessment
Subsystem. The lender’s independent public accountant is responsible for
verifying that the information was entered accurately (appendix D). However,
Lenders often entered inaccurate information into the Lender Assessment
Subsystem data collection form for the financial statements (appendix C), and the
independent public accountants did not identify that the data in this form was
inaccurate.

The Division’s contracted quality assurance auditors had also reported that
lenders entered inaccurate financial information into the Lender Assessment
Subsystem data collection form. They sampled a total of 436 lenders, the
financial statements of which were auto-accepted by the Lender Assessment
Subsystem, and found that more than 60 percent of these financial statements
would have required correction before being accepted. The contracted auditors
projected this percentage to the universe and determined that 2,657 of the 4,322
lender financial statements auto-accepted by the Lender Assessment Subsystem
were deficient.

The Division was improving the Lender Assessment Subsystem to better analyze
data and create new flags in the system and planned to impose sanctions on
independent public accountants that were responsible for verifying the
information in the system. These are significant improvements. However, they
alone will not adequately ensure that the financial statement data form
information is accurate. The improvements will need to include a comparison of
the data in the system to contents of the actual audit reports, financial statement
footnotes, and audit findings.

The Lender’s Financial
Statement Certification Needs
Strengthening

The Division did not include a notification of potential penalties in the lender’s
financial statement certification (appendix D).

The current certification states:

This is to certify that to the best of my knowledge and belief, the
information contained in this submission — including but not limited to the



accompanying FDT [Financial Data Template], DCF [Data Collection
Form], and Notes & Findings — is accurate and complete for the period ....
By selecting Submit, | declare that the foregoing is true and correct.

A notification of potential penalties included with this certification would
strengthen the Division’s controls by ensuring that lenders are aware of the
consequences of submitting inaccurate or incomplete data.

The Division Had To Adapt to
Internal and External Business
Changes

The Division could not establish effective controls quickly enough to keep pace
with rapid internal and external business changes. When FHA lost the 2007
administrative hearing, it had to change the way that it took actions against
lenders and create new policies and procedures. Before the administrative
hearing, the Division could withdraw lenders that violated annual renewal
requirements and reinstate these lenders when they became compliant. Now these
lenders must be sent to the Mortgagee Review Board for administrative action.
This requires a legal process that involves more resources. In addition, during
this period, FHA named a new director of the Division and a new recertification
branch chief. Further, there was a shortage of trained staff to review the financial
statements and lender responses to financial statement deficiencies.

There were also a number of external business changes. There was a large
increase in the number of approved FHA lenders and, as reported in our prior
audit report (2010-KC-0002, issued August 6, 2010), more than half of the
lenders violated annual renewal requirements. Additionally, there were a number
of changes in FHA statutes and regulations to strengthen FHA’s risk management.
For example, Mortgagee Letter 2009-25 requires lenders to submit annual
recertifications electronically and to provide the names and Social Security
numbers of the officials that enter the electronic certifications on behalf of each
lender. The Mortgage Letter provides that FHA will validate the required Social
Security numbers. Additionally, the Helping Families Save Their Homes Act of
2009 contains provisions that provide limitations on those eligible to participate in
FHA programs.

The Annual Renewal of FHA
Approval Requirements Is
Critical to the Program

As noted in Mortgagee Letter 2009-01, HUD considers the timely annual renewal
of FHA approval requirements to be critical to its ability to adequately monitor
and assess the condition of the lender and determine whether the lender poses a
risk to HUD, its programs, or the public. We agree.
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Conclusion

A lack of written policies and procedures for the annual renewal process can
create inconsistencies in the treatment of noncompliant lenders. By not flagging
high-risk lenders for manual reviews, the Division cannot be assured that it is
devoting its monitoring resources in the highest risk areas. Inaccurate data in the
Lender Assessment Subsystem inhibit effective assessments of lenders’ financial
condition. And, without a notification of potential penalties in the lender’s
financial statement certification, lenders will be less likely to be deterred from
submitting false data, and HUD will be less likely to prevail in enforcement
actions against lenders that submit false data.

All of the above factors contributed to the Division’s being less able to effectively
monitor and assess the condition of the lenders and determine whether they pose a
risk to HUD, its programs, or the public.

Although the Division had made substantial improvements in controls over the
annual recertification process, additional improvements are needed to ensure that
lenders meet FHA eligibility requirements. The Division needs to adopt written
procedures to ensure that lenders that violate annual renewal requirements are
properly referred to the Mortgagee Review Board and are treated consistently.
Controls relating to lender financial statement information need to be improved to
ensure proper review of information received from high-risk lenders and to detect
incorrect financial information in the Lender Assessment Subsystem. Financial
information certifications need to be strengthened to discourage lenders from
misrepresenting financial data in the Lender Assessment Subsystem. Establishing
stronger controls and deterrents will ultimately reduce the workload of the
Division and will reduce the risk to the FHA insurance fund.

Recommendations

We recommend that the Deputy Assistant Secretary for Single Family Housing
require the Division to

1A. Improve controls over the lender recertification process by

e Preparing and implementing written procedures containing
benchmarks for determining which noncompliant lenders should be
referred to the Mortgagee Review Board for sanctions,

e Preparing and implementing written procedures to ensure that high-
risk lenders’ financial statements are manually reviewed,

e Preparing and implementing procedures to ensure that the data in the
Lender Assessment Subsystem are accurate and complete, and

e Adding a notification of potential penalties for false certification to the
financial statement certification.

11



Finding 2: Data and Lender Fee Calculations in the Division’s
Recertification Tracking System Were Not Always Accurate

The Division’s system used to keep track of lenders’ annual renewal progress contained data and
lender fee calculations that were not always accurate. This condition occurred because the
Division did not develop sufficient controls to ensure data integrity. As a result, the Division
could not accurately monitor the renewal status of lenders, and lenders paid lower fees than
required.

Inaccurate Data Existed in the
Division’s System

The dates and status codes in the Institution Master File system (System) were not
always correct. This system was used by the Division to track each lender’s
progress in the annual renewal process. The System contained annual renewal
data including the status and date submitted for the annual certification, renewal
fee, and audited financial statements. The System’s status and date information
was not always accurate. For example,

e The System incorrectly showed 690 lenders with a “received” status for
their annual certification and a “paid” status for their renewal fee. The
receipt date in the system for the certification and fee payments was
December 26, 2008. The Division told us that these lenders did not
actually make a fee payment on that date because the fee was not owed.
However, instead of entering a “not owed” status into the system for these
lenders, the fee status was incorrectly reset to “paid” with a receipt date of
December 26, 2008.

e The System showed conflicting status codes for 116 lenders. For these
lenders, the system’s status code showed “new approval/reinstatement” for
one or more of the required renewal items and a status code of “owed,”
“received,” or “paid” for the other renewal items. If these lenders were
actually reinstated or newly approved during the year, at least one of the
status codes was not accurate since the renewal items would not have been
due. If the lender was not newly approved or reinstated, the “new
approval/reinstatement” code should not have been used.

Lender Fees Were Not
Calculated Correctly

The System did not correctly calculate annual renewal fees for 458 lenders that
added offices in the seventh month before their yearend. According to HUD
Handbook 4060.1, REV-2, each lender was required to pay $500 for its main
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office plus $200 for each branch registered for more than 6 months before its
fiscal yearend date. For its fee calculation, the System captured only the lender’s
yearend month and subtracted 6 months. For example, if a lender’s fiscal
yearend month was December, the System used June for the branch cutoff date.
However, the lender’s yearend date was actually December 31, so the sixth
month cutoff date should have been July 1. Consequently, 266 main offices and
385 branches were incorrectly omitted from the fee calculation. The following
graph depicts the date error for lenders with a December 31 yearend.

| Offices authorized|
| during the month;
j oflJunewere |
{ excluded fromthe;
| Division'sfee |
calculation | | LenderFYE

: { 12/31/2008
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Offices authorized before the Offices authorized duringthe last

last 6 months of the lender's 6 months of the lender's fiscal
fiscal yearend must be included yearend are excluded from the
inthe fee calculation fee calculation

.,

In addition, the System did not have a built-in cutoff date for lenders to delete
branches. Before paying the annual renewal fees, 217 lenders were able to delete
973 branches in the System, although the branches were active beyond their
previous fiscal yearend date.

The Division Did Not Develop
Sufficient Controls

The Division did not develop sufficient controls to ensure data integrity and
reliable data processing. It relied solely on the System to collect renewal data and
calculate the renewal fees without verifying that the data were accurate. In
addition, it did not perform testing of the payment calculation to determine
whether the System computed the correct amount of fee.

According to OMB Circular A-123, information systems controls should be
designed to ensure that the data are valid and information processing is accurate.
Further, HUD Handbook 1840.1 states that management controls are vital and
must be in place to ensure that automated data processing is reliable.

The Division was modifying its systems. However, the changes had not been
implemented in time for review.
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The Division Could Not
Accurately Monitor Lenders

To enforce renewal requirements, the Division must be able to efficiently monitor
lender compliance. If a lender’s status in the System did not accurately reflect its
renewal progress, the Division would not be able to readily determine whether the
lender still owed a renewal item. Consequently, lenders could actively conduct
FHA business without submitting the required renewal items.

For example, a lender originated FHA mortgages without submitting its
certification and fee because the System reported a status of satisfied instead of an
“owed” status for all of the requirements. However, at that time, only the
financial statements had been submitted, but the form and fee had not.

Lenders Paid Lower Fees Than
Required

The data system issues allowed lenders to pay lower fees than required. FHA
lenders with fiscal years ending October 1, 2008, through September 30, 2009,
paid $404,600 less than they should have. The date error omitted 1 month’s
worth of lender branches, accounting for $210,000 in lost fees. The lenders’
ability to delete branches after the payment was due resulted in an understatement
of $194,600 in fees. The Scope and Methodology section shows the calculation
of these amounts.

Recommendations

We recommend that the Deputy Assistant Secretary for Single Family Housing
require the Division to

2A.  Make changes to the System to ensure that

e The data accurately reflect the status of each lender’s recertification,

e The fee payment calculation includes each branch registered for more
than 6 months before its fiscal yearend date,

e The system has a built-in cutoff date for lenders to delete branches,
and

e An estimated $178,600 in future fees collected from mortgagees can
be available for the purposes of the FHA single family insurance
program. The calculation for the $178,600 is provided in the Scope
and Methodology section.
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2B.

Collect $210,000 in underpaid fees from the 458 lenders that added offices
in the seventh month before their yearend that were not used in the fee
calculation and $194,600 from the 217 lenders that were able to delete 973
branches in the System that were active beyond their previous fiscal
yearend date. The calculation of the unpaid fees is provided in the Scope
and Methodology section. We will provide a list of these lenders to the
Division.
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SCOPE AND METHODOLOGY

This audit is the second of two audits of FHA’s lender renewal process. During our initial audit,
we noticed indications of weaknesses in the controls over the lender renewal process. Our audit
covered 11,163 Title Il lenders with October 2008 through September 2009 fiscal yearends that
were required to submit annual recertification items. We expanded our scope as necessary. We
conducted our fieldwork from October 2009 through November 2010 at the Division in
Washington, DC, and in our office.

To accomplish our objective, we

Reviewed applicable laws and regulations;

Interviewed appropriate Division and Office of General Council staff;

Evaluated the Division’s manuals, quality control plan, and certification;

Examined Mortgagee Review Board meeting documents; and

Analyzed lender data contained in the Single Family Housing Enterprise Data
Warehouse, Institutional Master File system, and the Lender Assessment Subsystem.

We gained an understanding of the lender recertification process and procedures by interviewing
HUD staff and reviewing the laws and regulations affecting FHA lender annual recertification.
We examined the annual renewal and financial statement certifications to determine whether
they complied with requirements and compared them to the lender approval certification. We
evaluated the Division’s quality control plan, Lender Assessment Subsystem Standard Operating
Procedures, and manual. We used lender data found in the Single Family Housing Enterprise
Data Warehouse to identify high-risk lenders as defined in the Lender Assessment Subsystem
manual. We compared the high-risk lenders with the list of lenders provided by the Division that
were automatically approved through the Lender Assessment Subsystem. We also identified
high-risk lenders with deficient net worth and/or liquidity.

We relied on work performed by the Division’s quality assurance auditors. The auditors worked
for a certified public accounting firm, and the work performed was compliant with generally
accepted government auditing standards. We evaluated the quality assurance auditors’
qualifications and reviewed their quality assurance reports. The quality assurance auditors
selected a random sample of lenders’ financial statements that auto-completed through the
Lender Assessment Subsystem to determine whether the financial statements complied with
FHA requirements. We reviewed a sample of the lenders audited financial statements and
agreed with the quality assurance auditor’s opinion. The work done by the quality assurance
auditors was sufficiently reliable to satisfy our audit objective.

We evaluated the amount of the annual renewal fees associated with October 2008 through
September 2009 fiscal yearend lenders. The Division provided lender amounts paid and due
from the Institution Master File, and we obtained data from the Single Family Housing
Enterprise Data Warehouse to analyze the fees calculated by the Institution Master File system.
We also requested the programming code used for the fee calculation. We determined what the
fee calculation should be and the lender branches that were omitted because of the fiscal yearend
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date error based on the regulations. There were 385 branches and 266 offices omitted from the
fee payments. With a $200 per branch fee and a $500 per office fee, the Division did not collect
$210,000 in annual fees ((385 x $200) + (266 x $500)).

We then quantified how many branches were left out of the fee calculation because a cutoff date
was not established for branch deletion by using the authorized date, termination date, and fiscal
yearend of the lenders and their branches. There were 973 lender branches terminated after the
fee due date but before the late payment was made. At $200 per branch, the Division did not
collect $194,600 (973 x $200).

To estimate the amount of funds to be put to a better use, we removed the amounts in the 2
calculations above that were associated with loan correspondents because only mortgages will be
required to register in the future. For the mortgagees, there were 269 branches and 28 offices
omitted from the fee payments. With a $200 per branch fee and a $500 per mortgagee office fee,
the Division did not collect $67,800 ((269 x $200) + (28 x $500)). Additionally, for the
mortgagees there were 554 branches terminated after the fee due date but before the late payment
was made. At $200 per mortgagee branch, the Division did not collect $110,800 (554 x $200).
We used the sum of these amounts as our estimated $178,600 funds to be put to better use in
Appendix A.

We assessed the reliability of the Lender Assessment Subsystem and Institution Master File data
by performing electronic testing for erroneous and incomplete data. The Institution Master File
system contained inaccurate data as reported in finding 2, and the Lender Assessment Subsystem
contained duplicate records. We removed those discrepancies, such as inaccurate submission
status and dates and inconsistencies between the recertification items, from the data before our
analysis. We did not assess the reliability of the Single Family Housing Enterprise Data
Warehouse data as the data were used solely to demonstrate the potential impact of the finding.

We conducted the audit in 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 conclusions based on our audit
objective. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective.
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INTERNAL CONTROLS

Internal control is a process adopted by those charged with governance and management,
designed to provide reasonable assurance about the achievement of the organization’s mission,
goals, and objectives with regard to

e Effectiveness and efficiency of operations,
e Reliability of management reporting, and
e Compliance with applicable laws and regulations.

Internal controls comprise the plans, policies, methods, and procedures used to meet the
organization’s mission, goals, and objectives. Internal controls include the processes and
procedures for planning, organizing, directing, and controlling program operations as well as the
systems for measuring, reporting, and monitoring program performance.

Relevant Internal Controls

We determined that the following internal controls were relevant to our audit
objectives:

e Policies and procedures for the annual renewal process.

e Effective system controls for certifications, fee payments, and lender financial
reporting packages.

e Lender certifications.

e Management reporting for monitoring the annual renewal process.

We assessed the relevant controls identified above.

A deficiency in internal control exists when the design or operation of a control does
not allow management or employees, in the normal course of performing their
assigned functions, the reasonable opportunity to prevent, detect, or correct (1)
impairments to effectiveness or efficiency of operations, (2) misstatements in
financial or performance information, or (3) violations of laws and regulations on a
timely basis.

Significant Deficiencies

Based on our review, we believe that the following items are significant deficiencies:
e The Division lacked written procedures for referring lenders to the Mortgagee

Review Board and lacked adequate controls over the review of lender audited
financial statement packages (finding 1).
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e The Division did not develop sufficient controls in the Institutional Master
File system to ensure data integrity and reliable data processing (finding 2).
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APPENDIXES

Appendix A

SCHEDULE OF QUESTIONED COSTS
AND FUNDS TO BE PUT TO BETTER USE

Recommendation Ineligible 1/ Funds to be put to better use 2/
number
2A $178,600
2B $404,600
Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity

that the auditor believes are not allowable by law; contract; or Federal, State, or local
policies or regulations.

Recommendations that funds be put to better use are estimates of amounts that could be
used more efficiently if an Office of Inspector General (OIG) recommendation is
implemented. These amounts include reductions in outlays, deobligation of funds,
withdrawal of interest, costs not incurred by implementing recommended improvements,
avoidance of unnecessary expenditures noted in preaward reviews, and any other savings
that are specifically identified. For this instance, this is the amount of additional future
fees that will be collected if the Division implements our recommendations. The
calculation of this amount is described in the Scope and Methodology section of the
report.
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Appendix B
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments
o ol VS DEFPARTMENT OF HOUSING AND URBAN DEVELOPMENT
3 |t|. ’:. WASHINCTTOIN, D 20 151K
UIFFC EAOF HOLISTRG HATI 1 9 EHH‘

MEMORANDUM FOR: Rl.]ﬂzh:l-l\\f:llhliiﬂg._ Regional Inspector General For Audit,
TAGA

\ —T
FROM: vicki B. Boft, Doty Assistant Secretary for Single Family
H:N}-gi:tig!, ]-H.h
L "L b
SUBJECT: Discussion Draft Audit Report — Single Family Lender Annual

Renewal Process 11

The Oifice of Inspector General (O1G) performed on oudit of the Federal Housing
Administration’s (FHA) Single-Family Lender Recertification Branch 1o determine whether
adequate controls and procedures existed to ensure that FHA-approved lenders meet its renewal
TedUTE TN,

The CHG asserts that FHLA could not establish effective controls quickly enough to keep
pace with rapid intermnal and external business changes, Additionally, the OIG contends that the
Lender Approval and Recertification Division's (LA&RD) internal renewal tracking systenm
contained data and lender fee caloulations that were not always accurate. According to the QIG,
these conditions reduced LA&ZRD s ability to monitor renewal statuses and assess the condition of
lenders to determine whether they posed a risk 1o HUD, its programs or the public, and allowed
lenders to pay lower fees than required.

The Office of Lender Activities and Program Compliaznee (OLAPC) apprecistes the
seriousness of the OIGs review and is grateful for the opportunity afforded by these examinations
10 evaluate and enhance OLAPC s practices and policies. LA&RD is one of OLAPC's three
Divisions. Prior to receipt of this report, many improvements suggested by OIG had already been
Comment 1 initiated by LAGRD, OLATPC notes that 016 acknowledged in its report the improvements e
during the audit. Looking forward, OLAPC is confident in its capacity 1o continue Improving its
processes and o keep pace with business changes as they arise,

OLAPC has thoroughly reviewed O1G's recommendations and offers the following
responses to each of the recommendations set forth in the report:

Recommendation No. 14

Improve controls over the lender recertification process by:

o Preparing and implementing written procedures containing benchimarks for determining
when noncompliant lenders should be refemed 1o the Mongagee Review Board (MRB) for
sanctions andfor civil money penaltics;

o Preparing and implementing wrinen procedures 1o ensure that high risk lenders’ financial
statements are manually reviewed;

o Prepuring and implementing procedures 1o ensure that the data in the Lemder Aswessment
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Ref to OIG Evaluation Auditee Comments

Comment 2

Comment 3

Subsystem (LASS) is aovurate aml complete: and
e Adlding a natification of potential penalties for false cemification 1o the financial statement
certibication.

FHA Resporse

“Prepare amd implemeni] written procedures containing benchmnarks for determining when
noncompliant lenders should be referred to the Mortgagee Review Board for sanctions and/or
civil money penalites.”

OLAPC proposes thet the OIG revise its recommendation that writien procedures be
“prepared and implemented” becanse wrilten procedures were in place during the audit. OLAPC
continually reviews and strengthens its Standard Operating Procedures (Procedures) to ensure that
they are current with policy initiatives and changes. Furthermore, OLAPC is sensitive in its
approsch w bow it ladles spevific cases of noncompliant lenders. In addition to consistent use of
OLAPC Procedures, OLAPC recognizes the unique aspecs of individual cases that must be taken
it consideralion as appropriate,

The Lender Recertification Branch's Procedures dealing solely with the referal to the MRT
were provided to OIG during its examination. These Proczdures are part of recently expanded aned
more thorough Procedures which encompass all of the Lender Recentification Branch’s functions
from submission of financial statements through referral w the Mongagee Review Board and post
referral follow up. These enhanced Procedures outline the referral timeline to the MRB.

“[Prepare and implement] written procedures to ensure that high risk lenders” financial
stofemenits are manually reviewed,™

OLAPC closely monitors high risk lenders including performing manual reviews of their
fimuncial statenenis, D anticipation of the drastic reduction n the number of FHA-approved
lenders ws o result of final rule FR 5336-F-02 (24 C.F.R. § 202), “Federal Housing Administration:
Continuation of FHA Reform — Strengthening Risk Management through Responsible FHA-
Approved Lenders,” LA&RD has begun the process of implementing a more in-depth review of al
lenders. Several new lender risk flags have been added o the Lender Assessment Subsystem
{LASS) to target those lenders with the potential to pose the greatest risks wo HUD:

s Perfopmance Review Flag — This flag is assigned t a lender by the LASS automated revies
if the lender is on the Risk-Based Targeting List. This is a list of 200 lenders thar:
( 11 have the highest Mational Compare Ratio (the percentage of onginations
seriously delinguent or ¢laim terminated divided by the percent of originations
seriously delinguent or claim terminated natbonwide ) aimd;
have greater than 100 wotal loans originated by institution for its previous fiscal yeu
ar
(27 are lemders it e specilivally adeatified by OLAPC as requiring spocial
attention {e.g. lenders on the "Credit Watch™ list),
e Aupto-Completion Alert - This flag is assigned to o lender by the LASS automated review i
the lawlers” renewal submissions from the two preceding years have been approved theoug]
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Ref to OIG Evaluation Auditee Comments

Comment 4

the automated review without a marual review by LA&RD staff.

s First-Time Submitter Alert = This flag is assigned to a lender if no submission exists for the
prior fiscal v

o Prior Year Adjusted MNet Worth Alen — This flag is assigned woa lender when current year
el Worth™ falls below prior year subimissioan,

«  Adminismative Beview Flag - This flag can be added to o lender by LASRD staff members
in Level 2 and Level 3 reviewer positions and allows them 1o flag a submission for review
that, based on their expericnce, appears to require additional scutiny.

In addition, for the perod covered by the subject audit, over 2,000 submissions were
manually reviewed by LA&RD staff. Lendzrs considered “high risk” may have been included in
thar number. OLAPC would like to restate he point that the audit fails to consider the 2007 ruling
by the Administrative Law Judge that drastically changec its administrative processes. OLAPC's
abu ity 1o adapt to these changes and the memendows simides i hus made w conlront e resulling
backlog should rot go unnoticed,

“[Frepare and implement | procedisres to cusure that the daia in the Lender Assesanent
Suhsystem are avcurate and complere,™

OLAPC does not contol the data entered into LASS, The data entry funecticn is performe:d
by the lender and is bascd on a paper copy of the audited financial statement prepared by an
indzpendent public accountant (IPA). All ausdited financial statements submitted to LASS for
recertification are SUbject o the IPAS aresurion, as wellas lemder's wvicw, Tucally, any
ancmalies, omissions, or erroms contained in the LASS Financial Data Template would be identified
by the [PA.,

The 1.ASS automated review assigns any of 30 or mone deficieicy flags o financial
statements. Financial statements Magged doring this process are subject to three levels of review by
Lender Recerification staff for sufficiency.  Any missing, insceurate or unsupporied finengial
information discovered by stall members would reguire additional decimentation asd support priar
10 GoCcplance.

The OIG report referenced an audit of LASS conducted by Key & Associates, P twasa
review of submissions that were approved through the LASS avtomated review (muto-complele)
process. Key & Associates, PC. inits report on a sample of 436 auto-completed submissions
indicated that 0% of those suhmissions contsined insccurate financial information and would have
bem found unaccepiable during a manual review. A revizw of the quality assurznce report reveals
that of the deficiencies discovered:

e twenty percent failed © use Generally Accepied Government Auditing Standards as a
eriteria for the awdit;,
nine pereent did not issue & major compliance report:
eight percent did not include o hand signed audit epon;
four pereent faled to iaclude a complete listof programs tested in the scope of the Major
Compliance Report:; and

s three percent did not include adeguale fosinote disclosures.
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Ref to OIG Evaluation Auditee Comments

Comment 5

OLAPC acknowledges that it would not have sceepled these JUCins UpuL IR ey icw,
however, the deficicnicies in the mudits were not related te the lenders” actual financial standing. but
instead were relaed to the manner in whch the data was reported. These instances of non-
compliance may be anributed to zarelessness on the part of an IPA. Furhermorz, the deficiencies
posed no immediate threat 1o the public or the FHA insurance fund.

“VAdd] a notification of potentiol penalfies for fulse certification fo the financinl statement
corfificaion. ™

Although lenders and their [PAs are aware that penalties will be incurred for submission of
any false certification to the audited financial staements. OLAPC agrees with C1G's suzgestion that
including a clear statement of poential penalties would serve to strengliien OLAPCTS conols uver
the submassion of financial data.

The following certification has bzen drafied and, upon approval, is scheduled w be included
in LASS at the next system upndate:

By selectng “Suemit,” Toerilfy fua, to the best ol my kewrnferlge and belief] the fformarton
corttatined in this subwrission — including bu por limited 'o the accomparying Firancial
Drase Tevpiaie, Pue Collectivn Pov, and Motes & Findings - is acounte carrad comigs e
for the period deseribed on data element lines GAN-00, CRAM0-020, el G2000-030, 7
snderstenad thrar i 1 knosingly hove vrade or entered aty false, fonitious, frondulen
statemens), representaiion s or dota §ay be sulfect o admiisiraive, olvil, werndia
crimminal penalties including debarment, fines, and imprsonment wnder applicable federal
Tiowe,

Rec endation Mo, 2

Make chunges 1o the sysiem to ensure i

s The data accurately reflect the status of cach lender’s recertificaion:

= The oo payment caloulsion inchides cach hronch registered for mere than 6 months i
U1 lender's fiscal year end dane:;

o LASS hes abuili-in cutoff date for lenders to delete branches: and

& anestimaied 5 174,600 n uire fees collected Gom mongages: will be misle aeuilable oy
t1e purpases of tie FHA Single Zamily nsurance program. The calculation for the 3178600
is provided in the Scope and Mehodology section.

FHA Response

“Make changes to the Sysiem to ensure that the data avenrately reflect the status of each lender's
recertification.”

OLAPC maintains that tie recerification data housed within the Institution Master File
(IMF} is accurat=. OIGs interpretation of the status codes for rzcertification requirements does not
acknowledge LA&RD s internal policies regarding new approvals and einstuwments. During e
approval process, lenders are required to pay an applicalion fee and complete a certification. 10 tkhe
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Ref to OIG Evaluation Auditee Comments

Comment 6

Comment 7

Comment 8

reinstatement or approval takes place within six momhs prive to ils sooewal, 1osc tens ars
considered to be received for recertification purposes, Recenificalion requirements ave only marked
as “nat required” i1 the period between approval and the first recertification.

In its report, OIG indicated that IMF showed “conflizting” status codes if newly approved or
reinetated lenders have a status of “wed™ far one or more recertificotion reguirements and “nzw
approvalireinstatement” for others. Upon review of the supporting information received from OIG,
OLAPC determined that the “new approvalreinstaternent” code was attributed to these lenders by
the Lende: Approval siall msed on internal pelicics amd procedures. As stated above, a lender
approved within six months of its fiscal year end is hot requred Lo pay a recartificalion fee or
submit an online certification (formerly verification form). Any conflicts found in the data
presented to O1G for the purposes of this audil were the result of the verbiage used w rellect G
codes in IMF,

OLAPC would like OIG to remove this recommendation from the final audit report as this
error was limited and a comective sction plan is in place W prevent reoccumence.

“Make changes to the Sysem to ensure that the fer payment calcwlation includes each Brageh
registered for mare than € months before its fiscal yearend date.”

OLAPC has updated IMF to adjust the caleulation of recertification fzes based on the
approval date, fiscal vear end, and branch approval date of tie institutions. Ecfone th: update, the
caleulation counted back six months from the first doy of the fiscal yearend ronth o detenmaine it
an imstintion owed the renewal fee or if 2 Franch should be included in the recertification payment,
The mew caleulation is based on the last day of the moth and counts back sic months. Going
farward, any instintion approved or branch added during the month of June fior lenders with a fiscal
year end of December 317 would be used 1 caleulate the renewal piyment.

“Make changes to the System to ensure that the system hai a built-in cutoff date for lenders to
delete brenches,”

OLAPC disagrees with this recommendation, OLAPC has z long stnding pelicy tha
lenders are permitted o acd or delete brandies at any time, Recertification fees are ot paid in
arrears, bt rather, are paid at the sl of a fiscal year in order to continue pacticipaticn in FHA
programs for that fiscal year.  OLAPC dozs not believe that, in deleting branches, lenders inend 1o
drcumvent controls or aveid payment, butthat they asee upubiding their records i FHAs systems. In
crder to rinstate 1 branch, a registration fez of S300 per branch is required, while only $200 per
branch is required at renewal. Tt is not plausible that lenders would mientionally incur an additional
S 100 expense by acting In the marmer suggesivil by the OIG.

In its exit conference with OLAPC, OIG stated that deleted branches had originated loans
curing the recertification period extending into the next fiscal year, OQLAPC requested evidence
corrohorating this statement; however, the information received from the 0I5 was not sufficient for
QLA o validate o vefure OIS AAACTLINN.
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Ref to OIG Evaluation Auditee Comments

Comment 9

Comment 10

Comment 11

“Make changes fo the Systent to ensure that an estvated $178,000 in future fees eollected fram
maortgagers can be available for the purposes of the FHA Single Family ingoranee progras, The
coefcrefentiare finr thee 50 78,000 &3 provided i thee Scope and Methodolzgy section, ™

OLAPC notes that there are several variables which affect the validity of the amowm siated
anowve, meluding D projected participation of those 268 branches and 28 institations omitted @ the
IMF fee calculaticns and the unmentioned 254 branches terminated during the audit period.
OLAPC further understands that this amount will not be evaluated by QTG inany fumire audits of
the Lender Recert Dication Branch,

R lation No, 2B

Collect 5210,000 in underpaid fees from the 458 lenders that added offices inthe seventh monch
before their fiscal vear end that were not wsed in the fee caleulation and $104 500 froam the 2175
lenders that were able to delewe 973 branches in the System that were active beyond their previous
fiscal year end date,

EHA Response

CY ARPC mantains that these tees are nol owed, As gated inthe response to
Fecommendation 24, the IMF renewal fee caleulstian has been changed w include branches added
seven months prior w recentification, Additonally, here is ro requirement tonotify FHA of a
branch clesing or withdrawing, Lenders may delete branches at any time and in doing so are nat
actempring o avoid a higher required fee, but are simply updating their institution’s profile. The
reneacnl Fees 1% poyment which pemmits a lender 1o continue participating in FHA programs inthe
upcoming year and should be bassd on a lender’s current busingss steicture.

OLAPC s review of OG5 findings revealed that 4412, or 66% of the 675 lenders lsted in
the report. are no longer acive as aresult of recent policy changes, voluntary withdrawals or
administrative actions, Collecting fees from inactive lenders would be very costly and difficul.
Therefore, OLAFPC believes that the cust of collecting these fees would likely outweigh any el
and would most lizely prove to be 3 misuse of resources that could be better allocated (o other
efforts thet will more effecively reduce nsks and losses (o FHA”s insurance funds.
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Comment 1:

Comment 2:

Comment 3:

Comment 4:

Comment 5:

Comment 6:

Comment 7:

Comment 8:

OIG Evaluation of Auditee Comments

In several areas of its comments, FHA states that it has made changes to improve
its lender renewal process. None of the changes were in place when we did our
audit work so we have not evaluated their implementation or effectiveness.
However, if the changes are implemented consistently, they should help improve
the controls over the recertification process.

During the audit, the Division provided draft written standard operating
procedures. However these procedures only specified referring lenders to the
Mortgagee Review Board for submitting recertification items late. There was no
other guidance in the procedures that specified Mortgagee Review Board referral
for other violations such as insufficient lender net worth or liquidity.

Although the Division has begun implementing a more in-depth review of
lenders, these controls were not fully in place during our audit scope and therefore
have not been reviewed.

As noted in finding 1, we considered the changes required in the administrative
process due to the 2007 ruling, and acknowledged the improvements made that
strengthened controls over the lender renewal process.

Included in the deficiencies were reports that did not state that the audits were
conducted in accordance with Generally Accepted Government Auditing
Standards (GAGAS). Without the report being prepared in accordance with
GAGAS, including an adequate major compliance report and required
disclosures, FHA cannot ensure that deficiencies would not pose an immediate
threat to the public or the FHA insurance fund

The Division did not provide any internal policies and procedures that would
explain the inconsistencies we found in the data. The status codes in the system
need to accurately show any change in lender status so that the Division can
ensure that the lender submits the correct recertification items. Since the Division
relies on this system to monitor each lender’s recertification, we continue to
recommend that it makes changes to the system to ensure the data accurately
reflect each lender’s recertification status.

We agree that lenders are not likely to delete a branch then immediately reinstate
the branch. Nonetheless, as noted in finding 2, 217 lenders were able to delete
973 branches. These branches were active in the system and could originate FHA
loans beyond the recertification payment due date of 30 days past the lenders’
fiscal year end dates. 317 of these branches remained active and were not deleted
until at least 90 days past the lenders’ fiscal year end dates.

We will provide the loan activity for the deleted branches referred to in the report
under separate cover.

27



Comment 9: OLAPC is correct in its understanding that OIG will not be evaluating the
$178,600 in future audits. This is just an estimate of the monetary benefit of
implementing the recommendation.

Comment 10: HUD Handbook 4060.1 REV 2 chapter 4 states that a lender must remit an annual
fee for its main office and any branch registered at least six months prior to the
lender’s fiscal yearend. Therefore, renewal fees are due for branches added seven
months prior to the fiscal yearend.

Comment 11: We will consider a cost benefit analysis of collecting the unpaid fees from the
675 lenders from the Office of Lender Activities and Program Compliance.
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Appendix C

LENDER ASSESSMENT SUBSYSTEM - LENDERS’ FINANCIAL
STATEMENT CERTIFICATION AND FINANCIAL
INFORMATION TAB

Financial Statement Certification

CERTIFICATION STATEMENT

This is to certify that to the best of my knowledge and belief. the information contained in this
submission - including but not limited to the accompanying FDT, DCF, and Notes & Findings - is
accurate and complete for the period described on data element lines G#000-010, G2000-020, and

G2000-030. By selecting Submit. [ declare that the foregoing 1s true and cotrect.

Data Collections Form, Financial Statements Information Tab

General Information Financial Statements

Element # | Description Value Details
G3000- Finatirial Statements preparec e .
00z * using J4AP hasis Select |
G3000- Finaticial Statement Auditwas Salact |
00g * conducted in acccrdance with: -
DGLBLDED- Trpe of Audit Opion [ssued —Saleri— w || Details
DGE,E“?P' Trype of SAS 19 Opinisn cn FOT —Select- “ -
(FA0- "Comhg Conecemn” ndizator - _ _ .
oac * axnlanatory paragrapk Select- |+ Detoils
35000- Eaplaralony praragraph ulher i _ — .
Q3C * Zritg concerr. Select— |v|  Deals
GE000- Reporable Condiion and’or _ — .
04c * Ilateral Weakness Indicator Select-|¥|| Details
CFAMN- Tulateral Nan-Carrplianne _ — :
07C*  Inficabor Select |wf| Detals
H3000- Independent sAudior's Re;{%‘l o1
qar Finaneial Statements end —Seled— % | Details
supplemental Informaion
G3000- Independent Audtor's Reporl on .
10c * Triernial Cuoniliols —Selest= A Details
E[UEI«U_ éniepgndent Andior's Heporl on —Selec v || Details
ommphance —

Bave
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Appendix D

LENDER ASSESSMENT SUBSYSTEM - INDEPENDENT
PUBLIC ACCOUNTANT ATTESTATION

Attestation Agreed-Upon Procedures

The independent public accountant attests to the lender’s submission once it is submitted for
review. The agreed-upon procedures ensure the financial data entered into the Lender
Assessment Subsystem by the lender are accurate and tie to the lender’s hardcopy financial
statements. By clicking the “Agrees” option button, the independent public accountant attests to
the statements listed in the second paragraph of the independent public accountant’s report.

We conducted our audit of compliance with those requirements in accordance with auditing
standards generally accepted in the United States of America, Government Auditing
Standards, issued by the Comptroller General of the United States, and the Consolidated
Audit Guide for Audits for HUD Programs (the “Guide”), issued by the U.S. Department of
Housing and Urban Development, Office of Inspector General. Those standards and the
Guide require that we plan and perform the audit to obtain reasonable assurance about
whether material noncompliance with the requirements referred to above occurred. An audit
includes examining, on a test basis, evidence about the Company’s compliance with those
requirements. We believe that our audit provides a reasonable basis for our opinion.

INDEPENDENT AC COUNTANT'S REPORT ON APPLYING AGREED-UPON PROCEDURE

We have performed the procedure described in the second paragraph of this report, which was agre ed to by

(the "lender™) and the .3, Depattment of Housing and Urban Development, solely to assist
them in determining whether the electronic submizsion of certain information agree s with the related hard copy
documents. The lender 15 responsible for the accuracy and completeness of the ele ctronic submission. This agreed-
upon procedures engagement was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants. The sufficiency of the procedure is solely the responsibility of those
patties specified in this report. Consequently, we make no representation regarding the sufficiency of the procedure
deszctibed below either for the purpose for which this report has been requested or for any other purpose.

We compared the electronic submission of the items listed in the "UFRES Eule Information” column with the
cotresponding printed documerts listed in the "Hard Copy Documents" column, The results of the performance of
out agreed-up on procedure indicate agreement or non-agreement of electronically submitted information and hard
copy documents as shown in the chart helow,

We were engaged to perform an audit of the finaticial statements of the lender as of and for the vear ended

, atud have issued our reports thereon dated . The information in the
"Hard Copy D ocuments" colume was included within the scope, or was a by-product, of that audit. Further, our
opition o the fair presentation of the Financial Data Templates (FDT) dated . was expressed
it relation to the basic financial statements of the lender taken as a whaole.

& copy of the financial statement package and the FDT, which includes the auditor's reports, is available in its
entirety from the lender. We have not performed any additional saditing procedures since the date of the
aforementione d audit reports. Further, we take no responsibility for the security of the information transmitted
electronically to the U3, Department of Housing and Urban Developiment.

This report is intended solely for the information and use of the lender and the T35, Department of Housing and
Uthan Development, and iz not intended to be and should not be used by anyone other than these specified parties.
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Independent Public Accountant’s Verification of Financial Information and Attachments

Frocedure

UFE3 Rule Information

Balance Sheet, Statement of Operations and
Changes in Retained Earnings and Statement
of Cash Flows, and Computation of A djusted
Met Worth Schedule (data elements 111-1390
under the above isted tabs - "Details" links

are included)

Information about opindon on the financid

statements, internal control and

supplementary repott on FOT (data elements
(33000-0035 - G3000-040 under the financial
statements tab - "Desails" links are not

itwchaded)

Information about opindon on compliance and
Tyrpe of Material Woncompliance (data

elements G3000-070 - G3000-083)

Footnotes (data elesrent G5000-010)

Audit Findings (data element G3200-010

Corrective Action Plan (data element G5300-

020)

HARD COPY DOCURMENTS

Finanicial Data 7emplate

Report on Basic Finaneial
Statements, Feport on Internal
Control, Auditer's supplemental
teport on FDT

Repott on Compliance and Schedule
of Findings and Questioned Costs

Foothotes to audited hasic finaticial
statements

Schedule of Findings and
Queslioned Cuosls

Cotrrective Action Plan
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