
 

 

 
 
 
 
 
 
 
 
 
 
 

TO: Brian D. Montgomery, Assistant Secretary for Housing – Federal Housing 
Commissioner, H 

 
 
 
 
FROM: 

 
Joan S. Hobbs, Regional Inspector General for Audit, Region X, 0AGA 

  
SUBJECT: Significant Weaknesses in HUD’s Oversight of Single Family Mortgage 

Insurance Claims are Costly 
 
 

HIGHLIGHTS  
 

 
 

 
We reviewed the U.S. Department of Housing and Urban Development’s (HUD) 
controls over the payment of Federal Housing Administration Mutual Mortgage 
Insurance Fund single family claims.  We wanted to know whether HUD had 
controls in place to ensure paid claims were reviewed to determine if the 
mortgage loans met program requirements. 

 
 
 

 
HUD did not independently determine mortgage loans insured under the Mutual 
Mortgage Insurance Fund met program requirements after paying billions in 
single family insurance claims.  During the period October 1, 2003 through June 
3, 2005, HUD received and paid claims on loans for which the lender did not 
show the borrower 1) was able to make the required monthly payments, 2) made 
the minimum investment in the property, and 3) was creditworthy.  Our tests of 
FHA loan files determined that 44 of 175 randomly selected claims were paid for 
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mortgages that, based on HUD’s loan file, did not meet these program 
requirements.  HUD paid the claims and did not subsequently review the loan 
files for compliance with the program requirements, fraud and/or 
misrepresentations.  HUD relied upon lender certifications that loans were eligible 
and contained all required supporting documents, a pre-endorsement review of the 
insurance applications for key documents, and risk-based compliance testing of 
recently insured loans.  We estimate final HUD costs for claims that did not meet 
program requirements during the period reviewed totaled $356 million on those 
claims for which all revenues and expenses were finalized. 
 

 
 

 
We recommend the Assistant Secretary for Housing - Federal Housing 
Commissioner require the Office of Single Family Housing to:  (1) establish 
procedures to review paid claims associated with early defaulted loans and 
unsupported final costs (projected as totaling about $214 million annually), and 
independently verify that loans met HUD-FHA program requirements and were 
therefore eligible for insurance, (2) seek recovery or adequate support for final 
HUD costs for the 44 unsupported claims identified in our sample totaling 
$1,301,230 in losses, and (3) based on the results of (2), assess costs and benefits 
associated with reviewing claims on early defaulted loans received since the 
beginning of our audit period ( October 1, 2003 ) to the current date, and if 
feasible, independently determine that loans comply with program requirements 
and seek, from lenders, recovery or adequate support for final HUD costs 
associated with those claims.    
 
For each recommendation without a management decision, please respond and 
provide status reports in accordance with HUD Handbook 2000.06, REV-3.  
Please furnish us copies of any correspondence or directives issued because of the 
audit. 

 
 
 

 
We provided the Office of Single Family Housing a discussion draft on March 10, 
2006, and held an exit conference with the Office of Single Family Housing on 
March 17, 2006.  We received written comments from the Assistant Secretary for 
Housing-Federal Housing Commissioner on April 14, 2006.  The Assistant 
Secretary generally disagreed with our conclusions and recommendations. We 
evaluated the Assistant Secretary’s comments and made appropriate changes to 
the report.  However, we did not substantially change our conclusions and 
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.   
 

What We Recommend  

Auditee’s Response 
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BACKGROUND AND OBJECTIVES 
 
 
The Federal Housing Administration provides mortgage insurance on single-family home loans 
made by Federal Housing Administration-approved lenders throughout the United States and its 
territories.  Federal Housing Administration mortgage insurance provides lenders with protection 
against losses as the result of homeowners defaulting on their mortgage loans.  When a borrower 
defaults and the lender is unable to bring the loan current through loss mitigation, the lender can 
submit a claim for single-family mortgage insurance benefits to the U.S. Department of Housing 
and Urban Development (HUD).  There are many types of single-family claims, but conveyance 
claims are the most common.  All claims must be submitted on HUD form HUD-27011, Single 
Family Application for Insurance Benefits.  HUD encourages lenders to send all claim forms 
(parts A and B) to HUD electronically through the Electronic Data Interchange or the Federal 
Housing Administration Connection1. 
 
During a conveyance claim, the lender obtains the property through foreclosure and deeds the 
property to HUD.  Either the holder2

 or the servicer3
 of the mortgage may submit the claim.  In 

either case, the claim payment will be made to the holder of the mortgage.   
 
HUD processes the electronic claims information by computer at HUD Headquarters.  The data 
are pre-screened before processing to determine whether certain essential data are missing or 
incomplete.  If the information is complete, it passes through system edits and control checks.  If 
there aren’t any hard errors4, the system will compute and generate an electronic payment to the 
holder.  If there is a fatal error5, the lender must submit a corrected claim to resolve the fatal error 
before further processing can occur.  The system edits are designed to permit prompt payment of 
most claims by accepting costs encountered in routine claims.  If unusually high disbursements 
are reported, the claim payment will be reduced, and the holder may file a supplemental claim 
for the part of the claim disallowed, with documentation to support the amount of and the need 
for the higher payment.  The advice of payment with the initial claim reimbursement will 
identify amounts and reasons for a reduced claim payment. 
 
Our objective was to determine whether HUD had controls in place to ensure paid claims were 
reviewed to determine if the mortgage loans met program requirements.

                                                 
1 Home Equity Conversion Mortgage, supplemental, and reconveyance claims cannot be submitted electronically 
and need to be submitted on paper.  Loss mitigation claims can be submitted electronically, via Federal Housing 
Administration Connection or on paper.  Conveyance and preforeclosure sale claims can be submitted on paper, 
however they are subject to a $100 processing fee. 
2 Holder – lenders who are holders of the credit instruments issued under a trust indenture, mortgage or deed of trust 
pursuant to which such holders act by and through a trustee therein named. 
3 Servicer - a HUD-approved lender who services HUD-insured mortgages. 
4 Hard error – indicates that the field contains an error that must be corrected before further processing can occur. 
5 Fatal errors - cannot be pay-authorized (overridden) by the Claims Branch. 
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RESULTS OF AUDIT 
 
 
Finding 1:  Significant Weaknesses in HUD Oversight of Single Family 

Claims are Costly 
 
HUD did not independently determine mortgage loans insured under the Mutual Mortgage 
Insurance Fund met program requirements after paying billions in single family insurance 
claims.  During the period October 1, 2003 through June 3, 2005, HUD received and paid claims 
on loans for which the lender did not show the borrower 1) was able to make the required 
monthly payments, 2) made the minimum investment in the property, and 3) was creditworthy.  
Our tests of FHA loan files determined that 44 of 175 randomly selected claims were paid for 
mortgages that did not meet these program requirements.  HUD paid the claims and did not 
subsequently review the loan files for compliance with the program requirements, fraud and/or 
misrepresentations.  HUD relied upon lender certifications that loans were eligible and contained 
all required supporting documents, a pre-endorsement review of the insurance applications for 
key documents, and risk-based compliance testing of recently insured loans.  We estimate final 
HUD costs for claims that HUD’s files did not support meeting program requirements during the 
period reviewed totaled $356 million on those claims for which all revenues and expenses were 
finalized.   

 
 

 
 
 
 
 

 
The Office of Management and Budget’s Circular A-129, Policies for Federal 
Credit Programs and Non-tax Receivables, Appendix A section I-4 requires HUD 
to manage the single family insurance program in accordance with statutory and 
provisions of this Circular to protect the Government's assets and to minimize 
losses in relation to social benefits provided.  Further, section 4a states that 
agencies shall ensure that lenders participating in guaranteed loan programs meet 
applicable financial and programmatic requirements. 
 
The Circular addresses loan documentation requirements and lender agreements.  
Appendix A section III A 2 requires HUD to ensure loan origination files contain 
the documents needed to conform to private sector standards and states that 
accurate and complete documentation is critical to processing claim payments.  
Appendix A section III B 2 b provides that HUD should include due diligence 
requirements for originating, servicing, and collecting loans in its agreements with 
lenders.  Further, the Circular provides that HUD should ensure through the 
claims review process, that lenders meet the performance standards and suggests 
HUD reduce claim amounts or reject claims for lender non-performance.

HUD Must Determine Lenders 
Meet Financial and 
Programmatic Requirements 
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HUD’s single family insurance program requirements provide that only approved 
lenders agreeing to follow HUD requirements may participate in the program.  
The requirements include those that lenders must meet for originating and 
servicing loans.  Additionally, the requirements specify the documentation lenders 
must maintain. 
 
The statutory requirements for HUD’s single family insurance program will not 
allow HUD to reduce or reject claims for lender non-performance except for fraud 
or misrepresentation on the part of the lender holding the mortgage6.  This in 
effect prohibits HUD from rejecting claims for non-performance of underwriting 
requirements because most insured loans are sold after loan insurance 
endorsement.   However, this does not prohibit HUD from reviewing claims to 
ensure lenders comply with program requirements.  The claim can be paid and 
HUD can then review the loan for compliance with program requirements 
(additional information on HUD’s program requirements is presented in 
Appendix E).  HUD’s program provides for actions that can be taken when 
lenders do not meet the program requirements.  Those actions include referral to 
the Mortgagee Review Board.  The Mortgagee Review Board is authorized by 
Section 202(c) of the National Housing Act to take administrative action when 
lenders do not comply with HUD’s requirements. 

 
 
 
 
 

HUD does not have the required documentation to support compliance with 
program requirements for an estimated $1.3 billion in paid Mutual Mortgage 
Insurance Fund claims made during the period October 1, 2003 through June 3, 
2005.  We reviewed a random sample of 175 claims received during the period 
and found HUD did not have the required documentation to show 44 mortgage 
loans complied with program requirements.  The mortgage insurance applications 
for the 44 mortgage loans did not include the required documents showing the 
borrower (1) was able to make the required monthly payments, (2) made the 
minimum investment in the property, and (3) was creditworthy.   

 
We determined the total claims and actual losses to date for the 44 claims for 
which HUD did not have the required documentation to show program 
requirements were met.  The 44 claim payments for unpaid principal and interest 
totaled $4,112,905 and the actual losses to date totaled $1,301,230 after 
recognizing the revenue from the disposal of houses conveyed to HUD.  Our 
review results for the 44 loans are summarized in Appendix C followed by a 
narrative description of documentation requirements not met for each case in 
Appendix D.

                                                 
6 Section 203(e) of the National Housing Act provides that an executed insurance contract is conclusive evidence of 
the eligibility of the loan for insurance and the contract of insurance is incontestable in the hands of an approved 
lender except for fraud or misrepresentation by the lender making the claim.   

HUD Lacked Adequate Support 
for Paid Claims  
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Based on our analysis of paid claims shown in HUD’s systems, Mutual Mortgage 
Insurance Fund claims for unpaid principal and interest totaled $7.9 billion during 
the period October 1, 2003, through June 3, 2005, for loans that defaulted in no 
more than three years after endorsement.  We estimate HUD had adequate support 
for $6.6 billion of the claims leaving $1.3 billion inadequately supported during 
the 20-month period, an average of $796 million annually.  We estimate the actual 
losses incurred to date for the claims received during the 20-month period after 
recognizing the revenue from the disposal of houses conveyed to HUD would be 
$356,012,207, an average of $213,607,324 annually.   

 
 
 
 
 
 

 
HUD did not independently determine mortgage loans insured under the Mutual 
Mortgage Insurance Fund met program requirements after paying single family 
insurance claims.  The single family insurance claims process does not include a 
review of the mortgage loan for a paid claim to independently determine that 
Direct Endorsement lenders complied with program requirements.  Specifically, 
HUD does not review the application for mortgage insurance before endorsement 
or after a claim is paid to determine whether the lender and underwriter 
certifications required by the contract of insurance accurately represented the 
mortgage loans eligibility for insurance, compliance with underwriting 
requirements, and required supporting documentation.   

 
HUD’s program requires approved lenders to apply for mortgage insurance after 
determining that a proposed mortgage is eligible for insurance under the 
applicable program regulations.  The application must include required documents 
supporting the mortgage eligibility and lender certification the loan is eligible and 
supported by the required documents.  Once the application is received HUD 
performs a pre-endorsement review to ensure specific documents are included in 
the application, including the lender certification.  After loans are endorsed for 
insurance, HUD employs a risk-based monitoring program to evaluate lender 
compliance with program requirements.  The monitoring includes post 
endorsement technical reviews performed on 5 to 10 percent of mortgage loans 
endorsed and lender monitoring performed by the Quality Assurance Division7.  
However, the monitoring does not provide for the review of all insured mortgages 
or claims, and while risk-based, would likely include a high percentage of loans 
that will perform well given that the vast majority of insured loans perform well.

                                                 
7 The purpose of the Quality Assurance Division is to protect HUD/FHA from unacceptable risk by assessing lender 
performance, internal controls and compliance with HUD/FHA origination and servicing requirements; and, as 
appropriate, requiring corrective measures or initiating enforcement actions. 

HUD Did Not Review Paid 
Claims to Determine Whether 
Program Requirements Were 
Met  
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HUD’s claims process requires lenders to submit claims through HUD’s 
electronic claims system.  The claims system processes the submitted information 
through HUD computer systems and determines whether claims meet system 
requirements for payment.  The system then computes and generates an electronic 
claim payment.  This ensures that claims are paid promptly. 
 
Although a claim may be processed and paid by the computer, HUD’s claim 
process provides for both post claim review and property inspections.  As a result, 
HUD may require reimbursement of any amounts that are found to be excessive 
or not supported by appropriate documentation or work done to the property.  
However, HUD’s post claim review does not include a review of the loan 
origination to determine if the loan complied with program requirements.  
Accordingly, paid claims are effectively exempted from routine review to 
determine whether the mortgage loan origination complied with program 
requirements.   
 

 
 
 
 
 
 

 
HUD should change its claims procedures to include an independent post claim 
determination that lenders submitted loans in compliance with program 
requirements.  HUD could consider procedures using statistical sampling methods 
as authorized for claim review under 24 CFR 203.365 d.  When HUD determines 
the application for mortgage insurance submitted by the lender does not 
demonstrate compliance with the program requirements, HUD should (1) request 
additional information from the lender, (2) evaluate the information received, and 
(3) if necessary, decide on the appropriate action to take.  The decision on 
appropriate action could include referring identified lender noncompliance with 
HUD requirements to the Mortgagee Review Board.  Based on our sample results 
for the 20 months ended June 3, 2005 paid claims that did not meet program 
requirements totaled an estimated $796 million annually.

HUD Receives Claims and 
Evaluates Them Electronically 
Before Payment 

HUD Should Determine Loans 
Comply With Program 
Requirements After Claims 
Payment 
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We recommend the Assistant Secretary for Housing – Federal Housing 
Commissioner 
 
1A. Establish procedures to review paid claims associated with early defaulted 

loans and unsupported final costs (projected as totaling about $214 million 
annually), and independently verify that loans met HUD-FHA program 
requirements and were therefore eligible for insurance.   
 
Our recommendation contemplates that HUD management would evaluate 
sampling options and review procedures and select one that it determines 
effectively and efficiently addresses program requirements.  For example, 
similar to our audit methodology, the review should be risk-based and focus 
on early defaulted loans. In addition, HUD could adopt sampling procedures 
similar to those under the existing claims review process regulations 
including use of a statistical sample of claims paid.  Independent of the 
sampling method, the review procedures would also need to provide for  (1) 
review of the HUD case file, (2) requesting additional information from the 
lender when necessary, (3) evaluating the information, and (4) if necessary, 
deciding on the appropriate action to take, including recovery of the loss 
amount and referral to the Mortgagee Review Board. 

1B. Seek recovery or adequate support for final HUD costs for the 44 
unsupported claims identified in our sample totaling $1,301,230 in losses. 

1C. Based on the results of 1B, assess costs and benefits associated with 
reviewing claims on early defaulted loans received since the beginning of 
our audit period ( October 1, 2003 ) to the current date.  If feasible, 
independently determine that loans comply with program requirements and 
seek, from lenders, recovery or adequate support for final HUD costs 
associated with those claims.  This should employ risk-based selection and 
could consider sampling options as contemplated in recommendation 1A. 

 

Recommendations  
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SCOPE AND METHODOLOGY 
 
 
Our audit testing related to insurance claims for principal and interest on the Federal Housing 
Administration Mutual Mortgage Insurance Fund and processed during the period October 1, 
2003, through June 3, 2005.  HUD’s Single Family Data Warehouse showed HUD received 
128,478 claims totaling $11.3 billion during this period.  However, our testing was limited to 
those claims for loans that went into final default within three years of endorsement.  For the 
period reviewed, HUD received 80,352 claims totaling $7.9 billion for loans that went into final 
default within three years of endorsement.  We conducted our work from January, 2005 through 
November, 2005. 
 
To accomplish our audit objectives we examined HUD records and interviewed HUD officials 
from HUD’s Office for Single Family Housing in Washington, DC and the Homeownership 
Centers in Atlanta, GA, Denver, CO, Philadelphia, PA, and Santa Ana, CA.  We also analyzed 
information from the Single Family Data Warehouse and Single Family Insurance System.  We 
assessed the reliability of the data from these systems to ensure the data were sufficiently reliable 
to use as a basis for our audit conclusions.  The methodologies used included 
 

• Reviewing applicable HUD policies and procedures at 24 CFR Parts 202 and 203; 
Handbook 4155.1, Mortgage Credit Analysis for Mortgage Insurance, One to Four 
Family Properties; Handbook 4060.1 REV-1, Mortgagee Approval Handbook; and 
Handbook 4000.2, Mortgagees Handbook – Application Through Insurance. 

• Reviewing applicable federal requirements for credit programs included in Office of 
Management and Budget Circular A-129, Policies for Federal Credit Programs and Non-
Tax Receivables and in the Department of the Treasury Financial Manual Managing 
Federal Receivables. 

• Interviewing HUD officials responsible for insurance endorsement, claims and lender 
monitoring. 

• We sampled claims paid to determine whether HUD had controls in place to ensure 
claims were for mortgage loans meeting program requirements.  In support of this 
objective, we employed an unrestricted variable sampling plan that allowed statistical 
projections of the dollar amount of the (i) insurance claims that were not supported by the 
documentation required by the contract of insurance and (ii) the dollar amount of HUD’s 
net profit or loss after the insurance claim was paid for those claims that were not 
properly supported by required documentation.  A full description of our sampling 
methodology and results is contained in appendix F. 

• We reviewed prior audits of the Federal Housing Administration’s single family 
insurance program and claims to obtain information on the internal controls in place and 
interviewed HUD officials to confirm our understanding. 

We performed our review in accordance with generally accepted government auditing standards, 
which included tests of internal controls that we considered necessary to our audit objectives.
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Relevant Internal Controls 

 
INTERNAL CONTROLS 

 
 
Internal Controls are an integral component of an organization’s management that provides 
reasonable assurance that the following objectives are being achieved: 
 

• Effectiveness and efficiency of operations,  
• Reliability of financial reporting, and  
• Compliance with applicable laws and regulations. 

 
Internal controls relate to management’s plans, methods, and procedures used to meet its 
mission, goals, and objectives.  Internal controls include the processes and procedures for 
planning, organizing, directing, and controlling program operations.  They include the systems 
for measuring, reporting, and monitoring program performance.  
 

 
 
 
 

 
We determined the following internal control was relevant to our audit objectives: 
 
• HUD’s policies and procedures for ensuring paid Federal Housing 

Administration insurance claims were for loans that met program 
requirements. 

 
We assessed the relevant controls identified above.  
 
A significant weakness exists if management controls do not provide reasonable 
assurance that the process for planning, organizing, directing, and controlling 
program operations will meet the organization’s objectives 

 
 
 
 

 
Based on our review, we believe the following is a significant weakness: 

 
• HUD’s controls were not adequate to ensure paid Federal Housing 

Administration claims were for loans that met program requirements 
(finding 1).

Significant Weaknesses 
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APPENDIXES 

 
Appendix A 

 
SCHEDULE OF QUESTIONED COSTS 

AND FUNDS TO BE PUT TO BETTER USE 
 
 

Recommendation Number  Unsupported 1/ Funds To Be Put to Better Use 2/ 

1A  $214 million 3/ 
1B $1,301,230  

 
 
1/ Unsupported costs are those costs charged to a HUD-financed or HUD-insured program 

or activity when we cannot determine eligibility at the time of audit.  Unsupported costs 
require a decision by HUD program officials.  This decision, in addition to obtaining 
supporting documentation, might involve a legal interpretation or clarification of 
departmental policies and procedures. 

 
2/ “Funds to 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.  
This includes reductions in outlays, deobligation of funds, withdrawal of interest subsidy 
costs, costs not incurred by implementing recommended improvements, avoidance of 
unnecessary expenditures noted in preaward reviews, and any other savings which are 
specifically identified.  This amount represents our estimate of the potential additional 
amount HUD could recover annually through implementation of our recommendation. 
This amount does not reflect any offsetting costs associated with accomplishing these 
recoveries as there was insufficient data available to reasonably estimate such costs. 

 
3/ We estimated the actual losses incurred to date for the claims received during the period 

October 1, 2003 through June 3, 2006 after recognizing the revenue from the disposal of 
houses conveyed to HUD would be $356 million.  We used this estimate to develop a 
monthly average loss and used that average to estimate an annual loss totaling $214 
million.  
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OIG Evaluation of Auditee Comments 

 
Comment 1 The Report and our responses to HUD’s comments demonstrate our 

understanding of the FHA’s Direct Endorsement program and show how the 
differing methodologies used by OIG and HUD to address the issues could give 
the impression of a misunderstanding where none existed.   

 
HUD’s methodology as described in the Office of Housing’s response 
contemplates action only when a material underwriting error is directly related to 
the reason for default and claim.  This method uses non-authoritative standards 
and accepts paid claims for loans that were not originated in accordance with 
program requirements.  In contrast, we applied the published HUD program 
requirements and identified action was needed on paid claims for loans that did 
not comply with the requirements.  This represents a significant difference and 
can result in the impression of a misunderstanding. 

 
Comment 2 The joint position does not properly characterize the OIG recommendation.  OIG 

recommended that Housing establish procedures to review all claims and 
independently determine that loans comply with the contract of insurance to 
address projected unsupported claims and final costs totaling $213,607,324 
annually.  The recommendation does not specify when the review should take 
place nor state that claims should be denied.  Additionally, we revised the report 
to eliminate any inference that FHA needs to review claims before payment.   

 
Our recommendation allows HUD management to evaluate approaches and select 
one that it determines effectively and efficiently addresses program requirements.  
For example, HUD could adopt procedures similar to those under the existing 
claims review process regulations, currently used for but not restricted to the 
fiscal data associated with claims, where a claims review is conducted including 
use of a statistical sample after claims are paid.  Independent of the selection, the 
procedures would also need to provide for developing the issue through (1) 
review of the case file, (2) requesting additional information from the lender when 
necessary, (3) evaluating the information, and (4) if necessary, deciding on the 
appropriate action to take. 

 
Comment 3 The Office of Management and Budget Circular A-129 states that agencies shall 

ensure lenders participating in guaranteed loan programs meet all applicable 
financial and programmatic requirements.  Further, the circular notes agencies 
should ensure compliance with the program requirements during the claims 
review process.  Supplementing the department’s existing control structure with a 
paid claims review to determine program requirements are met would ensure 
program requirements were met for claims and may be useful for evaluating the 
program requirements.  As noted in comment 2, HUD management would select 
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 the procedures for such review and they could use sampling to ensure a cost 
effective and efficient process. 

 
Comment 4 As noted above, OMB requires agencies to ensure lenders meet all applicable 

program requirements and notes the claims review process should include such a 
determination.  Further, sampling could be used to make the review practical and 
cost effective. 

 
Comment 5 HUD’s review of the 43 claims confirmed that 37 of the FHA case binders do not 

show program requirements were met.  For the remaining six FHA case binders 
we revised our narrative description of the deficiencies in response to HUD’s 
review of the narrative deficiency description obtained prior to the draft report.  
HUD’s comments do not address the revised narratives and HUD did not provide 
review results for one FHA case binder that was returned to HUD’s archive 
before HUD’s review of the narrative descriptions completed prior to the draft 
report.  Additionally, as described in Appendix F, we utilized the lower limit of 
loss on supported claims to project a conservative loss of $356,012,207. 

 
HUD’s comments are based on a methodology using non-authoritative standards 
to evaluate loan underwriting and determine if a request for indemnification is 
appropriate. This evaluation attempts to apply FHA’s after-the-fact judgment on 
whether the loan represents and increased risk to the insurance fund, rather than 
an objective application of the regulatory-based requirements in effect at the time 
the loan was originated.  HUD’s comments make no provision for action on 41 
instances of noncompliance with published program requirements, including 9 of 
the 11 material deficiencies identified by HUD.  Accordingly, HUD’s analysis 
shows the lenders did not meet HUD’s minimum standard of due diligence in 
underwriting mortgages.   
 
As noted in the recommendation, HUD needs to request the missing documents 
from the lender to show program requirements were met to support HUD’s 
payment of the claim, or if the documents cannot be obtained, determine the 
appropriate action to take.  Also, the above analysis used by HUD would be most 
efficiently and effectively used when determining the appropriate action to take 
after attempts to obtain required documentation are exhausted.   

 
Comment 6 As described in the finding and in Appendix F, we obtained the universe of claims 

data from the Single Family Data Warehouse.  The warehouse is a large and 
extensive collection of database tables organized and dedicated to support the 
analysis, verification, and publication of HUD Single Family Housing data. The 
warehouse consists of datamarts developed to support specific business 
units/communities within the HUD family.  Each datamart comprises one or more 
database tables structured to provide HUD users easy and efficient access to 
Single Family Housing case-level data on properties and associated loans, 
insurance, claims, defaults, and demographics.  The warehouse is populated and 
routinely updated with data from 11 HUD single family related systems.  
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 Contrary to HUD’s assertion that we only downloaded entire data tables from the 

Single Family Data Warehouse, we used a mix of downloading complete tables 
and only items of interest selected with SQL queries.  We selected the method to 
be used based on how the data would be used.  For example, the information from 
the claims_case_record was obtained during the survey phase of the audit.  This is 
the planning phase of the audit and by obtaining the entire table we were able to 
run numerous queries against the data through out the audit planning process.  
After the audit plan was completed, we used SQL queries to updated the 
claims_case_record for subsequent claims data for use in selecting our sample.  
Further, our use of Microsoft Access to process the data is consistent with the 
Users Manual for the Single Family Data Warehouse provisions for obtaining and 
processing information.  Also, we conducted validation analyses of the data 
obtained from the warehouse prior to use.  We determined there was zero audit 
risk associated with inaccurate data.  

 
Comment 7 HUD erroneously concluded that OIG believes that lender noncompliance with 

the origination program requirements cited in the report make the lender ineligible 
to receive mortgage insurance benefits after default of an FHA insured loan.  
OIG’s position is that FHA lacks evidence to show lender compliance with the 
origination program requirement cited in the report and that FHA is required to 
obtain the needed evidence from lenders to show compliance or take appropriate 
action in accordance with the program requirements.  The program requirement 
provisions for action include placing a lender on Direct Endorsement probation or 
referring the matter to the Mortgagee Review Board for action that could include 
reimbursing FHA for the amount of the loss resulting from the payment of the 
claim and sale of the related property. 

 
Comment 8 HUD did not correctly characterize our sampling methodology and reached the 

conclusion that deficiencies existed in our projection of losses.  Comments 21 
through 26 address HUD’s specific concerns, and clarify the validity of our 
projections. 

 
Comment 9 HUD chose not to review one FHA case binder that was returned to HUD’s 

archive before HUD’s review of the narrative descriptions completed prior to the 
draft report.  HUD was advised that the FHA case binder was returned to its 
archive. 

 
Comment 10 There was a claim made for the insured loan but no claim was paid.  Without 

established HUD procedures for reviewing claim compliance with program 
requirements, the timing of such a review was unknown.  Accordingly, because 
there was a claim made we included it in our universe and sample with a claim 
amount of $0.  However, such claims were excluded from the evaluation of net 
loss because no net loss was determined.  
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Comment 11 The ABN AMRO agreement to repay the Department occurred six months after 

the audit sample was drawn and case binders requested, and 22 months after the 
claim was processed.    Accordingly, the settlement could not have been foreseen 
at the time the sample was drawn or claim processed.  It is appropriate to retain 
the case in our analysis. 

 
Comment 12 We determined 8 of the 44 loans with identified deficiencies were also reviewed 

by HUD as part of a post endorsement technical review or quality assurance 
review.  HUD completed post endorsement technical reviews for 6 of the loans 
included in the 44 identified in Appendix D.  HUD’s post endorsement technical 
reviews did not result in requests for the documentation needed to show the loans 
met HUD program requirements or other HUD actions.  HUD completed quality 
assurance reviews for 2 of the loans included in the 44 identified in Appendix D.  
HUD’s quality assurance reviews did not result in requests for the documentation 
needed to show the loans met HUD program requirements or other HUD actions.  
However, the quality assurance reviews include the review of lender files and the 
needed documentation may have been present in the lender files.  Nevertheless, 
the FHA case binders do not show the loans met HUD program requirements. 

 
Comment 13 The Office of Housing’s discussion of the reason for default is not relevant to the 

discussion of lender compliance with HUD program requirements for 
underwriting.  Further, the Office of Housing does not provide details on what is 
believed to be the reason for default.  The Office of Housing provided vague 
descriptions including “Other”, “Curtailment of borrower income”, “Death of 
mortgagor’s family member”, “Excessive obligations - same income”, and 
“Marital difficulties” without any explanation of their significance or direct 
relationship to the default.  

 
Comment 14 The published HUD requirements for the mortgage credit analysis that is needed 

to determine a loan eligible, do not provide that 12 months of mortgage payments 
excuse the lender from meeting the requirements.  The issue is that HUD has no 
assurance the loan was made in accordance with HUD requirements.   

 
Comment 15 The published HUD requirements for the mortgage credit analysis that is needed 

to determine a loan eligible, do not provide that a default caused by events 
unrelated to deficiencies in underwriting excuse the lender from meeting the 
requirements.  The issue is that HUD has no assurance the loan could have been 
made in accordance with HUD requirements.   

 
Comment 16 The loans selected for review under HUD’s quality control processes will likely 

include a high percentage of loans that will perform well given that the vast 
majority of insured loans perform well.  Accordingly, the selection method limits 
HUD’s effectiveness at identifying claims for loans that were not underwritten in 
accordance with HUD program requirements.  Further, HUD lacks the 
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 information needed to evaluate lender compliance with program requirements for 
those loans that resulted in claims.  

 
Comment 17 Our recommendation allows HUD management to evaluate approaches and select 

one that it determines effectively and efficiently addresses program requirements.  
For example, HUD could adopt procedures similar to those under the existing 
claims review process regulations, currently used for but not restricted to the 
fiscal data associated with claims, where a claims review is conducted including 
use of a statistical sample after claims are paid.  The use of sampling would 
require dramatically fewer resources than contemplated by HUD.   

 
Comment 18 Our recommendation is that HUD bring its claims process into compliance with 

OMB Circular A-129 requirements that agencies ensure lenders meet all 
applicable program requirements including the claims review process which 
should include such a determination.  Further, there is no conflict with the risk 
based approaches recommended by GAO and the OIG in previous audits.  The 
recommended review of claims would supplement, not replace HUD’s risk based 
controls. 

 
Comment 19 While FHA’s process does include a review of each loan, the process does not 

include procedures to ensure the lenders met all loan due diligence requirements 
for loan origination as required by the OMB Circular A-129. 

 
Comment 20 The issue is that the FHA case binders do not show the published minimum 

acceptable HUD mortgage credit underwriting requirements were met.  
Accordingly, HUD has no assurance the loan was underwritten in accordance 
with HUD requirements.  The determination of risk discussed by HUD does not 
excuse the fact that loan documentation does not support that the loans were 
underwritten in accordance with the published requirements. 

 
Comment 21 Our draft report did not state the Quality Assurance Division’s purpose is to re-

underwrite closed loans or perform audits in anticipation of claims being filed.  
However, to minimize misunderstandings we added a footnote to the report 
describing the purpose of the Quality Assurance Division.   

 
Comment 22 We have added a citation to the specific Office of Management and Budget 

Circular A-129 paragraph being cited.  We cited paragraph A. 2. in Appendix A 
III.  This is not the same Section of the Circular the Office of General Counsel 
commented on.  While the sections differed, they were consistent in the use of the 
word should not shall.  However, use of should needs to be interpreted in the 
context of the agencies responsibilities as stated in the Circular.  The Circular 
Appendix A I Responsibilities of Department and Agencies paragraph 4a. states 
agencies shall ensure that lenders participating in guaranteed loan programs meet 
all applicable financial and programmatic requirements  
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The Office of General Counsel also suggested that HUD requirements for lenders 
to maintain and follow quality control plans may satisfy the circulars suggestion 
that agencies ensure that lenders meet the standards before claim payment.  We do 
not believe requirements placed on the lenders that will profit on the transactions 
can satisfy the requirement for HUD to ensure that lenders meet all applicable 
financial and programmatic requirements, particularly when HUD’s response to 
this audit makes it clear that HUD controls address risk not programmatic 
requirements. 
 

Comment 23 HUD’s characterization of our sampling methodology is not correct.  Our 
sampling plan was not designed to test for the occurrence of an “event” and 
evaluate it against a hypothesized rate.  Instead, our statistical sampling objective 
was to estimate the value of the entire population by analyzing the difference 
between the sampled transaction’s actual claim amount and the amount that was 
adequately supported (as determined by detailed audit review of the relevant case 
binder) using straightforward variable sampling techniques in conjunction with 
the federal auditing and industry accepted EZ-Quant statistical software 
application.  Additionally, instead of “choosing” a sample size that would permit 
testing whether or not the true error rate was equal to 50 percent as HUD 
suggests, we used universally accepted scientific means to calculate the sample 
size using a desired 95 percent confidence level and 7.6 precision materiality 
threshold.  Because historical data was not available to identify the number of 
claims that were not adequately supported with proper documentation, we 
estimated the expected universe error rate at 50 percent, effectively maximizing 
the computed sample size.  This represented the most conservative approach since 
it resulted in an increased sample size when compared to using an expected error 
rate of less than 50 percent.  Because we used variable sampling and difference 
estimation techniques to calculate the dollar projections, the 50 percent expected 
error rate used to determine the sample size was not a factor in the sample 
evaluations and was not used to make dollar projections. 

 
Comment 24 Our audit objective was to determine if HUD had controls in place to ensure paid 

claims were reviewed to determine if mortgage loans met program requirements.  
Accordingly, we reviewed HUD’s controls and the FHA case binders.  We 
determined that HUD did not have the controls in place to ensure paid claims 
were for mortgage loans meeting program requirements.  Our recommendation 
was that HUD seek recovery or adequate support for the final costs to HUD.  
Accordingly, we did not attempt to obtain the information missing from HUD’s 
files. 

 
Comment 25 As described in Appendix F, we implemented an unrestricted variable sample 

plan and provided specific details concerning the sampling plan methodology, 
parameters, sample size determination, and evaluation of the sample results.  In 
designing, implementing, and evaluating our sampling plan, we used the EZ-
Quant statistical software application and applied standard audit and universally 
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 accepted sampling procedures and techniques that were ideally suited to 
accomplish our audit objectives.  Our plan allowed us to conduct substantive 
testing on sampled items, evaluate errors in dollar amounts, and make 
scientifically supported projections on the dollar amount of the claims in the 
universe.   

 
Comment 26 Contrary to HUD’s assertion, our sampling plan was not designed, nor was the 

sample evaluated, by creating confidence bounds around a sampling error rate.  It 
appears that HUD’s comments were made in reference to a sampling 
methodology other than the variable sampling techniques we employed.  Our 
sampling objective was to estimate the value of the population of claims that were 
sufficiently documented in accordance with prescribed guidance.  It was not to 
substantiate the existence of a 50 percent error rate, as HUD suggests.  As 
previously stated, the expected error rate of 50 percent was used to calculate a 
conservative sample size - - to err on the side of over-sampling.  Contrary to 
HUD’s position that repeated sampling is necessary to ensure projected results are 
accurate and reliable, the variable sampling and difference estimation approach 
we adopted (a widely used and generally-accepted audit technique), does not 
require implementing multiple samples to validate results.  Instead, the actual 
sampling precision is used to measure the accuracy and meaningfulness of the 
sample results.  As clearly stated in Appendix F, the actual precision results of our 
samples ranged between 12 and 13 percent and were determined to be within 
acceptable audit tolerance and were used to compute the point estimate and the 
upper and lower range projections.  Accordingly, there was no need to further 
increase the sample size.  In an effort to further our conservative approach, 
instead of using the projected point estimate as the basis to compute the estimated 
unsupported claim amounts, we used the more conservative upper limit estimate 
of claims that were supported thereby reporting only the minimum monetary 
impact. In other words, we are not reporting the “point estimate” of our statistical 
projection, but rather are stating the monetary impact is “at least” the amounts 
noted in our report.  

 
Comment 27 The statistical calculations used to make variable projections can be made using a 

number user defined confidence intervals.  Under normal circumstances, using a 
confidence interval of 90 percent is a widely-accepted audit standard.  In our 
opinion, no explanation is required since we clearly identify the confidence 
interval used and present the sample results accordingly. 

 
Comment 28 It appears that HUD has attempted to cast doubt on a commonly used audit 

technique and an industry accepted statistical sampling approach by basing their 
analyses and comments on a methodology that was unrelated to the sampling 
techniques we actually used, mischaracterizing the parameters used to determine 
the sample size, suggesting that our sample size was too small to provide accurate 
and meaningful results, and questioning the sample evaluation techniques and 
projections.  Not only do our statistical results show that a significant dollar 
amount of paid claims were for loans that did not meet program requirements, 
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 they also can be scientifically and objectively supported.  We have provided 
ample detail in Appendices D and E for an independent assessment of not only the 
specific case-level details of the questioned sampled items, but also all the 
statistical parameter data to allow a quality control review of the calculations used 
to determine the sample size and make statistical projections. 

 
Comment 29 As noted above, we do not agree with HUD’s conclusion and responded to each 

comment individually, including the requirement for HUD to assess lender 
compliance with program requirements.   

 
Comment 30 The audit report provided to Housing for comment did not contain references to 

4155.1 REV-5 in the narrative of mortgage loan deficiencies. 
 
Comment 31 This is not a copy of the Appendix D Narrative of Mortgage Loan Deficiencies as 

presented in the draft report provided for Housing’s comment.  The narrative of 
deficiencies is from a preliminary Narrative of Mortgage Loan Deficiencies 
provided to Housing for comment prior to preparing the draft report for comment.  
Also, Housing’s comments shown following our preliminary narrative are the 
same as previously provided.  We reviewed the comments when originally 
received and revised the narrative as appropriate for inclusion in the draft report 
provided to Housing for comment. 

 
Comment 32 The comment and recommendation address a preliminary version as discussed in 

comment 29 and are not responsive to the draft report narrative of deficiencies for 
this loan.   

 
Comment 33 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  The comment and recommendation on the bi-weekly 
pay stub address a preliminary version as discussed in comment 29 and are not 
responsive to the draft report narrative of deficiencies for this loan.   

 
Comment 34 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 35 The comment on the Mortgage Credit Analysis Worksheet confirms the draft 

report narrative of deficiencies for this loan.  The Worksheet is a required part of 
the application and is important to understanding the underwriting decision. 

 
Comment 36 The comment on the gift letter confirms the draft report narrative of deficiencies 

for this loan.  As noted in the narrative, the HUD requirements for a gift were not 
met.
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Comment 37 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 38 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 39 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 40 The comment and recommendation address a preliminary version as discussed in 

comment 29 and are not responsive to the draft report narrative of deficiencies for 
this loan.   

 
Comment 41 The comment on bond assistance documentation confirms the draft report 

narrative of deficiencies for this loan.  As noted in the narrative, neither secondary 
financing or gift requirements were met.   

 
Comment 42 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the documentation 
requirements of the automated underwriting program were not met. 

 
Comment 43 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the documentation 
requirements of the automated underwriting program were not met. 

 
Comment 44 The comment on the gift letter confirms the draft report narrative of deficiencies 

for this loan.  As noted in the narrative, the HUD requirements for a gift were not 
met.  Additionally, in relation to risk, the Mortgage Credit Analysis Worksheet 
indicates the borrower had no housing expenses and projecting total monthly 
mortgage payments were $1,035.40 with cash reserves of $101.79.  There is no 
indication the large increase in housing costs was considered and the available 
information on savings did not show increasing balances.  

 
Comment 45 The comment and recommendation address a preliminary version as discussed in 

comment 29 and are not responsive to the draft report narrative of deficiencies for 
this loan.  However, the comment on the gift confirms the draft report narrative on 
missing documentation.
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Comment 46 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the documentation 
requirements of the automated underwriting program were not met. 

 
Comment 47 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 48 The comment on the Employer Identification Number confirms the draft report 

narrative of deficiencies for this loan.  As noted in the narrative, inconsistencies 
require use of standard documentation. 

 
Comment 49 The comment the SHIP Loan documentation confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, neither secondary financing 
or gift requirements were met. 

 
Comment 50 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 51 The comment on the gift letter confirms the draft report narrative of deficiencies 

for this loan.  As noted in the narrative, the HUD requirements for a gift were not 
met. 

 
Comment 52 The comment on the payment to income ratio confirms the draft report narrative 

of deficiencies for this loan.  The comment on verification of deposit and 
recommendation addresses a preliminary version as discussed in comment 29 and 
are not responsive to the draft report narrative of deficiencies for this loan. 

 
Comment 53 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 54 The comment on collection accounts confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the HUD requirements to 
explain credit problems were not met. 

 
Comment 55 As noted in the narrative, the HUD requirements for a gift were not met.  The 

HUD-1 showed $17,000 in earnest money was the borrower’s gross investment in 
the property with cash to the borrower at closing totaling $8,586.80.  In the 
absence of properly documented gift funds, the source of the earnest money was 
not documented.
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Comment 56 The comment on the loan confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, the HUD requirements for verification of 
income were not met. 

 
Comment 57 The comment on the gift letter confirms the draft report narrative of deficiencies 

for this loan.  As noted in the narrative, the HUD requirements for a gift were not 
met. 

 
Comment 58 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the HUD requirements for 
verification of income were not met. 

 
Comment 59 The comment on gift funds confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, the documentation requirements of the 
automated underwriting program were not met. 

 
Comment 60 The loan was not included in the draft report narrative of deficiencies.  Based on 

Housing’s comments on a preliminary version as discussed in comment 29 we 
determined a deficiency did not exist.  Accordingly, the comment and 
recommendation are not responsive to the draft report narrative of deficiencies.   

 
Comment 61 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the HUD requirements for 
verification of income were not met. 

 
Comment 62 The comment on the loan confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, the HUD requirements for determining 
income were not met. 

 
Comment 63 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the documentation 
requirements of the automated underwriting program were not met. 

 
Comment 64 The comment on gift funds confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, the documentation requirements of the 
automated underwriting program were not met. 

 
Comment 65 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the HUD requirements for 
verification of income were not met. 

 
Comment 66 The comments on verification of employment and payment to income ratios 

confirm the draft report narrative of deficiencies for this loan.  As noted in the 
narrative, the HUD requirements for verification of income and compensating 
factors for excessive ratios were not met.
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Comment 67 The comment on the loan confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, the documentation requirements of the 
automated underwriting program were not met. 

 
Comment 68 The comment on the loan confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, the documentation requirements for 
satisfaction of past due government loans were not met. 

 
Comment 69 The comment on the co-borrower’s verification of employment confirms the draft 

report narrative of deficiencies for this loan.  Also, the underwriter noted the 
payment to income ratio as high even with co-borrower income included and 
developed compensating factors.  Elimination of the co-borrowers income would 
make the ratio higher. 

 
Comment 70 The comments on child support, payment to income ratios and collection account 

explanation confirm the draft report narrative of deficiencies for this loan.  As 
noted in the narrative, the HUD requirements for verification of income, 
compensating factors for excessive ratios, and explanation of collection accounts 
were not met. 

 
Comment 71 The comment and recommendation address a preliminary version as discussed in 

comment 29 and are not responsive to the draft report narrative of deficiencies for 
this loan.   

 
Comment 72 The comment on the gift letter confirms the draft report narrative of deficiencies 

for this loan.  As noted in the narrative, the HUD requirements for a gift were not 
met. 

 
Comment 73 The FHA case binder was returned to HUD’s archive before HUD’s review of the 

narrative descriptions completed prior to the draft report.  HUD was made aware 
that the case binder was returned. 

 
Comment 74 The comment and recommendation address a preliminary version as discussed in 

comment 29 and are not responsive to the draft report narrative of deficiencies for 
this loan.   

 
Comment 75 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the HUD requirements for 
verification of income were not met.   

 
Comment 76 The comment on the loan confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, HUD requirements for verification of income 
were not met.
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Comment 77 The comment and recommendation address a preliminary version as discussed in 

comment 29 and are not completely responsive to the draft report narrative of 
deficiencies for this loan.  However, the comments on the payment to income 
ratios confirm the draft report narrative of deficiencies for this loan.  As noted in 
the narrative, HUD requirements for payment to income ratios were not met. 

 
Comment 78 The comment on the loan confirms the draft report narrative of deficiencies for 

this loan.  As noted in the narrative, HUD requirements for use of sale proceeds 
from sale of a currently owned property and impacts on payment to income ratios 
were not met. 

 
Comment 79 The comment on earnings during 2000 confirms the draft report narrative on 

missing information but does not specifically address the loans lack of 
documentation showing, for the 22.5 month period, the borrower has been 
receiving the overtime and bonus income throughout the period, the average over 
time and bonus income, or the overtime and bonus earnings trend over the period.  
As noted in the narrative, HUD requires documentation demonstrating these three 
analyses. 

 
Comment 80 The comment on verification of employment confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the HUD requirements for 
verification of income were not met.   

 
Comment 81 The comments on the payment to income ratio and gift letter confirms the draft 

report narrative of deficiencies for this loan.  As noted in the narrative, the HUD 
requirements were not met.   

 
Comment 82 The comment on the grant approval letter confirms the draft report narrative of 

deficiencies for this loan.  As noted in the narrative, the HUD requirements were 
not met. 

 
Comment 83 The driver’s license for the borrower’s wife, who was not a co borrower, does not 

include a maiden name.  There is no documentation in the case binder to resolve 
the conflicting information on existence of a relationship between the borrower 
and seller. As noted in the narrative, the HUD requirements for a gift of equity 
were not met.  

 
Comment 84 We revised the report to eliminate any inference that FHA is required to review a 

claim before payment. 
 
Comment 85 We revised the report to refer to compliance with program requirements rather 

than eligible mortgage loans and contract of insurance.  Also, we made revisions 
to clarify that the determinations on compliance with program requirements and 
action may occur subsequent to claim payment.  However, we did not revise the 
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 report subject or title, because with the revisions noted we believe it is clear that 
the claim process should extend past payment. 

 
Comment 86 The scope of the audit was restricted to the Mutual Mortgage Insurance Fund.  

Accordingly, our report addresses only single family claims under the Mutual 
Mortgage Insurance Fund. 

 
Comment 87 We deleted the report references to 24 CFR 203.363 to further our effort to 

eliminate implications that HUD could deny claims in the absence of fraud or 
misrepresentation by the lender holding the mortgage at the time of claim.   

 
Comment 88 We revised the report to clarify the Office of Management and Budget’s 

requirements in Circular A-129.  The revision included the citations to the 
specific sections of the Circular and impact of Section 203(e) of the National 
Housing Act. 

 
Comment 89 We contacted the Office of Management and Budget during our audit to clarify 

the circular in light of Section 203(e) of the National Housing Act.  Office of 
Management and Budget officials told us that the requirements of Circular A-129 
and Section 203(e) of the National Housing Act can be read consistently.  They 
advised us that HUD has to review claims while noting HUD may have to pay the 
claim to be in compliance with Section 203(e) of the National Housing Act. 

 
Comment 90 Our report does not state HUD could recover over $200 million annually.  The 

report portrays the amount as unsupported and recommendation 1A includes a 
HUD determination that loans comply with the contract of insurance to address 
projected unsupported claims and final costs totaling $213,607,324 annually.  
Such a determination could include (1) review of the case file, (2) requesting 
additional information from the lender when necessary, (3) evaluating the 
information, and (4) if necessary, deciding on the appropriate action to take. 

 
Comment 91 We revised the report to clearly show that Appendix E is presented to provide a 

reader additional information on HUD program requirements not deemed 
necessary for presentation in Finding 1.  A reference to Appendix E was added to 
the Finding and the title was changed to Requirements for Insurance Endorsement 
and Payment of Insurance Claims.  Additionally, we removed the references to 24 
CFR 203.363 and Section 203(r) of the National Housing Act. 

 
Comment 92 HUD’s fundamental premise that our audit results were based on dichotomous 

observations associated with only two possible outcomes (an approach often 
modeled as Bernoulli random variables) was not applicable to our review.  
Accordingly, HUD’s conclusions regarding the sample size, expected probability, 
rates of occurrence, and the formula used to compute the sample size were not 
relevant to the methodology we used and have no bearing on our reported results.  
HUD’s comments are suggestive of hypothesis testing.  However, as stated in 
Comment 21, we used difference estimation and standard variable sampling 
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methodologies in conjunction with the federal auditing and industry accepted 
EZQuant statistical software application to develop our sample plan, calculate the 
sample size, and evaluate the results.  As such, we estimated the value of the 
entire population by analyzing the difference between the sampled transaction’s 
actual claim amount and the amount that was properly supported in accordance 
with prevailing guidance and calculated the range of projections and actual 
sampling precision using standard variable sampling techniques.  It appears that 
HUD is offering commentary on an alternative sampling methodology and does 
not provide any meaningful analyses on the actual sampling techniques and 
standard audit procedures we used to answer our audit objectives. 

 
Comment 93 Because HUD has computed results using a methodology inconsistent with the 

sampling techniques we used, the basis for questioning the projected confidence 
bounds is flawed and unfounded.
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Appendix C 
 

SCHEDULE OF MORTGAGE LOAN DEFICIENCIES 
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Appendix D 
 

NARRATIVE OF MORTGAGE LOAN DEFICIENCIES 
 
Case number 261-7470567   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  There was no documentation in the file to support the source of the 
borrower’s investment in the property made at closing.  The file contains documentation showing 
verified funds on deposit of $188.25 and the most recent bank statement showed $28 on deposit.  
The file also contained a gift letter for $3,000 from the borrower’s sister in law, however, there is 
no evidence the gift was actually received.  The uniform residential loan application showed $13 
savings and $3,000 gift available for investment at closing, equal to the assets available on the 
mortgage credit analysis worksheet.  However, the Settlement Statement form HUD-1 showed 
no gift and the borrower paying cash totaling $1,078.98 at closing.  Accordingly, the borrower’s 
source of investment at closing is not documented as required.  HUD Handbook 4155.1 REV-4 
CHG-1, 2-10 states, all funds for the borrower’s investment in the property must be verified.  
Additionally, 2-10 C. states that the transfer of gift funds from donor to borrower must be 
documented.  
 
Case number 011-4901558   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  There was no documentation in the file to support that the 
lender obtained a written or telephone verification of employment as required.  HUD Handbook 
4155.1 REV-4 CHG-1 paragraph 3-1 E states a verification of employment and the borrower's 
most recent pay stub are to be provided.  As an alternative to obtaining a verification of 
employment, the lender may (1) obtain the borrower's original pay stub(s) covering the most 
recent 30-day period, along with original Internal Revenue Service Form W-2s from the previous 
two years, (2) verify by telephone all current employers, and (3) obtain a signed document from 
the borrower that is appropriate for obtaining tax returns directly from the Internal Revenue 
Service.  
 
Case number 562-1671096   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  There was no mortgage credit analysis worksheet in the 
mortgage loan file as required.  HUD Handbook 4155.1 REV-4, CHG-1 4-4, C., requires the 
lender to provide a mortgage credit analysis worksheet.  
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Case number 153-0079869    
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The Settlement Statement form HUD-1 showed $2,335 in down 
payment assistance funds. There was no gift letter in the file for the down payment assistance 
funds or documentation of the transfer of the funds to the borrower as required.  HUD Handbook 
4155.1 REV-4 CHG-1, 2-10, C., gift funds, states, the lender must document the transfer of the 
funds from the donor to the borrower.  The file must also contain a gift letter specifying the 
dollar amount, signed by the donor and the borrower, stating no repayment is required, and 
showing the donor's name, address, telephone number, and relationship to the borrower.   
 
Case number 241-6083403   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The Settlement Statement form HUD-1 shows a “SELP LOAN” 
$4,500 and the mortgage credit analysis worksheet shows a “CITY SELP” $4,500 as the source 
of essentially the entire borrower investment.  There is no other mention of the SELP in the file, 
however, the uniform residential loan application shows subordinate financing $4,500.  The 
mortgage application does not show the source or repayment terms for the subordinate financing, 
nor does it show the borrower acknowledged the terms were understood and agreed to.  HUD 
Handbook 4155.1 REV-4 CHG-1, 1-13, A. 3), states the source, amount, and repayment terms 
must be disclosed in the mortgage application and the borrower must acknowledge that he or she 
understands and agrees to the terms.  
 
Case number 221-3161897   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The Settlement Statement form HUD-1 shows $2,578, “BOND 
ASSISTANCE AMT” and the uniform residential loan application shows bond assistance will be 
used for downpayment and settlement charges but does not show any subordinate financing.  
There is no other mention of the bond assistance in the file.  Without information indicating 
whether the bond assistance is secondary financing or a gift the applicable HUD requirements 
cannot be specifically determined.  However, the (1) mortgage application does not show the 
source or repayment terms for the subordinate financing, nor does it show the borrower 
acknowledged the terms were understood and agreed to; and (2) file does not contain an 
executed gift letter.  HUD Handbook 4155.1 REV-4 CHG-1, 1-13, A. 3), states for secondary 
financing, the source, amount, and repayment terms must be disclosed in the mortgage 
application and the borrower must acknowledge that he or she understands and agrees to the 
terms.  Paragraph 2-10, C., states for gift funds, the lender must document the transfer of the 
funds from the donor to the borrower, and the file must contain a gift letter specifying the dollar 
amount, signed by the donor and the borrower, stating no repayment is required, and showing the 
donor's name, address, telephone number, and relationship to the borrower.  
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Case number 201-2963675   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The file did not contain required documentation showing a 
written or telephone verification of employment.  The automated underwriting program 
requirement for telephone verification of employment was not met.   
 
Case number 494-2754299   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The file did not contain required documentation showing a 
written or verbal verification of employment.  The automated underwriting program requirement 
for verbal verification of employment was not met.   
 
Case number 151-5921039   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The Settlement Statement form HUD-1 shows “Nehemiah Gift 
Funds” for $3,453 but there was no documentation in the file of a gift letter as required and no 
gift funds are included on the mortgage credit analysis worksheet.  HUD Handbook 4155.1 
REV-4 CHG-1, 2-10, C., gift funds, states, the lender must document the transfer of the funds 
from the donor to the borrower.  The file must also contain a gift letter specifying the dollar 
amount, signed by the donor and the borrower, stating no repayment is required, and showing the 
donor's name, address, telephone number, and relationship to the borrower.   
 
Case number 381-6044141    
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The borrower’s application showed a $5,000 gift from parents, and 
the mortgage credit analysis worksheet shows $2,300 gift from parents, but the Settlement 
Statement form HUD-1 does not show any gift funds.  The file did not contain a gift letter or 
documentation showing the transfer of gift funds from the donor to the borrower as required.  
Additionally, the verification of deposit did not show the borrower had the needed funds to close 
the transactions without the gift.  The verification of deposit shows $2,212 available while the 
mortgage credit analysis worksheet included the $5,000 gift in assets to close, and the Settlement 
Statement form HUD-1 showed $5,694 cash from borrower at closing.  HUD Handbook 4155.1 
REV-4 CHG-1, 2-10, C., gift funds, states, the lender must document the transfer of the funds 
from the donor to the borrower.  The file must also contain a gift letter specifying the dollar 
amount, signed by the donor and the borrower, stating no repayment is required, and showing the 
donor's name, address, telephone number, and relationship to the borrower.   
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Case number 351-3813158   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The file did not contain required documentation showing the 
lender obtained a written or verbal verification of employment as required.  The automated 
underwriting program requirement for verbal verification of employment was not met.  The 
lender did obtain a residential mortgage credit report showing verification of income.  However, 
this does not met the stated automated underwriting program requirement nor would it meet the 
HUD documentation requirements in Handbook 4155.1 REV-4 CHG-1, paragraph 3-1 E.   
 
Case number 151-6032420   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The Employer Identification Number and the Employer State 
Identification Number for the borrower's employer "Preferred, Inc." was different on the Internal 
Revenue Service Form W-2's for 1998 and 1999.  No explanation was provided.  HUD 
Handbook 4155.1 REV-4 CHG-1, section 3-1E states, if the Internal Revenue Service Form W-2 
indicates inconsistencies (e.g., FICA payments not reflecting earnings), standard employment 
documentation must be used.   
 
Case number 093-5034730   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The Settlement Statement form HUD-1 shows "SHIP loan" in the 
amount of $2000.  The uniform residential loan application shows checking and savings will be 
used for downpayment and shows no subordinate financing.  The mortgage credit analysis 
worksheet shows "Down Payment Assistance Pasco County" in the amount of $2000.  There is 
no other mention of the assistance in the file.  Without information indicating whether the 
assistance is secondary financing or a gift the applicable HUD requirements cannot be 
specifically determined.  However, the (1) mortgage application does not show the source or 
repayment terms for the subordinate financing, nor does it show the borrower acknowledged the 
terms were understood and agreed to; and (2) file does not contain an executed gift letter.  HUD 
Handbook 4155.1 REV-4 CHG-1, 1-13, A. 3), states for secondary financing, the source, 
amount, and repayment terms must be disclosed in the mortgage application and the borrower 
must acknowledge that he or she understands and agrees to the terms.  Paragraph 2-10, C., states 
for gift funds, the lender must document the transfer of the funds from the donor to the borrower, 
and the file must contain a gift letter specifying the dollar amount, signed by the donor and the 
borrower, stating no repayment is required, and showing the donor's name, address, telephone 
number, and relationship to the borrower.  
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Case number 494-2853598    
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The Settlement Statement form HUD-1 shows gift funds in the 
amount of $4,675.  However, there is no gift letter, documentation showing a transfer of funds or 
a bank statement showing receipt of funds.  There is no indication gift funds were considered by 
the automated underwriting program used.  Also, HUD Handbook 4155.1 REV-4 CHG-1, 2-10, 
C., gift funds, states, the lender must document the transfer of the funds from the donor to the 
borrower.  The file must also contain a gift letter specifying the dollar amount, signed by the 
donor and the borrower, stating no repayment is required, and showing the donor's name, 
address, telephone number, and relationship to the borrower.   
 
Case number 105-0166660   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The borrower's fixed payment to income ratio was 47.2 percent.  
There were no compensating factors documented in the file as required.  HUD Handbook 4155.1 
REV-4 CHG-1, 2-12, B., debt to income ratios, states, if the total mortgage payment and all 
recurring charges do not exceed 41 percent of gross effective income, the relationship of total 
obligations to income is considered acceptable.  A ratio exceeding 41 percent may be acceptable 
if significant compensating factors are presented.   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  Alternative verification of deposit requirements were not met.  There 
is a transaction history in the file that covers transactions and a running account balance during 
the one month period 7/13/2001 through 8/13/2001 and presents the account balance on 
9/12/2001.  It also shows the account balance totaling $751.61 on 7/13/2001, $828.82 on 
8/13/2001, and $2,602.97 on 9/12/2001.  However, there is no detail on the $1,774.15 increase 
between 8/13 and 9/12 or explanation of the source of those funds.  HUD Handbook 4155.1 
REV-4 CHG-1, 3-1, F., verification of deposit, states, As an alternative to obtaining a 
verification of deposit, the lender may choose to obtain from the borrower original bank 
statement(s) covering the most recent three month period.  Provided the bank statement shows 
the previous month's balance, this requirement is met by obtaining the two most recent 
consecutive statements.  Paragraph 2-10 B, requires an explanation and evidence of source of 
funds if there is a large increase in an account.  
 
The bank statement does not show that the borrower had adequate funds for the minimum 
borrower investment.  The Settlement Statement form HUD-1 shows the sale price of the 
property at $146,500.  The required minimum borrower investment amount would have been 
$4,395.  The borrower’s bank statement shows a balance of $2,603, $1,792 short of the minimum 
borrower investment amount.  Mortgagee Letter 98- 29 requires the borrower to make a cash 
investment at least equal to 3 percent of the contract sales price. 
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Case number 581-2205307   
 
The lender did not meet HUD’s minimum standard for showing the borrower was creditworthy.  
The borrower's credit report shows six collections without explanation as required.  HUD 
Handbook 4155.1 REV-4 CHG-1, 2-3, analyzing the borrower’s credit, states, while minor 
derogatory information occurring two or more years in the past does not require explanation, 
major indications of derogatory credit, including judgments and collections, and any other recent 
credit problems, require sufficient written explanation from the borrower.  The borrower's 
explanation must make sense and be consistent with other credit information in the file.   
 
Case number 197-1425165   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  There was no documentation in the file of the transfer of funds from 
the donor, the borrower’s brother in law, to the borrower as required.  Use of funds from the 
borrower’s brother in law is shown on the Settlement Statement form HUD-1.  HUD Handbook 
4155.1 REV-4 CHG-1, 2-10, C., gift funds, states, the lender must document the transfer of the 
funds from the donor to the borrower.   
 
Case number 221-3436265   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The file did not contain required documentation showing a 
written or telephone verification of employment.  HUD Handbook 4155.1 REV-4 CHG-1, 
paragraph 3-1 E states a verification of employment and the borrower's most recent pay stub are 
to be provided.  As an alternative to obtaining a verification of employment, the lender may (1) 
obtain the borrower’s original pay stub(s) covering the most recent 30-day period, along with 
original Internal Revenue Service Form W-2s from the previous two years, (2) verify by 
telephone all current employers, and (3) obtain a signed document from the borrower that is 
appropriate for obtaining tax returns directly from the Internal Revenue Service. 
 
Also, the file showed the borrower worked on a commission basis.  There were no copies of the 
borrower’s tax returns in the file as required.  HUD Handbook 4155.1 REV-4 CHG-1, 2-11, D., 
commission income, states, the borrower must provide his or her last two years tax returns. 
 
Case number 483-2828013   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  The HUD 1 shows Nehemiah as the source of the gift funds but there 
is no gift letter in the file as required.  HUD Handbook 4155.1 REV-4 CHG-1, 2-10, C., gift 
funds, states, the file must also contain a gift letter specifying the dollar amount, signed by the 
donor and the borrower, stating no repayment is required, and showing the donor's name, 
address, telephone number, and relationship to the borrower.   
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Case number 137-1624016   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The file did not contain required documentation showing 
written or telephone verification of employment.  HUD Handbook 4155.1 REV-4 CHG-1, 
paragraph 3-1 E states a verification of employment and the borrower's most recent pay stub are 
to be provided.  As an alternative to obtaining a verification of employment, the lender may (1) 
obtain the borrower’s original pay stub(s) covering the most recent 30-day period, along with 
original Internal Revenue Service Form W-2s from the previous two years, (2) verify by 
telephone all current employers, and (3) obtain a signed document from the borrower that is 
appropriate for obtaining tax returns directly from the Internal Revenue Service. 
 
Case number 561-7914634   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the minimum 
investment in the property.  There was no documentation in the file showing the transfer of gift 
funds, $1,500, from the donor, the co borrower’s father, to the borrower as required.  The 
automated underwriting program used required verification of the gift funds.  Also, HUD 
Handbook 4155.1 REV-4 CHG-1, 2-10, C., gift funds, states, the lender must document the 
transfer of the funds from the donor to the borrower.   
 
Case number 031-2828498   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The file did not contain required documentation showing the 
lender obtained a written or telephone verification of employment, pay stubs, or Internal 
Revenue Service Form W-2s as required.  The automated underwriting program requirements for 
pay stubs, verbal verification of employment and Internal Revenue Service Form W-2s were not 
met.  Also, HUD Handbook 4155.1 REV-4 CHG-1, paragraph 3-1 E states a verification of 
employment and the borrower's most recent pay stub are to be provided.  As an alternative to 
obtaining a verification of employment, the lender may (1) obtain the borrower’s original pay 
stub(s) covering the most recent 30-day period, along with original Internal Revenue Service 
Form W-2s from the previous two years, (2) verify by telephone all current employers, and (3) 
obtain a signed document from the borrower that is appropriate for obtaining tax returns directly 
from the Internal Revenue Service. 
 
Case number 412-4550756   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to make 
the required monthly payments.  The income was not calculated correctly.  The explanation 
found in the case binder on the computation states that overtime of nine hours was calculated.  
There is no history of two years of overtime and no explanation from the underwriter justifying 
the inclusion of the overtime income.  Without adequate justification, the overtime income 
should have been excluded from the ratio calculation.  Also there was no explanation for the 
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other earnings totaling $283.  Our calculations show that with night differential the 
monthly amount of income should have been $1,716.  A recalculation of the total fixed 
payment to income ratio based on the revised income amount showed a ratio of 48 
percent.  HUD Handbook 4155.1 REV-4 CHG-1, 2-7, A., overtime and bonus income 
states both may be used to qualify if the borrower has received such income for 
approximately the past two years and there are reasonable prospects of its continuance.  
The lender must develop an average of bonus or overtime income for the past two years 
and the employment verification must not state categorically that such income is not 
likely to continue.  Periods of less than two years may be acceptable provided the 
underwriter adequately justifies and documents his or her reason for using the income for 
qualifying purposes.   
 
Case number 052-2112308   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The file did not contain required documentation 
showing written or telephone verification of employment.  The automated underwriting 
program requirement for verbal verification of employment was not met.   
 
Case number 491-7360115   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  The documentation in the file of the transfer of 
funds from the donor, the borrower’s father, to the borrower did not include the 
verification of the 10/5/2001 gifts deposit to borrower accounts nor verification the 
10/29/01 gift came from the donors own funds.  The automated underwriting program 
stated that if the gift funds are not already verified in the borrower’s accounts, you must 
document the transfer of the gift funds in accordance with HUD ML 00-28.  Mortgagee 
Letter 00-28 states regardless of when the gift funds are made available to the 
homebuyer, the lender must be able to determine that the gift funds were not ultimately 
provided from an unacceptable source and were indeed the donor's own funds. Further, 
when the transfer occurs at closing, the lender remains responsible for obtaining 
verification the closing agent received funds from the donor for the amount of the 
purported gift. 
 
Case number 094-4228774   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  We did not find documentation in the file that 
showed the lender verified the borrower’s employment for the most recent two year 
period.  The file did not include verifications of employment, Internal Revenue Service 
Form W-2s, or pay stubs covering the most recent two years nor did the file contain 
information on the two month gap in employment shown on the residential loan 
application.  HUD Handbook 4155.1 REV-4 CHG-1, paragraph 3-1 E states a 
verification of employment and the borrower's most recent pay stub are to be provided.  
As an alternative to obtaining a verification of employment, the lender may (1) obtain the 
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borrower’s original pay stub(s) covering the most recent 30-day period, along with 
original Internal Revenue Service Form W-2s from the previous two years, (2) verify by 
telephone all current employers, and (3) obtain a signed document from the borrower that 
is appropriate for obtaining tax returns directly from the Internal Revenue Service. 
 
Case number 492-5910648   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The file did not contain required documentation 
showing written or telephone verification of employment was received for either the 
borrower or coborrower.  Additionally, there were no Internal Revenue Service Form W-
2s for the coborrower.  HUD Handbook 4155.1 REV-4 CHG-1, paragraph 3-1 E states a 
verification of employment and the borrower's most recent pay stub are to be provided.  
As an alternative to obtaining a verification of employment, the lender may (1) obtain the 
borrower’s original pay stub(s) covering the most recent 30-day period, along with 
original Internal Revenue Service Form W-2s from the previous two years, (2) verify by 
telephone all current employers, and (3) obtain a signed document from the borrower that 
is appropriate for obtaining tax returns directly from the Internal Revenue Service. 
 
There was no documentation of compensating factors for a total fixed payment to income 
ratio of 48.90 percent as required.  HUD Handbook 4155.1 REV-4 CHG-1, 2-12, B., debt 
to income ratios, states, if the total mortgage payment and all recurring charges do not 
exceed 41 percent of gross effective income, the relationship of total obligations to 
income is considered acceptable.  A ratio exceeding 41 percent may be acceptable if 
significant compensating factors are presented.  There were no compensating factors 
documented in the file.  
 
Case number 521-4634287   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  The file showed the borrowers’ cash investment 
included sweat equity valued at $4,655 by the builder seller.  There is no indication sweat 
equity was considered by the automated underwriting program per the feedback 
certificate.  The feedback certificate stated the lender is responsible for documenting any 
situation not addressed on the feedback certificate according to the LP User Guide and /or 
HUD handbook 4155.  HUD Handbook 4155.1 REV-4 CHG-1, 2-10, O. 2, states, the 
lender must document the contributory value of the labor through either the appraiser's 
estimate or through a cost estimating service.   
 
Case number 491-7690756   
 
The lender did not meet HUD’s minimum standard for showing the borrower was 
creditworthy.  The borrower had $4,709 in collection for a past due government student 
loan and there was no documentation in the file to show the loan had been paid or 
otherwise satisfied, brought current, or placed under a repayment agreement.  There is no 
indication past due federal debts were considered by the automated underwriting program 
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used.  Also, HUD Handbook 4155.1 REV-4 CHG-1, 2-5, B., delinquent federal debts, 
states, if the borrower is presently delinquent on any federal debt or has a lien, including 
taxes, placed against his or her property for a debt owed to the United States, the 
borrower is not eligible until the delinquent account is brought current, paid or otherwise 
satisfied, or a satisfactory repayment plan is made between the borrower and the federal 
agency owed and is verified in writing.   
 
Case number 411-3107034   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The file did not contain required documentation 
showing written or telephone verification of employment was received for the 
coborrower.  HUD Handbook 4155.1 REV-4 CHG-1, paragraph 3-1 E states a 
verification of employment and the borrower's most recent pay stub are to be provided.  
As an alternative to obtaining a verification of employment, the lender may (1) obtain the 
borrower’s original pay stub(s) covering the most recent 30-day period, along with 
original Internal Revenue Service Form W-2s from the previous two years, (2) verify by 
telephone all current employers, and (3) obtain a signed document from the borrower that 
is appropriate for obtaining tax returns directly from the Internal Revenue Service. 
 
Case number 263-3411287   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  Based on the conflicting documentation in the 
mortgage loan file, we could not make a determination on the accuracy of the borrower’s 
monthly income.  However, we did determine the lender did not verify the child support 
income as required.  HUD Handbook 4155.1 REV-4 CHG-, 2-7, F., alimony, child 
support or maintenance income, states, the borrower must provide a copy of the divorce 
decree, legal separation agreement, or voluntary payment agreement and evidence that 
payments have been received during the last twelve months.  We recalculated the total 
fixed payment to income ratio after revising the income amount for the unsupported child 
support and arrived at a total fixed payment to income ratio of 47.65 percent.  HUD 
Handbook 4155.1 REV-4 CHG-1, 2-12, B., debt to income ratios, states, if the total 
mortgage payment and all recurring charges do not exceed 41 percent of gross effective 
income, the relationship of total obligations to income is considered acceptable.  A ratio 
exceeding 41 percent may be acceptable if significant compensating factors are 
presented.  Additionally, the lender did not include the automated underwriting system 
documentation as required.  
 
The lender did not meet HUD’s minimum standard for showing the borrower was 
creditworthy.  The borrower's credit report shows serious delinquencies and the majority 
of the accounts were in collection status.  The credit report also showed three judgments 
and one lien.  Many of the collection accounts were within two years of closing.  There is 
no explanation in the file regarding the borrower's delinquent credit history as required.  
The required automated underwriting documentation was not included, so we used HUD 
requirements.  HUD Handbook 4155.1 REV-4 CHG-1, 2-3, analyzing the borrower’s 
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credit, states, while minor derogatory information occurring two or more years in the past 
does not require explanation, major indications of derogatory credit, including judgments 
and collections, and any other recent credit problems, require sufficient written 
explanation from the borrower.  The borrower's explanation must make sense and be 
consistent with other credit information in the file.   
 
Case number 493-7150295   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  There was no documentation showing the 
accumulation or withdrawal of funds attributed to a community savings plan for $2,000 
and $1,200 as required.  HUD Handbook 4155.1 REV-4 CHG-1, 2-10, R., states if a 
homebuyer claims that the cash to close a FHA-insured mortgage is from savings held 
with a private savings club, the borrower must be able to adequately document the 
accumulation of those assets with the club.  Additionally, it states the underwriter must be 
able to make a determination that it was reasonable for the borrower to have saved the 
money claimed and that there is no evidence these funds were borrowed with an 
expectation of repayment.  
 
Case number 431-3925735   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  There was no gift letter for funds from 
Dreamhouse Charity as required.  HUD Handbook 4155.1, REV-4 CHG-1, 2-10, C., gift 
funds, states, the lender must document the transfer of the funds from the donor to the 
borrower.  The file must also contain a gift letter specifying the dollar amount, signed by 
the donor and the borrower, stating no repayment is required, and showing the donor's 
name, address, telephone number, and relationship to the borrower. 
 
Case number 023-1142953   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  There was no documentation in the file of the 
transfer of funds from the donor, the borrower’s cousin, to the borrower as required.  The 
automated underwriting program requirement for verification of gift funds deposit was 
not met.  Also, HUD Handbook 4155.1 REV-4 CHG-1, 2-10, C., gift funds, states, the 
lender must document the transfer of the funds from the donor to the borrower.   
 
Case number 521-4598354   
 
The lender did not meet HUD’s minimum standard for showing the borrower was 
creditworthy.  The file does not contain a credit report for the borrower.  The file contains 
a credit report that warns it is incomplete, presents credit information only for the 
coborrower, and identifies the borrowers Social Security number as invalid.  Handbook 
4155.1 REV-4 CHG-1, 3-1, requires the lender to obtain a credit report for each 
borrower.  
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Case number 591-0896391   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The lender updated the verification of 
employment and determined the borrower had terminated their position.  The lender 
obtained a pay stub from the borrower’s new job, but did not obtain a written or verbal 
verification of employment.  Handbook 4155.1 REV-4, CHG-1, paragraph 3-1 E. 
requires the verification of current employment.  
 
Case number 491-7376910   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The file did not contain required documentation 
showing written or telephone verification of employment was received.  Also, the total 
income used on the Mortgage Credit Analysis Worksheet included $1,533 co borrower 
income, while the Uniform Residential Loan Application showed no co borrower or 
corresponding income.  HUD Handbook 4155.1 REV-4 CHG-1, paragraph 3-1 E states a 
verification of employment and the borrower's most recent pay stub are to be provided.  
As an alternative to obtaining a verification of employment, the lender may (1) obtain the 
borrower’s original pay stub(s) covering the most recent 30-day period, along with 
original Internal Revenue Service Form W-2s from the previous two years, (2) verify by 
telephone all current employers, and (3) obtain a signed document from the borrower that 
is appropriate for obtaining tax returns directly from the Internal Revenue Service. 
 
There was no documentation in the file supporting additional child support on the 
mortgage credit analysis worksheet as required.  The file contained information on two 
child support payments but did not include information showing ongoing child support.  
HUD Handbook 4155.1 REV-4 CHG-1, 2-7, F., alimony, child support or maintenance 
income, states, the borrower must provide a copy of the divorce decree, legal separation 
agreement, or voluntary payment agreement and evidence that payments have been 
received during the last twelve months.   
 
We recalculated the total fixed payment to income ratio after eliminating unsupported co 
borrower income and reducing child support to the amount shown on the two payments.  
The recalculation resulted in a total fixed payment to income ratio of 60.15 percent.  
HUD Handbook 4155.1 REV-4 CHG-1, 2-12, B., debt to income ratios, states, if the total 
mortgage payment and all recurring charges do not exceed 41 percent of gross effective 
income, the relationship of total obligations to income is considered acceptable.  A ratio 
exceeding 41 percent may be acceptable if significant compensating factors are 
presented.  



 

90 

 
Case number 262-1198752   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The lender did not present required compensating 
factors for a mortgage loan that had a total fixed payment to income ratio of 46.39 
percent.  HUD Handbook 4155.1 REV-4 CHG-1, 2-12, B., debt to income ratios, states, 
if the total mortgage payment and all recurring charges do not exceed 41 percent of gross 
effective income, the relationship of total obligations to income is considered acceptable.  
A ratio exceeding 41 percent may be acceptable if significant compensating factors are 
presented.   
 
Case number 161-1977109   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The sales contract shows that the sale is 
contingent on the sale of the borrowers existing property, but there is no documentation 
in the file that the borrower’s property was sold.  Handbook 4155.1 REV-4 CHG-1, 2-10 
E states, the net proceeds from an arms-length sale of a currently owned property may be 
used for the cash investment on a new house.  A fully executed Settlement Statement 
form HUD-1 must be provided as satisfactory evidence of the cash sales proceeds 
accruing to the borrower.  If the property has not sold by the time of underwriting, loan 
approval must be conditioned upon verifying the actual proceeds received by the 
borrower.  The lender must document both the actual sale and the sufficiency of the net 
proceeds required for settlement.   
 
Also, in the absence of required sales information, the lender did not included the 
borrowers mortgage payment of $1,162 for there current residence in the calculation of 
the borrower's total monthly payments.  A recalculation showed the total fixed payment 
to income ratio changed from 46.39 percent to 66.99 percent.  There was no 
documentation of compensating factors in the mortgage loan file.  HUD Handbook 
4155.1 REV-4 CHG-1, 2-12, B., debt to income ratios, states, if the total mortgage 
payment and all recurring charges do not exceed 41 percent of gross effective income, the 
relationship of total obligations to income is considered acceptable.  A ratio exceeding 41 
percent may be acceptable if significant compensating factors are presented.   
 
Case number 023-0876344   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The lender included overtime and bonus income in 
the borrower’s calculation of monthly income, but did not (1) establish that the borrower 
had been receiving the overtime and bonus income for approximately the past two years, 
(2) document the basis for a shorter period in writing, or (3) develop an earnings trend for 
overtime and income.  After excluding overtime and bonuses income, the borrower’s 
monthly income would have been $2,894 not $3,449 shown on the mortgage credit 
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analysis worksheet.  The recalculated shows 48.22 percent for the total fixed payment to 
income ratio.  HUD Handbook 4155.1 REV-4 CHG-1, 2-7, A., states overtime and bonus 
income may be used to qualify if the borrower has received such income for 
approximately the past two years and there are reasonable prospects of its continuance. 
The lender must develop an average of bonus or overtime income for the past two years 
and the employment verification must not state categorically that such income is not 
likely to continue. Periods of less than two years may be acceptable provided the 
underwriter adequately justifies and documents his or her reason for using the income for 
qualifying purposes.   Additionally, an earnings trend must also be established for either 
source of income. If either type of income shows a continual decline, the lender must 
provide a sound rationalization for including the income for borrower qualifying. If 
bonus income varies significantly from year-to-year, a period of more than two years 
must be used in calculating the average income.  
 
Case number 221-3150986   
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  There was no documentation in the file that the 
lender verified the borrower’s employment as required.  The automated underwriting 
program requirement for verbal verification of employment was not met.   
 
Case number 151-6125279   
 
The lender did not meet HUD’s minimum standard for showing the borrower was able to 
make the required monthly payments.  The total fixed payment to income ratio was 45.2 
percent.  There was no documentation of compensating factors in the file as required.  
HUD Handbook 4155.1 REV-4 CHG-1, 2-12, B., debt to income ratios, states, if the total 
mortgage payment and all recurring charges do not exceed 41 percent of gross effective 
income, the relationship of total obligations to income is considered acceptable.  A ratio 
exceeding 41 percent may be acceptable if significant compensating factors are 
presented.   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  The sales contract states seller to pay 3.5 percent 
of sales price for AmeriDream program participation and the Settlement Statement form 
HUD-1 shows a gift from AmeriDream Charity, but there is no documentation of a gift 
letter in the file as required.  HUD Handbook 4155.1 REV-4 CHG-1, 2-10, C., gift funds, 
states, the file must also contain a gift letter specifying the dollar amount, signed by the 
donor and the borrower, stating no repayment is required, and showing the donor's name, 
address, telephone number, and relationship to the borrower.   
 
Case number 352-4051203   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  The file did not contain an executed gift letter as 
required.  The file contained four memos from Home Jersey, a community based not for 
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profit organization, showing grants for $14,997, $9,000, $4,627 and $4,377, but none 
were signed by either the donor or the borrower.  Additionally, three of the memos were 
faxed from the real estate agents office per the fax banner.  The Settlement Statement 
form HUD-1 does not identify the source of grant funds and shows two amounts, $14,997 
and $4,627.  HUD Handbook 4155.1 REV-4 CHG-1, 2-10, C., gift funds, states, the file 
must also contain a gift letter specifying the dollar amount, signed by the donor and the 
borrower, stating no repayment is required, and showing the donor's name, address, 
telephone number, and relationship to the borrower.   
 
Case number 105-0341995   
 
The lender did not meet HUD’s minimum standard for showing the borrower made the 
minimum investment in the property.  The file did not include adequate documentation of 
a gift of equity.  The sales contract showed a 3 percent gift of equity from a related seller.  
However, the addendum to the contract included certification the sale was arms length 
with no relationship between buyer and seller.  Handbook 4155.1 REV-4, CHG-1 & 5, 2-
10, C., gift funds, states, only family members may provide equity credit as a gift on a 
property being sold to other family members.
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Appendix E 
 
REQUIREMENTS FOR INSURANCE ENDORSEMENT 
AND PAYMENT OF INSURANCE CLAIMS 
 
Section 203(a) of the national Housing Act (Act) authorizes HUD to insure mortgages 
that meet the requirements established by the Act.  Section 203(b) of the Act lists the 
requirements a mortgage must meet to be eligible for insurance under the section.  The 
requirements under section 203(b) of the Act include those requiring a mortgage to  
 

(1) Have been made to and held by a lender approved by 
the Secretary, 

(2) Require periodic payments that do not exceed the 
borrowers reasonable ability to pay, and 

(3) Be executed by a borrower who paid the minimum 
required 3 percent down payment. 

 
Once an eligible mortgage is endorsed and insured, Section 203(e) of the Act states any 
contract of insurance executed by HUD shall be conclusive evidence of the eligibility of 
the loan or mortgage for insurance, and the validity of the contract of insurance so 
executed shall be incontestable in the hands of an approved lender, except for any fraud 
or misrepresentation on the part of such approved lender. 
 
Under the Direct Endorsement program, HUD does not review applications for mortgage 
insurance before the mortgage is executed or issued conditional or firm commitments.  
The lender determines the proposed mortgage is eligible for insurance under the 
applicable program regulations, and submits the required documents to the Secretary in 
accordance with the procedures set forth in 24 CFR 203.255.  The required documents 
include the lender’s certification the mortgage is eligible for insurance under the 
applicable program regulations.  The procedures also require the lender to submit 
underwriter and lender certifications.  These certifications represent to HUD that the 
approving lender properly performed and documented compliance with applicable HUD 
single family insurance program requirements, including those in HUD handbooks, and 
that the mortgage met the HUD underwriting requirements. 
 
HUD endorses the mortgage for insurance based on the approved lender’s representation 
that the proposed mortgage is eligible for insurance.  The approved lender’s performance 
is subject to pre-endorsement and post-endorsement review by the Secretary under 24 
CFR 203.255 (c) and (e).  Section 203.255(e) authorizes HUD to conduct post 
endorsement reviews and take action against lenders when the review shows they did not 
comply with Direct Endorsement program requirements.  The actions authorized range 
from terminating participation in the Direct Endorsement program to referral to the 
Mortgagee Review Board for action.  The Mortgagee Review Board was established by 
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section 202(c) of the National Housing Act and empowered to take administrative action 
when lenders violate HUD requirements.  The actions available to the Mortgagee Review 
Board range from withdrawal from the program to settlement agreements that can include 
indemnification. 
 
The contract rights and obligations established by the contract of insurance are specified 
in 24 CFR Part 203 Subpart B.  The sale of an insured mortgage to another approved 
lender does not change the contract.  24 CFR 203.432 states that when an insured 
mortgage is sold to another approved lender, the buyer succeeds to all the rights and 
becomes bound by all the obligations of the seller under the contract of insurance and the 
seller is released from its contractual obligations other than paying mortgage premiums 
until HUD receives notice of the sale.   
 
Lenders approved to participate in the single family mortgage insurance program 
certified they would comply with the HUD regulations and requirements.  The HUD 
program regulations require approved lenders to have quality control plans that ensure 
lenders comply with requirements for underwriting mortgage loans, submitting those 
loans for insurance, and selling and buying insured mortgage loans.  HUD’s quality 
control plan requirements, included in HUD handbook 4060.1 paragraph 6-12 specify the 
required elements for the servicing portion of a quality control plan.  Paragraph 6-12 
includes a requirement for lenders to determine whether loans purchased contain all 
necessary documents, including the Mortgage Insurance Certificate.  The necessary 
documents include the entire origination file as provided for in Handbook 4000.2 
paragraph 5-8.  Paragraph 5-8 requires that upon sale or transfer of servicing, the entire 
origination file accompany the transfer and that either the holding or servicing lender, by 
arrangement between them, retains the file for the life of the insurance, plus two years, 
whether the mortgage has been satisfied by payment-in-full, voluntary termination, or a 
claim for insurance benefits.  Additionally, lenders need to ensure the loan files contain 
all the required documents that will be required in the event of a claim.  The Single 
Family Insurance Claims handbook 4330.4 REV-1 and the regulations at 24 CFR 
203.365 (a) and (c) specify the documents to be submitted to HUD and those to be kept in 
a claim file and provide for HUD review any time within three years of claim payment.   
 
In summary, approved lenders participating in the HUD Single Family Direct 
Endorsement Program are responsible for the adequacy of documentation supporting the 
eligibility of loans for insurance.  The original lender certifies loans are eligible for 
insurance and that the application includes all required supporting documentation.  
Subsequent purchasers are required to ensure all required supporting documentation is 
included in their files.   
 
Section 204(a) of the National Housing Act (Act) authorizes HUD to pay insurance 
benefits for defaulted mortgages insured under section 203 of the Act.  The regulations at 
24 CFR 203.365 (a) and (c) specify the documents and information to be provided to 
HUD when a claim is made and require the lender to maintain a claim file containing all 
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information submitted for claim payment.  The provisions for HUD review of the claim 
file in 24 CFR 203.365 (c) do not address review of the documents related to the 
application for mortgage insurance. 
 
In addition to the specific program requirements discussed above, there are federal 
requirements applicable to all federal agencies.  The Office of Management and Budget’s 
Circular A-129, Policies for Federal Credit Programs and Non-Tax Receivables, is 
applicable to HUD’s single family mortgage insurance program.  The Circular requires 
HUD to ensure loan origination files contain the documents needed to conform to private 
sector standards and states accurate and complete documentation is critical to processing 
claim payments.  As noted above, HUD’s program requirements provide for loan 
origination files to contain required documentation.  The Circular notes, the documents 
are critical to claim processing and requires HUD to ensure lenders meet program 
requirements through a claims review process, including origination, before making a 
claim payment.  Additionally, the Circular defers to the National Housing Act when 
conflicting requirements arise.  
 
Accordingly, mortgages endorsed for insurance and eligible for claim payment must have 
the required lender certifications on origination supported by required documentation 
showing compliance with the contract of insurance.  If upon review of a paid claim HUD 
determines the FHA loan file lacks the required documentation to show the lender 
complied with program requirements, HUD has an obligation to request the missing 
documentation.  If the required information cannot be produced, HUD has a 
responsibility to determine the appropriate action to take.
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Appendix F 
 
Sampling Methodology and Results  
 
Purpose of the Sampling 
 
The objective of the audit was to determine whether HUD had controls in place to ensure 
paid claims were for loans meeting program requirements.  In support of this objective, 
we employed an unrestricted variable sampling plan that allowed statistical projections of 
the dollar amount of the (i) insurance claims that were not supported by the 
documentation required by the contract of insurance and (ii) the dollar amount of HUD’s 
net profit or loss after the insurance claim was paid for those claims that were not 
properly supported by required documentation.   
 
Definition of the Audit Population and Tests Performed 
 
Using data obtained from the Single Family Data Warehouse, we identified 80,352 
claims valued at $7,886,525,548 that went into final default within three years of 
endorsement during the period October 1, 2003 through June 3, 2005.  A subpopulation 
of this universe included 59,975 claims that had completed the claim processing cycle, 
allowing HUD to determine the final loss for the claims totaled $2,116,193,853. 
 
For each transaction sampled, we obtained the HUD case binder for review.  Based on 
the information included in the case binders, we assessed whether the program 
requirements for supporting documentation were met and showed the borrower (1) was 
able to make the required monthly payments, 2) made the minimum investment in the 
property, and 3) was creditworthy.  For those claims for which the case binder did not 
show the borrower met all three specified requirements, we considered the claim and its 
associated dollar amount to have failed to meet program requirements for supporting 
documentation. 
 
Sample Design 
 
Using unrestricted variable sampling methodology, we determined that a sample size of 
175 insurance claims was sufficient using a 95 percent confidence level and 50 percent 
estimated error rate.  Accordingly, we randomly selected 175 insurance claims for a 
detailed review from the universe.  Of the 175 insurance claims, 125 had progressed 
through the claim process and HUD established the final determination of profit or loss 
on the 125 insurance claims.  Because the 125 insurance claims represented a 
subpopulation of the universe, we did not separately select another sample to review 
those insurance claims that had completed the claim process.  Accordingly, we elected to 
accept whatever level of sampling precision that would be derived when the actual results 
and projections were computed for this subpopulation of the universe.
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Statistical Projections of the Sample Data 
 
Based on the results of the detailed tests performed on the sampled items, we are 97.5 
percent confident that the minimum value of the universe of the 80,352 insurance claims 
that were properly supported was at least $6,559,802,469.  This means that HUD paid 
insurance claims totaling at least $1,326,723,079 that were not adequately documented 
and properly supported.   
 
The point estimate of the population of insurance claims was $5,882,627,673, plus or 
minus $677,174,796.  In other words, we are 95 percent confident that the total value of 
the population of insurance claims that were sufficiently documented and adequately 
supported lies between $5,205,452,877 and $6,559,802,469.  The average precision 
(sampling error) was 12 percent.  Statistical projection details were: 
 

         
  Information on the Universe and Sample size   
  Total Value of Claims In the Universe $7,886,525,548   
  Total Number of Claims In the Universe 80,352    
  Mean for Claims In the Universe $98,150   
  Total Number of Claims In the Sample 175   
  Mean for Claims In the Sample $96,713   
      
  Results for the Sample Evaluation  
  Confidence Level 95%    
  Precision For Estimated Value of Supported Claims $677,174,796 12%  

  
Estimated Value of Supported Claims (Point 

Estimate) $5,882,627,673    
  Estimated Lower Limit of Supported Claims $5,205,452,877    
  Estimated Upper Limit of Supported Claims $6,559,802,469    
      
  Determination of Estimated Value of Unsupported Claims    
  Total Value of Claims In the Universe $7,886,525,548   

  
Less Estimated Value of Supported Claims For 

Reporting (Upper Limit) $6,559,802,469   

  
Equals Estimated Value of Unsupported Claims For 

Reporting $1,326,723,079   
         

 
In addition, based on the results of the sample representing the subpopulation of 
insurance claims that were processed to the point of profit or loss determination, we are 
95 percent confident that the minimum value of the universe of the 59,975 insurance 
claims that were properly supported was a loss of at least $1,760,181,646.  This means 
that HUD incurred losses totaling at least $356,012,207 that were not adequately 
documented and properly supported.  The point estimate of the subpopulation of 
insurance claims that were processed to the point of profit or loss determination was a 
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loss of $1,560,768,315, plus or minus $199,413,331.  In other words, we are 90 percent 
confident that the total value of the loss for the subpopulation of insurance claims that 
were sufficiently documented and adequately supported lies between $1,760,181,646 and 
$1,361,354,984.  The average precision (sampling error) was 13 percent.  Statistical 
projection details were: 
 

         
  Information on the Universe and Sample size   
  Total Loss on Claims In the Universe $2,116,193,853   
  Total Number of Claims In the Universe 59,975   
  Mean Loss for Claims In the Universe $35,285   
  Total Number of Claims In the Sample 125   
  Mean Loss for Claims In the Sample $36,942   
      
  Results for the Sample Evaluation  
  Confidence Level 90%   
  Precision For Estimated Loss on Supported Claims $199,413,331 13%  

  
Estimated Loss on Supported Claims (Point 

Estimate) $1,560,768,315    

  
Estimated Lower Limit of Loss on Supported 

Claims $1,760,181,646    
  Estimated Upper Limit of Loss on Supported Claims $1,361,354,984    
      
  Determination of Estimated Value of Unsupported Claims    
  Total Loss on Claims In the Universe $2,116,193,853   

  
Less Estimated Value of Supported Loss on Claims 

For Reporting (Lower Limit) $1,760,181,646   

  
Equals Estimated Value of Unsupported Claims For 

Reporting $356,012,207   
         

 
 


