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Audit Report Number
2005-FW-1010

TO: Frank L. Davis
General Deputy Assistant Secretary for Housing, H

%,,// < S

FROM: Frank E. Baca
Regional Inspector General for Audit, 6AGA

SUBJECT: Broad Street Mortgage Company, a Subsidiary of Fieldstone Mortgage
Company, San Antonio, Texas, Approved Overinsured Loans

HIGHLIGHTS

What We Audited and Why

We audited Broad Street Mortgage Company’s (Broad Street) San Antonio,
Texas, branch office because of an unusually high loan default rate and as part of
our 2004 Annual Audit Plan. Our objective was to determine whether Broad
Street followed U.S. Department of Housing and Urban Development (HUD) loan
origination requirements for the 30 loans selected for review.

What We Found

Broad Street did not follow HUD loan origination requirements for minimum
investment in approving 24 of the 26 loans that involved nonprofit gifts. The
lender and the sellers used a gift program to circumvent the minimum investment
requirements.' The sellers marked up the sales prices of the homes and increased
the sales contracts to cover their contribution to nonprofit downpayment
assistance programs. Broad Street then approved the mortgages based on the
marked up prices and questionable appraised values. This increased the
borrowers” homeownership costs and risk of default, as well as HUD’s risk of
insurance loss. (Finding 1)

' Title 24, Code of Federal Regulations, 203.19.



Broad Street’s quality control plan needed improvement and was not fully
implemented. Broad Street stated it was behind in completing quality control
reviews of delinquent loans because staff was auditing other loans in addition to
those that defaulted in the first 6 months of the loan term. (Finding 2)

What We Recommend

We recommend that you require Broad Street to indemnify HUD for 24 loans,
reimburse the insurance fund for any of the loans reviewed that have been
foreclosed, and amend and fully implement its quality control plan.

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.

Auditee’s Response

We requested a response from the lender on February 28, 2005, and received its
written response on April 12, 2005. The lender generally disagreed with our
findings.

The complete text of the auditee’s response, along with our evaluation of that
response, can be found in Appendix C of this report.
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BACKGROUND AND OBJECTIVES

The National Housing Act, Section 203(b)(1), authorizes the U.S. Department of Housing and
Urban Development (Department or HUD) to provide mortgage insurance for single-family
homes. The Department must approve a mortgage company that originates Federal Housing
Administration-insured loans. Participating mortgage companies must follow the National
Housing Act and Department instructions when originating Federal Housing Administration-
insured loans. Mortgage companies that do not follow the requirements are subject to
administrative sanctions.

We audited a branch of Broad Street Mortgage Company (Broad Street), approved to originate
Federal Housing Administration mortgage loans under the Single-Family Direct Endorsement
program. Fieldstone Mortgage Company does business as Broad Street Mortgage Company in
San Antonio, TX. The branch, mortgagee identification number 7892800303, was located at
6243 TH 410, Suite 205. The Department approved this branch to originate Federal Housing
Administration-insured loans on December 23, 1999. Based on information contained in HUD’s
Neighborhood Watch System, Broad Street originated 519 Federal Housing Administration loans
between April 1, 2002, and March 31, 2004. Of these 519 loans, 62 (11.9 percent) were in
default or claim status as of June 1, 2004. The Department notified Broad Street in August 2004
that the branch’s approval would be terminated due to an unusually high default rate. Broad
Street elected to voluntarily close the branch.

Our audit objective was to determine whether Broad Street followed the Department’s loan
origination requirements for the 30 insured loans reviewed.



RESULTS OF AUDIT

Finding 1: Broad Street Originated Overinsured Loans, Putting
Borrowers and HUD at Risk

Broad Street originated 24 of 26 loans involving nonprofit gifts, totaling more than $2.3 million,
in violation of HUD’s minimum investment requirements. Broad Street officials disregarded or
misinterpreted HUD requirements. Broad Street allowed the sellers to markup the sales prices to
cover their contributions to nonprofit downpayment providers. Broad Street approved the loans
based on the inflated sales prices. This increased the borrowers’ homeownership costs and
default risk, as well as HUD’s risk of insurance loss.

Minimum Investment Not
Made

HUD requires the statutory minimum investment or downpayment of 3 percent of
the acquistion cost.” The maximum loan amount is calculated based on the lessor of
the sales price or appraised value. For 24 of 26 loans we reviewed that involved
nonprofit gifts, Broad Street violated HUD’s minimum investment requirement.
Broad Street requested nonprofit entities that operate downpayment assistance
programs to provide down payment gifts to borrowers. The nonprofits required the
sellers to reimburse them from the sellers proceeds for the amounts of the gifts plus
service fees. Broad Street allowed the sellers to increase their prices to cover their
contributions to the nonprofit down payment providers. Broad Street used the
increased sales prices to calculate the mortgage amounts. This resulted in the loan
amounts involving downpayment assistance being higher than loan amounts not
involving downpayment assistance. Broad Steet financed the gift and fee amounts
as part of the mortgage.

HUD requires that a gift have no expected or implied repayment by the borrower.
There were no true gifts in these loan transactions. Broad Street based the
mortgage on the sales prices after the “gifts” and fees were added to the prices
offered to the general public. As a consequence, the “gifts” and fees were
financed and subject to repayment with interest by the borrower. In the
transactions we examined, the nonprofits merely transferred funds from the seller
to the borrower for a fee.

Examples of “gift” transactions

Case 495-6704874. To illustrate a typical transaction, the following table
compares amounts used to calculate the maximum loan based on the sales prices
with and without the gift included. Broad Street calculated the mortgage based on
the sales price with the gift included. Broad Street’s practice of calculating the

2 Title 24, Code of Federal Regulations, 203.19.



mortgage based on sales prices with gifts included resulted in an overinsured loan,
with increased costs and risk to the borrower. In this case, we estimated the
borrower’s monthly mortgage payment increased from about $875 to $941 ($66)
and the interest cost over the 240-month life of the mortgage increased from
$90,328 to $97,108 ($6,780) or by 7.5 percent.

Using
Original Sales
Using Price
Broad Street’s Offered to
Gift General
Program Public
Original contract sales price $122,519 $122,519
“Gift” (® $8,580 + the fee $500) 9,080 =0--
Contract sales price (HUD-1) (price + gift) $131,599 $122,519
Settlement charges to the borrower HUD-1) 6.477 6.477
Gross due from borrower (HUD-1) $138,076 $128,996
Insured loan (based on acquisition cost) ®128.752 ©$119.762
Minimum investment from borrower $9.324 $9.234
Earnest money 2,200 2,200
“Gift” ® 8.580 --0--
Funds attributable to borrower $10,780 $2.200
Amounts paid on behalf of borrower (HUD-1) $139,532 $121,962
(Due to)/ due from borrower (HUD-1) ($1,456) $7,034
Note:
The borrower needed over $9,000 to close but only had about $2,500.
The mortgage is overinsured by $8,990 (®$128,752 - ©119,762 = $8,990).

In many cases, the sellers had price lists for new homes that showed the prices
offered to the general public. Also, in many cases, the original sales prices were
shown on the original sales contract, but the sales prices were increased on
revised sales contracts which showed the increases were the result of the sellers’
contributions to the “buyer’s fund.” The HUD-1 settlement statements show the
amounts of the “gifts” being credited to the buyers and the amounts of the “gifts”
plus the fees being deducted from the sellers’ proceeds.



Case 495-6609733. This case involved an $8,500 “gift” where the borrowers
were aware that the loan was going to be increased by the assistance they
received. In our interview, the borrowers told us they first asked the homebuilder
for help with the closing costs, and the homebuilder directed them to Broad
Street. The Broad Street representative told them funds were available, that the
loan would be increased by the amount of the assistance, and they would be
repaying the assistance through their mortgage payments. They said they did not
know the assistance was supposed to be a gift. They signed the gift letter at
closing. No one went over the gift letter. They did not know it said the borrowers
were under no obligation to repay the gift or that no portion of the gift came from
any person or entity with an interest in the sale of the property, including the
seller, real estate agent or broker, builder, loan officer or any entity associated
with them. The borrowers said they knew the seller helped with the closing costs.
They pointed out that paragraph 9c in the sales contract states, “The seller to pay
up to $8,500 towards the Buyers Fund.”

The following sections of actual documents from the loan files are representative
of the cases we took exception to. The builder/seller’s “option selection sheet”
shows the total sales price of $112,495 was made up of the base price of the home
($101,900) with options ($550) and the financed closing costs ($10,045).
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The gift letter shows a gift amount of $8,187.20.

After Manmm Inc, receives the tequired paperwork from yout Lender, we will transfer your gift to your
Sel[lcme"HClou ng ﬁgrnt on the day of your scheduled closing. We will be providing you with a gift in the amount of
$ $8,187.20 to use toward the pa:cnase of your home. This money comes directly from AmeriDream, Inc.'s
“own funds. No portjén of this gift has come from any person or entity with an interest in the sele of the pr opetty,

" including the sellgf, real estate agent or broker, builder, loan officer or any entity associated with them.
!

The HUD-1 settlement statement shows an “Ameridream credit to the buyer” of
$8,187.20 and a reduction in the seller’s proceeds of $8,512.20 ($8,187.20 plus
$325) for “credit plus service fee to Ameridream.” Also, the HUD-1 settlement
statement shows an unexplained lender credit of $3,601.11 from Fieldstone
Mortgage Company. After only paying the earnest money of $500 to the builder,
the borrower received $925.45 back at closing.
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Case 495-6536800. Two sales contracts were prepared. The borrowers showed
us their copy of the first sales contract. The price of the home was $82,900,
which was consistent with the homebuilders price list. This contract stipulated
that the seller would pay for the title policy if and only if the buyer used the
seller’s preferred lender. The other sales contract showed the price of the home to
be $88,425 and that the seller was to pay the owner’s title insurance provided the
buyer used the seller’s preferred lender and that the seller was to pay up to $7,183
toward the Buyer’s Fund. The borrowers told us they were not aware they were
receiving a gift and did not know about the increase in the sales price until after
the closing when they looked at the paperwork. They told us they wondered why
the price went up from $82,900 to $88,425.

First Contract:

3. CONTRACT SALES PRICE:
A. Cash portion of Sales Price Payable by Buyer at closing $ 0
B. Sum of all financlng described below (excluding any FHA
Mortgage Insurance Premium [MIP], VA funding fee,

or Private Mortgage Insurance Premium [PMI]
C. Sales Price (hereinafter Sales Price){Sum A Ind B)

9. SETTLEMENT AND OTHER EXPf;NSI:S:
A. The following expenses must be paid at, or prior to, closing:

Any exceptions to the above:

(1) Loan appraisal fees must be paid by buyer .

SELLER TO PAY FOR TITLE POLICY IF AND ONLY IF BUYER USES PREFERRED

LENDER.

$82,900
$82,900
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The HUD-1 settlement statement shows a sales price of $88,425, gift equity from
Ameridream of $6,858, and the seller’s reimbursement of gift equity to buyers—
Ameridream—of $7,183. The borrowers paid an additional $73.05, and the seller
neither paid nor received any funds at closing.

| SUMMARY OF BORROWER'S TRANSACTIONS K SUMMARY OF SELLER'S[TRANSACTIONS
(0. GROSS AMOUNT DUE FROM BORRQWWER W00 GROSS AMOUNT DL‘E\?G SRR g

. oo fne nn lant T . ST s
01. Total Consideration §8,425.00 (401, Total Consideration | §8,425.00

204. Gift equitv from Ameridream _6,858.00

PAID FROM PAID FROM
BORROWER'S SELLER'S

FUNDS AT FUNDS AT
SETTLEMENT |  SETTLEMENT

1307. Reimbursement of Gift equity to buyers - Ameridream $7,183.00
plo.
519,
£20. ToTAL REDUCTIONS IN
AMOUNT DUE SELLER 88,425.00
BOO. CASH AT S IENT FROY . o i
| lE01. Gross amount due to seller (ine 420} 88.425.00
| 282080 [B02. Lass redustion in amount due seller (in 5201 88,425.00
| 73.05_|503. CASH (XX FROM) ( TO) SELLER 0.00

Case 495-6575118. A Broad Street representative sent the e-mail message below
to the builder’s sales agent and provided the new sales price of the home based on
the “gift.” The original sales price in this case was $145,900 on the sales contract,




dated January 26, 2003. The sales price was $159,000 on the sales contract, dated
April 16, 2003. The following message from the lender explains the difference.

MNorm BHck .
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Recommendation

We recommend that the General Deputy Assistant Secretary for Housing:

1A. Require Broad Street to indemnify HUD for the 24 loans (listed in Appendix
B) that did not meet Federal Housing Administration minimum investment
requirements and reimburse the insurance fund for any of the loans that have
been foreclosed.

10



Finding 2: The Quality Control Plan Needed Improvements and Was
Not Fully Implemented

Broad Street’s quality control plan needed improvements and to be fully implemented. The
lender did not require the detection and reporting of serious violations to HUD. The lender had
not done reviews of defaulted loans with six or fewer payments. Broad Street did not include
sufficient details for appraisal reviews in the plan. Broad Street officials overlooked certain
HUD requirements. Without an effective quality control plan, Broad Street allowed violations of
HUD requirements to increase HUD’s losses through defaults and foreclosures.

Detecting and Reporting
Violations

Mortgage companies must identify patterns of early loan defaults. Loan defaults
involving participants in the process (appraisers, loan officers, processors,
underwriters, etc.) who have been associated with problems must be included in
review samples. Documents contained in the loan file should be checked for
sufficiency and subjected to written verification. Items that must be verified
during the quality control review include but are not limited to the mortgagor’s
income, deposits, gift letters, alternate credit sources, and other sources of funds.
Sources of funds must be acceptable as well as verified. If serious problems are
found, the mortgage company must report violations to the Director of the Quality
Assurance Division in the HUD Homeownership Center having jurisdiction
(determined by the State where the property is located).

Broad Street did not meet HUD’s requirements for detecting and reporting serious
violations. It did not select loans involving early loan defaults timely. As a
result, it lacked assurance that serious violations were detected and reported.

Defaulted Loans with Six or
Fewer Payments

Broad Street’s quality control personnel did not review 11 of 12 loans we
reviewed that defaulted early, within the first six payments. A Broad Street
official said the lender was behind in completing delinquent loan audits because
“it was just a matter of getting everything done.”

Appraisal Review

The mortgage company’s appraisal review must include a conclusion of the
overall quality, including a review of the appraisal data, the validity of the
comparables, the value conclusion (“as repaired” to meet safety and soundness),
and any changes made by the underwriter. Mortgage companies should select

11



loans for field reviews based on factors found during desk reviews, including
excessive distances from comparables to the subject property, inappropriate
comparables, unsupportable adjustments, excessive or insufficient repairs
required to meet minimum safety and soundness requirements, and an increase in
value of the property of more than 20 percent within 12 months of a previous sale.
If serious deficiencies or patterns are uncovered, the mortgage company must
report these to the Quality Assurance Division in the HUD Homeownership
Center having jurisdiction.

Broad Street’s plan did not contain sufficient detail on appraisal quality reviews.
As aresult, Broad Street has no assurance of appraisal quality.

Recommendations

We recommend that the General Deputy Assistant Secretary for Housing:

2A. Ensure Broad Street’s quality control plan conforms to HUD requirements
and 1s fully implemented.

2B. Require Broad Street to establish controls to ensure timely reviews of loans
that default with six or fewer payments.

12



SCOPE AND METHODOLOGY

We divided the objective into mortgage credit analysis areas to determine whether the borrower
had available assets to close the loan, was credit worthy, and had adequate and stable effective
income. We also determined, with the help of an Office of Inspector General (OIG) appraiser,
that our initial sample was fairly valued. We initially selected 16 loans from a list of 62 of Broad
Street’s defaulted in HUD’s Neighborhood Watch System® from April 1, 2002, through

March 31, 2004. We selected another 26 defaulted loans because they involved nonprofit
“gifts.” The records center sent us two more loan files we did not request, and we added them to
our sample to consider for review, for a total of 44 loans. Due to time constraints, we reviewed
30 of the 44 loans, including all 26 of the loans that involved nonprofit gifts. We reviewed
relevant Federal regulations, HUD handbooks, Broad Street’s quality control plan, and Federal
Housing Administration and the mortgage company’s loan origination files. Our review of the
loan origination files included:

e Collecting certain data to determine whether a pattern of defaults existed;

e Comparing the quality control plan to HUD requirements;

e Examining loan documents for inconsistent and derogatory information;

e Comparing the final application with the preliminary application, verifications of deposit and
employment, credit reports, and any other relevant documentation available for
inconsistency;

e Examining the appraisal and comparing the subject property and details with the comparable
properties and Bexar County Appraisal District information and values for inconsistency;

e Verifying the deposit and employment information;

e Interviewing the borrowers; and

e Reviewing the title company closings.

We interviewed HUD Quality Assurance Division staff and held an entrance conference with
Broad Street’s executives on May 26, 2004. We performed our fieldwork at the Broad Street
office and HUD’s office in San Antonio, Texas, from May 26, 2004, to January 11, 2005. We
performed our review in accordance with generally accepted government auditing standards.

> We did not perform procedures to assess the data contained in HUD’s Neighborhood Watch System. The audit

did not include any other computer-generated data.

13



INTERNAL CONTROLS

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

e Effectiveness and efficiency of operations;
e Reliability of financial reporting; and
e 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.

Relevant Internal Controls

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

e Requirements for loan originations and
e The lender’s quality control plan.

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

Significant Weaknesses

Based on our review, we believe the following are significant weaknesses:

e Broad Street originated overinsured loans, putting borrowers and HUD at risk
(Finding 1) and

e The lender’s quality control plan needed improvements and was not fully
implemented (Finding 2).

14



APPENDIXES

Appendix A

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

Recommendation Funds To Be Put

Number to Better Use '
1A $2,324,196
1/ “Funds to be put to better use” are quantifiable savings that are anticipated to occur if an

OIG recommendation is implemented, resulting in reduced expenditures at a later time
for the activities in question. This includes costs not incurred, deobligation of funds,
withdrawal of interest, reductions in outlays, avoidance of unnecessary expenditures,
loans and guarantees not made, and other savings.

15



Appendix B

Broad Street Mortgage Company
Schedule of Loans that Did Not Meet Minimum Investment Requirements

Sales Price

Mortgagee | Mortgage | Sales Price to | Under Gift
Case Number | Number Amount the Public Program Difference
495-6425888 7329013162 $69,101 $64,900 $74,000 $8,100
495-6609733 7329014162 105,915 $101,900 $112,495 $10,045
495-6704874 7329014746 128,752 $122,519 $131,599 $9,080
495-6623192 7329014128 75,810 $71,000 $77,000 $6,000
495-6563001 7329013958 60,845 $57,000 $61,800 $4,800
495-6153000 |7329011974 78,561 $78,800 $86,000 $7,200
495-6536800 7329012954 85,260 $82,900 $88,425 $5,525
495-6530294 7329013528 126,012 $121,900 $128,000 $6,100
495-6333860 [7329012704 107,184 $106,185 $113,585 $7,400
495-6735938 7329014647 125,894 $120,563 $130,563 $10,000
495-6575118 [7329013536 153,315 $145,900 $159,000 $13,100
495-6387750 7329012948 134,436 $129,581 $136,581 $7,000
493-7270669 7329012990 99,799 $104,995 $109,261 $4,266
495-6136162 7329011827 82,925 $82,000 $86,000 $4,000
495-6144826 (7329011947 96,425 $93,400 $99,400 $6,000
495-6147629 7329013967 77,698 $72,600 $85,100 $12,500
495-6158507 7329011704 84,651 $80,005 $86,000 $5,995
495-6192256 7329012144 125,098 $120,249 $129,749 $9.500
495-6244162 (7329012335 84,042 $82,000 $92,000 $10,000
495-6289869 7329012326 81,925 $78,500 $86,500 $8,000
495-6321261 [7329012696 93,024 $93,000 $98,000 $5,000
495-6604430 7329013162 68,327 $65,000 $69,400 $4,400
495-6363427 (7329012875 90,639 $86,500 $94,000 $7,500
495-6173527 7329013340 88,558 $88,950 $96,950 $8,000
Total for Indemnification $2,324,196
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APPENDIX C
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

BROAD STREET

MORTGAGETE C O

April 12, 2005

BY HAND DELIVERY AND OVERNIGHT MAIL

Mr. James D. McKay

Acting Regional Inspector General For Audit

U.S. Department of Housing and Urban Development
819 Taylor Street, Room 13A09

Fort Worth, Texas 76102

Re:  Broad Street Mortgage Co.
A division of Fieldstone Mortgage Company
February 2005 Draft Audit Report

Dear Mr. McKay:

This is in reply to your letter of February 28, 2005, to Broad Street Mortgage Co. (“Broad
Street” or the “Company™) forwarding a copy of a draft audit report (the “Draft Audit Report™)
prepared by your office regarding the Company. The Draft Audit Report reviews the practices of
Broad Street in originating HUD-FHA insured mortgages during the period from April 1, 2002
through March 31, 2004. This letter provides the formal comments of the Company on the Draft

Audit Report.
The Company appreciates the opportunity to comment on the Draft Audit Report.
Respectfully, however, Broad Street, as discussed below, in important ways differs with certain

key findings and recommendations in the Draft Audit Report.

We address below each of the findings in the Draft Audit Report.

6243 1H-10 West  Suite 1000 San Antonio, TX 78201 Phone: 210.308.8555 Fax 210.308.8553
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Comment 1

Comment 1

Mr. James D. McKay
Page 2 of 71
April 12, 2005

OIG Finding #1: High Risk and Overinsured Loans For Unqualified Borrowers

loans in violation of HUD s mini 1in requir 15 and/or for horrowe

inadequate credit. The OIG indicates that Broad Street allowed the sellers to provide all or part of
the borrower’s minimum investment and to mark up the sales prices and contract amounts to
cover the “gift”. The finding indicates that Broad Street approved loans with inflated sales prices
and questionable appraisals. Additionally, the OIG indicates that Broad Street increased the
chance of nonpayment by approving borrowers with poor credit. The OIG indicates that Broad

Street officials disregarded or misinterpreted HUD requi and, as a result, the loans were

both overinsured and at high risk of default.

Broad Street’s Comments

The Company

relating to gift funds provided to barrowers by nonprofit organizations to meet their minimum

P y disag with the OIG’s conclusions; particularly, with those

investment requirements through a downpayment assistance program. The Company respectiully
submits that the OIG’s finding that such gift funds represent a violation of HUD-FHA
requirements is unsupported, wholly inappropriate, and should be removed. This finding is

discussed in more detail below.

Minimum Investment Not Made:

Through the downpayment assistance programs cited by the OIG in this finding, a
nonprofit organization provided gift funds to assist potential homebuyers that did not have the
necessary downpayment to qualify for homeownership. This is expressly permitted by HUD
requirements, as set forth in HUD Handbook 4155.1 Rev-5, Chapter 2, Section 3, Paragraph 2-

10C. The nonprofit organization provided downpayment funds for the borrower in the form of a
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gift, and then received from the seller a service fee and/or contribution. In some instances, the
home sellers increased the sales price to cover the fee and/or contribution that they paid to the
nonprofit organization. Importantly, however, in each instance the appraisal supports the value of
the property. Downpayment assistance programs administered by nonprofit organizations are
acceptable to HUD and further HUD’s goal of providing homeownership opportunities to low

and moderate income families.

The downpayment assistance programs under which nonprofit organizations provided gift
funds to the borrowers to help them meet their required minimum investment with respect to the

loans cited in this finding generally involved the following process:

¢ The borrower completes an application for downpayment assistance from the nonprofit
organization.

*  The seller (or builder) enters into an agreement with the nonprofit organization to
participate in the program and to pay a service fee (or contribution) to the nonprofit
organization,

e Prior to closing, the nonprofit organization wires the downpayment assistance funds to
the closing agent.

*  Atthe closing, the closing agent disburses the service fee (or contribution) to the

nonprofit organization from the seller’s proceeds.

Broad Street respectfully submits that the gift funds provided by the nonprofit
organization through the downpayment assistance program described herein are permitted by
HUD and do not violate any HUD-FHA requirement. The OIG characterizes such gift funds as
being provided by the seller, and thus, representing a seller concession, requiring a reduction in

the sales price and/or appraised value of the property.
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The OIG's characterization is simply incorrect based on HUD's requirements set forth in
HUD Handbook 4155.1 Rev-5, Chapter 1, Section 2, Paragraph I-7A and Section 3, Paragraph
2-10C which do not include downpayment assistance programs as seller concessions or
contributions, and the fact that the downpayment assistance gift funds were provided by

nonprofit organizations and not the seller.

Broad Street is aware that the OIG conducted a nationwide audit of downpayment
assistance programs (the “nationwide audit”) and issued a report, Audit Case No. 2000-SE-121-
0001, dated March 31, 2000. One of the nonprofit organizations that the OIG reviewed was the
Nehemiah Progressive Housing Development Corporation (“Nehemiah™) which was expressly
approved by HUD on April 3, 1998, It should be noted that both HUD's Deputy Assistant
Secretary for Single Family Housing and HUD’s Office of General Counsel concluded that this
program complied with HUD's regulations and guidance regarding the source of funds for the
borrower’s downpayment.

(Page 3 of the nationwide audit report.)

On June 8, 1998, the Deputy Assistant Secretary for Single Family Housing issued a
memorandum to all Single Family Homeownership Center Directors and Single Family Directors
that Nehemiah’s program was not in conflict with FHA"s present guidelines for downpayment
assistance and complied with all statutes and regulations. The memorandum went on to state that

other programs similarly structured would also be in compliance with HUD requirements and

approval to operate should not be denied based on their downpay. ent assistance €8s,

(Pages 3 and 4 of the nationwide audit report.)

Broad Street respectfully submits that HUD has never rescinded its explicit approval of

the downpayment assistance program that it approved for Nehemiah and, importantly, that it also
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approved for similarly structured programs.

Importantly, the downpayment assistance programs administered by the nonprofit
organizations cited by the OIG in its review of Broad Street represent programs similarly
structured to the Nehemiah program. Respectfully, there is no violation of HUD-FHA

requirements.

Further, in those instances where a seller increases the sale price of the home and makes a
contribution or pays a service fee to a nonprofit organization, the Company respectfully submits

that there is no violation of HUD-FHA requirements.

In its nationwide audit, the OIG states that on September 14, 1999, HUD issued a
proposed rule for comment “... to establish specific standards regarding the use of gifis by
charitable and other organizations as a source of the mortgagor’s investment in the mortgaged
property.” The comment period ran until November 15, 1999. HUD has not yet issued a final

rule.

(Page 31 of the nationwide audit report.)

According to the proposed rule:

FHA has several concerns with these programs. First, borrowers with limited cash
investments into the sale transactions represent significantly greater risk to the insurance
fund... FHA's second concern is that the sales price is often increased so that the seller's
net proceeds are not diminished. This increases FHA's risk that it will not recover the full
amount owed if forced to acquire and resell a home purchased by a participating borrower

who often defaults on the loan...
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(Page 32 of the nationwide audit report.)

HUD withdrew this proposed rule from its rulemaking process on January 12, 2001,
citing as the reason for doing so the overwhelming majority of negative public comments it
received opposing the proposed rule (Federal Register, January 12, 2001, volume 66, number 9,
pages 2851-2852),

Since the time that HUD proposed the rule over five years ago, and withdrew it, HUD has
not issued any written guideline that prohibits this practice. Accordingly, there is no prohibition
by HUD against an increase in the sales price by the seller, if supported by the appraisal, in

connection with a downpayment assistance program provided by a nonprofit organization.

Respectfully, Broad Street did not violate any HUD requirement.

Appraisals Not Properly Adjusted:

The OIG indicates that the “financing of the downpayment” artificially raised the value of
the houses and increased the ratio of the loan amount to the actual value of the property. The OIG
indicates that home sales with the sales prices that were increased by the gift amounts were later
used as comparables. The OIG indicates further that Broad Street should have reduced the sales
prices and/or appraised values (whichever is less) of the Federal Housing Administration-insured
properties by the “seller’s gift” before calculating the maximum mortgage amounts. The OIG
indicates that for 25 of the 30 loans, Broad Street increased the Department’s risk of nonpayment

by raising the loan to value ratio.
Broad Street respectfully disagrees with this finding.

First, the finding incorrectly states that the gift funds in these transactions were provided
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by the seller. As explained elsewhere in this response, the gift funds were provided by a nonprofit
organization under a downpayment assistance program approved by HUD and in compliance
with HUD guidelines. The seller paid a service fee and/or made a contribution to the nonprofit

organization as expressly permitted by HUD.

Second, the OIG incorrectly characterizes the gift funds in these transactions as an
“inducement to purchase”. Broad Street respectfully submits that the gift funds in these
transactions were properly provided by a nonprofit organization through a downpayment
assistance program that met HUD guidelines. They are not either a seller contribution or an
“inducement to purchase™ as set forth in HUD Handbook 4155.1 Rev-5, Chapter 1, Section 1,
Paragraph 1-7A and 1-7B.

Respectfully, Broad Street disagrees with the OIG’s conclusion that the sales price and/or
appraised value should have been reduced by the amount of the gifi funds from the nonprofit

organization under present HUD guidelines regarding downpayment assistance programs.

Borrowers approved with poor credit:

The OIG indicates that Broad Street approved borrowers with poor credit in 27 of the 30

cases reviewed during the audit.

Respectfully, the Company submits that many of the OIG’s findings are not supported or
represent a misunderstanding of the facts. We respectfully disagree with many of OIG's
conclusions. Broad Street has always been fully committed to strict compliance with HUD-FHA

requirements and is committed to demonstrating this through our loan origination practices.

Loans cited by the OIG in this finding were underwritten by the FHA-approved Freddie
Mac Loan Prospector (LP). The Company has complied diligently with HUD’s guidelines regarding
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the use of an Automated Underwriting System (AUS) in connection with underwriting HUD FHA

insured mortgages.

Mortgagee Letter 95-7 permitted a Lender to use an AUS in underwriting FHA insured

mortgages.

Mortgagee Letter 96-34 further reiterated HUD's acceptance of the AUS underwriting
process. In addition, this mortgage letter provides for varying levels of document relief and

underwriting flexibility.
Mortgagee letter 96-34 states that:
“Since the issuance of ML 95-7, HUD has observed the continuing refinement and acceptance in

the marketplace of various automated underwriting systems and their potential for expanding

access to new borrowers, streamlining processing, and enhancing risk management. We also

recognize that there are concerns about how the introduction of this technology will affect
service to certain market segments, particularly those borrowers who have traditionally been

underserved by the mortgage market”.

“FHA has developed a process by which it would consider approval of automated underwriting
systems themselves. This process will allow FHA to ensure that the use of any approved system will

meet FHA's policy objectives:

* To identify and approve credit-worthy borrowers that would have been excluded from

homeownership under current FHA credit guidelines;
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*  Toensure that credit-worthy borrowers meeting existing FHA underwriting guidelines are

not excluded from homeownership;

* To expand access to mortgage credit for low- and moderate-income borrowers and to
prevent unlawful discrimination against borrowers protected by the Fair Housing Act and

the Equal Credit Opportunity Act;

* To reduce the cost and time associated with originating FHA-insured mortgages; and

* To enhance our ability to assess risk and manage FHA's mortgage insurance fund.”

FHA is committed to expanding homeownership opportunities for first-time home homebuyers,
low- and moderate-income families, non-traditional borrowers, minorities, women, and those
that might otherwise be denied conventional financing. “While FHA's current credit policies are
flexible yet prudent, automated underwriting/risk assessment systems can be powerful tools in
the expansion of homeownership while at the same time allowing lenders and mortgage insurers
to proactively manage the risk inherent in all lending. Further, as FHA's paperwork reduction and
other efforts have demonstrated, FHA seeks to make participation in FHA programs less costly

for the lender as well as the homebuyer.”

In Mortgagee letter 98-14, FHA approved Freddie Mac’s Loan Prospector (LP) for use in

underwriting FHA insured mortgages.

FHA clearly stated that LP is:

... “consistent with FHAs policy objectives, provided efficiencies in the underwriting

process and is an effective predictor of the risk of default on FHA loans, As part of that
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approval, FHA will make a substantial number of revisions to its credit policies and

reduce documentation for LP — assessed loans as described in the LP User’s Guide . . . ."

Further Mortgagee Letter 98-14 contains interim procedures for underwriting FHA
insured mortgage loans through LP until such time as an amendment to 24 CFR 203.255 (b) (5)
becomes effective. For those loans submitted for endorsement before the effective date of the

revision to 24 CFR 203.255 (b) (5), a waiver will be granlcd The waiver will pmvldc that the

LP need not be reviewed by a DE underwriter, and the mortgage credit analysis worksheet
(HUD-92900WS) will reflect a CHUMS underwriter identification number assigned to Loan

Prospector for FHA loans. The lender must provide the Loan Prospector feedback certificate on

all mortgages that are scored by LP and subsequently submitted to FHA for endorsement.

Importantly, Broad Street complicd with the underwriting policies based on the waiver
provided by the FHA in Mortgagee Letter 98-14.

that the Comy did not adhere to

Respectfully, the OIG is incorrect in its alleg

HUD FHA credit requirements in using the LP AUS system for underwriting the loans cited in

this finding. The Company properly relied upon the waiver provided by FHA.
Under these circumstances, it would be fundamentally unfair for the OIG to hold Broad
Street to a higher standard than FHA set for itself in underwriting HUD-FHA insured mortgages

through the LP AUS that HUD approved.

Further, Broad Street notes that in Morigagee Letter 94-22, regarding fair lending

practices, FHA explicitly states:

“...L.enders will not have to justify every requirement and practice every time they face a
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compliance examination...”

Importantly, this mortgagee letter encourages expanding homeownership opportunities to

nontraditional borrowers.

Part of Broad Street’s mission is to promote homeownership opportunities to qualified

borrowers, including nontraditional borrowers.

In addition, and significantly, Broad Street notes that FHA has recently further eliminated

doct ion requi for FHA's Total Mortgage Scorecard.

Mortgagee Letter 2005-15, dated March 30, 2005, clearly states FHA's policy to provide

documentation relief for determining borrowers’ credit-worthiness. Specifically:

“... Collections accounts. Similar to the instructions regarding CCCS above, collection
accounts for accept/approve risk classifications trigger neither an explanation requirement
nor a hypothetical monthly payment to be used in qualifying the borrowers. The presence
of collection accounts in the borrower's credit history already result in lowering the credit
bureau scores used in total and, thus, no further information need be provided by the

borrower...”

While this mortgagee letter was not in effect at the time that these loans were originated,

it clearly states HUD's policy 1o reduce credit requirements for collection accounts.

Significantly, Broad Street also relied upon advice provided to it by HUD staff during
training sessions in 2002 and 2003 conducted by the HUD Denver and Santa Ana

Homeownership Centers regarding underwriting and AUS usage,
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Broad Street was specifically advised by HUD staff to follow the LP findings as rendered
and the Freddie Mac user guide for issues not addressed by the findings. For example, with
respect to collection accounts, the guide states that collections are not required to be paid as a
condition of the credit warranties, The Company properly relied upon the advice provided by
HUD staff.

Finally, Broad Street notes that HUD published an interim rule, effective June 28, 1998,
amending HUD’s regulations regarding single family mortgage insurance to allow the lender to
substitute an “accept” risk classification from an FHA-approved automated underwriting system
(AUS) in lieu of a personal review by a Direct Endorsement underwriter of the borrower’s credit

and capacity to repay the mortgage.

This rule was codified in HUD's regulations at 24 C.F.R. part 200 section 203,255 (b)(5).

Policy and Procedural Changes

Further, as part of its continuing commitment to the origination of quality HUD-FHA
insured mortgages, Broad Street has implemented a number of measures to strengthen its loan

origination procedures.

The Company has initiated credit policy changes that include a closer underwriting
review of loan applications and supporting documentation from borrowers with marginal credit
during the Company’s mortgage risk analysis, in accordance with HUD regulations at 24 C.F.R.,
Part 200, Section 203.5(c), and HUD Handbook 4155.1 Rev-5.

The Company now requires that all loans for borrowers with a credit score under 600

must have a second underwriter review and signature by the underwriting manager.
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During the first week of March 2005, the Company conducted a formal internal training
session for all of its underwriters. This comprehensive training included sessions devoted to FHA
Total Scorecard, the Company's underwriting policies and procedures, agency requirements, and

all tools available to the underwriters to effectively perform prudent mortgage risk analysis.

Further, the Company no longer permits mortgage loans with 20 year terms unless such
loans first receive an “accept” rating from the AUS as a 30 year mortgage loan. Further, a
satisfactory rental verification covering the most recent 12 month period must be documented, if

the borrower is a first time home buyer and if they have been a renter of property.

The Company has further strengthened its procedures for documenting the transfer of gift

funds from the donor to the borrower to ensure adherence with HUD-FHA guidelines.
Also, as acknowledged by the OIG in the draft audit report, on August 31, 2004 Broad
Street voluntarily closed its former San Antonio, Texas branch office and terminated the staff at

that branch. The loans at issue cited in this finding were originated by that branch office.

We address below the underwriting issues cited by the OIG regarding these loans.
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General

Broad Street respectfully submits that the OIG's alleged finding that the borrowers did not meet
HUD’s minimum required investment with respect to these loans because a nonprofit
Comment 1

organization provided down payment assistance funds is incorrect. This finding is addressed in

detail elsewhere in this response.

7329013536
495-695118
LP ACCEPT
06-09-2003

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
Comment 2 FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
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We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:

=]

L

Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.

Page 43 and Exercise page 3, from an LP Originator workshop.

Page 17 of Appendix B, Documentation Matrix.

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the

borrower. We will provide the OIG with a copy upon our receipt.
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;32901]?04

495-6158507
LP Accept
06-27-2002

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers™ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
stales: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay. " Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Gift Transfer Undocumented
The lender did not document the transfer of funds from the gift donor to the borrower.
Response

Comment 1 Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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7329011947
495-6144826
LP Accept
06-28-2002

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers' credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ eredit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay. " Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Gift Letter Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
Comment 2 the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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7329011936
495-6107852
LP Accept
05-09-2002

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers” credit history, including

Becnnte te oo
ACCOUNis in <o

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers™ as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the horrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in Aprii 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the

borrower. We will provide the OIG with a copy upon our receipt.
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7329012326
495-6289869
LP Accept
09-26-2002

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers” credit history. The le
adequate explanation for derogatory credit items noted on the borrowers’ cre=

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospec
FHA and Freddie Mac if a file receives an Accept designation, the file has “C
Waivers™ as noted on the LP feedback certificate. Credit Warranty F0 on th-
states: “Credit Warranty: Not required to determine that the borrower shom
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender se
have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff,

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HO@
2. Copy of page 88 of the presentation provided by the Santa Ana HOC im
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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As to the defaulted student loans of the NPS:
We agree that the defaulted student loans, currently in collection, should have been taken

into consideration and resolved prior to the loan closing.

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

BROAD STREET RESPECTFULLY SUBMITS THAT THE OIG
IS INCORRECT IN ITS FINDING. ATTACHED IS A COPY OF
THE WIRE TRANSFER OF FUNDS FROM THE DONOR TO
THE CLOSING AGENT FOR THE AMOUNT OF THE GIFT.
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PR RGERERNT
7329013528
495-6530294

LP ACCEPT
04-16-2003

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers® credit history. The le=
adequate explanation for derogatory credit items noted on the borrowers’ crec

accounts in collection status.

Response:

The loan received an “Accept™ designation from Freddie Mac’s Loan Prospect=
FHA and Freddie Mac if a file receives an Accept designation, the file has “C=
Waivers™ as noted on the LP feedback certificate. Credit Warranty F0 on thes
states: “Credit Warranty: Not required to determine that the borrower show_
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender se

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff,

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC™
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.

4 Page 43 and Exercise page 3, from an LP Originator workshop.
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Comment 1

Mr. James D. McKay
Page 25 0f 71
April 12, 2005

5. Page 17 of Appendix B, Documentation Matrix.
GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

BROAD STREET RESPECTFULLY SUBMITS THAT THE OIG
IS INCORRECT IN ITS FINDING. ATTACHED IS A COPY OF
THE WIRE TRANSFER OF FUNDS FROM THE DONOR TO
THE CLOSING AGENT FOR THE AMOUNT OF THE GIFT.
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ACRTUOTEUUD WEY L1120 HI FHA NU.
MAR 23 2085 11:18 FR FIRST AMERICAN TITLElYW 433 c3ie 1v ciconna OlJyR

1 AMER,
» [
& "+ First American Title Insurance Company
12400 Highway 281 North, Suite 300 San Antonio, TX 78216
PR: SOCENT Ofe: 1830 DATE: 02/19/2003
RECEPTNO.: 1890880
RECEIPT FOR DEPOSIT FILENO.: TX02-94192-SA90

FUNDS IN THE AMOUNT OF: $7,400.00

WERE RECETVED FROM: The Buyer's Fund, Ino./WIN

CREDITED TO THE ACCOUNT OF:

TYPE OF DEFOSIT: Wire REPRESENTING: Funds For Closing
Comments:

Property Location: 1122 Hidden Pond, San Antonio, TX 78227

DE ED ON:

Bank Namas: Zion's Bank
Contact. X

Federal Routing Number: =

Confirmation Number: 0106417050ZT
Confirmation Date/Time: 02/19/2003

BY: Shauna Calloway, 02/19/2003
ESCROW OFFICER: Dede Jackson

“The validity of this receipt, for the deposit referenced,
is subject to clearance by the depository financlal institution and credit to our account.”

e File Copy

46




HFR-UB=2UUS HED 11:498 AN FAK N
MAR 23 20@5 !1:19 FR FIRST AMERICAN TITLEI® 49% £Hlc v cices

FASYLINK 4204206W221 15FPERO3 10:44/10:44 EST
FREM: CHAST TEXAS

CHASE TEWAS
T0: 2184952512

e

FROM: JPMORGAN CHASE BANK TEXAS

CUR REF: 7CD30219008988@22T2)

TO FIRST AMERICAK TITLE INS CO - IBC
ESCROW - SAN ANTOMIO DIVISION
1915 ¥.W. LoO? 418, STE %200
SAN ANTONIO TX 78213-

::91@ : CREDIT ADVICE:

WE CREDIT You
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120-CRIG TaiZ388
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C‘ EAST UNIVERSITY PARKWAY
OREM, UT B4ASA-

156 INTERMEDIARY BANK: ZIONS FIRST MATIOMAL BANK BALT LAKE
SALT LAKE CITY UT 84110

+72 RECRIVER INFO: /ENF/35417 GG FILE #54192

JRIME/ 10142
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Comment 1

HFK-UD=ZUUD WEU 11:90 AN

FAX NU,
MAR Ed'_ Eﬁaeﬂdl 118 FR FIRST HHEBI.QEN_TIILHE 490 £Y1E IV Eleussa

Neighbarhood
BUYERS FUND,INC: =~ #mwiewdts 0

3575 Noxth 100 Bast Suite 290 Provo, UT 84604
Phone (388) 627-3023 | Fax (388) 627-3025 # Phone (801) 224-4613 | Fax (801) 226-0878

Instructions to First American (Title Company) and Irrevocable
Agreement to Issue Funds

Buyee. AP TBFI Grant No,: 35412
Property Address: 1122 Hidden Pond, San Antonio, TX 78227

Broad Street Mortgage's Scheduled Closing Date: 2/19/2003

The Provo, Utzh office of The Buyers Fund™ has given final approvel for the issue of 3 grant to the sbove-named
Buyer tn connection with the closing. The Buyers Fund™ will wire you grant funds in the amount of $7,400, 1o be
disbursed to the Buyer ot the closing, This grant is given on condition of your debiting the Seller's proceeds in the
amount of S8,000 at the closing and winng such emount to The Buyers Fuad™ in dance with the §

contained herein, and further conditioned on yeur (i) accep of liability to hold, apply and disburse the grant
funds as a fiduciary and hold them 1n trust on the 1erms set forth herein, (i) agreement to retum the grant funds 1o
The Buyers Fund™, by wire in the event that the closing shall fail to take place on or befers the next business day
following the Scheduled Funding Date set forth opposite the Clesing Agent's signature below, with such payment to
bee wired before the close of business on said duy, (i) sgrecment to close, record and wire funds on the next
business day following closing, and (iv) confirmation that the seller has pgreed in writing and is oblipated to pey the
service fee amount set forts below st the closing of thus transsction. Upon failure to remit the service fee, the Title
Company will be responsitile for any and all attomey fees charged in the collection of the service fees.

We will wire funds only upon faxed recelpt of this document signed by the closing ugent. Also, please indicate
any known change o the Clasing Date set forth sbovs, IMPORTANT: Once you reccive our wire, you must
provide evidence of receipt of funds in the bormower's loan package that is retumed to the lender.

UPON FUNDING, please wire the seller service fee of $8,000 to The Buyers Fund™;
WIRING INSTRUCTIONS:

Destination Bank's Name: Zion's Bank

Destination Bank's Address: 406 N. State

Destination Bank's City: Orem, UT 84057

ABA Routing Number:

Credit Account Number: (g

Message: 35412- 00

We ack ledge receipt and accep of the [oregoing ions, agree thet they e imevocabls, agree to act in
striet accordance therewith, and agree that time is of the essenee thereof and that the signer of this agreement i3
authorized to sign on behwlf of the Title Company. Should the above amounts or dates change, the Clesing Agent
will contact The Buyers Fund™ for new closing instructions.

Date Time
Scheduled CLOSING Date: SGR Nl Nesdes
Scheduled FUNDING Date and Time D 14/8% l:!’_ 02 m@

(The TIME itie Cloging Agent nesdy Lo rective
hi by Wi

(Z.&Qﬂ&.___ &\_fﬁ@é Bacrow #: 94912

gent Signature Darte

~

—

Thes tav wae sart with GFrs FAXmaker FAX Sancer - For mare information visit' htp:liwaww gfi com
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Comment 2

Mr. James D. McKay
Page 26 of 71
April 12, 2005

7329011787
495-6149268
LP Accept
07/02/2002

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 1

Mr. James D. McKay
Page 27 of 71
April 12, 2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Comment 2

Mr. James D. McKay
Page 28 of 71
April 12, 2005

7329012875
495-6363427
LP Accept
02-19-2003

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers” credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers” credit history, including

accounts in collection status,

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers™ as noted on the LP feedback certificate. Credit Warranty FO on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay. " Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.

53




Mr. James D. McKay

Page 29 of 71

April 12,2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street has not been able to obtain documentation evidencing the transfer of the gift funds.

Comment 1
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Comment 2

Mr. James D. McKay
Page 30 of 71
April 12, 2005

7329011976
495-6172162
LP Accept
05-28-2002

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:
The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per

FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.
5. Page 17 of Appendix B, Documentation Matrix.
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Comment 1

Mr. James D. McKay
Page 31 of 71
April 12,2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the
borrower. We will provide the OIG with a copy upon our receipt,
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Comment 2

Mr. James D. McKay
Page 32 of 71
April 12, 2005

7329011428
495-6623192
LP Accept
07-01-2003

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers™ credit history, including

accounts in collection status.

Response:

The loan received an **Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 1

Mr. James D. McKay
Page 33 of 71
April 12, 2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Mr. James D. McKay
Page 34 of 71
April 12, 2005

7329013967
495-6147629
LP Accept
04-07-2003

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status,

C()m ment 2 The loan received an *Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warrantics and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Fxercise page 3, from an LP Originator workshop.,

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 1

Mr. James D. McKay
Page 35 of 71
April 12, 2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Comment 2

Mr. James D. McKay
Page 36 of 71
April 12, 2005

7329012948
495-6387750
LP Accept
12-12-2002

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status,

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay." Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver 1OC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 1

Mr. James D. McKay
Page 37 of 71
April 12, 2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of

the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Mr. James D. McKay
Page 38 of 71
April 12, 2005

7329012704
495-6333860
LP Accept

Closed 10/30/02
Underwriting Deficiencies:

The lender did not adequately cvaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers® credit history, including

accounts in collection status.

Response:

Comment 2 The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty FO on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.
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Mr. James D. McKay
Page 39 of 71
April 12, 2005

5. Page 17 of Appendix B, Documentation Matrix.

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of the

Comment 1

wire transfer of funds from the donor to the closing agent for the amount of the gifi.
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Comment 2

Mr. James D. McKay
Page 40 of 71
April 12,2005

7329011827
495-6136162
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers® credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status,

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers™ as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 2

Mr. James D. McKay
Page 41 of 71
April 12, 2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Comment 2

Mr. James D. McKay
Page 42 of 71
April 12, 2005

-

(g I
7329012696
495-6321261
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers® credit history. The lender did not pravide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status,

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4 Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 2

Mr. James D. McKay
Page 43 of 71
April 12, 2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of

the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Comment 2

Comment 2

Mr. James D. McKay
Page 44 of 71
April 12, 2005

m:;n

7329014162
495-6609733
LP Accept

Underwriting Deficiencies:

The lender did not require the borrowers to make the minimum investment. The lender gave the

borrowers an unexplained credit of $3,601 toward the downpayment.
Response:
The credit was not for downpayment. The credit was for the borrowers’ closings costs and pre-paids.

Total closing costs:  $2,237.35

Total prepaids: $1.747.13
Total: $3.984.48

The credit was less than the total noted above. Lender eredits are acceptable to FHA.

Underwriting Deficiencies:
The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide

adequate explanation for derogatory credit items noted on the borrowers® eredit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector Accordingly, per
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Comment 1

Mr. James D. McKay
Page 45 of 71
April 12, 2005

FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.
3. Page 17 of Appendix B, Documentation Matrix.

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of the

wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Comment 2

Comment 2

Mr. James D. McKay
Page 46 of 71
April 12, 2005

7329011974
495-6153000
LP Accept

Underwriting Deficiencies:

The lender did not require the borrowers to make the minimum investment. The lender gave the

borrowers an unexplained credit of $3,189 toward the downpayment.

Response:

The credit was not for downpayment. The credit was for the borrowers’ closings costs and pre-paids.

Total closing costs:  $1,949.00

Total prepaids: $1.413.77
Total: $3,362.77

The credit was less than the total noted above. Lender credits are acceptable to FHA.

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers® credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and

Waivers" as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
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Comment 2

Mr. James D. McKay
Page 47 of 71
April 12, 2005

states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the

borrower. We will provide the OIG with a copy upon our receipt.
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Comment 2

Mr. James D. McKay
Page 48 of 71
April 12, 2005

SeNTodEn
7329013958
495-6563001
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty FO on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.
5. Page 17 of Appendix B, Documentation Matrix.
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Mr. James D. McKay
Page 49 of 71
April 12, 2005

GIFT TRANSFER UNDOCUMENTED

THE LENDER DID NOT DOCUMENT THE TRANSFER OF
FUNDS FROM THE GIFT DONOR TO THE BORROWER.

RESPONSE

Comment 1 BROAD STREET IS IN THE PROCESS OF OBTAINING
EVIDENCE OF THE GIFT TRANSFER FROM THE DONOR TO
THE BORROWER. WE WILL PROVIDE THE OIG WITH A
COPY UPON OUR RECEIPT.
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Comment 2

Mr. James D. McKay
Page 50 of 71
April 12, 2005

7329013340
495-6173527
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers" credit history, including

accounts in collection status,

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 1

Mr. James D. McKay
Page 51 of 71
April 12, 2005

However in reviewing the loan, we discovered that there are 2 defaulted student loans that were
not addressed as to current status. Since these are considered a federal agency debt, they should

have been considered in the analysis.

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of

the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Comment 2

Comment 2

Mr. James D. McKay
Page 52 of 71
April 12, 2005

7329014746
495-6704874
LP Accept

Underwriting Deficiencies:

The lender did not resolve inconsistencies in the file. Earnest money was listed as $0, $500, and

$2,200. Cash require for closing was $1,456, but the buyer only had $395.

Response:

This is “new construction”. Builders often require the borrower to make a basic Earnest Money
(“EM”) deposit. Based on the borrower preference items, additional EM may be required. Page one
of the contract reflects the standard $500 EM, the addendum show the remainder of the EM. The
total EM on the HUD was under 2%, the amount HUD requires lenders to document the EM.

The borrower did not have to bring $1,456 to closing, this amount was actually “cash to™ the

borrower as a refund due to the DPA funds deposited.

Underwriting Deficiencies:
The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide

adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per

FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
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Comment 1

Mr. James D. McKay
Page 53 of 71
April 12, 2005

Waivers” as noted on the LP feedback certificate. Credit Warranty FO on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.
5. Page 17 of Appendix B, Documentation Matrix.

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the
borrower. We will provide the OIG with a copy upon our receipt.
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Comment 2

Mr. James . McKay
Page 54 of 71
April 12, 2005

7329012990
495-72770669
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an *“Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness 1o
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix,
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Mr. James D. McKay
Page 55 of 71
April 12, 2005

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Comment 2 Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.

89



APR-UB-2UUS WED 11:%8 An FAK NO.

P. 25
FIRST AMERICAN TITLE  Fax:713-785-771% War 23 2005 12:15 P, 02
T1/36/2009 1184 EY - REPIDALEDZA0SSMOATONSS crlm OF ANERTCA WIRE To: TLATSEIII - Page 4 of 1
- S/

Bankof America

B

i1
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Actn: BETTY COCDY
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Thenlk you for using Bank of America Wire Tronafer Servie

This transsction was credited teday in the amount o
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Padref/Seq: IMAD=20030115L2LFZBICO00LSS
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Beneficiary: PIRST TITLE INS - KB HOME
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Fax:  |(713)785-TT10 Pages: | 1, inchuding cover
Fhone: |(713) 785-1700 Date: | 1/17/2003

- " | Reminder of §7,000,00 In Funds Not Yet Retumed for;

l

 SamigemiRiioay
5743 Roe Hampton Court
Houston, TX 77084

On Wednesday, January 15 at 9:23 am, the Buyer's Fund™ wired out funds for the
Willlams file. We expected you to wire the funds back 1o us within 24 hours: by
Thursday, January 16 1 9:23 am, that time has now passed.

If'you have alrgady wired the funds back or if you believe that the bank may be in error,
please call us at (801) 224-4412. Our intemal referance number for this fils is: 31035.

Please wire the seller service fee of $7,000,00 to The Buyers Fund™
WIRING INSTRUCTIONS:
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Message: 31035-Williams

This fax was santwith GFI's FAXmaker FAX Server - For more Information, visik hitp:fAwwer.gH.com
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Comment 2

Mr. James D. McKay
Page 56 0f 71
April 12, 2005

7329013162
495-6425888
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers” credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers™ as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required 1o determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 2

Mr. James D. McKay
Page 57 of 71
April 12, 2005

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the
borrower. 'We will provide the OIG with a copy upon our receipt.
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Comment 4

Mr. James D. McKay
Page 58 of 71
April 12, 2005

7329012954
495-6536800
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers® credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff,

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.
5. Page 17 of Appendix B, Documentation Matrix.
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Mr. James D. McKay
Page 59 of 71
April 12, 2005

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the
Comment 2 borrower. We will provide the OIG with a copy upon our receipt.
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Comment 2

Mr. James D. McKay
Page 60 of 71
April 12, 2005

7329014647
495-6735938
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers® credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers” as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003.
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Comment 2

Mr. James D. McKay

Page 61 of 71

April 12, 2005

We do, however, concur that the unpaid judgments should have been considered in the analysis

and a requirement for them to be paid off,

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street is in the process of obtaining evidence of the gift transfer from the donor to the

borrower. We will provide the OIG with a copy upon our receipt.
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Comment 2

Mr. James D. McKay
Page 62 of 71
April 12, 2005

7329012144
495-6192256
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers’ credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers" as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002,
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Mr. James D. McKay
Page 63 of 71
April 12, 2005

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.

Comment 2
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Comment 2

Mr. James D. McKay
Page 64 of 71
April 12, 2005

7329012335
495-6244162
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers” credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers” credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac’s Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers™ as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.

We properly relied upon the guidance provided by HUD staff.

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Mr. James D. McKay
Page 65 of 71
April 12, 2005

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response

Broad Street respectfully submits that the OIG is incorrect in its finding. Attached isa copy of
the wire transfer of funds from the donor to the closing agent for the amount of the gift.

Comment 2
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Comment 2

Mr. James D. McKay
Page 66 of 71
April 12, 2005

SodeTEhin.
7329014126
495-66604430
LP Accept

Underwriting Deficiencies:

The lender did not adequately evaluate the borrowers’ credit history. The lender did not provide
adequate explanation for derogatory credit items noted on the borrowers® credit history, including

accounts in collection status.

Response:

The loan received an “Accept” designation from Freddie Mac's Loan Prospector. Accordingly, per
FHA and Freddie Mac if a file receives an Accept designation, the file has “Credit Warranties and
Waivers™ as noted on the LP feedback certificate. Credit Warranty F0 on the feedback certificate
states: “Credit Warranty: Not required to determine that the borrower shows the willingness to
pay.” Additionally, FHA HOC in Denver and Santa Ana have hosted lender seminars in which they

have provided guidance on this issue.
We properly relied upon the guidance provided by HUD staff,

We are providing the following in support of the above statements:
1. Copy of pages 25 and 137 of the presentation provided by Denver HOC in August 2003,
2. Copy of page 88 of the presentation provided by the Santa Ana HOC in April 2002.
3. Page 2-5 of the HUD Handbook 4155.1 Rev 4 Chg 1.
4. Page 43 and Exercise page 3, from an LP Originator workshop.

5. Page 17 of Appendix B, Documentation Matrix.
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Mr. James D. McKay
Page 67 of 71

Gift Transfer Undocumented

The lender did not document the transfer of funds from the gift donor to the borrower.

Response
Comment 2 Broad Street respectfully submits that the OIG is incorrect in its finding. Attached is a copy

of the wire transfer of funds from the donor to the closing agent for the amount of the gift.
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Comment 3

Comment 3

Mr. James D. McKay
Page 68 of 71
April 12, 2005

OIG Finding #2: Quality Control Plan

The OIG indicates that Broad Street's quality control plan did not meet HUD
requirements and was not fully implemented. The lender did not require the detection and
reporting of serious violations to HUD. Further, HUD indicates that the lender had not done
reviews of defaulted loans with six or fewer payments. HUD indicates that Broad Street did not
include an appraisal review in the plan. HUD indicates that officials disregarded or

misinterpreted HUD requirements. HUD indicates that without an effective quality control plan,

Broad Street allowed violations of HUD requi 1ts to increase HUD's losses through defaults

and foreclosures.

Broad Street’s Comments

Respectfully, Broad Street disagrees with the OIG's conclusion that the Company’s
quality control plan did not meet HUD requirements and was not fully implemented. The
Company has always been committed fully to quality control and strict compliance with HUD-

FHA requirements. We provide herewith our response.
Finding: Detecting and Reporting Violations
Broad Street did not meet HUD's requirements for detecting and reporting serious

violations. It did not select loans involving early loan defaults. As a result, it lacked assurance

that serious violations were detected and reported.

Response:

¢ The Quality Control group of Fieldstone’s Legal and Compliance Department audits a
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Comment 3

Mr. James D. McKay
Page 69 of 71
April 12, 2005
randomly selected sample of 10% of the loans closed by Broad Street each month.
* Due to size of the monthly random closed loan selection, loans having early payment
defaults may not be included in the random selection. Because loans having early

payment defaults are taken very seriously, in addition to the 10% random sample, each

and every loan identified on the “Neighborhood Watch” is audited as a “special audit”.

Finding: Defaulted Loans with Six or Fewer Payment

Broad Street’s quality control personnel did not review 11 of 12 loans we reviewed that
defaulted early, within the first six payments. A Broad Street official said the lender was behind

in completing delinguent loan audits.

Response:

* As stated above, Quality Control takes the review of loans having carly payment defaults
very seriously. To date all loans reviewed by the Office of Inspector General have also
been reviewed by Fieldstone’s Quality Control department. The department has reviewed
all loans having early payment defaults identified on the “Neighborhood Watch™ and is
current through the March 2005 Excel download of loans identified on the

“Neighborhood Watch”,

Finding: Appraisal Review

Broad Street’s plan did not require a review of the appraisal. As a result, Broad Street has

no quality assurance of appraisals. Please see Attachment A included herewith.
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Comment 3

Mr. James D. McKay

Page 70 of 71
April 12, 2005
Response:

e Please refer to Paragraph E. of “Section VII Production Audit: Re-verification of
Appraised Value” of the January 2004 Edition of “The Quality Control Plan”. This

section states the following:

“All loan files selected for review will have a desk review done on the property appraisal

by the Quality Control Auditor.

In addition, 10% of the 10% sample will have a spot-check appraisal prepared by a
qualified, state licensed or certified, independent appraiser. The spot-check appraisal may

consist of either a new appraisal or a field review appraisal. At a mini the field
review appraisal must include an exterior inspection of the property and the comparables
as well as thorough analysis with emphasis on the accuracy of the factual data on the
original appraisal report. The appraisal must be made by an appraiser other than the
original appraiser.”
* Further, please refer to “Section XXIII Attachments™ specifically, “HUD Quality Control
Review". This section states the following:
“Fieldstone will review either 1) 10% of all loans closed on a monthly basis; or 2) a
random sample that provides 95% confidence level with 2% precision.
- the selection includes loan from: all branches
- from all authorized agents, loan correspondents
- from all loan officers, underwriters, appraisers
All loans, which go into default within the first six months, are reviewed.”
* Although it is not possible to select all loan correspondents, loan officers, underwriters
and appraisers with every sample, an effort is made to select loans from each category as

often as possible.
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Mr. James D. McKay
Page 71 of 71
April 12, 2005

Conclusion

Broad Street appreciates this opportunity to respond to the draft audit report findings.
HUD remains our highly valued business partner in providing affordable home ownership
opportunities to qualified low and moderate income families. We continue to provide such

opportunities today, and will continue to do so in the future.

Broad Street has enjoyed a positive relationship with HUD and would like to resolve this
matter in a spirit of full cooperation. The Company recognizes that there were some
shortcomings in its performance and has taken corrective action to ensure that they will not recur.
Broad Street respectfully submits, however, that no administrative action or civil money penalties
against the Company are warranted, and that the audit report findings should be resolved with the

Quality Assurance Division of the HUD Denver Homeownership Center.

mt:t:rer

Cynlhh L. Harkness
Senior Vice President — General Counsel
Fieldstone Mortgage Company

ce: Gerald Thompson, OIG
Michael Hall, OIG
Mitchel H. Kider, WBSK
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OIG Evaluation of Auditee Comments

Comment 1 Minimum Investment Not Made. The essence of our finding is that the nonprofits
are not providing a true gift to the buyer. The buyer has to repay the “gift,” including interest;
the “gift” is simply being added to the price of the house. Other buyers that do not participate in
the nonprofit program are being charged a lower price for the same house.

Contrary to Broad Street’s assertions, HUD has never approved the practice of raising the price
of a house to cover downpayment assistance. The April 7, 1998 Office of General Counsel
opinion dealt with the issue of sellers making contributions to nonprofit providers, and concluded
that Nehemiah’s practice complies with HUD guidelines because the seller’s payment could not
be identified as the direct source of the buyer’s downpayment. The same opinion quotes the
HUD requirement that “No repayment of the gift may be expected or implied.” Our finding
provides documentary evidence to show that buyers are in fact having to repay the “gift” through
an increase in the price of the house. As such, there is no bona fide gift involved in these
transactions, and the statutory minimum investment requirement is being circumvented. Broad
Street states that “In some instances” the sellers increased the sales price to cover the fee and/or
contribution that they paid to the nonprofit organization. However, our review found that this
practice was the rule rather than the exception, occurring in 24 of 26 cases involving gifts from
nonprofit entities. Broad Street’s comment that the appraisal supports the value of the property
skirts the issue of the gift requirement. The sales price is not being raised because of any
appraisal, but rather to cover the cost of the seller’s contribution to the nonprofit. Further, HUD
requires that the maximum loan amount be calculated based on the lesser of the sales price or
appraised value.

Comment 2 We concluded that the appraisal and credit borrower issues were secondary to the
primary issue regarding gifts and minimum investment, and therefore revised the report to
exclude these issues. For privacy act purposes, we redacted borrower names.

Comment3 We revised our draft recommendations regarding finding 2. We acknowledge
Broad Street’s statement that it has now reviewed the early payment defaults in our sample, it is
current with such reviews through March 31, 2005, and that it has always been committed to
quality control and strict compliance with HUD-FHA compliance. However, we believe the plan
needs to contain provisions for reporting to HUD serious problems, if any, discovered during the
quality control reviews, and more detail as to procedures for the quality control review of
appraisals. In addition, better controls need to be in place to assure timely reviews of loans that
default within 6 payments.
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Appendix D
CRITERIA

Minimum Investment, Title 24, Code of Federal Regulations, 203.19

(a) At the time the mortgage is insured, the mortgagor shall have paid in cash or its equivalent
the following minimum amount:

(1) In all cases (except those involving a veteran meeting the requirements of Sec. 203.18(b)
or a disaster victim meeting the requirements of Sec. 203.18(e)), the minimum investment shall
be at least 3 percent of the Commissioner’s estimate of the cost of acquisition (excluding the
amount of any one-time mortgage insurance premium payable in accordance with Sec. 203.280)
or such other larger amount as the Commissioner may determine.

Due Diligence, Title 24, Code of Federal Regulations, 203.5(c)

(¢) Underwriter due diligence. A Direct Endorsement mortgagee shall exercise the same level of
care that it would exercise in obtaining and verifying information for a loan in which the
mortgagee would be entirely dependent on the property as security to protect its investment.
Mortgagee procedures that evidence such due diligence shall be incorporated as part of the
quality control plan required under Sec. 202.5(h) of this chapter. The Secretary shall publish
guidelines for Direct Endorsement underwriting procedures in a handbook, which shall be
provided to all mortgagees approved for the Direct Endorsement procedure. Compliance with
these guidelines is deemed to be the minimum standard of due diligence in underwriting
mortgages.

Mortgage Calculation, Mortgagee Letter 98-29

...the property’s sales price (or appraised value, if less) exclusive of any borrower-paid closing
costs will be multiplied by a percentage that is determined by both the sales price (or value, if
less) and the average closing cost for that State. This determines the maximum mortgage amount
that FHA will insure if the mortgagor makes a cash investment of at least three percent into the
property, which may include closing costs.

Maximum Mortgage, HUD Handbook 4155.1, “Mortgage Credit Analysis,” Chapter 1,
paragraph 1-7A and B

A. The seller (or other interested third parties such as real estate agents, builders, developers,
etc., or a combination of parties) may contribute up to six percent of the property’s sales price
toward the buyer’s actual closing costs, prepaid expenses, discount points, and other financing
concessions. Contributions exceeding six percent of the sales price or exceeding the actual cost
of prepaid expenses, discounts points, and other financing concessions will be treated as
inducements to purchase, thereby reducing the amount of the mortgage. Closing costs normally
paid by the borrower are considered contributions if paid by the seller. Inducements to purchase
are described in paragraph B, below.
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The six percent limitation also includes seller payment for permanent and temporary interest rate
buydowns and other payment supplements, payments of mortgage interest for fixed rate
mortgages and GPMs [graduated payment mortgages] only (but not principal), mortgage
payment protection insurance, and payment of UFMIP [Up Front Mortgage Insurance Premium].

Fees typically paid by the seller under local or state law, or local custom, such as real estate
commissions, charges for pest inspections, fees paid for trustees to release a deed of trust, etc.,
are not considered contributions. The dollar limit for seller contributions is calculated by using
Attachment A on the HUD-92900-PUR /HUD-92900WS forms. Each dollar exceeding FHA’s
[Federal Housing Administration] six percent limit must be subtracted from the property’s sales
price before applying the appropriate LTV [loan-to-value] ratio.

B. Certain expenses (beyond those described above) paid on behalf of the borrower, as well as
other inducements to purchase, result in a dollar-for-dollar reduction to the sales price before
applying the appropriate LTV ratio. These inducements include decorating allowances, repair
allowances, moving costs, and other costs as determined by the appropriate HOC [Home
Ownership Center]. We also require dollar-for-dollar reductions to the sales price for excess rent
credit (see 2-10 N), as well as for gift funds not meeting the requirements stated in Chapter 2.

Personal property items such as cars, boats, riding lawn mowers, furniture, televisions, etc.,
given by the seller to consummate the sale result in a reduction to the mortgage. The value of the
item(s) must be deducted from the sales price and the appraised value of the property (if not
already done so by the appraiser) before applying the LTV ratio. However, certain items,
depending upon local custom or law, may be considered as part of the real estate transaction with
no adjustment to the sales price or appraised value necessary. These items include ranges,
refrigerators, dishwashers, washers, dryers, carpeting, window treatments, and other items as
determined by the jurisdictional HOC. That office determines if these items affect value and are
considered customary. Replacement of existing equipment or other realty items by the seller
before closing, such as carpeting or air conditioners, does not require a value adjustment
provided no cash allowance is given to the borrower.

In addition, if the seller or builder of the property agrees to pay any portion of the borrower’s
sales commission on the sale of the borrower’s present residence, the amount paid by the seller
or builder is an inducement to purchase and must be subtracted dollar for dollar from the sales
price before the LTV ratio is applied. Similarly, a borrower not paying real estate commission
on the sale of a present home constitutes a sales concession, if the real estate broker or agent is
involved in both transactions and the seller of the property purchased by the borrower pays a real
estate commission exceeding that typical for the area. In these situations, the amount paid by the
seller above the normal real estate commission is considered an inducement to purchase and
must be subtracted from the sales price of the property being purchased before applying the LTV
ratio.

Mortgage Amount limitations when the Downpayment Assistance Provider is Also the
Seller of the Property, Mortgagee Letter 2002-22, Section D.

In accordance with Section 528 of the National Housing Act, the combined loan-to-value
(CLTV) or indebtedness may be affected when the downpayment assistance provider is also the
seller. All sellers are permitted to pay the homebuyer’s closing costs, prepaid expenses, and
discount points up to an amount equaling six percent of the sales price; any amount above this
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threshold results in a dollar-for dollar reduction to the loan amount. Similarly, if a governmental
unit or nonprofit is providing a gift of equity from the sale of the property, there must be a dollar-
for-dollar reduction to the sales price.

Gifts, HUD Handbook 4155.1, “Mortgage Credit Analysis,” Chapter 2, section 3, paragraph 2-
10C

An outright gift of the cash investment is acceptable if the donor is the borrower’s relative, the
borrower’s employer or labor union, a charitable organization, a governmental agency or public
entity that has a program to provide homeownership assistance to low- and moderate-income
families or first-time homebuyers, or a close friend with a clearly defined and documented
interest in the borrower. The gift donor may not be a person or entity with an interest in the sale
of the property, such as the seller, real estate agent or broker, builder, or any entity associated
with them. Gifts from these sources are considered inducements to purchase and must be
subtracted from the sales price. No repayment of the gift may be expected or implied. (As a
rule, we are not concerned with how the donor obtains the gift funds provided they are not
derived in any manner from a party to the sales transaction. Donors may borrow gift funds from
any other acceptable source provided the mortgage borrowers are not obligors to any note to
secure money borrowed to give the gift.) This rule also applies to properties of which the seller
is a government agency selling foreclosed properties, such as the Veterans Administration or
Rural Housing Services. Only family members may provide equity credit as a gift on a property
being sold to other family members. These restrictions on gifts and equity credit may be waived
by the jurisdictional HOC provided that the seller is contributing to or operating an acceptable
affordable housing program.

The lender must document the gift funds by obtaining a gift letter, signed by the donor and
borrower, that specifies the dollar amount of the gift, states that no repayment is required, shows
the donor’s name, address, telephone number, and states the nature of the donor’s relationship to
the borrower. In addition, the lender must document the transfer of funds from the donor to the
borrower, as follows:

If the gift funds are in the homebuyer’s bank account, the lender must document the transfer of
the funds from the donor to the homebuyer by obtaining a copy of the canceled check or other
withdrawal document showing that the withdrawal is from the donor’s account. The
homebuyer’s deposit slip and bank statement that shows the deposit is also required.

If the gift funds are to be provided at closing:

a. Ifthe transfer of the gift funds is by certified check made on the donor’s account, the lender
must obtain a bank statement showing the withdrawal from the donor’s account, as well as a
copy of the certified check.

b. Ifthe donor purchased a cashier’s check, money order, official check, or any other type of
bank check as a means of transferring the gift funds, the donor must provide a withdrawal
document or canceled check for the amount of the gift, showing that the funds came from the
donor’s personal account. If the donor borrowed the gift funds and cannot provide
documentation from the bank or other savings account, the donor must provide written
evidence that those funds were borrowed from an acceptable source, i.e., not from a party to
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the transaction, including the lender. “Cash on hand” is not an acceptable source of the
donor’s gift funds.

Regardless of when the gift funds are made available to the homebuyer, the lender must be able
to determine that the gift funds ultimately were not provided from an unacceptable source and
were indeed the donor’s own funds. When the transfer occurs at closing, the lender remains
responsible for obtaining verification that the closing agent received funds from the donor for the
amount of the purported gift and that those funds came from an acceptable source.

NOTE: FHA (Federal Housing Administration) does not “approve” down payment assistance
programs in the form of gifts administered by charitable organizations (i.e., nonprofits).
Mortgage lenders are responsible for assuring that the gift to the homebuyer from the charitable
organization meets the appropriate FHA requirements and the transfer of funds is properly
documented. In addition, FHA does not allow nonprofit entities to provide gifts to homebuyers
for the purpose of paying off installment loans, credit cards, collections, judgments, and similar
debts.

Gifts, MORTGAGEE LETTER 00-28

As part of HUD’s recently announced initiatives to address predatory lending practices targeted
at FHA borrowers, it has revised its procedures for verifying the transfer of gift funds from
private individual donors to homebuyers, as well as the required contents of the gift letter itself.
These reforms are intended to ensure to the greatest extent possible that the gift funds were in
fact the donor’s own and are not derived from an unacceptable source. The donor must be able
to furnish conclusive evidence that the funds given to the homebuyer came from the donor’s own
funds and thus, were not provided directly or indirectly by the seller, real estate agent, builder, or
any other entity with an interest in the sales transaction.

The gift letter, as always, must specify the dollar amount given, be signed by the donor and the
borrower, state that no repayment is required, and show the donor’s name, address, telephone
number, and relationship to the borrower. It now must also contain language asserting that the
funds given to the homebuyer were not made available to the donor from any person or entity
with an interest in the sale of the property including the seller, real estate agent or broker,
builder, loan officer, or any entity associated with them.

In addition to the existing instructions regarding gift funds outlined in the mortgage credit
analysis handbook (HUD 4155.1, REV-4, CHG 1), the verification process described below must

be met.

If the gift funds are in the homebuyer’s account:

e The lender must document the transfer of the funds from the donor to the homebuyer by
obtaining a copy of the canceled check or other withdrawal document showing the
withdrawal is from the donor’s personal account, along with the homebuyer’s deposit slip or
bank statement that shows the deposit.
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If the gift funds are to be provided at closing:

» If the transfer of the gift funds is by certified check made on the donor’s account, the lender
must obtain a bank statement showing the withdrawal from the donor’s personal account as
well as a copy of the certified check.

» If the donor purchased a cashier’s check, money order, official check, or any other type of
bank check as a means of transferring the gift funds, then the donor must provide a
withdrawal document or canceled check for the amount of the gift showing the funds came
from the donor’s personal account. If the donor borrowed the gift funds and thus, cannot
provide the documentation from his or her bank or other savings account, the donor must
provide evidence that those funds were borrowed from an acceptable source, i.e., not from a
party to the transaction including the mortgage lender. “Cash on hand” is not an acceptable
source of the donor’s gift funds.

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. 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.

When FHA reviews the performance of a lender on loans where gift funds were provided for the
downpayment, it must be able to trace the gift funds from the donor to the homebuyer. In cases
in which irregularities occurred with respect to the gift as a result of a lender not complying with
the Department’s requirements, there may be grounds for administrative action and the lender
may be referred to the Mortgagee Review Board for the imposition of administrative sanctions or
civil money penalties.

Quality Control Plan — HUD Handbook 4060-1 GHG-1
Paragraph 6-2 — Mortgagees must design programs that meet these basic goals:

e Assure compliance with HUD’s and the mortgagee’s own origination or servicing
requirements throughout its operations.

e Protect the mortgagee and HUD from unacceptable risk.

¢ Guard against errors, omissions, and fraud.

e Assure swift and appropriate corrective action.

Failure to comply with specific Quality Control requirements may result in sanctions and the
imposition of Civil Money Penalties by the Mortgagee review Board (MRB).

Paragraph 6-6. Basic Requirements for Quality Control of Single Family Production
D. Early Payment Defaults. In addition to the loans selected for routine quality control

reviews, mortgagees must review all loans going into default within the first six payments. As
defined here, early payment defaults are loans that become 60 days past due.
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E. 2. Credit Documentation Reverification. Documents contained in the loan file should be
checked for sufficiency and subjected to written reverification. Examples of items that must be
reverified include but are not limited to, the mortgagor’s employment or other income, deposits,
gift letters, alternate credit sources, and other sources of funds. Sources of funds must be
acceptable as well as verified.

E.3. Appraisals. A desk review of the property appraisal must be performed on all loans chosen
for a Quality Control Review except streamline refinances and HUD Real Estate Owned (REO)
sales. The desk review must include a review of the appraisal data, the validity of the
comparables, the value conclusion, any changes made by the underwriter and the overall quality
of the appraisal.

Mortgagees are expected to perform field reviews on 10 percent of the loans selected during the
sampling process....
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