CHAPTER 4
ANNUAL RENEWAL OF FHA APPROVAL

4-1 Requirenent for Annual Renewal. A nortgagee nmust renewits
approval each year. |In addition to continuing to neet all the requirenents it
net for initial approval, it nust also execute the Title Il Yearly Verification

Report. A nortgagee, except a governmental entity, nust pay an annua
recertification fee. A non-supervised nortgagee or non-supervised | oan
correspondent nust submit an acceptable audited financial statenents and
suppl enentary reports.

4-2 Yearly Verification Report. Annually, each nortgagee nust

complete and return to the Departnment a Title Il Yearly Verification Report
(V-Form which can be downl oaded fromtheir Institution Profile page in
the Lender Approval part of the FHA Connection. See instructions at:
https://entp. hud. gov/ pdf/ np_| ndapp. pdf. The report nust be conpl eted by
the nortgagee, signed by a senior officer (vice president or above) and
returned to FHA within 30 days after the close of the nortgagees fisca
year. A copy should be given to a non-supervised nortgagees auditor for
revi ew and as proof of FHA approval

A Update By Mrtgagee. The nortgagee nust nmake the necessary

changes to its institution profile in the FHA Connection to ensure the
V-Forminformation is correct before downl oadi ng, signing and submitting
the form

B. Branch Office Information. The report displays the total nunber of
regi stered branch offices of the nortgagee. |If the nunber is incorrect or
within the past year, branches have noved, changed or added a dba or
changed managers, the nortgagee should record the corrections through the
Lender Approval functions on FHA Connecti on before downl oadi ng,

signing and submtting the form

4-3 Annual Renewal Fees. Al nortgagees except governmental
institutions nust pay an annual renewal fee within 30 days after the close of
the nortgagees fiscal year

A Amount. A nortgagee nust remt a $500 annual renewal fee for its
approved main office and $200 for any registered branch office that was

regi stered at least six nonths prior to the end of the nortgagees fiscal year
No renewal fee is due for branches registered in the | ast six nonths of a
nort gagees fiscal year. |In addition, no fee is required for a non-registered
office or any office that the nortgagee del etes through the Lender Approva
functions on FHA Connection before they pay their renewal fee.

B. Payment. This paynent nust be nade by accessing pay.gov via the

FHA Connection by using the Pay Now button that has been added to the
Institution Profil e page of each nortgagee. Delete any branches that are not
bei ng renewed before clicking on the Pay Now button, in order to be

charged the correct ampbunt. See instructions at:

htt ps://entp. hud. gov/ pdf / np_| ndapp. pdf.

4-4 LASS Submi ssion of Annual Audited Financial Statements. Wthin

90 days after the close of its fiscal year, non-supervised nortgagees and
non- supervi sed | oan correspondents nust subnit their audited financial and
conpliance data electronically through LASS. The LASS honepage at



http://ww. hud. gov/ of fi ces/ hsg/ sfh/lass/prodl ass. cfmcontains |inks on
how to register to use LASS, FAQs, |atest updates and additional links to
many itens including the LASS User Manual. LASS consists of: (1)
specifically designed financial data tenplates (FDT) which collects
financial data; (2) a data collection form (DCF) which will collect

i nformati on about the nortgagee and the auditor reporting on the financial
statenents, internal controls, conpliance data, and the attachnment of the
nort gagees signed audit reports, including the conpliance and interna
control reports to their financial statenents and (3) a Note and Fi ndi ng
tenpl ate which allows for the attachnment of the nortgagees audited
footnotes, auditors finding, and nortgagees corrective action plans.

The hard copy basic financial statenents and auditor reports nust be issued
prior to the nmortgagee initiating their electronic subm ssion of their
financial and conpliance data and are the basis for the nortgagees

el ectronic subm ssion. The basic financial statenents nust be prepared and
audited in accordance with HUD | G nost recent Handbook 2000. 04,
Consol i dated Audit CGuide for Audits of HUD Prograns; and GAGCs nost

recent Government Auditing Standards (the Yell ow Book). The audit nust

be done by a Certified Public Accountant (or a Public Accountant |icensed
on or before Dec. 31, 1970) qualified to performthe audit and licensed to
practice in the State in which the nortgagee has its honme office, and who
has not been suspended, debarred, or otherw se excluded from perform ng
audits of nortgagees. Wen requested by the Departnent, a nortgagee

must subnit any other materials that may be needed to make a

determ nati on regardi ng continuation of approval

If the auditor becones aware of illegal acts or fraud that have occurred or
are likely to have occurred, the auditor nust report instances of fraud and
illegal acts. The auditor nust report directly to the HUD District |Inspector
General for Audit. For details, see Chapter 1 of the npbst recent version of
HUD | G Handbook 2000. 04, Consolidated Audit CGuide for Audits of HUD

Programs. The Ofice of the Inspector will notify the appropriate offices
within the Department, including the Ofice of Lender Activities and
Program Conpl i ance.

A Required Reports by Type of Mrtgagee For LASS Subni ssion
1. Non- supervi sed Mortgagee. A non-supervi sed nortgagee, unless

exenpt per paragraph 4-4(B)(5), nust maintain the follow ng docunents to
support their el ectronic subm ssion

a. Audited financial statenents

* Bal ance sheet;

* | ncone statenent,;

* Cash flow statenent;

* Statement of Equity; and

* Foot not es.

b. Conput ati on of adjusted net worth including a Statenent of

Auditing Standards (SAS) 29 opinion. The SAS 29 opinion can be issued
in a separate report or included within the Independent Auditors Report on
the Financial Statenents.

C. | ndependent Auditors Report on the Financial Statements.



d. | ndependent Auditors Report on Internal Control

e. | ndependent Auditors Report on Conpliance with Specific

Requi rements Applicable to Major/Non-Major HUD Programs. Major
program nort gagees are subject to an audit of their conpliance with HUD
maj or progranms. Non-nmj or program nortgagees are subject to a review of
their conpliance with HUD non-nmmjor prograns. Major program nmeans an

i ndi vi dual assi stance programor a group of progranms in a category of
Federal financial assistance, which exceeds $300,000 during the applicable
year. A project, which has an outstandi ng HUD-i nsured or guaranteed | oan
bal ance exceedi ng $300, 000 as of the reporting date, shall be considered a
maj or program A nortgagee or | oan correspondent, which originates

and/ or services an aggregate of FHA-insured | oans exceedi ng $300, 000
during the period under audit, is considered a major program

f. Schedul e of Audit Finding. Wen reporting deficiencies in interna
control or instances nonconpliance the auditor should generate a schedul e

of finding. The auditor should place their findings in proper perspective by
providing a description of the work performed that resulted in the finding.
To the extent possible the auditor should develop the elenments of criteria,
condition, cause, effect, and recomendati ons to assi st nanagenent in
under st andi ng the need for taking corrective action.

g. Corrective Action Plan. |If the auditor has noted any findings then
the nortgagee nmust submit a corrective action plan, which addresses each
findi ng.

2. Non- supervi sed Loan Correspondent. A non-supervised | oan
correspondent, unless exenpt per paragraph 4-4(B)(5), must maintain the
foll owi ng docunents to support their el ectronic subm ssion

a. Audi ted financial statenents.

* Bal ance sheet;

* | ncone statenent;

* Cash fl ow statenent;

* Statement of Equity; and

* Foot not es.

b. Conput ati on of adjusted net worth including a Statenent of

Audi ting Standards (SAS) 29 opinion. The SAS 29 opinion can be issued
in a separate report or included within the Independent Auditors Report on
the Financial Statenents.

c. Independent Auditors Report on the Financial Statenents.
d. | ndependent Auditors Report on Internal Control

e. | ndependent Auditors Report on Conpliance with Specific

Requi renments Applicable to Major/Non-major HUD Programs. Major

program nortgagees are subject to an audit of their conpliance with HUD
maj or progranms. Non-nmj or program nortgagees are subject to a review of
their conpliance with HUD non-major prograns. Mjor program nmeans an

i ndi vi dual assi stance programor a group of prograns in a category of
Federal financial assistance, which exceeds $300,000 during the applicable
year. A project, which has an outstandi ng HUD-i nsured or guaranteed | oan
bal ance exceedi ng $300, 000 as of the reporting date, shall be considered a



nmaj or program A nortgagee or | oan correspondent, which originates
and/ or services an aggregate of FHA-insured | oans exceedi ng $300, 000
during the period under audit, is considered a major program

For Title Il loan correspondents, the requirement for the auditor to review
and report on the nortgagees conpliance has been nodified under the
condition that the Sponsor agrees to assune the responsibility of assuring
compliance for each | oan correspondent under their sponsorship. |In those

i nstances where the Sponsor agrees to assune the responsibility of assuring
conpliance of |oan correspondents under their sponsorship the Sponsor

nmust comuni cate annually in witing to the individual |oan

correspondents their intent to assune responsibility for their conpliance.
The Sponsor nust indicate the areas of conpliance that they will be

assum ng. The Sponsor nust issue annually a witten report summari zi ng

the results of their conpliance testing. In addition, the Sponsor nust
accunul ate and retain the supporting information that served as the basis
for the witten annual conpliance report issued to the |oan correspondent.
Nevert hel ess, in accordance with Governnent Auditing Standards (the

Yel | ow Book) it is incunmbent upon the auditor to test and report on those
areas of conpliance not assuned by the Sponsor. In addition, the auditor
nust determ ne where applicable that the Sponsors are testing and reporting
the results of their conpliance reviews. Accordingly, when neeting the
requi renents of Government Auditing Standards, the auditor should issue a
Report on Conpliance and on Internal Control Over Financial Reporting

Based on an Audit of Financial Statenents Perforned in Accordance with
GOVERNMENT AUDI TI NG STANDARDS. The report may vary

dependi ng on whether there are reportable instances of nonconpliance or

mat eri al weaknesses. However, if the non-supervised | oan correspondent is
al so approved under the Title | program then separate reports on interna
control and conpliance will have to be issued for that program

f. Schedul e of Audit Finding. Wen reporting deficiencies in interna
control or instances nonconpliance the auditor should generate a schedul e

of finding. The auditor should place their findings in proper perspective by
providing a description of the work performed that resulted in the finding.
To the extent possible the auditor should develop the elenents of criteria,
condition, cause, effect, and recomendati ons to assi st nanagenent in
under st andi ng the need for taking corrective action.

g. Corrective Action Plan. |f the auditor has noted any findings then
the nortgagee nmust submit a corrective action plan, which addresses each
findi ng.

B. Types of Mrtgagee for Wi ch LASS Subm ssion are Not Required.

1. Supervi sed Mortgagee.

2. Supervi sed Loan Correspondent.
3. | nvesti ng Mortgagee.
4. Governnental Institution

5. Newl y Approved Mdrtgagee. |f the nortgagees initial approval date

is less than six nmonths prior to the end of its fiscal year and the audited
financial statenments subnmitted for approval are for the period ended not
nore than six nonths prior to the end of its fiscal year, then the nortgagee



is not required to subnmit new audited financial statenments for
recertification, nor is an annual recertification fee due. However, the
audited financial statenments submitted with its next renewal must cover the
period fromthe date of its initial audited financial statenments to the end of
its fiscal year. The period covered by the renewal audit cannot exceed 18
nont hs.

C. Extensi ons. Extensions are granted only in cases of catastrophic
events beyond the control of |ender or auditor. Extension requests nust be
submitted through LASS. The request nust be received no earlier than 45
days prior to the subm ssion due date and no |ater than 15 days prior to the
subm ssi on due date.

4-5 LASS Revi ew Procedures. Each annual LASS submi ssion by a

non- supervi sed nortgagee or non-supervi sed | oan correspondent is

reviewed to determne conpliance with the Departnments net worth
liquidity, audit reporting and other financial requirenents for continued
approval. The review consists of, but is not limted to, the follow ng
pr ocedures.

A Auditors Report. HUD reviews the information provided in the
LASS submi ssion to verify:

1. The audit was done by a qualified auditor, the audit firmcontact is
identified, and contact information and identifying information on the audit
firmis provided.

2. The attestation was done by a qualified auditor, the attester is
identified, and contact information and identifying information on the audit
firmis provided.

3. The period covered by the financial statements corresponds to the
date recorded in FHA records as stated in the nortgagee history profile
screen.

4, The audit was done in accordance with:

General |y Accepted Auditing Standards (GAAS);
* CGenerally Accepted CGovernnent Auditing Standards (GAGAS) as
contained in the nost recent Ceneral Accountability Ofice (GAO Audit
Gui de -- Governnent Auditing Standards (commonly known as the Yell ow
Book); and
* The nobst recent version of HUD | G Handbook 2000. 04
Consol idated Audit CGuide for Audits of HUD Prograns

5. The financial statenents conply with Generally Accepted
Accounting Principles (GAAP).

6. The auditors opinion on the financial statenents, including all
notes. In addition, the auditor must express a SAS 29 opinion on the
nort gagees conputation of its adjusted net worth.

B. Annual Submi ssion. HUD reviews the nortgagees LASS
submi ssi on for conpl eteness and consi stency and to verify that it includes:

1. Audi ted Fi nanci al Statenents.



* Bal ance Sheet. All accounts are properly classified and reported within
the FDT. Al unacceptable assets nust be clearly identifiable. Escrows
must be excluded from assets of the nortgagee;

* I ncone Statenent. Revenues from nortgage and non-nortgage rel ated
activities nmust be clearly identifiable and properly classified,

* Statenment of Equity;

* Statement of Cash Fl ows;

* Notes to the financial statenments. Footnotes nust be attached and nust
comply with GAAP

* Conputation of Adjusted Net Worth for FHA Requirenents. Mrtgagee

has mai ntained their Net Worth required for their programtype; and

* Liquidity. Mrtgagee has maintained their required Liquidity for their
program type.

2. | ndependent Auditors Report on Internal Control. Through review
of the LASS subm ssion, HUD verifies that the audit contains the required
and properly prepared report on internal control structure.

3. | ndependent Auditors Report on Conpliance with Specific

Requi renents Applicable to Major/Non-mgjor HUD Programs. Through
revi ew of the LASS subnission, HUD verifies that the audit contains
required and properly prepared conpliance report: the CPAs Report on the
Internal Control Structure and Report on Conpliance with Specific

Requi rements Applicable to Major HUD Prograns (if aggregate bal ances
originated or serviced were $300,000 or nore) or Report on Conpliance

wi th Specific Requirenents Applicable to Non-najor HUD Program
Transactions. HUD checks that the reports are in accordance with:

* HUD I G npbst recent Handbook 2000. 04, Consolidated Audit Cuide for
Audits of HUD Progrars;

* GACs npst recent Governnment Auditing Standards (the Yell ow Book),

and

* Statement of Auditing Standards (SAS) Nunber 74, Conpliance

Audi ting Considerations in Audits of Governmental Entities and Recipients
of Governnental Financial Assistance, Feb. 1995.

If a loan correspondent subnmits the alternative Report on Conpliance and
on Internal Control Over Financial Reporting Based on an Audit of

Fi nanci al Statenents Performed in Accordance with Government Auditing

St andards, the report nust adhere to Governnent Auditing Standards
reporting requirenents.

4. Audit Findings & Corrective Action Plans. HUD verifies that there
is an acceptable audit finding and corrective action plan for every
reportabl e condition and/or nmaterial weakness and material nonconpliance
i ndi cat or.

5. Adj usted Net Worth. HUD reviews the nortgagees financial

statenments and notes to the LASS submission to deternmine if there are
unaccept abl e assets. Unacceptable assets are listed in chapter 7 of the nobst
recent version of HUD | G Handbook 2000. 04, Consolidated Audit Guide

for Audits of HUD Prograns. Unacceptable assets nmust be deducted from
owners equity as shown in the Bal ance Sheet. The conputation nmust be

shown in the Conmputation of Adjusted Net Worth.

a. Correction of Deficiency Before Audit Report is Issued. |f the
nort gagees adjusted net worth falls bel ow FHA requirenents, HUD



reviews the notes to the financial statements to deternmine if there has been
a subsequent event that brings the nortgagees net worth to FHA
requirenents.

b. Correction of Deficiency After Audit Report is Issued. Wen the

nort gagee has corrected a deficiency in its Adjusted Net Wrth after the
date of the auditors report, then the nortgagee nust submt docunentation

to support that sufficient amount of capital has been contributed to the
company to correct the deficiency. This docunentation nmust include the

audit finding, witten by the financial statenment auditor, on the |ack of
conpliance with the net worth requirenment and the corrective action plan,
witten by the nortgagee, detailing how the deficiency was corrected and
how t he conpliance will be nonitored. The nortgagees corrective action

pl an must describe the formof the capital contribution, the exact date of the
contribution, and the amount or value of the contribution. Al so, the auditor
nmust provide a signed statenent that they verified the subsequent capita
contribution to the nortgagees books and records.

C. Failure to Meet Net Wirth Requirenment. Analysis of the LASS

submi ssion and notes that reveals that the nortgagees adjusted net worth
does not neet FHA requirenents is grounds for adm nistrative action by
HUDs Mort gagee Revi ew Board.

d. Failure to Maintain Required Net Worth. [If the review of a LASS

submi ssi on discl oses that the nortgagee does not consistently maintain the
required net worth throughout the year, the Departnment nay request that the
nortgagee subnmit interimaudited or conpiled financial statenents and
consider further actions. The failure to consistently maintain the required
net worth is grounds for an administrative action by the Mrtgagee Revi ew
Boar d.

6. Liquid Assets. HUD reviews the Bal ance Sheet, Statenent of Cash
Fl ows, and notes to the nortgagees LASS submi ssion to verify that the
nort gagee has, and has consistently naintai ned, adequate |liquid assets.

a. Correction of Deficiency Before Audit Report is Issued. If the
nortgagees total liquid assets fall bel ow FHA requirenents, HUD revi ews
the notes to the financial statenents to determine if there has been a
subsequent event that brings the nortgagees liquid assets to FHA

requi renents.

b. Correction of Deficiency After Audit Report is Issued. When the

nort gagee has corrected a deficiency in its liquid assets after the date of the
auditors report, then the nortgagee nust submit documentation to support

that sufficient amount of cash and/or acceptabl e cash equival ents has been

i nfused into the conpany to correct the deficiency. This docunentation

nmust include the audit finding, witten by the financial statenent auditor

on the lack of conpliance with the requirenment and the corrective action

plan, witten by the nortgagee, detailing how the deficiency was corrected

and how the conpliance will be nonitored. Al so, the auditor mnust provide

a signed statenment that they verified the subsequent liquid asset infusion to
the nortgagees books and records. Depending on the situation, HUD nmay

require a higher |level of assurance or additional docunentation

C. Failure to Meet Liquid Assets Requirenent. Analysis of the LASS
submi ssion and notes that reveals that the nortgagees total |iquid assets do
not nmeet FHA requirenents is grounds for admnistrative action by the



Mort gagee Revi ew Boar d.

d. Failure to Maintain Required Liquid Assets. |If HUDs review of

LASS subni ssi on di scl oses that the nortgagee does not consistently

maintain the required liquid assets throughout the year, the Departnment may
request that the nortgagee submit interimaudited or conpiled financial
statenents and consider further actions. The failure to consistently
maintain the mnimumliquid assets is grounds for an adninistrative action
by the Mrtgagee Revi ew Board

7. Revenues. The principal source of revenues of a non-supervised

nort gagee or non-supervi sed | oan correspondent nust be fromits nortgage

| endi ng operations, property inprovenent or manufactured home | ending
activities. The nortgagee may include in its revenues activity froml oans

secured by real property or unsecured Title | insured |oans.

8. I ndi cati ons of Nonconpliance. HUD reviews the financial

statement submi ssion, including the notes to the financial statenents and

the ot her docunmentation, for any indication of fraud, illegality, or practices

not in compliance with FHA requirements. The review also provides a
neans to deternine whether the nortgagee neets the FHA principa
activity requirenent.

If violations of FHA requirenents, fraud, or illegality are identified, the
nortgagee is referred to the Quality Assurance Division, the Ofice of

| nspector Ceneral, and/or the Mortgagee Review Board for further action

or, where appropriate, a letter is sent to the nortgagee requesting an

expl anati on.

9. Reports on Compliance and Internal Control. Were the auditor has
reported nonconpliance or naterial weaknesses in the conpliance report or
internal control report, the nortgagees nmanagenent nust provide a

Corrective Action Plan, which details the actions to be taken to correct the
nonconpl i ance or weaknesses. Depending on the nature of the findings,

the nortgagee may be referred to the Quality Assurance Division, the

O fice of Inspector General, or the Mirtgagee Review Board for further
appropriate action.

4-6 Acceptance of LASS Subm ssion. After HUD has reviewed all the

i nformati on contained in the LASS subm ssion and has determined it is
acceptabl e, the nortgagee is recertified froma financial standpoint.
Mort gagees can check the status of their LASS subm ssion within the
LASS system which will show its status as Audit Accepted.

4-7 Deficient LASS Submi ssion. 1In sone instances, FHA will

determne the subnission is deficient. Wen this occurs, the nortgagee
must adhere to the review comments attached to the subnission and foll ow
the instructions in the LASS user manual on how to cure a deficient

submi ssion. Failure to submt an acceptable cure within the prescribed
timelines outlined in the LASS user manual may result in the loss of a
nort gagees FHA approval

4-8 Rejected LASS Submission. In sone instances HUD will reject a
submi ssion. A rejected subm ssion allows the nortgagee to nodify the
submission to correct a deficiency that in HUDs opinion may have been
attributed to an oversight by the nortgagee and the auditor. Once the
submi ssi on has been changed the nortgagee nmust transnit the subm ssion



to the auditor for review |If the auditor agrees with the content of the
tenplate then they will transmt the subm ssion back to the nortgagee for
submi ssion to HUD. If the auditor disagrees with the content of the

tenpl ate then they indicate their disagreenent and the subnission is
returned to the nortgagee for nodification. The process continues until the
audi tor has deened the subm ssion acceptable. The nortgagee transnits

the revised subm ssion to HUD through the LASS system Failure to

submit an acceptable subm ssion within the prescribed tinelines outlined in
the LASS user manual may result in the loss of a nortgagees FHA

approval .

4-9 Term nation of FHA Mrtgagee Approval

A Notice of Violation. |If a nortgagee, when required, fails to pay its
annual renewal fee, return its annual verification report, or in the case of
non- supervi sed nort gagees and non-supervi sed | oan correspondents,

submit an acceptabl e LASS subm ssion, the Mrtgagee Revi ew Board nay

send the nortgagee a Notice of Violation that gives the nortgagee 30 days
fromreceipt of the notice to conply.

B. Notice of Wthdrawal O Term nation of Approval. |f the nortgagee
fails to conply with the Notice of Violation, the Mrtgagee Revi ew Board
may send the nortgagee a Notice of Wthdrawal term nating its approva
upon recei pt of the notice.

C. Appeal of Notice of Wthdrawal. All nortgagees have a 30-day
period to appeal their term nation and request reinstatenent.

1. Annual Fee. Reinstatenment requests due to nonpaynent of
the annual fee nust be sent directly to the Lender Approval and
Recertification Division. The ternminated nortgagee will be sent a
Settl ement Agreenent, which nust be executed and returned wth paynent
of the required annual fee and a $1,000 reinstatement fee. Once the
settl enent agreenment and required nonies are received and revi ewed, the
nortgagee will be reinstated.

2. LASS Subm ssion of Audited Financial Statenents. Reinstatenent
requests due to either an unacceptable or no LASS subm ssion nust be

made t hrough the LASS system The term nated nortgage nust subnit an

audit subnission that nmeets all of our reporting and threshol d requirenments.
In addition, where applicable the nortgagee nust subnmit a corrective action
pl an that adequately resolves all reported internal control weaknesses and
nonconpl i ance. Once the subm ssion has been accepted the nortgagee

must execute a Settlenent Agreenent online in LASS and then subnit a

$1,000 reinstatement fee directly to the Lender Approval and
Recertification Division. Once the reinstatement fee is received the
nortgagee will be reinstated and then nust conplete the LASS subm ssion

of their annual audit.

If the termi nation was based on both nonpayment of the annual fee and no
accept abl e LASS submi ssion, two settlenent agreenents will be required,
but only one reinstatenent fee nust be paid.

Term nat ed nortgagees who dont appeal or seek reinstatement within the
30 day period nmay not reapply for FHA approval until 12 nonths after the
effective date of their term nation



4-10 Requests for Information. Under the Departnents regul ations at 24
CFR 202.5(g), nortgagees nust provide, upon request, not only a copy of
their latest financial statements, but any additional information that the
Department requests to be submitted to an exam nation of that portion of
the nortgagees records that relates to its FHA insured nortgage activities.



