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CHAPTER 1. GENERAL ADM NI STRATI VE POLI CY

SCOPE. Title | of the Housing Act of 1969 provides a program by
whi ch financial institutions, the manufacturing and allied
industries, and the Federal Government conbine in assisting borrowers
to finance the purchase of nobile honmes intended for occupancy

by the buyers as their principal residences. The guiding principles
set forth in this chapter may be interpreted as the genera

adm nistrative policy of HUD-FHA. This statenent of policy is
presented to clarify questions which may arise and to offer

hel pful suggesti ons based on the experience of the Federal Housing
Admi nistration in its insurance activities over a period of nmany
years.

RESPONSI Bl LI TIES. The operation of the nobile home | oan program

is based on the good faith of all concerned: the individua

borrower who applies for and receives a | oan; the deal er or

manuf acturer in carrying out the terns of his contract or warranties
and rendering proper service to the customer; financial institutions
in acquiring and servicing nobile home | oans; and HUD- FHA

in carrying out its obligations and responsibilities. Al though
certain regulatory neasures are necessary to acconplish nutual

obj ectives, a large responsibility is placed upon participating

| eading institutions for the exercise of discretion and prudent
practices in carrying out the program

CONTRACT OF I NSURANCE. Under Title I of the National Housing Act
as anended, the Assistant Secretary-FHA Conm ssioner is authorized
and enpowered to insure banks, trust conpanies, personal finance
compani es, credit unions, nortgage conpanies, building and I oan
associ ations, installnment |ending conpanies, and other such
financial institutions, which he finds to be qualified and approves
as eligible for credit insurance agai nst | osses which they may
sustain as a result of eligible nobile home |oans. Application

for a nobile home | oan contract of insurance should be subnitted

on FormFH 21 to the HUD-FHA Field Ofice servicing area.

a. Qualifications for a Contract of Insurance. The follow ng
institutions are eligible to hold a contract of insurance:

(1) Financial institutions which have held a contract of
i nsurance and have denonstrated to the Assistant
Secretary-FHA Conmi ssioner their ability to conduct
satisfactorily their property inprovenent |oan operations.
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(2)

(3)

(4)

Menbers of the Federal Reserve System of the Federa
Hone Loan Bank System and institutions whose deposits
are insured by the Federal Deposit Insurance Corporation

Any Federal, State, or nmunicipal governnent agency that
is or may hereafter be enpowered to conduct an install nent
| endi ng operation

Any lending institution not nentioned above nmay qualify
for a contract of insurance upon application, if it
possesses the follow ng qualifications and neets the
followi ng conditions to the satisfaction of the Assistant
Secretary- FHA Conmi ssi oner:

(a) It is a chartered institution or other pernanent
organi zati on havi ng successi on

(b) It is subject to inspection and supervision by a
gover nnental agency, of if not subject to such
inspection, it has sound assets properly proportioned
toits liabilities and to the character and
extent of its operations.

(c) If not under acceptabl e supervision, it submits
with its application an independent detailed audit
of its books made by an accountant satisfactory
to the Comm ssioner, and so long as it holds a
contract of insurance, it files with the Assistant
Secretary- FHA Conmi ssioner simlar audits at |east
once in each cal endar year

(d) Its principal activity is that of |ending funds,
or investing in nortgages, consuner install nent
notes, or sinilar advances of credit, and it
denponstrates its ability to pass on borrower's
credit, and to effect collections.

(e) It is permitted by statute in the jurisdiction(s)
in which it proposes to operate, to nake nobile
hore | oans.
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(f) It has lending quarters and facilities that are in
keeping with the accepted facilities of financia
institutions maki ng consuner credit |oans.
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b. Termnation of a Contract of |nsurance. A contract of
insurance may be termnated with respect to any future business
at any tine, upon five days' witten notice fromthe
Conmi ssioner. Termnation occurs where it appears to the
Assi stant Secretary-FHA Commi ssioner that a financial institution
is not exercising proper credit judgenent, is not taking
reasonabl e steps necessary to safeguard its outstandi ng | oans,
or is not exercising proper care in selecting those from whom
it purchases notes. Cancellation of a contract of insurance
will in no way adversely affect the insurance reserve on
eligible | oans already accepted for insurance recordation

If the insured elects to discontinue naking nobil e home | oans
it may request a term nation of the contract of insurance,
and all insurance reserves earned by such insured as of the
date of term nation by the Assistant Secretary-FHA Conmi ssioner
wWill remain to its credit until (a) exhausted by the filing
of claims for loss, or (b) the liquidation of all loans in
the portfolio of such insured. It is necessary that witten
noti ce of the contenplated action be given to the Assistant
Secretary- FHA Conmi ssi oner sufficiently in advance of the
desired effective date to permt an orderly processing of
pendi ng | oan report nanifests.

LENDI NG AREA. The HUD- FHA expects a qualified financial institution
to nake nobile honme loans only in the trading area usually

served by the institution in its normal operations. Wen an
institution extends its |ending operations beyond a territory

which it is able to service effectively, it cannot properly or
profitably handl e such business. A lending institution nust be

in a position to investigate credits, nake spot checks of the
nobi | e hones being financed, and have its own enpl oyee or qualified
representative nake personal contact wth delinquent borrowers.
Lenders wishing to expand their servicing territory shal

obtain the approval of the Assistant Secretary-Comr ssioner

DEALER RELATIONS. The retail financing and selling technique of
a mobil e hone dealer will be reflected in every nobile home | oan
reported for insurance. Hi s role is one of prime inportance as
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he or his salesnen, in effect, represent the lending institution
in negotiations with the purchaser of a nobile hone. Therefore,
the | ender nust nake a thorough investigation of the dealer's
financial responsibility and stability prior to beginning a

| endi ng rel ationshi p.

a. Irregularities. W are all aware of the abuses inflicted on
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the purchasers by sone el enents active in the nobile hone
field. The nature of this industry has encouraged deal er
activity by sone unscrupul ous persons whose integrity is
questionable. These individuals are interested only in the
quick profit they can nake at the expense of the purchaser

and | ender. The abuses may include such practices as grossly
overstating the nerits of the hone, nisrepresenting performance
and inflating the sale price.

Deal er Supervision and Control. There is no place in the
HUD- FHA program for persons who indulge in the practices

di scussed above. The closer the supervision and contro

mai nt ai ned by the | ender over the dealer, the less |ikelihood
there is of msrepresentation, msapplication of funds,
overselling, or other abuses. The pronpt identification and
elimnation of unscrupul ous deal er and sal esnen fromthe
program protects the hone owner, the lending institution

and t he CGovernnent.

DEALER APPROVAL. HUD- FHA does not approve dealers for participation
in the program This is a responsibility of the |ending
institution.

a.

Dealer File. The Regulations require the insured institution
to have a file on each deal er containing an application signed
and dated by the dealer. It is further required that the
file contain a signed and dated approval of the dealer. This
approval is supported by information in the file that the
dealer is (1) reliable, (2) financially responsible, (3)
qualified to performsatisfactorily the set-up of the hone
and (4) equipped to extend proper service to the custoner.
The deal er approval should be evidenced on the HUD FHA

deal er's application, which is the formspecifically approved
by the Commi ssioner for this purpose. The absence of such a
file containing the required deal er application and approva
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with supporting information is a violation of the regulations,
and | oans purchased from such unapproved deal ers do not neet
the requirenents of the insurance contract. Were claimfor

rei nbursenment is shown to have resulted fromdefault occasi oned
by fraud or faulty perfornmance on the part of the

deal er, the insured may be called upon to furnish the

Assi stant Secretary-FHA Commissioner with the file containing
its approval of the dealer.

The HUD-FHA Wl Not Permit lending institutions to use
i nsurance coverage afforded under the programfor testing the



dependability of dealers. The |Iender should have ful
know edge of the principals of the firm the sal esnmen, and
their method of operation. Only a thorough investigation

wi | |

devel op adequate and reliable information upon which

the lending institution can make a proper decision

Approval Procedure. Before accepting any deal er-presented
| oan application, the follow ng steps should be taken

(1)

(2)

(3)

(4)

(5)

otain a conpleted FH 13. (M) Deal er Application and a
current financial statement certified by a |icensed
publ i c accountant.

Check the FHA Precautionary Measures List to ascertain
if the firmor any of its principals or sales personne
are listed thereon.

Order a credit report on the firmand local retail credit
report on each of the principals. (Information on paying
habits of the principals on their personal obligations

is useful in evaluating the financial stability of the
busi ness they operate.)

Make direct checks on trade and banki ng references.
Check with the local HUD-FHA Field Office to see if
that office has had any adverse experience with the
deal er seeki ng your approval

I nspect the dealer's place of business to deternine the
per manency of same and t he adequacy of avail abl e
equi prent .
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(6)

(7

(8)

ot ai n copi es of brochures, descriptive literature,
guar ant ees, sales contracts, and price lists.

Careful ly anal yze the information devel oped to deternmni ne
whet her the principals are of good character and the
firmis solvent, financially responsible, qualified by
experience to Set-up the hone, and equi pped to give

cust onmer proper services.

If the dealer is approved, conplete the reverse side of
the FH- 13 (MH) Application form wth particular attention
to the blocks calling for the signature of the

approving institution official and the date of approval.

SUPERVI SI ON BY LENDI NG | NSTI TUTI ONS. Revi ew the contents of the



Mobi | e Home Regul ations with the approved dealers, famliarize

the dealer with the required Title | forns with enphasis being

pl aced upon the proper conpletion of all documents. The experience
of many years of consuner |ending has shown the follow ng
procedures to be the mininumfor a lending institution to adopt

i n supervising deal ers:

a. Wen the Dealer Brings in his First Loan Application, set up
a deal er experience record showing at |east the vol ume of
| oans purchased, transactions rejected, clains filed, and
borrower conplaints received or irregularities discovered.

b. Mke an On-The-Prem ses I nspection of the Mbile Home pl acenent
on the first transaction di scounted by a new deal er and
interview the borrower prior to disbursement. Thereafter by
phone, letter, or observation, spot check an average of at
| east one of every four |oans discounted.

c. Require Each Approved and Active Dealer to submit an up-to-date
financial statement annually, certified by a |licensed
publ i c account ant.

d. Suppl ement the Financial Statenent obtained by up-to-date
credit report(s) or direct inquiries to the dealer's supply
sources, as considered necessary.
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e. Analyze Deal er Experience Records on nonthly basis. Principa
considerations in this analysis should be:

(1) The dealer's reject ratio. |If in excess of 20 percent,
review the rejected applications to deternine the dealer's
area of operation, the quality of the paper being
presented, etc.

(2) The nunber and nature of conplaints received to ascertain
the quality of the deal er's worknmanship, his past
cooperation in satisfying conplaints, and tendencies to
perpetuate irregularities.

f. At Least Every Three Minths visit the dealer's place of

busi ness to observe condition of prenises and discuss the

quality of the paper being presented, problens encountered,

and changes in sal es personnel
1-8. MAI NTENANCE OF RECORD ON EACH APPROVED DEALER. As a basis for

det erm ni ng whet her continued deal er approval is warranted, the
insured institution is required to establish and maintain a
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separate control record on each dealer indicating at |east the
vol unme of | oans purchased, clainms filed, and borrower conplaints
received or irregularities discovered. A suggested contro
record which an institution nmay use is supplied by the HUD FHA
upon request. \Wenever an institution has occasion to wthdraw
approval of a dealer, the dealer file should clearly indicate
who took the action, the reason for the action, and the date.

REPORTI NG | RREGULARI TI ES TO HUD- FHA. Materials irregularities

or unethical practices perpetrated by anyone participating in the
program shoul d be i mediately reported to HUD-FHA. The report may
be sent either to the local HUD-FHA Field Ofice or directly to
the Central Ofice in Washi ngton

PRECAUTI ONARY MEASURES. When irregularities or disregard for the
Statute and Regul ations on the part of deal er, or sal esnen

enpl oyed by them are brought to the attention of the HUD FHA
lending institutions will be notified. When such notification is
received fromthe Assistant Secretary-FHA Conmi ssioner or his

aut hori zed agent, the provisions of Section 201.615 of the

Regul ations will apply. Lending institutions should consult with
the local HUD-FHA Field Ofice if a dealer problemarises where
they believe assistance is needed.
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| NELI G BLE PERSONS. A procedure has been established under which

i ndi vidual s, conpanies, or institutions nmay be barred entirely
fromfurther participation in the various housing prograns. The
procedure is intended to be enployed in connection with particularly
flagrant violations or abuses. |Insured |ending institutions

will be given appropriate notification of actions taken under

this procedure.

| NSURANCE RESERVES. An insurance reserve is established for

each participating lending institution. For each eligible |Ioan
reported by an insured | ender and accepted for insurance registry
by HUD- FHA, 10 percent of the net proceeds of the loan is credited
to the lender's insurance reserve. The cumulative credits to the
i nsurance reserve for each lender will equal 10 percent of the
net amount advanced by it on all eligible |oans. Each |ending
institution is thus insured against |osses on its overall |ending
operation, with the amount of each clai mpaid being subtracted
fromthe insurance reserve recorded for the particular |ending
institution that submtted the claim

a. Annual Reserve Adjustnents. On July 1 next follow ng the
expiration of a period of 5 years after the date of
acceptance of the contract of insurance issued to a | ending



institution by the Conm ssioner, the anount of insurance
reserve to the credit of such insured is adjusted by carrying
forward into the next annual period 90 percent of the unused
reserves outstanding on such date. The insurance reserve

of each insured is adjusted in |ike manner on each subsequent
July 1. No such adjustnment shall reduce the insurance
reserve of any insured to an anount |ess than $15, 000.

b. Unused Reserves. The anount of unused reserves to be carried
forward at the begi nning of each annual period is determ ned
according to the records of the Assistant Secretary-FHA
Conmi ssi oner, and a statenent showi ng the anmpbunt of such
unused reserves is furnished each insured as pronptly as
possi ble after the close of each annual period.

c. Co-mngled Reserves. The aggregate anmount of |oans advanced
by a lending institution, for the purpose of deternmning its
general insurance reserve, shall include | oans reported for
i nsurance under both the property inprovenent and nobil e
hone | oan prograns.
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1-13. CLAIMFOR LCSS. Cdaimfor reinbursenent of loss on an eligible

obligation my be made to the Assistant Secretary-FHA Conmi ssi oner
after default, repossession, and sale of the nobile hone. Unless
an extension of the claimfiling period has been granted by the
Assi stant Secretary-FHA Conmi ssioner, the allowable claimperiod
will run to 9 nonths and 31 days after the due date of the
earliest fully unpaid installnent.

a. Amount Payable on Losses. The amount of claimis limted to
90 percent of the calculated principal |oss sustained by
the |l ender, plus other allowances pernitted by the Regul ati ons.
Interest at 7 percent per annumw || be conputed on
the outstandi ng principal balance fromthe date of default
to the date of application for reinbursenent of loss, or to
a date nine nonths and 31 days fromdate of default, whichever
period of tine is the lesser. 1n no event shall the
total interest all owance exceed the maxi num perm ssibl e
financi ng charge on the principal anount outstanding nine
nont hs and 31 days fromthe date of default.

b. Assignnent of Obligation. The obligation on which a claim
is paid is assigned in full to the United States, and 10
percent of the calculated loss will be borne by the I ender
The obligation is not reassignable even though HUD FHA ray
make full recovery of the amount due on the obligation, nor
will there be any transfer or credit of funds in such



instances. In no case nmay an insured | ending institution ask
a borrower, dealer, or other person to reinburse the
institution for co-insurance |oss, or any other deduction nmade
by HUD-FHA in settlenent of a claim since the Nationa

Housi ng Act contenpl ates that such loss will be borne by the

|l ender. Since the lending institution is no |onger hol der

of the obligation, it has no legal basis for requesting the
obligor to make further paynents. Any anounts received on
account by the lending institution after assignment of the
clai mnust be forwarded pronptly to HUD FHA.

c. Cancellation or Voluntary Repurchase of Clains. A claimnmy
be w thdrawn upon return of the Treasury check. 1In the
event the check has been accepted for deposit, the insured
may voluntarily repurchase the claimby subnmitting its
official check for the claimanount, provided in each instance
the transaction is consummted not later than thirty-one
(31) days fromthe date the Treasury check was received
by the | ender.
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| NSURANCE CHARGE. The Regul ati ons provide for an insurance
charge of thirty-three one-hundredths of one percent per annum
of the net proceeds of each |oan reported for insurance. The
charge for a full nonth is nade for the fractional period of

a month if nore than 14 days, but no charge is nmade if the
fractional period is 14 days or less. For exanple, in the case
of a loan for a termof 36 nonths and 14 days a charge is nade
for 36 nonths, and in the case of a loan for a termof 36 nonths
and 15 days a charge is made for 37 nonths

a. As an lllustration of the Conputation of the Insurance Charge,
if the net proceeds of a |oan maturing in 144 equal nonthly
instal |l nents begi nning one cal endar nonth after the date of
the note is $10,000, the insurance charge woul d be $3. 96
percent (12 years tinme 0.33 percent) of $10,000 or $396. 00.
Stated anot her way, the factor for one nonth at 0.33 percent
(.00027500) is nultiplied by the anmount of net proceeds, and
this result is then multiplied by the termin nonths--that is,
. 00027500 x $10,000 x 144 nonths in the foregoi ng exanpl e.

b. Lending Institutions are Billed on nonthly statements. The
statenent covering initial insurance charges constitutes
acknow edgment of the acceptance of the related | oans for
i nsurance registration. Detailed information and instructions
pertaining to the conputation and paynment of the insurance
charge are given in Chapter 3.



c. No part of the Insurance Charge may be passed on to the
borrower directly or indirectly if such charge would cause the
total payments rmade by the borrower to exceed the nmaxi mum
charge permtted

1-15. RESTRICTIONS OF ELIG BILITY OF LOANS FOR | NSURANCE

a. Dealer Reserve and Guarantees. A dealer reserve account is
est abli shed when a | ender sets aside or holds back a portion
of the net proceeds or principal of a loan for return to the
deal er, contingent upon the repaynent of the nobile hone
obligation as schedul ed. Such reserve accounts to cover
| osses on loans reported to the Assistant Secretary-FHA
Conmi ssi oner for insurance are prohibited.
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(1-15) (1) A loan may be endorsed or guaranteed by a deal er or
ot her person; however, it nust be undertaken without
the aid of a dealer reserve and nust cover the ful
anount due on the obligation

(2) Dealer participation, wherein the | ender sets aside a
portion of the financing charge for the dealer is
acceptabl e provided the total financing charge taken
does not exceed the maxi mum al | owabl e charge permitted.

b. DI SCOUNTS, PO NTS, AND FEES. The naxi mum fi nanci ng charge
all owed by the regulations is fixed by law and is intended
to cover all expenses that may be incurred by the | ending
institution in acquiring the obligation and placing the
transaction on its books.

(1) In acquiring an obligation the | ender may not charge
the deal er or others a discount on the purchase price
nor may the | ender assess the deal er any ot her points.
For exanple, a nobile home obligation presented to the
| ender in the principal anount of $8,000 nust be
purchased at this figure. That is, a 2% di scount
| onering the purchase price to $7,840, or assessnent
of 2 points wherein the |l ender accepts $160, would
be a violation of the Regul ati ons.

(2) Alending institution may not charge an application or
origination fee in purchasing a nobile home obligation

c. Qutstanding Mbile Hone Ooligations. The Regul ations do not
permt an individual borrower to have outstanding nore than
one nobile hone obligation at any time. The |ending



institution nust determ ne that any prior insured nobile hone
obligation has or will be paid in full prior to disbursal

of proceeds of an additional nobile hone |oan. Upon
presentation, of the facts to the Director, Property | nprovenent
and Mobile Home Division, consideration to granting a waiver

to this provision my be nade provided the | oan ot herw se
qualifies for insurance.

d. Qutstanding Federal Obligations. |If, prior to the disbursenent
of the | oan proceeds, the lending institution has know edge
that the borrower is past due nore than 15 days in the paynent
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of either principal or interest on an obligation owing to or
insured by a departnment or agency of the Federal Government,
the transaction will not be eligible for insurance.

NOTE: If the borrower is in default under such an
obligation by reason of his being in the mlitary
service, this provision my be wai ved upon presentation
of the facts to the Director, Property | nprovenent
and Mobil e Hone Divi sion.

1-16. GNMVA PARTICI PATION. To facilitate financing under the Title |
Mobi | e Home Loan Program a nortgage- backed security program under
a "nmodi fied pass-through” concept has been established with the
CGovernment National Mrtgage Association. The Mdified
Pass- Through Mrt gage-Backed Securities are based on and backed by
pool s of nobile home | oans insured by HUD- FHA and guaranteed by
GNMA.  Full particulars regarding this participation with GNVA
are detailed in Reference (1) of the Foreword.

a. A pool must consist of at |east $500, 000 in outstanding
princi pal bal ance of | oans accepted for insurance by HUD FHA
under Title |I of the National Housing Act, as amended. Mbbile
Honme Loans to be eligible for inclusion in a pool shall in
addition to the Mbile Hone Regul ations conply with the
foll owi ng nodi fications:

(1) Pool "A" all loans shall have been made for a term of
12 years at 7.97%sinple interest in an amunt not to
exceed $10,000 on a single wide unit.

(2) Pool "B" all loans shall have been made for a term of
15 years at 7.63%sinple interest in an amount not to
exceed $15,000 on a double wide unit. (A double wide
unit not exceeding $10,000 in cost may be included in
Pool "A").



(3)

Loans in Pool "A" and Pool "B" may not be co-m ngl ed

as each rmust contain only |oans of prescribed uniform
original terns and rate and must not have been di scounted
at any tine.
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(1- 16)

(4)

(5)

(6)

Each pool ed | oan nmust be witten as a sinple interest
obligation. It shall have equal nonthly payments of
principal and interest due. It shall be payable on the
first day of the nonth foll owi ng execution of |oan
docunents (exanple: all loans closed in August nust
have the first paynent due Septenber 1st).

Al'l 1 oans nmust comrence anortization on or before the
date of issue and no | oans may be delinquent nore than
15 days at the tinme of execution of the Schedul e of
Pool ed Mbrt gage.

The lending institution nmust certify that he has in its
possession a valid, standard policy of insurance for fire
and extended coverage, or conparabl e insurance coverage.
The policy will be in an anount equal to the unpaid

bal ance of the obligations or the value of the unit,

whi chever is the lesser. The policy will have | oss
payabl e endorsenents designating the lending institution
as payee, as well as vendor's single interest (VSI)
coverage. The lender will also certify that it wll

use its best efforts to maintain such insurance in ful
force and effect.
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