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Attached is the U.S. Department of Housing and Urban Development (HUD), Office of Inspector
General’s (OIG) final results of our review of HUD’s tracking of partial claim notes.

HUD Handbook 2000.06, REV-4, sets specific timeframes for management decisions on
recommended corrective actions. For each recommendation without a management decision,
please respond and provide status reports in accordance with the HUD Handbook. Please furnish
us copies of any correspondence or directives issued because of the audit.

The Inspector General Act, Title 5 United States Code, section 8M, requires that OIG post its
publicly available reports on the OIG website. Accordingly, this report will be posted at
http://www.hudoig.gov.

If you have any questions or comments about this report, please do not hesitate to call me at
213-534-2471.
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HUD Did Not Have Adequate Controls To Ensure That Partial Claim Notes
for FHA Loans Were Properly Tracked for Future Collection

Highlights

What We Audited and Why

We audited the U.S. Department of Housing and Urban Development’s (HUD) tracking of
partial claim notes. The audit was initiated in response to an Office of Inspector General
preaudit analysis of HUD’s Single Family Data Warehouse (SFDW) data, which determined that
partial claim notes may not have been properly tracked in HUD’s Single Family Mortgage Asset
Recovery Technology (SMART) system (see Scope & Methodology section for description of
HUD systems). Our audit objective was to determine whether HUD had adequate controls to
ensure that partial claim notes were properly tracked for future collection.

What We Found

HUD’s National Servicing Center (NSC) did not have adequate controls to ensure that partial
claim notes were properly tracked for future collection, putting the collectability of $6 million in
partial claim notes at risk. More specifically, NSC did not always enter partial claim notes and
lender payments into its tracking system and ensure that note and mortgage documents
adequately supported the partial claim notes. From January 1, 2013, to August 31, 2017, HUD’s
SFDW showed that there were 407,984 partial claims. A review of 695 nonstatistically sampled
Federal Housing Administration loans with partial claims paid during the period January 1, 2013,
to August 31, 2017, found 421 deficiencies in boarding (entering partial claims) and 394
deficiencies in tracking partial claim notes. This condition occurred because of NSC’s reliance
on manual processes, which were inadequate to ensure that all partial claims paid and lender
payments received were accurately captured in its SMART tracking system. In addition to the
risk of partial claim collectability, HUD could be misreporting partial claim note balances.

What We Recommend

We recommend that HUD (1) enter more than $3 million in partial claims that were not in
SMART; (2) remove $697,354 in duplicate partial claim note entries in SMART; (3) obtain
missing documents for partial claims totaling $644,767; (4) enter more than $1.0 million in
lender payments received that were not in SMART; (5) request that lenders rerecord mortgage
documents for 18 inappropriately released loans totaling $451,000; (6) review 4 loans, totaling
$93,409 in partial claim notes and remove those in which HUD has not paid a partial claim; (7)
develop procedures and controls to enter all partial claims paid and lender payments received; (8)
develop controls to ensure that note and mortgage documents accepted are accurate and entered
into SMART; and (9) develop and implement controls to ensure that mortgages are released only
when they have been satisfied.
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Background and Objective

The U.S. Department of Housing and Urban Development’s (HUD) Federal Housing
Administration (FHA), created by Congress in 1934, provides mortgage insurance on loans made
by FHA-approved lenders. Under the FHA program, lenders bear less risk because FHA will
pay a claim to the lender in the event of a homeowner’s default; however, loans must meet
certain requirements established by FHA to qualify for insurance. Through its National
Servicing Center (NSC), FHA offers loss mitigation programs to help FHA-insured homeowners
facing financial hardship and whose mortgage is either in default or at risk of default.

The partial claim option is a loss mitigation tool that allows lenders to advance funds on behalf
of a borrower to reinstate a delinquent FHA-insured mortgage. The partial claim defers the
repayment of mortgage principal through an interest-free subordinate mortgage that is not due
until the first mortgage is paid off.

NSC, within the Office of Single Family Housing, through its contractor, is responsible for
servicing these partial claim mortgages. NSC uses the Single Family Mortgage Asset Recovery
Technology (SMART) to track partial claim loans. The SMART system is used for accounting-
level detail on forward and subordinate mortgages, including its case-tracking ability; report-
generating capability; query functions; and database management, analyzing, processing, and
tracking of FHA-insured and HUD Secretary-held first, second, and subordinate note and
mortgage loan-servicing functions. It is used to provide servicing to 10 different types of loans,
including partial claims. From January 1, 2013, to August 31, 2017, HUD paid $11.7 billion in
partial claims.

Partial claim data from HUD’s Single Family Claims Subsystem' are automatically boarded? into
the SMART system. The system will reject the boarding of a partial claim if there is already a
partial claim open in SMART for the corresponding FHA case number. In these cases, a
validation is made to confirm that a multiple claim payment was made, causing a second, third,
or possible fourth partial claim to be manually boarded into SMART. When the recorded
mortgage and note documents are received, they are scanned and entered into SMART.

Our audit objective was to determine whether HUD had adequate controls to ensure that partial
claim notes were properly tracked for future collection.

' The Single Family Insurance System — Claim Subsystem processes single-family insurance claims against

defaulted loans.

2 Boarding, a term used by NSC, means entering a partial claim note into its SMART tracking system.



Results of Audit

Finding: HUD Did Not Have Adequate Controls To Ensure That
Partial Claim Notes Were Properly Tracked for Future Collection

HUD’s NSC did not have adequate controls to ensure that partial claim notes were properly
tracked for future collection. Our review of 695 nonstatistically sampled FHA loans with partial
claims paid during the period January 1, 2013, to August 31, 2017, identified 421 boarding
deficiencies and 394 tracking deficiencies. This condition occurred because of NSC’s reliance
on manual processes, which were inadequate to ensure that all partial claims paid and subsequent
activities were accurately captured in its tracking system. The inadequate controls put the
collectability of $6 million in partial claim notes at risk, and HUD could be overstating and
understating its partial claim notes.

Partial Claim Notes With Boarding Deficiencies

NSC had inadequate controls over its boarding process to ensure that all partial claim notes were
entered into SMART. Our review of 695 nonstatistically sampled FHA loans with partial claims
paid during the period January 1, 2013, to August 31, 2017, identified the following 421
boarding deficiencies:

Table 1 — Loans with boarding deficiencies

Partial claims were not boarded.

SBl Manual partial claims were not boarded.

7= Partial claims were boarded twice, creating duplicate entries.

Most partial claim notes were automatically entered into SMART. However, NSC required a
manual boarding process when an FHA loan had more than one partial claim paid. As a result,
our audit identified $716,061 in partial claim notes that were not boarded for 47 loans® because
of errors made during the manual boarding process.

Partial claims that were manually paid by HUD’s Single Family Claims Branch also required a
manual boarding process. Although NSC received reports of manually paid partial claims from
the Claims Branch, it chose not to board these manually paid partial claims into SMART due to
discrepancies in the partial claim note amounts received from the Claims Branch. Therefore,
nearly $2.3 million in partial claim notes that were manually paid for 350 loans* were not
boarded into SMART.

See appendix D, column “Partial claim not boarded,” for specific loan details.

4 See appendix D, column “Manual partial claim not boarded,” for specific loan details.



In addition, partial claims were boarded into SMART twice. Duplicates were boarded because
NSC entered partial claims that were processed and then reentered the same partial claim when
disbursed. Our audit identified 24 loans® with $697,354 in duplicate partial claim note entries in
SMART.® Even though the partial claims were not paid twice, this duplicate boarding issue
effectively overstated partial claim balances. According to NSC, this boarding issue was
corrected in 2017.

Partial Claim Notes With Tracking Deficiencies

NSC lacked adequate controls to ensure that partial claim notes were properly tracked for future
collection. Based on our review of 695 nonstatistically sampled FHA loans with partial claims
paid during the period January 1, 2013, to August 31, 2017, we identified the following 394
tracking deficiencies:

Table 2 — Loans with tracking deficiencies

The mortgage document was missing or not recorded at the county

= recorder’s office.

“100 The note document was missing.

The partial claim payment was canceled but was not removed from
SMART.

A lender payment was received but was not recorded in SMART.

156

The mortgage was inappropriately released.

A partial claim note was entered into SMART but was not paid by
HUD.

A transaction was entered into SMART in error.

& NSC did not collect on the partial claim note after the loan matured.

The partial claim note amount entered into SMART was different
from the amount on the note or mortgage amount.

Missing Note and Mortgage Documents

According to HUD Handbook 4000.1, FHA Single Family Housing Policy Handbook,” lenders
are required to deliver to HUD’s servicing contractor (1) the original partial claim promissory
note no later than 60 days from the execution date and (2) the recorded subordinate mortgage no
later than 6 months from the execution date. However, there were at least 33 loans® in which the
mortgage document was missing or did not indicate that it had been recorded at the appropriate
county recorder’s office and at least 40 loans® in which the note document was missing. This

See appendix D, column “Partial claim boarded twice,” for specific loan details.

As part of its comments, appendix B, HUD provided support for the statement that 24 duplicate entries were
removed from SMART. The supporting documents will be reviewed during audit resolution.

See appendix C.

See appendix D, column “Mortgage missing or unrecorded,” for specific loan details.

See appendix D, column “Note missing,” for specific loan details.



condition occurred because NSC relied on the servicing contractor to notate in SMART the
receipt of the note and mortgage documents. There were instances in which SMART indicated
that the documents had been received, but the documents were missing from SMART. Without
these documents, the collectability of $644,767 in partial claim notes was put at risk. We
identified an additional 252 loans that we did not verify whether the note and mortgage
documents were entered into SMART or whether the mortgage was recorded at the county’s
office. HUD should review these additional loans to determine whether it had obtained the
corresponding note and recorded mortgage documents.'’

Canceled Partial Claim Payments Not Removed and Lender Payments Received Not
Recorded

Although NSC received a monthly report of canceled partial claim payments, canceled payments
for 156 loans'' were not removed from SMART. In addition, NSC was not aware of the lender
payments received for 139 loans."”> When NSC was aware of the lender payments received, they
were not recorded in a timely manner. Therefore, the balances owed on the partial claim notes
shown in SMART were not always accurate.® In some cases, the servicing contractor noted in
SMART that lenders submitted payments via Pay.gov'4 and that internal fund transfers were in
pending status for months. However, the lender payments were not recorded as received,
therefore, the balances were overstated by more than $1.0 million.

Inappropriate Mortgage Releases

NSC lacked adequate controls to verify the status of partial claim notes before approving
mortgage releases. There were 18 loans'® in which the servicing contractor incorrectly noted that
the partial claim was not paid by HUD so NSC approved the mortgage release. These errors put
HUD’s collectability of $451,000 in partial claim mortgages at risk because the mortgages
securing HUD’s interests were released.

Other Tracking Deficiencies

In addition to the deficiencies identified above, eight loans!'® had other tracking deficiencies that
impacted HUD’s collectability of the partial claim notes. These other tracking deficiencies
identified include the following:

10 See FHA cases labeled with “DNV” in appendix D.

See appendix D, column “Partial claim payment canceled but not removed,” for specific loan details.

See appendix D, column “Lender payments not entered,” for specific loan details.

For the 156 loans, partial claim payments that were canceled were typically reissued by manual payment. When
NSC neglected to remove the canceled payment and enter the manual payment, the effects canceled each other
out.

Pay.gov is a claim remittance process by which lenders returned claim payments to HUD.

See appendix D, column “Inappropriate mortgage release,” for specific loan details.

See appendix D, columns “Partial claim entered but not paid by HUD,” “Partial claim note not collected after
loan matured,” “Amount entered different from note or mortgage,” and “Entry in SMART made in error,” for
specific loan details.
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Table 3 — Loans with other tracking deficiencies

A partial claim note was manually entered into SMART, but it was
not paid by HUD, causing the balances to be overstated by
$93,4009.

A transaction removing a partial claim note was entered into
SMART by error, causing the balances to be understated by
$63,591.

NSC did not collect on the $1,905 partial claim note after the FHA
loan matured.

The partial claim note amounts boarded into SMART were
different from the amount on the note or mortgage document,
causing the balances to be understated by $622.

Conclusion

Because of NSC’s reliance on manual processes and inadequate controls, partial claim notes
were not always properly tracked for future collection. NSC did not always board partial claim
notes into its tracking system, and those that were boarded into the system were not always
tracked properly. A review of 695 nonstatistically sampled FHA loans with partial claims paid
identified 421 boarding deficiencies and 394 tracking deficiencies. These deficiencies put the
collectability of $6 million in partial claim notes at risk.

Recommendations
We recommend that the Deputy Assistant Secretary for Single Family Housing

1A.  Board 47 partial claim notes that were not boarded into SMART, resulting in funds to be
put to better use in the amount of $716,061."7

I1B.  Coordinate with the Deputy Assistant Secretary for Finance and Budget to board 350
manually paid partial claims that were not boarded into SMART, resulting in funds to be
put to better use in the amount of $2,297,706.'%

IC.  Remove 24 duplicate partial claim note entries from SMART, resulting in funds to be put
to better use in the amount of $697,354.1°

ID.  Obtain the missing mortgage documents for 33 loans and the missing note documents for
40 loans, totaling $644,767 in partial claim notes, and require any unrecorded mortgage
documents to be recorded at the appropriate county’s office to ensure that HUD’s

17" See appendix D, column “Partial claim not boarded,” for specific loan details.
18 See appendix D, column “Manual partial claim not boarded,” for specific loan details.
19 See appendix D, column “Partial claim boarded twice,” for specific loan details.



1E.

IF.

1G.

1H.

1L

1J.

interests are protected.? For any missing documents that cannot be obtained, the Deputy
Assistant Secretary should require the lender to reimburse HUD for the partial claim note.

Review 249 loans labeled with “DNV™*?! in appendix D to identify any missing note or
mortgage documents for the partial claims. For loans identified with missing documents,
the Deputy Assistant Secretary should obtain the documents or require the lender to
reimburse HUD for the partial claim note. For loans identified with unrecorded mortgage
documents, the Deputy Assistant Secretary should require them to be recorded at the
county’s office to ensure that HUD’s interests are protected.

Coordinate with the Deputy Assistant Secretary for Finance and Budget to record lender
payments to update the balances for 139 loans in SMART, resulting in funds to be put to
better use in the amount of $1,055,113.2

Rerecord the mortgage documents at the respective counties’ offices for 18 loans for
which the partial claim mortgages were inappropriately released, resulting in funds to be
put to better use in the amount of $451,000.%

Review four loans with partial claim notes already recorded in SMART and remove those
loans in which HUD has not paid a partial claim, resulting in funds to be put to better use
in the amount of $93,409.2

Reverse the transaction for one loan for which the transaction removing a partial claim
note was made in error, resulting in funds to be put to better use in the amount of
$63,591.

Collect on one partial claim note for which the loan had matured, resulting in funds to be
put to better use in the amount of $1,905.2¢

IK.  Review two loans in which the partial claim note amount entered was different from the

IL.

note or mortgage amount to ensure that the appropriate partial claim note amount is
entered into SMART, resulting in funds to be put to better use in the amount of $622.%

Update its procedures to allow automatic boarding for all partial claims paid to eliminate
errors caused by manual boarding, including partial claim notes not boarded, and partial
claim notes boarded but not yet paid by HUD.

20
21

2
23
24
25
26
27

See appendix D, columns “Mortgage missing or unrecorded” and ‘“”’Note missing,” for specific loan details.
Did not verify (DNV) — We did not verify whether the document was entered into SMART or whether it was
recorded at the county’s office.

See appendix D, column “Lender payments note entered,” for specific loan details.

See appendix D, column “Inappropriate mortgage release,” for specific loan details.

See appendix D, column “Partial claim entered but not paid by HUD,” for specific loan details.

See appendix D, column “Entry in SMART made in error,” for specific loan details.

See appendix D, column “Partial claim note not collected after loan matured,” for specific loan details.

See appendix D, column “Amount entered different from note or mortgage,” for specific loan details.
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Develop and implement procedures and controls to board all manually paid partial claims
and record all lender payments received via claim remittances.

Develop and implement additional controls to ensure that it accepts only note and
mortgage documents with correct amounts that could be matched to the amount recorded
in SMART and that the note and mortgage documents marked as received are entered
into SMART.

Develop and implement additional controls to ensure that it releases mortgages only
when they have been satisfied.




Scope and Methodology

We performed our audit fieldwork from October 2017 to June 2018 remotely at the Office of
Inspector General (OIG), Office of Audit, in Phoenix, AZ, and San Francisco, CA. Our audit
period covered partial claims paid on FHA-insured single-family loans from January 1, 2013, to
August 31, 2017.

To accomplish our objective, we

e Reviewed applicable HUD requirements (mortgagee letters and HUD Handbooks),
internal policies, and procedures;

e Interviewed appropriate HUD personnel from the Office of Single Family Housing;

e Reviewed claim payment data from HUD’s Single Family Data Warehouse? (SFDW)
and Neighborhood Watch;

e Reviewed partial claim note data and source documentation from SMART;

e Reviewed claim remittance transactions from HUD’s Single Family Insurance System —
Claim Subsystem (A43C);*

e Reviewed manual claim payment data from the HUD Single Family Claims Branch’s
Access database;?' and

e Selected a nonstatistical sample of 695 FHA loans with partial claims paid.

We used data from SFDW and the Claims Branch’s Access database to identify the audit
universe. The audit universe included all partial claims paid on FHA-insured single-family loans
from January 1, 2013, to August 31, 2017. The final audit universe consisted of 408,401 partial
claims paid that totaled $11.7 billion.»

28 The Single Family Data Warehouse is a large collection of database tables dedicated to support analysis,

verification, and publication of FHA single-family data.

Neighborhood Watch is a secure web-based application designed to provide comprehensive data querying,

reporting and analysis capabilities for tracking the performance of loans originated, underwritten, and serviced

by FHA-approved lenders.

The Single Family Insurance System — Claim Subsystem processes single-family insurance claims against

defaulted loans.

HUD Single Family Claims Branch’s Access databases maintains the manual claims that cannot be processed by

the Single Family Insurance System — Claim Subsystem.

32 From SFDW, there were 407,984 partial claim loans with payments that totaled $11.7 billion. From the Access
database, there were 417 partial claim loans with payments that totaled $10.3 million.

29

30

31

10



Although we did not perform a detailed assessment of the reliability of the data, we determined
that the data were sufficiently reliable for the purposes of our review because the data in the
sampled items were supported by documentation supplied by NSC or the Claims Branch.

We identified a nonstatistical sample of 695 FHA loans with more than $17.2 million in partial
claims paid for the audit. The sample was selected based on

e Indications of tracking issues, including (1) incorrect unpaid principal balances, (2)
duplicate partial claims, (3) loans with missing documents, and (4) notes in SMART
indicated that payments were received through Pay.gov but were not entered in SMART,

e FHA case numbers not in SMART,

e Understated unpaid principal balances,

e Overstated unpaid principal balances, and

e Manually paid partial claims.

This sampling method did not allow us to make a projection to the universe, but it was sufficient
to meet the audit objective.

We reviewed the nonstatistical sample to determine whether HUD properly tracked partial claim
notes for collection. For each sampled FHA loan with a partial claim, we reviewed, as
applicable, the

Neighborhood Watch case details,
Manual partial claim payment records,
Lender claim remittance records, and
SMART notes and transaction records.

We conducted the audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit
objective(s). We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective.

11
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Internal Controls

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

e cffectiveness and efficiency of operations,

e reliability of financial reporting, and

e compliance with applicable laws and regulations.

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

systems for measuring, reporting, and monitoring program performance.

Relevant Internal Controls
We determined that the following internal controls were relevant to our audit objective:

e Controls to ensure that HUD properly tracks partial claim notes for future collection.

We assessed the relevant controls identified above.

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

violations of laws and regulations on a timely basis.

Significant Deficiency
Based on our review, we believe that the following item is a significant deficiency:

e HUD did not have adequate controls to ensure that partial claim notes were properly tracked
for future collection (finding).

12



Appendixes

Appendix A

Schedule of Questioned Costs and Funds To Be Put to Better Use

Recommendation Funds to be put
number CIERERCIE R to better usep 2/
1A $716,061
1B 2,297,706
1C 697,354
1D $644,767
1F 1,055,113
1G 451,000
1H 93,409
11 63,591
1] 1,905
1K 622
Totals 644,767 5,376,761

1/ Unsupported costs are those costs charged to a HUD-financed or HUD-insured program
or activity when we cannot determine eligibility at the time of the audit. Unsupported
costs require a decision by HUD program officials. This decision, in addition to
obtaining supporting documentation, might involve a legal interpretation or clarification
of departmental policies and procedures. In this instance, the unsupported costs
associated with recommendation 1D represent the missing mortgage documents for 33
loans and the missing note documents for 40 loans totaling $644,767 in partial claim
notes.

2/ Recommendations that funds be put to better use are estimates of amounts that could be
used more efficiently if an OIG recommendation is implemented. These amounts include
reductions in outlays, deobligation of funds, withdrawal of interest, costs not incurred by
implementing recommended improvements, avoidance of unnecessary expenditures
noted in preaward reviews, and any other savings that are specifically identified. In this
instance, implementation of recommendations 1A, 1B, 1C, 1F, 1G, 1H, 11, 1J, and 1K
will reduce the risk that partial claims could be not tracked, overstated, or understated and
will ensure that partial claims are properly tracked for future collection. See appendix D
for specific deficiencies identified for each loan.

13



Appendix B

Ref to OIG
Evaluation

Comment 1

Comment 2

Auditee Comments and OIG’s Evaluation

Auditee Comments

A,
;" .4 U.S. DEFARTMENT OF HOUSING AND URBAN DEVELOPMENT
“ H WASHINGTON, DC 20410-8000

‘\...»5)

OFFICE OF HOUSING EP 0 5'&0\5

MEMORANDUM FOR: Tanya E. Schulze, Regional Inspector General for Audit, 9DGA

FROM: 3 gé % Assistant Secretary for Single Family
ousing, HU
SUBJECT: Discussion and Comments on Draft Audit Report:

HUD’s Tracking of Partial Claim Notes for FHA Loans
OIG Audit Report 2018-LA-000X

The Office of Inspector General (OIG) performed a review of the U.S. Department of
Housing and Urban Development’s (HUD) tracking of partial claim notes in the Single Family
Mortgage Asset Recovery Technology (SMART) system. The audit objective was to determine
whether HUD had adequate controls to ensure that partial claim notes were properly tracked for
future collections.

The Office of Single Family Housing (Single Family) respectfully requests that the
following recor {ations are considered before finalizing the audit.

Res) 1G Draft Recommendations

1. Boarding Partial Claims into SMAART (1A and 1B)

Single Family suggests removing the statements of “funds to be put to better use” in the audit
recommendation. The partial claims were inadvertently missed when manually boarded into the
SMART system by the contractor. However, the partial claims were legitimate payments to the
Holder of record.

Single Family has requested from the Office of Finance & Budget (FAB) the case data of 350
loans where the manually paid partial claims are in question. Once the data has been received, it
will be d ined if there are Ily paid claims needing to be boarded into SMART. In
addition, Single Family suggests removing the statements of “funds to be put to better use” in the
audit report because the partial claims were valid payments that were correctly paid to the Holder of
record. Therefore, the statement of “funds to be put to better use™ in the amounts $716,061 and
$2,297,706 do not completely describe the situation.

2. Duplicate Partial Claims (1C)

Single Family has removed the 24 duplicate partial claims (see Attachment A). Single Family
received the duplicate case data from the A43C file that was received nightly from FAB. However,

www. hud.gov espanolhud.gov
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Ref to O1IG
Evaluation

Comment 3

Comment 4
Comment 5

Comment 6

Comment 7
Comment &

Comment 9

Comment 1

although the payments were sent twice to SMART, the claims were not pald twice. Single Family,

suggests 1g the of “funds to be put to better use” in the audit
rcport The statement of“funds to be put to better use™ in the amount $697,354 is inaccurate
the pay were not duplicated, and the partial claims were legitimate payments to the
Holder of record.

3. Missing Mortgage and Note Documents (1D and 1E)

Single Family suggests removing the recommendations from the audit report. The mortgage
and notes documents were received or the lenders were billed prior to the audit. In addition, the
loans that were labeled “Did Not Verify” (DNV) in Appendix D of the draft audit report, appear to
be based on an assumption that documents are missing since the information was not verified by the
OIG, Single Family does not agree with this ption and req that the dation be
removed.

4. Recording Lender Payments (1F)

Single Family sent a request to FAB to identify any that were received th |
pay.gov for the 139 loans. Furthermore, the statement of “funds to be put to better use” is inacourats
because the partial claims were legitimate payments to the Holder of record. If the Holder of record
has returned the funds to HUD, then the funds will be applied to the loan balance, once confirmed
and transferred by FAB.

5. Policy and Procedures (1L, 1M, IN and 10)

Single Family updated procedures and programming in SMART in April 2018 which enhanced
automatic boarding of partial claims and eliminated the manual boarding process. Single Family
also modified the A43C file to stop duplicate payments being sent to SMART. This modification
went into production in July 2017 and the information was provided to the auditors (see Attachment
B).

Single Family has a process in place to verify that only acceptable notes and mortgages are
accepted in SMART and it is documented in the Secretary Held Servicing Guide. Single Family
will | , review the S v Held Servicing Guide to identify if additional controls are
warranted.

Conclusion

As indicated above, Single Family respectfully requests that the OIG consider modifying the
findings and recommendations in the draft audit report to accumlcly :denufy the controls and

deficiencies found. Single Family also req that the ing “funds to be
put to better use™ be revised or, at a minimum, reflect the fact that funds were not pand erroneously
to the Holder. Lastly, b the refe | Is have mostly been implemented and are in

place, Single Family recommends that this audit not be categorized with a significant deficiency.
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pay.gov

Comment 1

Comment 2

Comment 3

Comment 4

OIG Evaluation of Auditee Comments

We appreciate HUD taking the time to review and respond to the audit report.
Attachments A and B were not attached due to the presence of personally
identifiable information and OIG’s agreement that HUD had corrected the issue
related to duplicate partial claim note entries, respectively. The attachments can
be made available upon request.

The audit report was revised or clarified as noted in the proceeding comments
based on information provided by HUD. However, the recommendations
remained largely unchanged and the internal control deficiency is still categorized
as a significant deficiency.

HUD suggested removal of the funds to be put to better use for recommendations
1A and 1B because the partial claims, although not boarded into SMART, were
legitimate payments. We agree the partial claims were legitimate payments to the
lenders. However, as stated in the audit report, the review determined partial
claims paid were not boarded into SMART. Therefore, partial claim balances
were understated putting the collectability of these partial claim notes at risk.

Recommendations that funds be put to better use are explained in appendix A. In
this instance, implementation of recommendations 1A and 1B will reduce the risk
that partial claims could be understated and will ensure that partial claims are
properly tracked for future collection. The recommendations remain unchanged.

We agree with HUD’s statement that the partial claim payments were not
duplicated. Although not paid twice, the audit determined that partial claims paid
were boarded into SMART twice, effectively overstating the partial claim
balances. Language was added to the report finding to provide clarification.

We determined the documents provided by HUD do support the statement that the
24 duplicate entries were removed from SMART. The documents will be used
during audit resolution to appropriately close the recommendation.
Recommendations that funds be put to better use are explained in appendix A. In
this instance, implementation of recommendation 1C will reduce the risk that
partial claims could be overstated and will ensure that partial claims are properly
tracked for future collection. The recommendation remains unchanged.

We disagree with HUD’s suggestion that recommendations 1D and 1E be
removed from the audit report. HUD did not provide additional documents with
its response to support its statement that the mortgage and note documents were
received or the lenders were billed prior to the audit. The recommendations
remain unchanged.
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Comment 5

Comment 6

Comment 7

Comment &

Comment 9

We disagree with HUD’s request to remove recommendation 1E. However, we
agree that there appeared to be an assumption with the way the recommendation
was worded. The audit did not determine whether the 249 loans labeled with
“DNV” were missing note or mortgage documents. The recommendation was
based on the finding that loans were missing note and mortgage documents.
However, we did not verify the status of the documents for the 249 loans. We
rephrased recommendation 1E to clarify that we recommend HUD verify the
presence of these documents.

HUD stated the funds to be put to better use is not accurate because the partial
claims were legitimate payments. Recommendations that funds be put to better
use are explained in appendix A. In this instance, implementation of
recommendation 1F will reduce the risk that partial claims could be overstated
and will ensure that partial claims are properly tracked for future collection. The
recommendation remains unchanged. Single Family Housing should provide
support obtained from the Office of Finance and Budget through the audit
resolution.

We acknowledge HUD’s statement that it has updated procedures and
programming in April 2018. However, additional documents were not provided
with the response to support that it updated procedures and programming in
SMART. HUD should submit all supporting documents as part of the audit
resolution.

The audit report acknowledged that, according to the NSC, the boarding issue
related to duplicate entries in SMART was corrected in 2017 (see page 5, last
sentence of section “Partial Claim Notes With Boarding Deficiencies”). We
revised recommendation 1L regarding updating procedures to eliminate errors
caused by duplicate entries.

HUD stated it has a process in place, documented in the Secretary Held Servicing
Guide, to verify that only acceptable notes and mortgages are accepted in
SMART. However, the Secretary Held Servicing Guide was not provided with
the response. HUD should submit all supporting documents as part of the audit
resolution.
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Appendix C

Criteria

Title 24 CFR (Code of Federal Regulations) 203.371 provides information on partial claims.
It states:

e The mortgagee [lender] shall provide HUD with the original credit instrument no later
than 60 days after execution.

e The mortgagee shall provide HUD with the original security instrument no later than 6
months following the date of execution.

e [f the mortgagee does not provide the original note and security instrument within the
prescribed deadlines, the mortgagee shall be required to reimburse the amount of the
claim paid, including the incentive.

HUD Handbook 4000.1, FHA Single Family Housing Policy Handbook, provides
information on partial claims and the required documents to be provided to HUD. Paragraph
III.LA.2 (H)(6)(a) states:

e The mortgagee must deliver to HUD’s servicing contractor:

e The original partial claim promissory note, no later than 60 days from the
execution date.

e The recorded subordinate mortgage, no later than six months from the execution
date.

e  When HUD has received Partial Claim documents that do not fully support the amount
claimed by mortgagee, HUD will consider the documents incomplete. The mortgagee
must timely correct the deficiencies to satisfy the six-month deadline for the mortgage to
provide complete and accurate Partial Claim documents.

HUD Handbook 4740.2, REV-3, Title I and Other Debt Collection Guidance Handbook,
chapter 8, provides information regarding single-family partial claims referred to the Financial
Operations Center for collection from the borrower. The handbook states:

In exchange for HUD’s payment, the mortgagor is required to execute a promissory note and
subordinate mortgage payable to HUD. No payment is due until a callable event occurs (usually
a sale or refinance of the mortgaged property.) Once the note becomes due and payable,
Housing’s Oklahoma City National Servicing Center’s contractor issues a demand letter. If the
borrower fails to pay, the debt can be referred to the FOC [Financial Operations Center] for
appropriate collection action. The referral package must include supporting documentation
including a copy of the note and lien.
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Appendix D

Schedule of Boarding and Tracking Deficiencies

Boarding deficiencies Tracking deficiencies

= (=Y)) = Q
é "qé 2 <=3 2 % - E ‘gé | 5"
« ) o

number = s 2 =2 £ = = 8 B > = 2 =0 > = =90 = | 2.& 5
S g2 s & o S 2 =23 s 9 8 s 2 E © 3 S5 5| g% 2
S = —_— Q S = %08 Rz QE’: Es S & Qi% E = 32‘5 “EE
= S S Z = S = £ R S =% |82 -z |ESE| 585
s = = £ s = e g ) = 8 = = (S = - = g S v o
= S s = = = e = = = > s o = =2 == = - = £ 2
S S s S o = ) S 3 = v o = S == = = ¢ S = g
A2 > A2 = 4 A 2o - = - B AT & = E AES | <8 S

011-3286219 X DNV DNV X

011-4312590 X DNV DNV X

011-4550923 X DNV DNV X

011-4797423 X X

011-4808469 X DNV DNV X

011-5234772 X X X

011-5251633 X

011-5375197 X
011-6034623

>
>

011-6042426 X DNV DNV X
011-6162660 X

011-6210976 X DNV DNV X
011-6438504 X

011-6506242 X DNV DNV

011-6621263 X DNV DNV X
011-6859782 X DNV DNV X
011-7192891 X DNV DNV X
011-7365709 X DNV DNV X

3 Did not verify (DNV) — We did not verify whether the document was entered into SMART or whether it was recorded at the county’s office.
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Tracking deficiencies

Boarding deficiencies
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Tracking deficiencies

Boarding deficiencies

adeg)aou 10 3)ou
WoJJ JUIJIp
PA.J13)Ud Junowry

paanjew uroj
I9)J€ Pa3Id[[0d Jou
Jjou wire [enied

J0.J1.19 =_ Ipeuw
LAVIAIS ut Anuy

dNH Aq pred
Jou Jnq P3.J3ud
wrep fenaed

3SEBI[1 3310w
deridoaddeuy

P313)ud jou
sjuduwiAed Jpudy

PaAoWdI Jou Jnq
pPadued JuswAed
wrep [ented

Suissiu 9JoN

Pap1033.aun .10
guissiu 33e3)I10]A]

30IM) papieoq
wrep fen.ed

papieoq jou wWiepd
[enJed [enuey

papieoq
jou wiIe|d fenied

FHA case

2227z % ZZ 227 2%%
Z|Z| Z Z " Z| | Z|Z
[ajjalialja) A AR ARl AlAIA
2227z % ZZ 227 2%%
Z|Z| Z Z = Z| | Z|Z
[ajjalialja) A AR ARl AlAIA
M|
MR | | e | R = SRR M| | | e | R
o M| = o
Nt |ololaic|olalalalsalolvo|awnn/o|o o
N[N 0 0 |F |0 NSO T O 0S| F|aanlR oS aln o=
A= 0 R0 a0 =S n o Tt oo ndo®nadS s iaano
Slojo|=|® onow =0 =SAduntsqQaosun s oS
QSR TIF T QR oo noRlaaatatino oo xoldS
S| oA |n| oo o|B S =& 0D a0l QA A F[D
O T N B R A R R R b X A A A R R R R R R R
VK| (00| aaaala|ao ol = == == = = = = = =
S| TS| 0| vvnnvvjin/v|oolvlvlv/ololvlolo
=R REIEEEEEEEEIEEEEEEEEEEEEEREEE

21



Tracking deficiencies

Boarding deficiencies

adeg)aou 10 3)ou
WoJJ JUIJIp
PA.J13)Ud Junowry

paanjew uroj
I9)J€ Pa3Id[[0d Jou
Jjou wire [enied

J0.J1.19 =_ Ipeuw
LAVIAIS ut Anuy

dNH Aq pred
Jou Jnq P3.J3ud
wrep fenaed

3SEBI[1 3310w
deridoaddeuy

P313)ud jou
sjuduwiAed Jpudy

PaAoWdI Jou Jnq
pPadued JuswAed
wrep [ented

Suissiu 9JoN

Pap1033.aun .10
guissiu 33e3)I10]A]

30IM) papieoq
wrep fen.ed

papieoq jou wWiepd
[enJed [enuey

papieoq
jou wiIe|d fenied

FHA case

> W W > > WVW > W VVW
Z x| Z x| Z Z Z = o] Z|Z
A A A A A [a)jala A A [ajjala
> W W > > WVW > W VVW
Z R X Z x| Z Z Z o] o] Z|Z
A A A A A [a)jala A A [ajjala
> >

> o M| M| X Mol M| R R K| X R X IR IR IR T

> <

—tT N[OV T (DI NN OO (T enfNA|— N> on
N || (O |0 N A T OIASANNO ANV M ——O N O DD N
— O N D NN IS0 — OO X[~ — (0NN AN DDNNXP|O|— | DO DN
SN O NN~ (O NX O[T = AN T DDA DO DN
T (NN N N |00 (0| — -0 VN— O[T N[O — NN |O| DN
RO — (TN N O VAN — NN — N[00 [N |V o I~ |||~
TR T| TSI RN TR 2T 2ARASN2RA T T
=== === N AN AN A enNenenenenen <SS STV (N N ninin
OO DD DD DD DD DD DD D DD DD D DD D
[=llelelielleliellelielie}lielielielielie}ielielle}ielleo} o] ie) e} ie]l o) el o) fa)

22



Tracking deficiencies

Boarding deficiencies

adeg)aou 10 3)ou
WoJJ JUIJIp
PA.J13)Ud Junowry

paanjew uroj
I9)J€ Pa3Id[[0d Jou
Jjou wire [enied

J0.J1.19 =_ Ipeuw
LAVIAIS ut Anuy

dNH Aq pred
Jou Jnq P3.J3ud
wrep fenaed

3SEBI[1 3310w
deridoaddeuy

P313)ud jou
sjuduwiAed Jpudy

PaAoWdI Jou Jnq
pPadued JuswAed
wrep [ented

Suissiu 9JoN

Pap1033.aun .10
guissiu 33e3)I10]A]

30IM) papieoq
wrep fen.ed

papieoq jou wWiepd
[enJed [enuey

papieoq
jou wiIe|d fenied

FHA case

> < >
ARIRY > Z |z > Z

A AlA [a}alialiia A A

Zz | 2z Zzz% z 2z

Z Z|Z Z

A AlA [a}alialiia A A

o o o o o o
= M| R X R X X = = o M| =
SR T T DTSN OIS0 —A— O 0N DA 0O AN n >V
SO QDTN — VNV =R = NN N[O OO N IT AN T > O
IR DD DN DDAV QOO0 N SANANOSAN X DN —| 0 (\O
NO T ANV QIR — XD |— NS en|— D0 < <A aen
SNV = NN DTN Q (0T AT AN WD — AN D[N \O N |O
S0 NSO N0 IO TIO —WNO IO N0 O T TN O DN
TR ISISISR(R|D DDA D T T SRR T T T T
WV W) [t [t [l el [ = | | = ) [ | WD) W)W WD WD WV WV WvWvunwmuvn
=== =l lellellellellellellelielle]llellellelle] o) o)l o) o) o) L) ]
OO | vt | vt | vt | vt | vt | vt | vt | o |yt |y | v | |y |y | [y |y |y |y | |y |y | | |

23



Tracking deficiencies

Boarding deficiencies

adeg)aou 10 3)ou
WoJJ JUIJIp
PA.J13)Ud Junowry

paanjew uroj
I9)J€ Pa3Id[[0d Jou
Jjou wire [enied

J0.J1.19 =_ Ipeuw
LAVIAIS ut Anuy

dNH Aq pred
Jou Jnq P3.J3ud
wrep fenaed

3SEBI[1 3310w
deridoaddeuy

P313)ud jou
sjuduwiAed Jpudy

PaAoWdI Jou Jnq
pPadued JuswAed
wrep [ented

Suissiu 9JoN

Pap1033.aun .10
guissiu 33e3)I10]A]

30IM) papieoq
wrep fen.ed

papieoq jou wWiepd
[enJed [enuey

papieoq
jou wiIe|d fenied

FHA case

> WWV VVWVW VW > WVV
Z Z| |Z|Z|Zz|Z Z Z Z|Z
A AlAlA [ajjajjaljaja] [aja A AlAA
> WWV VVWVW VW > WVV
Z| = Z| |Z|Z|Zz|Z Z Z | Z|Z|Z
A AlAlA [ajjajjaljaja] [aja A AlAA
X M| = RIS IR AR AR R IR IR A R AR A
<
S =N FTIONO | — QDN AN0 DO QNS0 |— |00 QN0 ||| on
IS N[O~ —=|F NN O (T DDAV A T TN A N D
NS00 NI~ N|O0ITS (O AV 0NV DA |0 |— |0 N~
XN DD AT TSN T AN (XN O — DN DO | —
NN —= NN N[OV WV TFIOA T 0 T (O|— >0 |en
NNIO IOV |O T (DT N OOD|— (|0 AN|enjen | < QO |— (N
MIMIMINE S R o i ol N o o R R A AN NI R I R NG
Vi WVi— — NS00 DD DD D D D D D
Oloo|oIoD N nnfenenfenencnjcncnonjenjenenencnjon|on|on|on
| | | p— | | p— | p— | p— | p— | | p— | p— | | p— | | g | g | | p— | g | g | g |y | p— | p— | p—

24



Tracking deficiencies

Boarding deficiencies

adeg)aou 10 3)ou
WoJJ JUIJIp
PA.J13)Ud Junowry

paanjew uroj
I9)J€ Pa3Id[[0d Jou
Jjou wire [enied

J0.J1.19 =_ Ipeuw
LAVIAIS ut Anuy

dNH Aq pred
Jou Jnq P3.J3ud
wrep fenaed

3SEBI[1 3310w
deridoaddeuy

P313)ud jou
sjuduwiAed Jpudy

PaAoWdI Jou Jnq
pPadued JuswAed
wrep [ented

Suissiu 9JoN

Pap1033.aun .10
guissiu 33e3)I10]A]

30IM) papieoq
wrep fen.ed

papieoq jou wWiepd
[enJed [enuey

papieoq
jou wiIe|d fenied

FHA case

> WVWW WV WV > > WV

Z Z Z Z | Z Z Z

Al lAARAAl (ARAl (AR A A AlA

WVWW WV WV > > WV

Z Z Z | Z Z Z

AR AAl (ARA A A AlA

o
| R X X X X IR AR ARl IR AR ARl K| X X X

o o o
T[N DRSO (0T O (D0 (N |0 N WV IO|(0 | A —|— O\ |0
NP> NAN O N0 WV |—O N0 AN (O ~0|O N O — 0t
ISR | DTV SN (O NN~ (0|XRX A — NN | O
O RN N O VR~ T(NO (O[T NN |\O ||V | | — 0
AN 0N OO DO |0 O NX|— O~ |0 N cN|— QNSO
SO = oSN NNANX0 —— N> ANANDNO| O | —
A A A A R R R A RN IR IR IR IR R R AR AR A R
O | | et | ot | vt | et | vt |t | e | | = | O] DS DS (D DD (D D et | et | et | ot | et | e | et
NN N NN WV INIOIO OO OV QNN QOO0 0D/
| |t || | | | | | |t |t | | |t | | | = == NN N[N N NN

25



Boarding deficiencies

Tracking deficiencies

g — E g 2 g £ & - = £ ;—? o &

FHA case = 3 5 3 23 Sz 2 28 Sal =5 S R R

number g ;_S g g~ EE g} §§E > S 52 .E*—'D EE EES'.‘ ES:
< c 2 o 5 4 S 9 3 < D = S = wn 5 S+ = S« S
S o 23 S= | B8 £ |sei| =3 =% | 52T | g S8%| =%k
—_— D ® = —_— D S D £ "'5"’ - = S —_ T > = = = e =§=-
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= 2:  FF SZ| 3 |FEs| Bt | Eg |FEE| E: |FzE|Eg%
A 2 = o A 2 = s z A a2 - = SE |~mS A&l RE |2 | <% =

221-3291565 X DNV DNV X

221-3416832 X DNV DNV X

221-3871855 X DNV DNV X

221-4197997 X X UTD*

221-4958039 X DNV DNV X

221-5113967 X DNV DNV X

222-1939278 X DNV DNV X

231-0716671 X X

231-1166049 X DNV DNV X

241-3927814 X X UTD

241-4392043 X

241-4511875 X

241-5374828 X DNV DNV

241-5390179 X

241-5771910 X X

241-6159615 X X

241-7717891 X DNV DNV X

241-7723845 X X

241-8273446 X DNV DNV X

241-8334455 X

241-8592398 X

241-8874266 X DNV DNV X

241-8970026 X DNV DNV X

241-9498974 X

249-5053078 X DNV DNV X

3 Unable to determine (UTD) — We were unable to determine whether the mortgage was released
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Boarding deficiencies Tracking deficiencies

FHA case
number

claim not boarded
Entry in SMART

made in error
not collected after

Lender payments
Partial claim note
loan matured

not entered
note or mortgage

Mortgage missing
or unrecorded
payment canceled
but not removed
mortgage release
Amount entered
different from

N
1)
=

E
<

—
=)

=3

= =
5 g
A2

Manual partial
Partial claim
boarded twice
Note missing
Partial claim
Inappropriate
Partial claim
entered but not
paid by HUD

541-8047968 X DNV DNV X
541-8806557 X DNV DNV X
541-9690288 X
544-0723818 X
544-0723903 X DNV DNV X
544-0900904 X DNV DNV X
544-0960812 X DNV DNV X
544-0991543 X DNV DNV
544-1097970 X DNV DNV X
561-8161475 X X
562-1679314 X DNV DNV X
562-2305502 X
566-0436415 X DNV DNV X
581-3128180 X DNV DNV X
581-3260707 X DNV DNV X
581-3559963 X
581-4642653 X DNV DNV X
581-4818242 X DNV DNV X
581-4844192 X DNV DNV X
591-1214601 X

Total deficiencies 47 350 24 33 40 156 139 18 4 1 1 2
Total amount $716,061 | $2,297,706 | $697,354 $644,767 $-% $1,055,113 | $451,000 | $93,409 | $63,591 $1,905 $622

35 Partial claim payments that were canceled were typically reissued by manual payment. When NSC neglected to record both the canceled payment and the

manual payment, the effects canceled each other out.
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