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(ii) Small supervised lender or mort-
gagee means a supervised lender or 
mortgagee possessing consolidated as-
sets below the threshold for required 
audited financial reporting as estab-
lished by the federal banking agency 
that is responsible for the oversight of 
that supervised lender or mortgagee. 

(2) Financial statement requirements. 
Small supervised lenders and mortga-
gees shall not be subject to the require-
ment to submit a copy of an audited fi-
nancial statement under § 202.5(g) and 
the audit report requirements under 
paragraph (b)(4) of this section. Small 
supervised lenders and mortgagees are 
required, within 90 days of their fiscal 
year end, to furnish to the Secretary 
the unaudited financial regulatory re-
port—a consolidated or fourth quarter 
Report of Condition and Income (Fed-
eral Financial Institutions Examina-
tion Council forms 031 and 041, also 
known as the ‘‘Call Report’’), a consoli-
dated or fourth quarter Thrift Finan-
cial Report, or a consolidated or fourth 
quarter NCUA Call Report (NCUA 
Form 5300 or 5310), or such other finan-
cial regulatory report as may be re-
quired—that aligns with the small su-
pervised lender’s or mortgagee’s fiscal 
year end and that the small supervised 
lender or mortgagee is required to sub-
mit to their respective federal banking 
agency. 

(3) Requirement for audited financial 
statement and other information based on 
determination of heightened risk to the 
FHA insurance fund. If the Secretary 
determines that a small supervised 
lender or mortgagee poses a heightened 
risk to the FHA insurance fund, the 
lender or mortgagee must provide, 
upon request, additional financial doc-
umentation, up to and including an au-
dited financial statement, and other in-
formation as the Secretary determines 
necessary. The Secretary may deter-
mine that a small supervised lender or 
mortgagee poses a heightened risk to 
the FHA insurance fund based upon, 
but not limited to, one or more of the 
following factors: 

(i) Failing to provide required finan-
cial submissions under § 202.6(c)(2) 
within the required 90-day period fol-
lowing the lender’s or mortgagee’s fis-
cal year end; 

(ii) Maintaining insufficient adjusted 
net worth or unrestricted liquid assets 
as required by § 202.5(n); 

(iii) Reporting opening cash and eq-
uity balances that do not agree with 
the prior year’s reported cash and eq-
uity balances; 

(iv) Experiencing an operating loss of 
20 percent or greater of the lender’s or 
mortgagee’s net worth for the annual 
reporting period as governed by 
§ 202.5(m)(1); 

(v) Experiencing an increase in loan 
volume over the prior 12-month period, 
determined by the Secretary to be sig-
nificant; 

(vi) Undertaking significant changes 
to business operations, such as a merg-
er or acquisition; and 

(vii) Other factors that the Secretary 
considers appropriate in indicating a 
heightened risk to the FHA insurance 
fund. 

[75 FR 20734, Apr. 20, 2010, as amended by 78 
FR 57060, Sept. 17, 2013] 

§ 202.7 Nonsupervised lenders and 
mortgagees. 

(a) Definition. A nonsupervised lender 
or mortgagee is a lending institution 
which has as its principal activity the 
lending or investing of funds in real es-
tate mortgages, consumer installment 
notes, or similar advances of credit, or 
the purchase of consumer installment 
contracts, and which is not approved 
under any other section of this part. A 
nonsupervised mortgagee may submit 
applications for mortgage insurance. A 
nonsupervised lender or mortgagee 
may originate, purchase, hold, service 
or sell insured loans or mortgages, re-
spectively. 

(b) Additional requirements. In addi-
tion to the general approval require-
ments in § 202.5, a nonsupervised lender 
or mortgagee shall meet the following 
requirements: 

(1) Net worth and liquid assets. The net 
worth and liquidity requirements ap-
pear in § 202.5(n). 

(2) Credit source—(i) Title I. A lender 
shall have and maintain a reliable 
warehouse line of credit or other fund-
ing program acceptable to the Sec-
retary of not less than $500,000 for use 
in originating or purchasing Title I 
loans. 
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(ii) Title II. Except for multifamily 
mortgagees, a mortgagee shall have a 
warehouse line of credit or other mort-
gage funding program acceptable to 
the Secretary which is adequate to 
fund the mortgagee’s average 60 day 
origination operations, but in no event 
shall the warehouse line of credit or 
funding program be less than $1,000,000. 

(3) Audit report. (i) A lender or mort-
gagee must comply with the financial 
reporting requirements in 24 CFR part 
5, subpart H. Audit reports shall be 
based on audits performed by a cer-
tified public accountant, or by an inde-
pendent public accountant licensed by 
a regulatory authority of a State or 
other political subdivision of the 
United States on or before December 
31, 1970, and shall include: 

(A) A financial statement in a form 
acceptable to the Secretary, including 
a balance sheet and a statement of op-
erations and retained earnings, a state-
ment of cash flows, an analysis of the 
mortgagee’s net worth adjusted to re-
flect only assets acceptable to the Sec-
retary, and an analysis of escrow funds; 
and 

(B) Such other financial information 
as the Secretary may require to deter-
mine the accuracy and validity of the 
audit report. 

(ii) A mortgagee must submit a re-
port on compliance tests prescribed by 
the Secretary. 

(4) Fidelity bond. A Title II mortgagee 
shall have fidelity bond coverage and 
errors and omissions insurance accept-
able to the Secretary and in an amount 
required by the Secretary, or alter-
native insurance coverage approved by 
the Secretary, that assures the faithful 
performance of the responsibilities of 
the mortgagee. 

[62 FR 20082, Apr. 24, 1997, as amended at 62 
FR 65182, Dec. 10, 1997; 63 FR 9742, Feb. 26, 
1998; 63 FR 44361, Aug. 18, 1998; 67 FR 53451, 
Aug. 15, 2002; 77 FR 51468, Aug. 24, 2012] 

§ 202.8 Sponsored third-party origina-
tors. 

(a) Definitions—Sponsor. (1) With re-
spect to Title I programs, a sponsor is 
a lender that holds a valid Title I Con-
tract of Insurance and meets the net 
worth requirement for the class of 
lender to which it belongs. 

(2) With respect to Title II programs, 
a sponsor is a mortgagee that holds a 
valid origination approval agreement, 
is approved to participate in the Direct 
Endorsement program, and meets the 
net worth requirement for the class of 
mortgagee to which it belongs. 

(3) Each sponsor shall be responsible 
to the Secretary for the actions of its 
sponsored third-party originators or 
mortgagees in originating loans or 
mortgages, unless applicable law or 
regulation requires specific knowledge 
on the part of the party to be held re-
sponsible. If specific knowledge is re-
quired, the Secretary will presume that 
a sponsor has knowledge of the actions 
of its sponsored third-party originators 
or mortgagees in originating loans or 
mortgages and the sponsor is respon-
sible for those actions unless it can 
rebut the presumption with affirmative 
evidence. 

Sponsored third-party originator. A 
sponsored third-party originator may 
hold a Title I Contract of Insurance or 
Title II Origination Approval Agree-
ment if it is an FHA-approved lender or 
mortgagee. If the sponsored third-party 
originator is not an FHA-approved 
lender or mortgagee, then the spon-
sored third-party originator may not 
hold a Title I Contract of Insurance or 
Title II Origination Approval Agree-
ment. A sponsored third-party origi-
nator is authorized to originate Title I 
direct loans or Title II mortgage loans 
for sale or transfer to a sponsor or 
sponsors, as defined in this section, 
that holds a valid Title I Contract of 
Insurance or Title II Origination Ap-
proval Agreement and is not under sus-
pension, subject to the sponsor deter-
mining that the third-party originator 
has met the eligibility criteria of para-
graph (b) of this section. 

(b) Eligibility to originate loans to be in-
sured by FHA. A sponsored third-party 
originator may originate loans to be 
insured by FHA, provided that: 

(1) The sponsored third-party origi-
nator is working with and through an 
FHA-approved lender or mortgagee; 
and 

(2) The sponsored third-party origi-
nator or an officer, partner, director, 
principal, manager, supervisor, loan 
processor, or loan originator of the 
sponsored third-party originator has 
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