
 
 

SETTLEMENT AGREEMENT 
 

 This Settlement Agreement (“Agreement”) is entered into among the United States 

of America, acting through the United States Department of Justice and on behalf of the 

Department of Housing and Urban Development (collectively the "United States"), PHH 

Corporation, PHH Mortgage Corporation (“PHHMC”), and PHH Home Loans, LLC 

(“PHHHL”) (collectively “PHH”), and Mary Bozzelli (“Relator”) (together "the Parties"), 

through their authorized representatives. 

RECITALS 

 A. Between January 1, 2006 and December 31, 2011, PHHMC was a Direct 

Endorsement Lender approved by the Federal Housing Administration (“FHA”).  Between 

May 9, 2006 and December 31, 2011, PHHHL was a Direct Endorsement Lender approved 

by the FHA.  PHH has its principal place of business in Mount Laurel, New Jersey.  

B. On May 28, 2013, Relator filed a qui tam action in the United States District 

Court for the Eastern District of New York captioned United States ex rel. Mary Bozzelli 

v. PHH Mortgage Corporation and PHH Corporation (E.D.N.Y.), 13-cv-3084, pursuant 

to the qui tam provisions of the False Claims Act, 31 U.S.C. § 3730(b) (“the Civil Action”).  

Relator brought the Civil Action against PHHMC and PHH Corporation.  The Civil Action 

did not name PHHHL as a defendant.   

 C. PHH agrees that it engaged in certain conduct related to FHA-insured 

mortgages, as set forth in Attachment A, in connection with PHHMC’s and PHHHL’s 

origination, underwriting, endorsement, and quality control of single-family residential 

mortgage loans, excluding origination and/or underwriting of Home Equity Conversion 

Mortgages under 12 U.S.C. § 1715z-20 and Streamlined Refinances under 12 U.S.C. § 
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1715n(a)(7), insured by the FHA between January 1, 2006 and December 31, 2011, that 

resulted in claims for payment submitted to the FHA on or before June 30, 2013 (hereafter 

referred to as the “Covered Conduct”).  The United States contends that it has certain civil 

claims against PHH based upon the Covered Conduct. 

D. This Settlement Agreement relates to the portion of the Civil Action and 

related claims of the United States pertaining to FHA-insured mortgages.  By separate 

settlement agreement, to be entered into on or about the Effective Date (the “VA/GSE 

Settlement Agreement”), the United States, PHH Corporation, PHHMC, and Relator are 

resolving the portion of the Civil Action and related claims of the United States pertaining 

to mortgage loans insured by the VA and mortgage loans acquired by Fannie Mae and 

Freddie Mac.  By this Settlement Agreement and the VA/GSE Settlement Agreement, the 

parties are fully and finally resolving the Civil Action as to the Relator and the United 

States, and the Covered Conduct as defined in this Settlement Agreement and the VA/GSE 

Settlement Agreement as to the United States. 

 E. This Settlement Agreement is neither an admission of liability by PHH nor 

a concession by the United States that its claims are not well founded.  

F. Relator claims entitlement under 31 U.S.C. § 3730(d) to a share of the 

$45,500,000 settlement amount attributable to PHHMC and to Relator’s reasonable 

expenses, attorneys’ fees and costs. 

 To avoid the delay, uncertainty, inconvenience, and expense of protracted litigation 

of the above claims, and in consideration of the mutual promises and obligations of this 

Settlement Agreement, the Parties agree and covenant as follows: 
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TERMS AND CONDITIONS 

1. PHH shall pay to the United States a total of $65,000,000 (Sixty Five 

Million Dollars) (the “Combined Settlement Amount”) by electronic funds transfer no later 

than seven (7) days after the Effective Date of this Agreement, pursuant to written 

instructions provided by the Civil Division of the United States Department of Justice.  Of 

the Combined Settlement Amount, the United States attributes $45,500,000 (Forty Five 

Million Five Hundred Thousand Dollars) (the “PHHMC Settlement Amount”) to claims to 

the FHA on loans endorsed by PHHMC, and $19,500,000 (Nineteen Million Five Hundred 

Thousand Dollars) (the “PHHHL Settlement Amount”) to claims to the FHA on loans 

endorsed by PHHHL. 

2. Conditioned upon the United States receiving the Combined Settlement 

Amount from PHH and as soon as feasible after receipt, the United States shall pay to 

Relator $7,507,500 (Seven Million Five Hundred Seven Thousand Five Hundred  Dollars) 

by electronic funds transfer. 

3. Subject to the exceptions in Paragraph 5 (concerning excluded claims) 

below, and conditioned upon PHH’s full payment of the Combined Settlement Amount, 

the United States releases PHH and its successors from any civil or administrative 

monetary claim the United States has for the Covered Conduct under the False Claims Act, 

31 U.S.C. §§ 3729-3733; the Financial Institutions Reform, Recovery, and Enforcement 

Act of 1989, 12 U.S.C. § 1833a, the Program Fraud Civil Remedies Act, 31 U.S.C. §§ 

3801-3812; or the common law theories of breach of contract, breach of fiduciary duty, 

payment by mistake, unjust enrichment, negligence, fraud, and any other statutory or 

common law cause of action that the Civil Division of the Department of Justice has 
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authority to assert and compromise pursuant to 28 C.F.R. § 0.45(d) in connection with the 

Covered Conduct. 

 4. Conditioned upon PHH’s full payment of (A) the PHHMC Settlement 

Amount and (B) the settlement amount described in the VA/GSE Settlement Agreement, 

Relator, for herself and for her heirs, successors, attorneys, agents, and assigns, releases 

PHH together with its current and former corporations, predecessor and successor 

corporations, divisions, affiliates, and direct and indirect subsidiaries, including without 

limitation PHHMC and PHHHL, and any of their current or former officers, directors, 

employees, agents, or attorneys, from any and all claims and causes of action of any nature 

and description, known or unknown, that the Relator has or may have up to and including 

the Effective Date, including but not limited to claims that the Relator has or has asserted 

in the Civil Action; provided, however, that nothing in this Agreement shall preclude 

Relator from seeking to recover her reasonable expenses necessarily incurred or reasonable 

attorney’s fees and costs from PHH pursuant to 31 U.S.C. § 3730(d). 

 5. Notwithstanding the releases given in paragraphs 3 and 4 of this Agreement, 

or any other term of this Agreement, the following claims of the United States are 

specifically reserved and are not released:  

a. Any liability arising under Title 26, U.S. Code (Internal Revenue 

Code); 

  b. Any criminal liability; 

 c. Except as explicitly stated in this Agreement, any administrative 

liability, including the suspension and debarment rights of any 

federal agency;  
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d. Any liability to the United States (or its agencies) for any conduct 

other than the Covered Conduct; 

e. Any liability based upon obligations created by this Agreement; 

and 

f. Any liability of individuals.  

 6. Relator and her heirs, successors, attorneys, agents, and assigns shall not 

object to this Agreement but agree and confirm that this Agreement is fair, adequate, and 

reasonable under all the circumstances, pursuant to 31 U.S.C. § 3730(c)(2)(B).  

Conditioned upon Relator’s receipt of (A) the payment described in Paragraph 2 of this 

Agreement and (B) the payment described in paragraph 2 of the VA/GSE Settlement 

Agreement, Relator and her heirs, successors, attorneys, agents, and assigns, fully and 

finally releases, waives, and forever discharges the United States, its agencies, officers, 

agents, employees, and servants from any claims arising from the filing of the Civil Action 

or under 31 U.S.C. § 3730, and from any claims to a share of the proceeds of this 

Agreement and/or the Civil Action up to and including the Effective Date.   

 7. PHH waives and shall not assert any defenses PHH may have to any 

criminal prosecution or administrative action relating to the Covered Conduct that may be 

based in whole or in part on a contention that, under the Double Jeopardy Clause in the 

Fifth Amendment of the Constitution, or under the Excessive Fines Clause in the Eighth 

Amendment of the Constitution, this Agreement bars a remedy sought in such criminal 

prosecution or administrative action.  Nothing in this paragraph or any other provision of 

this Agreement constitutes an agreement by the United States concerning the 
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characterization of the Settlement Amount for purposes of the Internal Revenue laws, Title 

26 of the United States Code. 

 8. PHH fully and finally releases the United States, its agencies, officers, 

agents, employees, and servants, from any claims (including attorney’s fees, costs, and 

expenses of every kind and however denominated) that PHH has asserted, could have 

asserted, or may assert in the future against the United States, its agencies, officers, agents, 

employees, and servants, related to the Covered Conduct and the United States’ 

investigation and prosecution thereof. 

 9. a. Unallowable Costs Defined: All costs (as defined in the Federal 

Acquisition Regulation, 48 C.F.R. § 31.205-47) incurred by or on behalf of PHH, and its 

present or former officers, directors, employees, shareholders, and agents in connection 

with: 

(1) the matters covered by this Agreement; 

(2) the United States’ audit(s) and civil investigation(s) of the 

matters covered by this Agreement; 

(3) PHH’s investigation, defense, and corrective actions 

undertaken in response to the United States’ audit(s) and 

civil investigation(s) in connection with the matters covered 

by this Agreement (including attorney’s fees); 

(4) the negotiation and performance of this Agreement; 

(5) the payment PHH makes to the United States pursuant to this 

Agreement and any payments that PHH may make to 

Relator, including costs and attorney’s fees;  
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are unallowable costs for government contracting purposes (hereinafter referred 

Unallowable Costs). 

  b. Future Treatment of Unallowable Costs:  Unallowable Costs will be 

separately determined and accounted for by PHH, and PHH shall not charge such 

Unallowable Costs directly or indirectly to any contract with the United States. 

  c. Treatment of Unallowable Costs Previously Submitted for Payment: 

Within 90 days of the Effective Date of this Agreement, PHH shall identify and repay by 

adjustment to future claims for payment or otherwise any Unallowable Costs included in 

payments previously sought by PHH or any of its subsidiaries or affiliates from the United 

States.  PHH agrees that the United States, at a minimum, shall be entitled to recoup from 

PHH any overpayment plus applicable interest and penalties as a result of the inclusion of 

such Unallowable Costs on previously-submitted requests for payment.   The United States, 

including the Department of Justice and/or the affected agencies, reserves its rights to audit, 

examine, or re-examine PHH’s books and records and to disagree with any calculations 

submitted by PHH or any of its subsidiaries or affiliates regarding any Unallowable Costs 

included in payments previously sought by PHH, or the effect of any such Unallowable 

Costs on the amount of such payments.     

 10.       PHH agrees to cooperate fully and truthfully with the United States in any 

investigation relating to the Covered Conduct of individuals and entities not released in 

this Agreement.  Upon reasonable notice, PHH shall encourage, and agrees not to impair, 

the cooperation of its directors, officers, and employees, and shall use its best efforts to 

make available, and encourage, the cooperation of former directors, officers, and 

employees for interviews and testimony, consistent with the rights and privileges of such 
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individuals.  PHH further agrees to furnish to the United States, upon request, complete 

and unredacted copies of all non-privileged documents, reports, memoranda of interviews, 

and records in its possession, custody, or control concerning any investigation of the 

Covered Conduct that it has undertaken, or that has been performed by another on its 

behalf.  

 11. This Agreement is intended to be for the benefit of the Parties only.  

 12. Upon receipt of (A) the Combined Settlement Amount described in 

Paragraph 1 above and (B) the settlement amount described in the VA/GSE Settlement 

Agreement, the United States and Relator shall promptly sign and file in the Civil Action 

a stipulation of dismissal pursuant to Fed. R. Civ. P. 41(a)(1).  The stipulation shall be with 

prejudice as to any claims of the Relator (except with respect to her claim for attorney’s 

fees and costs pursuant to 31 U.S.C. § 3730(d)); with prejudice as to the United States with 

respect to the Covered Conduct; and otherwise be without prejudice as to the United States. 

 13. Except as otherwise provided in this Agreement, each Party shall bear its 

own legal and other costs incurred in connection with this matter, including the preparation 

and performance of this Agreement. 

 14. Each Party and signatory to this Agreement represents that it freely and 

voluntarily enters in to this Agreement without any degree of duress or compulsion.  

 15. This Agreement is governed by the laws of the United States.  The exclusive 

jurisdiction and venue for any dispute relating to this Agreement is the United States 

District Court for the District of Minnesota; provided, however, that any dispute between 

PHH and the Relator with respect to attorney’s fees shall be heard in the United States 

District Court for the Eastern District of New York.  For purposes of construing this 
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Agreement, this Agreement shall be deemed to have been drafted by all Parties to this 

Agreement and shall not, therefore, be construed against any Party for that reason in any 

subsequent dispute. 

 16. This Agreement constitutes the complete agreement between the Parties.  

This Agreement may not be amended except by written consent of the Parties. 

 17. The undersigned counsel represent and warrant that they are fully 

authorized to execute this Agreement on behalf of the persons and entities indicated below. 

 18. This Agreement may be executed in counterparts, each of which constitutes 

an original and all of which constitute one and the same Agreement. 

 19. This Agreement is binding on PHH’s successors, transferees, heirs, and 

assigns. 

 20. This Agreement is binding on Relator’s successors, transferees, heirs, and 

assigns. 

 21. All parties consent to the United States’ disclosure of this Agreement, and 

information about this Agreement, to the public. 

 22. This Agreement is effective on the date of signature of the last signatory to 

the Agreement (Effective Date of this Agreement).  Facsimiles of signatures shall 

constitute acceptable, binding signatures for purposes of this Agreement. 

  











 

ATTACHMENT A 
 
 1. Since at least 2006, PHH Mortgage Corp. (“PHHMC”) and PHH Home 

Loans, LLC (“PHHHL”), affiliates of PHH Corporation (collectively “PHH”), have been 

Direct Endorsement (“DE”) lenders approved by the Federal Housing Administration 

(“FHA”) and U.S. Department of Housing and Urban Development (“HUD”).  PHHMC 

(FHA Lender ID 30275) and PHHHL (FHA lender ID 23177) are separate DE lenders, 

each with its own FHA lender ID number.  After obtaining DE approval, PHHMC obtained 

Lender Insurance (“LI”) approval on January 3, 2006 and PHHHL obtained LI approval 

on May 12, 2008.  As DE lenders with LI status, HUD authorized PHHMC and PHHHL 

to originate and underwrite mortgage loans on HUD’s behalf, including determining a 

borrower’s creditworthiness and whether the proposed loan met HUD requirements, 

without HUD’s pre-endorsement review of the mortgage application.   

2. HUD required DE lenders, such as PHH, to follow applicable HUD 

regulations and requirements in originating, underwriting, and endorsing mortgage loans 

for FHA insurance, including those requirements set out in HUD’s Handbooks and 

Mortgagee Letters.1 

 3. HUD required DE lenders, such as PHH, to submit certain proposed FHA 

loan originations through a HUD-approved Automated Underwriting System (“AUS”) 

with a tool known as Technology Open to Approved Lenders (“TOTAL”).  According to 

the FHA’s TOTAL Mortgage Scorecard User Guide, TOTAL evaluated the overall 

creditworthiness of the loan applicant based on a number of credit variables.  After a 

                                                 
1 The requirements referenced in paragraphs two through eleven of this document reflect 
standard HUD-FHA program requirements for Direct Endorsement lenders as provided in 
HUD’s Handbooks and Mortgagee Letters. 



2 

proposed loan was submitted, TOTAL would either: (1) approve the mortgage subject to 

certain eligibility criteria or other conditions, including conditions that the lender validate 

the information that formed the basis for TOTAL’s determination; or (2) refer the mortgage 

application for manual underwriting by the lender in accordance with HUD requirements.  

PHH understood that TOTAL’s determination was based upon the integrity of the data 

PHH supplied.  HUD has promulgated requirements for calculating data used by TOTAL. 

 4. HUD required DE lenders, such as PHH, to self-report to HUD all findings 

related to FHA mortgage loans that constituted “material violations of FHA or mortgagee 

requirements and represent[ed] an unacceptable level of risk” and all findings of “fraud or 

other serious violations.”  HUD Handbook 4060.1 REV-2, §§ 7-3.J & 7-4.D.  DE lenders, 

such as PHH, were also required to take “prompt action to deal appropriately with any 

material findings.”  Id. § 7-3.I. 

 5. In order to obtain DE status, HUD required DE lenders, such as PHH, to 

certify as follows: 

I certify that, upon the submission of this application, and with its 
submission of each loan for insurance or request for insurance 
benefits, [PHH] has and will comply with the requirements of the 
Secretary of Housing and Urban Development, which include, but 
are not limited to, the National Housing Act (12 U.S.C. § 1702 et 
seq.) and HUD’s regulations, FHA handbooks, mortgagee letters, 
and Title I letters and policies with regard to using and maintaining 
its FHA lender approval. 
 

 6. Additionally, HUD required DE lenders, such as PHH, to submit an Annual 

Certification stating: 
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I know, or am in a position to know, whether the operations of 
[PHH] conform to HUD-FHA regulations, handbooks, and policies.  
I certify that to the best of my knowledge, [PHH] conforms to all 
HUD-FHA regulations necessary to maintain its HUD-FHA 
approval, and that [PHH] is fully responsible for all actions of its 
employees including those of its HUD-FHA approved branch 
offices. 
 

Alternatively, HUD required DE lenders, such as PHH, to submit a statement to HUD that 

it was unable to so certify and to explain why it could not execute the certification. 

 7. To qualify as a DE underwriter an underwriter must satisfy several 

requirements.  The DE underwriter “must have a minimum of three years full-time recent 

experience (or equivalent experience) reviewing both credit applications and property 

appraisals.”  HUD Handbook 4000.4, REV-1, CHG-2, ch. 2-4.A.3; see also HUD 

Handbook 4155.2 ch. 2.A.4.a.  The underwriter must also be a “reliable and responsible 

professional skilled in mortgage evaluation” and “must be able to demonstrate his or her 

knowledge and experience regarding the principles of mortgage underwriting.”  HUD 

Handbook 4000.4, REV-1, CHG-2, ch. 2-4.A.1; see also HUD Handbook 4155.2 ch. 

2.A.4.a. 

 8. The DE underwriter is “the focal point of the Direct Endorsement program.”  

HUD Handbook 4000.4, REV-1, CHG-2, ch. 2-4.C.  The DE underwriter must assume the 

following responsibilities:  (1) compliance with HUD instructions, the coordination of all 

phases of underwriting, and the quality of decisions made under the program; (2) review 

of appraisal reports, compliance inspections and credit analyses performed by fee and staff 

personnel to ensure reasonable conclusions, sound reports and compliance with HUD 

requirements; (3) decisions relating to the acceptability of the appraisal, the inspections, 

the buyer’s capacity to repay the mortgage, and the overall acceptability of the mortgage 
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loan for HUD insurance; (4) monitoring and evaluating of the performance of fee and staff 

personnel used for the DE program; and (5) awareness of the warning signs that may 

indicate irregularities, and an ability to detect fraud, as well as the responsibility that 

underwriting decisions are performed with due diligence in a prudent manner. 

 9. With respect to each mortgage loan PHH submitted or endorsed for FHA 

insurance, either a PHH mortgagee representative or a PHH DE underwriter was required 

to certify that the mortgage “is eligible for HUD mortgage insurance under the Direct 

Endorsement program.”  For each loan that was approved using an AUS, a PHH mortgagee 

representative was required to certify to the “integrity of the data supplied by [PHH] used 

to determine the quality of the loan [and] that a Direct Endorsement Underwriter reviewed 

the appraisal.”  For each FHA loan that PHH approved using manual underwriting, a PHH 

DE underwriter was required to certify that he or she “personally reviewed the appraisal 

report (if applicable), credit application, and all associated documents and ha[s] used due 

diligence in underwriting the[e] mortgage.” 

 10. For every mortgage loan PHH approved, whether through manual 

underwriting or the use of an AUS, a PHH employee was required to certify that: 

I, the undersigned, as authorized representative of [PHH] mortgagee 
at this time of closing of this mortgage loan, certify that I have 
personally reviewed the mortgage loan documents, closing 
statements, application for insurance endorsement, and all 
accompanying documents.  I hereby make all certifications required 
for this mortgage as set forth in HUD Handbook 4000.4. 
 

 11. When a borrower defaults on an FHA-insured loan underwritten and 

endorsed by a DE lender, such as PHH, the lender, or if the mortgage or servicing rights 

were transferred after closing, the mortgage holder or servicer, has the option of submitting 

a claim to HUD to obtain compensation for any loss sustained as a result of the default.  As 
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such, once a mortgage loan has been endorsed for FHA insurance, HUD insures the risk of 

the borrower defaulting on that mortgage, which is realized if an insurance claim is 

submitted. 

 12. The Department of Justice has investigated PHH with regard to its 

origination, underwriting, endorsement, and quality control practices, as well as its 

submissions of certifications, related to certain FHA-insured single-family residential 

mortgage loans originated between January 1, 2006 and December 31, 2011, resulting in 

claims submitted to FHA on or before June 30, 2013 (the “Released Loans”).  The 

following statements apply to the Released Loans only. 

 13. As part of the DE program, PHH certified for FHA mortgage insurance 

certain Released Loans that did not meet all HUD requirements, and therefore were not 

eligible for FHA mortgage insurance under the DE Program.  Certain Released Loans that 

PHH certified for FHA mortgage insurance, but were ineligible for FHA mortgage 

insurance, defaulted.  PHH submitted such loans to HUD for mortgage insurance benefits, 

and claims were paid out of the Mutual Mortgage Insurance Fund.  The following are 

examples of defective loans PHH submitted for FHA insurance, resulting in the payment 

of claims for FHA insurance: 

(a) PHHMC endorsed FHA Case Number 161-2311517 for FHA 

mortgage insurance in 2008.  PHHMC underwrote the mortgage for this 

property using an AUS, and certified that the loan was eligible for FHA 

mortgage insurance.  This loan was not eligible for FHA insurance, as the 

data PHHMC supplied to the AUS was not documented according to 

HUD’s requirements.  Specifically, the loan file did not contain certain 
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HUD-required documentation relating to the borrowers’ creditworthiness, 

including paystubs, verification of employment, proper credit reports, and 

verification of the borrowers’ earnest money deposit and funds to close.   

HUD relied on PHHMC’s certification that FHA Case Number 161-

2311517 was eligible for FHA insurance when HUD insured the mortgage. 

(b) PHHMC endorsed FHA Case Number 161-2247317 for FHA 

mortgage insurance in 2007.  PHHMC manually underwrote the mortgage 

for this property, certifying that the loan was eligible for FHA mortgage 

insurance.  The loan was not eligible for FHA mortgage insurance.  

Specifically, the loan file contained no borrower explanation for the 

borrower’s derogatory credit, and the borrower’s commission income was 

not verified for the required two years.  PHHMC certified that the loan was 

eligible for FHA insurance.  HUD relied on PHHMC’s certification that 

FHA Case Number 161-2247317 was eligible for FHA insurance when 

HUD insured the mortgage. 

(c) PHHMC endorsed FHA Case Number 482-3819855 for FHA 

mortgage insurance in 2007.  PHHMC manually underwrote the mortgage 

for this property, certifying that the loan was eligible for FHA mortgage 

insurance.  This loan was not eligible for FHA mortgage insurance.  

Specifically, the loan file did not contain HUD-required documentation of 

the borrower’s housing payment history or a full employment history.   An 

internal PHHMC document reflected that PMMHC recognized it did not 

fully document the borrower’s employment history.  HUD relied on 
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PHHMC’s certification that FHA Case Number 482-3819855 was eligible 

for FHA insurance when HUD insured the mortgage. 

(d) PHHHL endorsed FHA Case Number 023-2993647 for FHA 

mortgage insurance in 2008.  PHHHL underwrote the mortgage for this 

property using an AUS, and certified that the loan was eligible for FHA 

mortgage insurance.  This loan was not eligible for FHA insurance, as the 

data PHHHL supplied to the AUS was not documented according to HUD’s 

requirements.  Specifically, the loan file did not contain the required 

documentation to fully verify the borrower’s depository assets, did not 

include an AUS certificate that included the borrower’s student loan 

liability; and did not verify the borrower or co-borrower’s identities.  HUD 

relied on PHHHL’s certification that FHA Case Number 023-2993647 was 

eligible for FHA insurance when HUD insured the mortgage. 

(e) PHHHL endorsed FHA Case Number 241-8123154 for FHA 

mortgage insurance in 2008.  PHHHL underwrote the mortgage for this 

property using an AUS, and certified that the loan was eligible for FHA 

mortgage insurance.  This loan was not eligible for FHA insurance, as the 

data supplied to the AUS was not documented according to HUD’s 

requirements.  Specifically, the borrower’s credit report in the loan file did 

not match the credit report in the AUS.  Additionally, HUD forms required 

for FHA loan origination and endorsement, including the sales contract and 

the HUD-1, were not properly completed or were not in the loan file.  

PHHHL rated the defects on this loan as significant.  HUD relied on 
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PHHHL’s certification that FHA Case Number 241-8123154 was eligible 

for FHA insurance when HUD insured the mortgage. 

(f) PHHHL endorsed FHA Case Number 277-0117810 for FHA 

mortgage insurance in 2009.  PHHHL underwrote the mortgage for this 

property using an AUS, and certified that the loan was eligible for FHA 

mortgage insurance.  This loan was not eligible for FHA insurance, as the 

data supplied to the AUS was not documented according to HUD’s 

requirements.  Specifically, the loan file did not contain documentation 

evidencing the borrower’s claimed net equity in a prior residence or 

documentation showing that the borrower had paid off significant debts.  

Including these debts in the borrower’s liabilities resulted in the borrower 

exceeding HUD’s debt-to -income ratio requirements for FHA-insured 

loans.  Additionally, the borrower did not meet HUD’s minimum statutory 

investment for the loan.  HUD relied on PHHHL’s certification that FHA 

Case Number 277-0117810 was eligible for FHA insurance when HUD 

insured the mortgage. 

 14. In 2007, PHH audited a targeted sample of government loans for closing or 

pre-insuring requirements and found that its “percent accurate” did not exceed 50 percent 

during 2007.  On certain occasions during that time period and thereafter, PHH endorsed 

loans for FHA insurance without satisfying all the requirements to endorse the loans.  In 

2013, a PHH executive characterized the initial pass defect rate (i.e., pre-mitigation defect 

rate) on its loans, including FHA loans, and loans originated by and acquired from other 

lenders, as “shocking,” and emphasized the importance going forward of reducing the pre-
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mitigation defect rate, which was described as the “true measure, and moment of truth, of 

our originations loan production performance and operational capabilities.” 

 15. PHHHL did not adhere to HUD’s self-reporting requirements for FHA-

insured loans.  Between January 1, 2006, and December 31, 2011, PHHHL did not report 

a single loan to HUD.  Rather, PHHHL did not self-report any loans to HUD until 2013, 

after the United States commenced its investigation resulting in this Settlement Agreement. 

16. As a result of PHH’s conduct and omissions, HUD insured hundreds of 

loans approved by PHH that were not eligible for FHA mortgage insurance under the Direct 

Endorsement Program, and that HUD would not otherwise have insured.  HUD 

subsequently incurred substantial losses when it paid insurance claims on these loans. 

 17. The statements herein apply only to certain mortgages that are the subject 

of the release in this Agreement.  This document is not an admission as to any conduct 

related to any mortgage not released in this Agreement, nor is it an admission of any legal 

liability.  PHH reserves the right to contest the use or application of this document in any 

litigation. 
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