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CHAPTER 1. GENERAL PROGRAM | NFORVATI ON

PURPOSE. Thi s Handbook states the policies and procedures of the

Di rect Endorsenment program The purpose of this programis to
sinmplify and expedite the process by which nortgagees can obtain
nortgage i nsurance endorsenents from HUD. Under Direct Endorsenent,
the nmortgagee underwites and cl oses the nortgage | oan wi thout prior
HUD revi ew or approval .

BASI C PROGRAM QUTLI NE. The Direct Endorsenent underwiting and
endor senment process is as follows:

A Property Analysis. The nortgagee is responsible for underwiting
the property and deternining that the property is acceptable for
nortgage insurance. |If the property is acceptable for nortgage
i nsurance the nortgagee will issue to the applicant Form
HUD- 92800. 5B Condi ti onal Commi tnent/Di rect Endorsenment Statenent
of Appraised Value. The process for underwiting the property
will differ depending on whether it is proposed or existing
constructi on.

1) Proposed Construction. A nortgagee may qualify a proposed
dwel ling for financing in excess of a 90% | oan-to-val ue
ratio (high ratio financing) by using one of the follow ng
processes before the start of construction of the dwelling:

a. Underwriting the plans and specifications and apprai sal
for an individual property to deternmine its eligibility
and maxi num nort gage anount.

b. Underwriting the plans and specifications and a Master
Apprai sal Report (MAR) for a group of two or nore
properties to determine their eligibility and the
maxi mum nort gage anounts.

c. Using a Certificate of Reasonable Value (CRV) or a
master Certificate of Reasonabl e Value (MCRV) issued
by the Department of Veterans Affairs to determ ne
eligibility and maxi num nort gage anount.
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d. Using a HUD Condi tional Conmitnent or HUD Master
Conditional Commtnment. The nortgagee nust obtain
prior approval fromthe local HUD Ofice to obtain HUD
processed conditional comm tnents.

e. Using certified plans and specifications. Each HUD
Field Ofice has a list of builders who are approved to
certify that their plans and specifications conply wth
HUD s M ninum Property Standards (MPS). [|If the buil der
makes the certification prior to the start of
construction, the property will be eligible for a high
ratio loan (i.e., financing in excess of a 90%
| oan-to-val ue ratio).

Chapter 3 of HUD Handbook 4145.1 expl ains the
certification process, including how buil ders are added
to the Field Ofice list and how to handl e cases

i nvol ving buil ders who are not on the list.

The nortgagee's underwiter reviews the conpleted
apprai sal report to deternmine eligibility and the

maxi mum nortgage anount. The underwiter is also
responsi ble for review ng conpliance inspection reports
by fee or staff inspectors.

90% Rati o Properties. Wen the nortgage involves a property
whi ch was | ess than one year old at the tine the appraisa
was approved by the nortgagee's underwiter, and was neither
approved by HUD, the VA or the nortgagee prior to the start
of construction, nor covered by an acceptable warranty plan
(see paragraph 4, below), the nortgagee nust performthe
property anal ysis. The nortgagee cannot use a HUD
conditional conmtnment or a VA CRV

The nortgagee's underwiter reviews the conpleted appraisa
report to deternine eligibility and the maxi nrum nortgage
anount. Mrtgage loans in this category are limted to 90
percent of appraised val ue.
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Exi sting Construction. Wen the nortgage involves a
property which is at |east one year old at the tine the
apprai sal was approved by the nortgagee's underwiter or a
property whi ch has been occupi ed, the nortgagee nust perform
the property anal ysis. The nortgagee cannot use a HUD
conditional commtnent. The nortgagee nmay use a VA CRV



The nortgagee's underwiter reviews the conpl eted appraisa
report to determine eligibility and the maxi num nortgage
amount .

There are two kinds of transactions involving existing
construction where the nortgagee does not performthe
property analysis: a streamine refinance of a HUD-insured
nmort gage that does not require an appraisal, and sal es of
properties acquired by HUD through foreclosure. See HUD
Handbook 4155. 1.

4) Warranty Plan. Wen the nortgage involves a property that
i s under construction or |ess than one year old and the
pl ans and specifications were not approved by the nortgagee
or HUD, or certified by the builder prior to the start of
construction, the nortgagee may obtain high ratio financing
if the property is covered by a ten year warranty pl an

Chapter 6 of HUD Handbook 4145.1 describes the construction
exhibits, warranty docunents, and certifications required
when using a warranty plan to qualify for high | oan-to-val ue
fi nanci ng.

Mortgage Credit Analysis. The nortgagee is responsible for the
nortgage credit analysis on all Direct Endorsenent submi ssions.
The analysis is to be done by the nortgagee's underwiter.
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Underwriter Review. The underwiter reviews the appraisal report
and the nortgage credit analysis to determ ne the acceptability
of the concl usions reached by the apprai ser and the nortgage
credit exam ner.

If the conclusions are found to be acceptable, the underwiter
det erm nes whether or not the application conplies with the
specific provisions of the HUD program

Underwriter Certification. The underwiter executes the
underwriter certification on the Underwiter/Mrtgagee
Certification, FormHUD 54113 (see Appendix 2).

Mort gage Loan Cl osing. Moyrtgage proceeds are completely

di sbursed to the nortgagor, or to the nortgagor's creditors for
his account. The appropriate nortgage docunments are executed.
Where applicable, the One-Tinme Mrtgage I nsurance Premiumis
paid to HUD.



Mortgagee Certification. An authorized representative of the
nmort gagee, who nmay be the underwriter, executes the nortgagee's
certification on Form HUD- 54113 (see Appendix 2).

Mort gage Endor senent Submi ssion. The nortgagee sends the
nort gage | oan package to the HUD Field Ofice in a HUD prescri bed
case binder.

HUD Pre- endorsenent Review. HUD staff conducts a pre-endorsenent
revi ew of the case binder using the Pre-Endorsenent Review
Checkl i st (see appendi x 17).

Endorsenent. |f the pre-endorsement review provisions have been
nmet, HUD will endorse the nortgage for insurance, print a

Mort gage | nsurance Certificate, Form HUD 59100, and send it to
the nortgagee. |If the pre-endorsenent review provisions were not
met, HUD will return the file to the nortgagee for correction.

HUD Post - Endor senent Review. After insurance endorsenent, HUD
reviews the property and nortgage credit anal yses. The
percent age of cases revi ewed depends upon the quality of past
underwriting and servicing problens on earlier |oans.
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(1-2) K. Underwriting Report. Should the post-endorsenent
review reveal underwiting deficiencies, an
underwiting report is sent to the nortgagee.
1-3 ASSURANCES OF ENDORSEMENT. The Direct Endorsenent

program has been designed to give the nortgagee
sufficient certainty of HUD endorsenent requirenents to
justify the assunption of the responsibilities involved
in originating and cl osi ng nortgage | oans w thout prior
HUD revi ew. Mortgagees are responsible for conplying
with all applicable HUD regul ati ons and handbook
instructions. |If the nortgage |oan neets the
pre-endorsenment review criteria, HUD will endorse the
nortgage for insurance. The resulting insurance
contract is incontestable except in cases of fraud or

m srepresentation by the nortgagee. |If, at the tine
the case is subnitted for endorsenent, HUD has evi dence
that there is fraud or msrepresentation on the part of
the originating nortgagee, HUD will consider the
certifications as fraudulent and will not endorse the
nort gage for insurance.



1-4 ELI G BLE MORTGACE | NSURANCE PROCRAMS:
* Mort gages to be insured under or pursuant to the
foll owi ng sections of the National Housing Act are
eligible for Direct Endorsement processing:
SECTI ON OF ACT DESCRI PTI ON REGULATI ONS
203(b) Basic 1-4 famly nortgage Part 203, Subpart A
i nsurance
203(h) Housi ng for Disaster 203. 18(e)
Victins
203(i) Housing in Qutlying Areas 203. 18(d)
203( k) Rehabilitation | oans 203.50 & 203.51
220(d) Urban Renewal Mortgage Part 220, Subpart A
I nsurance
220( h) Ur ban Renewal / Hone Part 220, Subpart A
| nprovenent Loans
221(d) (2) Low Cost and Moderate Part 221, Subpart A
I ncone
222 Servi ceperson's Mortgages Part 222, Subpart A
234 Condom ni um Part 234, Subpart A
235(r) Ref i nance of Section 235 Part 235, Subpart H
Mor t gages
240 Fee Title Purchases Part 240, Subpart A
223(a) (1-6) M scel | aneous 203. 43(b)
& (8)
223(a)(7) Ref i nanci ng | nsured 203.43 and 234.52
Mor t gages
223(c) Properties Sold by HUD 203. 43(k)
223(e) Properties in Q der Part 203.43a and
Decl i ni ng Areas 234. 68
238(c) Federal ly I nmpacted Area 203. 43e and 234.69
245 G aduat ed Paynments (GPM 203. 45 and 234.75
245 Growi ng Equity Mortgages 203. 47 and 234.77
(GEM
247 Hawai i an Hone Lands 203. 43
248 I ndi an Home Lands 203. 43h
251 Adj ust abl e Rate Mrtgages 3.49 and 234.79
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(1-4) Under all HUD programs, the term of the nortgage
must be 30 years or |ess.
*
1-5 MARG NAL CASES. The Departnent's nortgage insurance

prograns are designed to serve the credit needs of
those honebuyers not adequately served by the private

sector.

Processi ng cases under the Direct Endorsenent

program should not result in | esser consideration of
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applications involving marginal |ocations, properties
or credit risks. The program provi des nortgagees the
necessary assurance of endorsenent since subjective
underwiting determ nations are reviewed only after the
nort gage has been endorsed.

M NI MUM PROPERTY STANDARDS vary by construction status
(or age of the property) and the construction type
(on-site construction or manufactured housing).

A Proposed Construction. The standards for
dwel I ings constructed on-site and classified as
proposed construction are in Appendi x K of HUD
Handbook 4910.1, M ni mum Property Standards for
Housi ng.

B. Exi sting Construction. The standards for al
exi sting construction, which is defined as
construction conpl eted nmore than one-year at the
time of the appraisal or a previously occupied
dwel I ing, are in HUD Handbook 4905.1, Requirenents
for Existing Housing, One- to Four-Famly Living
Units.

C Condom niuns. The standards for units built
side-by-side are the sane as for detached
sem - detached or row houses. The standards for units
built over and under one another are in HUD
Handbook 4910. 1

D. Rehabi litation Construction. Wen, at the time of
the appraisal, the dwelling needs rehabilitation
construction in excess of $5000, the applicable
standards are contained i n HUD Handbook 4240. 4,
Rehabilitati on Home Mbrtgage |nsurance, Section
203( k).

E. Manuf act ured Housing. GCeneral eligibility
criteria are in HUD Handbook 4145.1, paragraph
3-4.
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1-7 ELIGBILITY OF CONDOM Nl UM PRQJECTS AND PUDS. Prior to
underwriting a nortgage application, the nortgagee is to determ ne

that a condom ni um or PUD has been approved by HUD.

Ref er to Handbook

4150.1 for information about approvals of condomni ni um projects and

PUDs.

1-8 MORTGAGE AMOUNT | N PURCHASE TRANSACTI ONS. The | oan-to-val ue



rati o depends on the construction type and status, the age of the
property, whether the applicant intends to occupy the dwelling as a
primary or secondary residence, and if the buyer is affiliated with
the seller.

1-6a

(1-8)

1-9

1-10

1-11

1-12

Except for manufactured housing, in order to qualify for the
maxi mum | oan-to-val ue ratio, the dwelling must be: (1)
proposed construction as defined in paragraph 1-2; (2) at

| east one year old; or (3) covered by a ten-year warranty plan
accepted by HUD. See Chapter 2 of HUD Handbook 4155. 1.

For manufactured housing to qualify for the maxi mum

| oan-to-value ratio, the home (1) must not have been installed
or occupied at any other site or location and (2) either: (a)
the present site was approved prior to the beginning of on-site
work, (b) the hone has been installed for at |east one year, or
(c) the hone is covered by a ten-year warranty plan accepted by
HUD.

REFI NANCE TRANSACTIONS. Wth a refinance, the naxi mum nortgage
anount depends on the applicant's intended use of the rea
estate (occupancy or investnent), and the proposed use of the
nortgage | oan proceeds. |In nost instances, Section 245(a)
cannot be used for refinancing. See Chapter 4 of HUD Handbook
4155. 1.

| NTEREST RATE. Under all of the nortgage insurance prograns
eligible for Direct Endorsenent processing, the interest rate
and di scount points are freely negotiable between the nortgagee
and the applicant. The nortgagee may charge a lock-in fee if
the terns are guaranteed for a specific period of tine, in
writing.

FEES AND CHARGES. No extra fees and charges may be coll ected
fromthe borrower on the basis of Direct Endorsenent

processing. Only those fees normally charged the borrower in
HUD/ FHA transactions lock-in fee, origination fee, appraisal
fee, inspection fees (for repairs or inprovenents to existing
dwel 1ings), costs of a credit report, any charges for verifying
deposits, and discount points nmay be charged the borrower in a
Direct Endorsenent case. No underwriting fee or nortgage
credit fee may be charged to the borrower

The apprai sal fee schedul e established by the HUD Field Ofice
will apply to Direct Endorsenent appraisals. A nortgagee using
a staff appraiser or inspector may collect the appraisal and

i nspection fee.

AUTHORI ZED TECHNI CAL PERSONNEL. For property appraisal s,
i nspections and nortgage credit anal yses, nortgagees nmay use
their own staff if approved by HUD, or they may use fee



apprai sers, fee inspectors and fee nortgage credit exam ners
assi gned from HUD- approved panels. Al Direct Endorsenent
nmort gagees nmust enploy a full-time underwiter approved by HUD.
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BUSI NESS RELATI ONSHI PS W TH BUI LDER, SELLER, OR REAL ESTATE
FIRM A nortgagee which provided the construction |oan or has
a financial interest in, owms, is owned by, or is affiliated
with the building or selling entity or the real estate firm may
ori gi nate nortgages under this program provided the appraisa
is done by a fee apprai ser assigned by HUD rather than an
apprai ser on the staff of the nortgagee. |f inspections are

i nvol ved, they nust be done by fee inspectors assigned by HUD
Mort gagee personnel may performthe nortgage credit anal ysis

LOANS | NVOLVI NG EMPLOYEES OF THE MORTGAGEE. | f an enpl oyee of
the nortgagee will be the nortgagor or seller, that enpl oyee
cannot be involved in processing the application. The
apprai sal and any inspections that are required nust be done by
f ee personnel assigned by HUD.

I f possible, the application should be processed by a different
branch or the nortgagee's main office. The case nust be
clearly identified in the remarks section of the Mrtgage
Credit Worksheet and beneath Box F, "Enploynment," on the front
of the case binder

CONVERSI ONS AND SUBM SSI ON FOR HUD COVM TMENT PROCESSI NG

A.  Choice of Processing. Direct Endorsenent nortgagees shoul d
process all cases that they are eligible to process and
shoul d reject applicants that clearly do not neet HUD
underwriting requirenents. A Direct Endorsenent approved
nort gagee cannot order cases for prior approval processing,
unless the HUD Field Ofice gives its pernmission. Requests
for that perm ssion nust be by letter fromthe underwiter
expl ai ni ng why the case shoul d not be processed under
Di rect Endorsenent.

O course, this requirenent does not apply to cases that
are not eligible for Direct Endorsenent processing and only
applies to the nmortgage credit portion of the processing
where the nortgagee w shes to obtain individual or naster
HUD conditional commtnents for proposed construction

B. Converting Cases to HUD Processing. Cases which nortgagees
begin to process under Direct Endorsenment may be subnitted
to HUD for conversion to prior approval processing only
under certain circunstances. The conversion nust be
requested in a letter fromthe main office of the
nort gagee, co-signed by the underwiter, stating a
legitimte reason for conversion

Mort gagees whi ch abuse the conversion option nmay be



sanctioned accordingly. Once a case has been converted
fromDirect Endorsenent to prior approval processing, the
prior approval processing nmust be maintained.
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(1-15B.) Cases may be converted for the foll ow ng

reasons only:

1) Vet eran Borrower Chooses to use VA Guarantee
Program The nortgagee may subnmit the
apprai sal and rel ated docunents to the HUD
Field Ofice for issuance of a conditiona
conmi tnent for subm ssion to the VA

2) Appl i cant who Defaulted on an Earlier
Mortgage. An applicant who was a nortgagor
on a nortgage that went into default or
forecl osure may be eligible for another
insured nortgage. One of several conditions
that nmust be net is that the default or
forecl osure was due to well-defined,
extenuating circunmstances beyond the
applicant's control. |If the underwiter is
unabl e to deci de whet her the extenuating
circunstances are sufficient to make the
applicant eligible, the underwiter may
request that the case be converted to HUD
prior approval processing.

If the nortgage had been insured by HUD and
the property was sold by the applicant to a
buyer who took title subject to the nortgage
or who assuned it prior to the delinquency of
paynent of a claim the application nmay be
converted for HUD prior approval processing.

3) Applicant may be Eligible for Special Credit
Risk Program |If the applicant is ineligible
under the regul ar prograns because he is
unable to neet the credit requirenents, but
appears to qualify under Section 237, the
application nust be converted for prior
approval processing. In many areas of the
country, Section 237 may not be a feasible
alternative, as the maxi mum nort gage anount,
$18, 000 ($21,000 in high cost areas), may not
be sufficient.
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(1-15B.) 4) Applicant is an Enpl oyee of the Mortgagee.
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The nortgagee nmay submit the application to
HUD for prior approval processing.

5) Applicant is an Enpl oyee of HUD or a Menber
of the Enpl oyee's Househol d (Spouse, Parent,
or Child). The nortgagee nust subnit the
application to HUD for prior approva
processi ng.

6) HUD Requests or Authorizes the Conversion in
Witing.

C. Converting Cases to Coi nsurance Processing. Cases
whi ch nortgagees begin to process under Direct
Endor senment may be converted to Coinsurance if the
nort gagee i s approved for Coi nsurance processing.

D. Converting Cases from Coi nsurance to Direct
Endor senment. Cases whi ch nortgagees begin to
process under Coi nsurance may be converted to
Direct Endorsenent, but not if the coinsuring
| ender sel ected the apprai ser used on the case
and t he apprai sal has been conpl et ed.

TRANSFERRI NG CASES. An applicant or the seller may
have a personal preference or other reasons to request
that the application be transferred from one nortgagee
to another. In such cases, Direct Endorsenent

nmort gagees are expected to cooperate on a reciproca
basis and conplete the transfer of the underwiting
package (appraisal report and/or nortgage credit
package) upon witten request fromthe applicant or the
seller, if an applicant is not involved. Failure to
cooperate in the transfer of cases jeopardi zes the
nort gagee's HUD approval as well as its Direct

Endor senent approval .

A Recei vi ng Mort gagee

1) I f approved for Direct Endorsenent,
processi ng nmay continue under Direct
Endor senent, provided that the application is
eligible for Direct Endorsenent. The
recei ving nortgagee assunes ful
responsibility for the quality of the
underwiting.
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(1-16A.) Current credit reports need not be updated,

but the nortgagee nust interviewthe
applicant(s) either in person or by tel ephone
to ensure that the application (HUD Form
92900) remains an accurate reflection of the
applicant's circunstances. Verifications of
enpl oynent and deposit need not be reordered
where the nortgagee contacts the enpl oyer and
financial institution(s) by tel ephone and so
annot ates the forns.

The nortgagee's underwiter nust review the
Apprai sal and Mortgage Credit Wrksheet and
execute the Underwriter Certification on Form
HUD- 54113 after reviewi ng the application
(Refer to 3-3G for gui dance when the
underwriter concludes that the appraisa
report findings are inconsistent or
unaccept abl e.)

If the original nortgagee had rejected the
application, it nust include a copy of the
underwriter's worksheet reflecting the
anal ysis and reason for rejecting the
borrower or property. |If the receiving
nort gagee approves the application and
submts the case for endorsenent, the case
file must include a copy of the origina
nmort gagee' s wor ksheet with expl anatory
comments fromthe receiving nortgagee's
underwriter.
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2) If not approved for Direct Endorsenent, the receiving
nort gagee nust subnit the case to HUD for prior
approval processing. The Field Ofice would review
the case and issue a conditional commitnent or firm
commitnent, as appropriate, if the application is
eligible.

B. Conpensation to Original Mrtgagee. For the transfer of a
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single case, the original nortgagee nmay request that the
applicant pay a pro-rata portion of the origination fee for
the reasonabl e costs incurred in relation to the work
performed, but no nore than one-half percent if the
underwriter has reviewed and signed the apprai sal and one
percent if the underwiter has reviewed and signed both the
apprai sal and Mdrtgage Credit Wrksheet. The nortgagor can
pay a maxi mum ori gi nation fee of one percent in obtaining
an insured nortgage. The nortgagee transferring the case
may al so retain any lock-in fee collected fromthe
applicant at the tine of application as well as reinburse
itself for any out-of-pocket expenses, such as the

apprai sal, surveys, credit reports, etc.

For the transfer of multiple cases, such as a Master
Apprai sal Report, Master Conditional Commitnent or other
groups of properties, the original nortgagee may request
that the applicant pay a fee for the reasonabl e costs
incurred in relation to the work performed. For each node
or base case transferred, the transfer fee will be the sane
as stated above for single cases, while the fee for the
remai ni ng repeat cases should be a nmuch snaller anount.
Local HUD Field Ofices may establish the transfer fee for
the repeat cases or allowthis fee to be negotiated between
t he nortgagees.

If the applicants (including sellers) do not agree to pay
the above fees to effect the transfer, the new nortgagee
must start processing fromthe begi nning by requesting a
new case nunmber and apprai ser assignnent. This request for
a new case nunber/apprai ser assignment nust be made in
witing to the HUD Field Ofice by the new nortgagee.

CONSTRUCTI ON COVPLAI NTS.  Construction conplaints nmade to a
nort gagee i nvol ving cases processed under Direct Endorsenent
are to be initially investigated by the nortgagee. See HUD
Handbook 4070.1 for details.

If the defect involves proposed construction and the nortgagee
is unable to resolve the matter or if the defect is a
structural one which mght involve Section 518(a) assistance,
the nortgagee is to refer the conplaint to HUD for further
processing. HUD will determ ne whether the honeowner is
eligible for assistance pursuant to Section 518(a).
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If the complaint involves existing construction, the nortgagee
is toresolve the matter to the extent possible. |If the

conmpl aint involves an item which the nortgagee certified as
repaired, it is the responsibility of the nortgagee to
satisfactorily resolve the matter. |If the conplaint involves a
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serious deficiency overl ooked by the appraiser at the tine of
the original appraisal, the nortgagee is to report such finding
to HUD.

When exi sting construction is involved, the nortgagee is to
informthe nortgagor that HUD has no funds or authority to
repair the defect or conpensate the nortgagor. |If the
nmortgagee i s unable to satisfy the nortgagor, the conpl aint may
be referred to HUD. The nunber and | egitimcy of the
conplaints will be a factor in HUD s nonitoring of a

nort gagee' s Direct Endorsenent perfornance.

WAI VER OF TI TLE OBJECTI ONS. Section 203.389 of Title 24 of the
Code of Federal Regul ations states that HUD will not object to
title because of conmon and custormary easenents, restrictions
and encroachnents, or to several specific title objections
listed in the Regulations. Mrtgagees are not to request

wai vers for exceptions specifically noted in this provision of
the Regul ations. These include: customary easenents for
public utilities, party walls, driveways and enchroachnents on
adj oi ning property by hedges, wooden or wire fences bel ongi ng
to the subject property. Refer to the Code of Federa

Regul ations for the conplete |ist.

When the nortgagee becones aware of a title exception not
wai ved by the Regul ations, a waiver request |letter should be
sent to the HUD Field Ofice.

CODE OF FEDERAL REGULATI ONS. Regul ations governing the

provi sions of the Direct Endorsement program are contained in
Chapter Il of Title 24 of the Code of Federal Regul ations under
Sections 200. 163, 200.164 and 200. 164a.

CASE NUMBER SYSTEM  The "700" series is used to identify the
i nsurance programinstead of the "200" and "500" series for
HUD- processed cases. |f a Direct Endorsenent case involves a
CRV, the fact that the case is a Direct Endorsenent case

super sedes the association with VA Since the nortgagee does
not have the authority to determ ne whether a case is eligible
for Section 223(e) consideration, no adjustnment for the "300"
series is necessary. In the event a case is converted to HUD
for prior approval processing, the applicable "200," "300," or
"500" code should be used. For proposed construction cases

i nvol ving HUD condi tional conmitnents which are processed under
this program the cases are insured under the appropriate

Di rect Endorsenent code. See Form HUD- 428, Honme Mrtgage ADP
Code Chart.
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