3-2

3-3

CHAPTER 3. MORTGAGEE UNDERWRI TI NG

PURPOSE. The purpose of this chapter is to describe the
underwriting process and responsibilites of the nortgagee under
the Direct Endorsenent program This chapter al so establishes
the guidelines for Direct Endorsenent underwiting as required
by Section 200.163(b)(2) of Title 24 of the Code of Federa
Regul ati ons.

For technical underwiting guidance, nortgagees are to foll ow
HUD Handbooks 4145.1, Architectural Processing and | nspections
for Honme Mortgage | nsurance, 4150.1, Valuation Analysis for
Hone Mortgage | nsurance and 4155.1, Mdirtgage Credit Anal ysis
as well as nortgagee letters and instructions fromthe HUD
Field Ofice.

| NELI G BLE PARTI Cl PANTS AND CREDI T ALERT.

A Ineligible Participants. Direct Endorsenent nortgagees
are to check | oan applicants agai nst the Consolidated I|ist
of parties debarred or suspended by HUD and agai nst the
combined list of parties denied participation in specific

progranms and geographic areas (see Chapter 5). |If the
applicant is listed, the application nmust not be
processed. |If the nortgagee wi shes to obtain pernission

to process such an application, all original docunents
must be forwarded to the HUD Field Ofice. Approval to
continue processing will not be given unless HUD
determines it to be in the best interest of the

Gover nnent .

B. Credit Alert. If HUDs Credit Alert Interactive Voice
Response System i ndi cates that the applicant was the
nort gagor on another HUD-i nsured nortgage that is
delinquent or went to claim(or if the Credit Report shows
a del i nquency or foreclosure on a conventional nortgage),
the underwiter will have to judge whether extenuating
circunstances were invol ved before continuing to process
the application. See HUD Handbook 4155.1

PROPERTY VALUATI ON PROCEDURES. Wth properties classified as
proposed construction and properties covered by a construction
warranty plan accepted by HUD, the nortgagee has the option of
using a HUD conditional commtment or a VA CRV. For those
cases not involving a HUD commitnent or a VA CRV, the nortgagee
is responsible for the property eligibility determ nation

For all cases, the nortgagee nust cal cul ate the maxi num
nortgage anount, as explained in this chapter. Wth the
exceptions noted, the nortgagee's property underwiting process
is as follows:
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Approval of Plans and Specifications. For proposed
construction cases, the plans and specifications nmust be
approved prior to the start of construction, or the
nortgage nmust be limted to 90 percent of value plus

cl osi ng costs.

Certain builders are authorized to certify that their

pl ans and specifications conply with HUD s M ni num
Property Standards (MPS). See Chapter 3 of HUD Handbook
4145.1 for details.

Request for Case Number and Appraiser. NMortgagees obtain

case nunbers and apprai sal assignnments by using the CHUMS

Lender Access System (CLAS), or calling or witing the HUD
Field Ofice. In lieu of requesting assignnent,

nort gagees using staff appraisers should provide the CHUVG
identification nunber of the appraiser they have assigned.

Conpl i ance inspectors, if needed, should be requested with
the case nunber. CLAS users nust call for conpliance

i nspectors.

The nortgagee should identify the case as Direct

Endor senment (unl ess requesting a conditional conmitment on
proposed construction) and provide the property address,
type of construction, nunber of units and other

i nformati on necessary for the assignnent process. |If a
condom ni um the project nane nust be given. |f proposed
construction, the name of the subdivision or PUD nmust be
gi ven.

Application Form The nortgagee conpl etes the Form
HUD- 92800, Application for Property Appraisal and
Conditional Commitment, and retains the Requestor's
Copy 2.

When requesting a case nunber, the nortgagee nmay be
advised (1) that HUD had previously rejected the property
or (2) that the property had previously been sold by HUD,
the sales price, sales date, and whether it was judged as
ineligible for nortgage insurance at that tine. In such
cases, the nortgagee notes this in the address box of Form
HUD- 92800.

Sendi ng Apprai sal Package to Appraiser. The nortgagee
sends to the assigned appraiser a Uniform Residentia
Apprai sal Report (URAR) and the Form HUD- 92800 (three
parts: Oiginal HUD File Copy 1, Appraiser Copy 3, and
HUD CHUMS Copy 4). When using HUD fee appraisers, the
package must be clearly identified as a Direct Endorsenent
case to ensure that the appraiser returns the appraisal to
the |l ender rather than sending it to HUD.

Perform ng the Appraisal. The appraiser is to conplete
the appraisal in accordance with HUD instructions.
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Ret urni ng Apprai sal to Mdrtgagee (and Copy to
HUD). After the appraisal report is conpleted,
the appraiser returns the apprai sal package
(including pictures of the subject property and

t he conparabl es) and Copy 1 of Form HUD-92800 to
the nmortgagee. The apprai ser sends a phot ocopy of
the URAR and Copy 4 of Form HUD- 92800 to the HUD
Field Ofice. The appraiser keeps Copy 3.

This procedure applies to appraisals perforned by
nmort gagee staff appraisers as well as those
performed by HUD fee panel nmenbers. HUD fee pane
menbers are expected to return conpl eted
appraisals to the nortgagee within five workdays
fromthe day they received t he package.

Mort gagees must ensure that their staff appraisers
submit the HUD copies of the appraisals to HUD at
the sane tine the appraisers forward the originals
to the nortgagee.

Underwriter's Review of Appraisal. The
nmortgagee's underwiter is to review the appraisa
to determi ne whether or not the appraiser's

concl usions are acceptable. |f found to be
acceptable, the property is eligible for HUD

nmort gage i nsurance. The review consists
essentially of the foll ow ng:

1) Verification (as possible fromavail abl e
data) that the factual information subnitted
is correctly reported.

2) Determ nation of the plausibility and
consi stency of the conclusions based upon
data presented in the report.

3) Determ nati on of the consistency of the
reported concl usions by conparison with other
data conclusions reported in sinilar cases
recently processed.

4) Conpl i ance with underwiting instructions
in HUD Handbooks 4145.1 and 4150. 1

If the underwiter concludes that the appraisa
report findings are inconsistent, or are otherw se
unaccept abl e, he may contact the appraiser or
return the case to the appraiser for

reconsi derati on.
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(3-3G) The underwriter may al so add comments or

corrections to nodify or anmend the report by using
the "Direct Endorsenent Underwiter/HUD Revi ewer
Anal ysis of Appraisal” form (see Appendi x 15).
Conments or corrections nust be supported by HUD
val uation policy and adequately docunmented. This
i ncludes the adjusting of value, the renoval or
addition of repair requirenents, and the overal
determ nati ons of property approval and rejection
However, it does not include using the Chief
Underwriter's prerogative described in HUD
Handbook 4125.1; this is only available to HUD
staff. The appraisal report itself should not be
"mar ked up" or changed in any way by the DE
underwriter.

Upon conpletion of the review, if the underwiter
has no comments or corrections to make to the
appraisal, then the formin Appendi x 15 need not
be compl eted. The DE underwiter's execution of
the Form HUD 54113 wi |l be sufficient evidence of
the underwiter's review of the appraisal report.
If the dwelling was previously sold by HUD s
Property Disposition (PD) Branch and the appraised
val ue exceeds the PD sales price by ten percent or
nmore, the underwiter nmust have the property field
revi ened before approving the appraisal report.

Reconsi deration Actions. Except when using a HUD
conditional conmmitment or a VA certificate of
reasonabl e val ue, nortgagees are to process al
requests to reconsider appraisal determ nations.
Al'l reconsideration actions nust be docunented.
Adequat e docunentation is determned by the type
of reconsideration action involved.

1) A reconsi deration of value on existing
construction nust be supported by evidence of
comparabl e sales. The underwiter or
apprai ser is to docunent the existing
apprai sal report or, if necessary, conplete
the appropriate sections of a new apprai sa
report.
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Wth the reconsideration of repair
requirenents, it is the responsibility of the
apprai ser and the nortgagee's underwiter to
ensure that the Departnent's requirenments for
exi sting housing are applied in accordance
wi t h out st andi ng gui del i nes.

In situations where the appropriateness of
the repair requirement is questioned, the
nort gagee nay either request the appraiser to
reconsi der the requirenent or the nortgagee's
underwiter may take the action to renove the
requirenent. \When the nortgagee's
underwriter renoves a repair requirenent, the
justification for the action nust be
adequat el y docunented. Such docunentation
will normally include inspection of the

property.

O her reconsideration actions or changes to
the original appraisal may be necessitated by
changes in the | egal description or
boundaries. A change in the |ega

description or boundaries will dictate a
rework of the appraisal only to the extent
that value is affected. Any such changes
made to the original appraisal are to be
docunented by the appraiser or the

nmort gagee' s underwriter.

Si nul t aneous Apprai sal and Mdrtgage Credit Review.
Si mul t aneous apprai sal and nortgage credit review
is permssible as provided i n Handbook 4155.1

par agraph 3-9

3-4 EXPI RATI ON OF THE APPRAI SAL. The appraisal is valid
for a specific nunber of months fromthe date on which
the appraiser performed the appraisal and signed the
Uni f or m Resi denti al Appraisal Report (URAR).
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The apprai sa

has a life of six nonths for existing

construction and, depending on the |ocation of the property,

to 12 nmonths for proposed construction and substanti al

rehabilitation. The HUD Field Ofice will advise the
underwriter about soft market conditions and the life of
proposed construction and substantial rehabilitation

up
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appr ai sal s.

For the purpose of submitting the appraisal as part of a
request for nortgage insurance endorsenent, the nortgagee nust
have approved the nortgagor or a valid sales contract nust have
been executed prior to the expiration of the appraisal

Approval of the nortgagor occurs when the underwiter signs the
nmort gage credit anal ysis worksheet.

EXTENDI NG APPRAI SALS.  Apprai sal s on proposed construction or
substantial rehabilitati on may be extended up to 12 nonths
provided that construction or rehabilitation started before the
ori gi nal appraisal expired. A fee or staff appraiser nust

i nspect the property and update the appraisal previously done.
Apprai sal s on existing properties my not be extended.

MASTER APPRAI SAL REPORT (MAR). This procedure elimnates the
need for an individual Form HUD- 92800, Application for Property
Apprai sal and Conmitment, and an individual appraisal report
for each case in a group of applications. It is not suitable
for individually designed non-repeat cases. Detailed
instructions are in HUD Handbook 4115. 3.

COWVPLI ANCE | NSPECTI ONS. When processing a proposed
construction case without a HUD conditional conmitnent or a VA
CRV, and when processing a property under construction, the
nortgagee is responsible for the conpliance inspections. See
Chapter 3 of HUD Handbook 4145.1 for instructions on the nunber
and timng of inspections.

A Staff or Fee Inspector. The nortgagee nmay use its own
staff inspector (except as provided in paragraphs 1-13 and
1-14) or a fee inspector assigned by HUD. The nortgagee
is tonotify the inspector that a Direct Endorsenment case
is involved to ensure that the Conpliance | nspection
Report is sent to the nortgagee and not to HUD. Upon
recei pt of the Report, the underwiter is to review and,
if satisfied, sign the Report.

B. Copy of Conpliance Inspection to HUD. Staff and fee
i nspectors nust send a copy of all conpliance inspection
reports to the HUD Field Ofice. The copy nust show the
i nspector's signature and nust be |l egible. These copies
may be used by HUD to performfield review of conpliance
i nspecti ons.
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SATI SFYI NG REPAI R REQUI REMENTS. Repair requirenments

out standi ng on the appraisal report nust be satisfied when the
mortgage is submitted for endorsenent. Satisfaction of repair
requi renents can take one of three forns.

A Conpl i ance | nspection Report. The nortgagee nmay use an
i nspection perforned by an apprai ser or inspector



evi denced by conpl eti on of Form HUD- 92051, Conpli ance
| nspection Report, certifying that the repairs have been
satisfactorily conpl eted

General ly, since the repair requirenments are placed by an
apprai ser, in nost cases the sane appraiser (staff or fee)
woul d be able to determ ne whether the repair has been
made. For those inspections which require architectura
expertise (structural or basic systemrepairs), the
nortgagee is to use either a staff inspector (approved by
HUD) or a HUD fee inspector

The nortgagee is to contact the HUD Field Ofice for the
assi gnnent of an inspector. When assigning the case to
the apprai ser or inspector, the nortgagee shoul d advi se
that the case is being processed under Direct Endorsenent
so that the Report is sent to the nortgagee and not to the
HUD Field Ofice. Upon receipt of the Report, the
underwiter is to review and, if satisfied, sign the
Report.

B. Mortgagee Certification. In instances where the required
repair itens are mnor and unconplicated such as: (1)
repl aci ng broken glass; (2) installing splash bl ocks; or
(3) renoving debris, a certification by the nortgagee is
acceptabl e as evidence that the conditions have been
satisfied. The nortgagee is to determ ne whether the
repair itenms can be considered mnor and unconplicated (if
the honmeowner woul d do the work hinself as nornma
mai nt enance, HUD considers the work ninor).

C Escrow of Funds. To facilitate the insurance of the
nmortgage prior to conpletion of repair requirenents, in
certain situations funds may be escrowed and HUD wil |
accept a Mortgagee's Assurance of Conpletion at the tinme
of endorsenent. For further information on this
procedure, see chapter 5 of HUD Handbook 4145.1

3-9 MONTHLY EXPENSE ESTI MATES AND CLOSI NG COSTS.  The nonthly
expense estimates (hazard insurance, taxes, maintenance and
repairs, heat and utilities) are devel oped by the appraiser
froma schedul e nade avail able by the local HUD Ofice. A
schedul e is also provided for the closing costs.
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3-10 FLOOD HAZARD AREAS. When a property is located in an

area designated as a special flood hazard area, it is
required that the nortgagor and nortgagee obtain and
mai ntain flood i nsurance coverage under the Nationa
Fl ood | nsurance Programon the property during such
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time as the nortgage is insured. The insurance nust be
in an anpbunt at |east equal to the outstanding bal ance
of the nortgage |less estimated | and costs or the
maxi mum amount of NFI P insurance avail abl e, whi chever

is less. It is the responsibility of the nortgagee to
determ ne whether or not the property is located in a
fl ood hazard area. |If a property is located in a

special flood hazard area and NFI P coverage is not
avail abl e, the property is not eligible for HUD
nort gage i nsurance.

SECTI ON 223(e). Section 223(e) of the National Housing
Act provides flexible programrequirenents which are
not included in other Title Il Sections of the Act. A
nortgage may be insured pursuant to Section 223(e) for
the repair, rehabilitation, construction, or purchase
of properties in older declining urban areas. Section
223(e) authority does not require "economn ¢ soundness”
with respect to | ocation.

Eligibility under Section 223(e) is to be determ ned by
HUD. Upon a determ nation by the appraiser and the
nmort gagee's underwiter that a property located in an
ol der, declining urban area does not neet the | ocation
eligibility requirements of Section 203(b), the

nort gagee nust request HUD approval to process using
223(e) consideration.

MODI FI ED COST APPROACH. I n certain situations, the HUD
Field Ofice may deternine an area to be specul at or

dom nat ed, which neans specul ators constitute the
principal source of real estate activity. In such
areas, the appraiser is to supplenent the standard
apprai sal approach with the nodified cost approach to
val ue as presented in HUD Handbook 4150.1, Val uation
Anal ysis for Home Mortgage I nsurance. The Field Ofice
is to provide fee appraisers and Direct Endorsenent
staff appraisers with a list of areas, if any, subject
to the nodified cost approach
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HOVEBUYER S STATEMENT OF APPRAI SED VALUE. Wen not
using a HUD conditional commitnent or a VA CRV, the
nmortgagee is to provide appraised value information to
the applicant. After the nortgagee's underwiter has
reviewed the appraisal report and deternined that the
property is eligible for HUD nortgage insurance, it is
the responsibility of the nortgagee to i nmediately
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provide the applicant with the copy of the Form

HUD- 92800. 5B narked "Hone Buyer". The nortgagee i s not
required to provide a copy of the appraisal report to
the applicant, but nust provide it when asked.

In cases involving proposed or new dwel lings that were
not approved prior to the start of construction or
covered by an early start letter, the Statenent of
Apprai sed Value nust indicate that the property is not
eligible for correction of defects under Section
518(a).

LEAD- BASED PAI NT HAZARD. |f the property was
constructed before 1978, the appraiser nust check for
defective paint and condition for its repair. See HUD
Handbook 4150.1. In accordance with Mortgagee Letter
92-24, the borrower nmust have executed the HUD
prescribed "Notice about Lead" on or before the date
the borrower executed the sales contract.

MORTGAGE CREDI T ANALYSI S PROCEDURES. The purpose of
nortgage credit analysis is to determ ne the nortgage
credit risk in the nortgage transaction to be insured, and
tolimt the probabilities of foreclosure or collection
difficulties through the application of predeterm ned
standards with respect to acceptable risks.

In addition, nortgage credit analysis is used to determne
compliance with many provisions of the National Housing
Act. Under Direct Endorsenent, it is the responsibility
of the nortgagee to performthe nortgage credit analysis,
to determine if the nortgagor is an acceptable credit

risk, and to deternmine if the terns of the nortgage conply
with the Section of the National Housing Act under which

i nsurance is requested.
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The purpose of this paragraph is to provide program
participants with the procedures to be foll owed under
Di rect Endorsement when performing the nortgage credit
anal ysis. For technical guidance, refer to HUD
Handbooks 4155.1, Mrtgage Credit Anal ysis Handbook
and 4020. 1, HUD/ FHA Underwriting Analysis (Chapter 3),
nmort gagee letters, and instructions fromthe HUD Field
Ofice.

A Mortgage Credit Analysis. The nortgage credit
anal ysis nay be perforned by either a nortgage



credit examiner on the nortgagee's staff, by a fee
nort gage credit exam ner assigned by HUD on a
rotation basis, or the nortgagee's underwiter.

B. Mortgage Credit Application and Wirksheet. The
forms to be used are: Freddie Mac Form 65/ Fanni e
Mae Form 1003, Uniform Residential Loan
Application (URLA), HUD/ VA Addendumto the URLA
(HUD- 92900- A), and the Mortgage Credit Analysis
Wor ksheet (HUD-92900-W5). The application and
addendum are conpl eted according to the
instructions in Mirtgagee Letter 92-7 issued
March 2, 1992. The exam ner should sign and date
the worksheet which is to be included in the
subm ssion for endorsenent. Instructions for the
HUD- 92900- W5 are found in Mrtgagee Letter 91-24
i ssued May 28, 1991.

C. Underwriter's Review. When the nortgage credit
analysis is not perforned by the underwiter, the
underwriter nust review the analysis. The
underwriter may nodify the concl usions of the
nmort gage credit exam ner, provided such
nmodi fi cations are supported by the nortgage credit
sour ce docunments. The underwiter is to sign and
date the worksheet. Once the underwiter has
reviewed the nortgage credit application
determned that the applicant is eligible for the
speci fic nortgage anount, and that the nortgage
complies with all applicable HUD guidelines, the
nort gage | oan may be closed. See Handbook 4155.1
paragraph 3-2, for the expiration date on credit
docunent s.

D. Mortgage Loan Closing. |If the |oan approval is
expected to expire before the loan is closed, the
underwriter nust reexam ne the application and
det ermi ne whet her the approval shoul d be extended

for 90 days.
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3-16 UNDERVWRI TER/ MORTGAGEE CERTI FI CATI ON.  The underwriter

is responsible for the quality of decisions nmade by the
nort gagee under the program For endorsenment purposes,
the Department relies upon certifications by the

nmort gagee and the nortgagee's underwiter that the
nortgage | oan conplies with HUD regul ati ons and
underwriting instructions.

Two i ndependent certifications nust acconpany the



nortgagee' s request for nortgage insurance. Both are
executed on form HUD-54113; one by the underwiter who
personal ly reviews the appraisal, credit application
and all associated documents, the other by a duly
designated official of the nortgagee. These
certifications serve to establish that the insurance
application and all supporting docunents are accurate
and conplete to the best of the signer's know edge.

A Use of Certification. Appendix 3 lists the
underwriter certifications and Appendix 4 lists
the nortgagee certifications which are required by
appl i cabl e provi sions of the National Housing Act
and the Code of Federal Regul ations (CFR).

These regul atory provisions include the itens that
HUD reviews on all cases submitted for prior
approval processing. Under Direct Endorsenent,
this responsibility is assuned by the nortgagee
and carried out by the underwiter.

The underwriter should use Appendix 3 during the
underwriting process to ensure conpliance with
applicable laws and regul ations. After approving
the | oan, the underwiter conpletes Form HUD 54113
by executing the Underwiter Certification. The
underwriter nust sign, date and include his/her
CHUMS | D nunber on the form

Fol | owi ng nortgage | oan cl osing, an authorized
representative (which may be the underwriter)

conpl etes the nortgagee's section of the Form

HUD- 54113. In transactions involving |oan
correspondents, the | oan correspondent (not the
underwriter) must conplete the nortgagee' s section
of the certification form
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(3-16B.) B. Li st of Underwriter/Mrtgagee Certifications. The

certifications listed in Appendix 3 and 4 contain
all provisions of the National Housing Act and
Code of Federal Regul ations applicable to nortgage
| oans whi ch can be originated under Direct
Endorsenment. Underwiting requirenents are

expl ained in greater detail in the HUD Handbooks
listed in the Foreword
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1) Coastal Barrier Resource System Underwriter
Certification nunber eleven (11) states that
the property is not located in a coastal area
which is part of the Coastal Barrier Resource
System That system consists of coastal
barriers on the Atlantic and Gulf coasts of
the United States that are identified and
general ly depicted on maps entitl ed "Coast al
Barrier Resource System™

There are such areas in the foll owing states:
Texas, Louisiana, M ssissippi, A abama,

Fl orida, Georgia, South Carolina, North
Carolina, Virginia, Delaware, New York,
Connecticut, Rhode |sland, Massachusetts and
Maine. |If the nortgagee is underwiting an
application in a coastal area, the
underwriter should contact the HUD Field
Ofice to check for the specific |ocations of
these coastal barriers.

2) Loan-to-Value Linmtations. Al HUD nortgage
i nsurance progranms in Direct Endorsenent are
subject to loan-to-value ratio linmtations as
wel | as statutory maxi mum nortgage limts.
The underwriter is certifying that the
nort gage does not exceed the not exceed the
| oan-to-value ratios or nortgage limts.

Refer to HUD Handbook 4000.2 for details.

| NVESTOR APPLI CATIONS. As a result of the Depart nent
of Housing and Urban Devel opnment Reform Act of 1989,
private investors are no |onger eligible for insured
mort gages under HUD s single fam |y nortgage insurance
prograns, except under the circunstances listed in

Par agraphs 1-4 and 1-5 of HUD Handbook 4155. 1.

A Processing. Lenders will process the transactions
for eligible investors unless instructed otherw se
by the local HUD Field Ofice.
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B. Seven Unit Linmitation. See Handbook 4155.1,
par agraph 3-10, for additional infornation.

CONDOM NI UMSB.  Section 234(c) cases may be processed
under Direct Endorsement. Because the National Housing
Act requires that at |east eighty percent of HUD

i nsured nortgages in a condom ni um project nust be
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owner - occupants, underwriters have prinary
responsibility for ensuring conpliance with this
requirenent in Direct Endorsement cases. |nvestor
nmort gages can still be insured for public agencies and
non-profits.

Therefore, after the nortgage credit anal ysis has been
compl eted, but prior to approving any borrower
(occupant or eligible investor), the Direct Endorsenent
underwriter nust contact the jurisdictional HUD Field
Ofice for approval of an investor nortgagor and to
record an occupant nortgagor

ADJUSTABLE RATE MORTGAGES. The National Housing Act
limts the nunber of adjustable rate nortgages (ARMS)
HUD can insure to a percentage of the overall insurance
activity in the prior fiscal year.

ARMs may be processed under Direct Endorsenent.

However, after the nortgage credit anal ysis has been
conpl eted, but prior to notifying the applicant, the

Di rect Endorsenent underwiter must contact the HUD
Field Ofice for approval and to record the application
agai nst the ARM al |l ocation in CHUVS.

SALE OF HUD- O'WED PROPERTI ES. Since no appraisal is
necessary, Forms HUD- 92800 and HUD- 92800. 5B are not
required. The signed copy of the Standard Retail Sales
Contract (Form HUD-9548) becomes HUD s conditiona
commitnent for the property. The agreed purchase price
of the property (item3, Form HUD 9548) will be treated
as the estimate of value. The Direct Endorsenent
underwriter is not responsible for any valuation review
on these properties.
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A Processi ng Steps.

1) HUD s Property Disposition Branch issues a
noti ce of contract acceptance to the broker
and attaches the purchaser's copy of the
accepted contract. The sales contract wll
speci fy the maxi mum nort gage anount.

2) The broker provides the Direct Endorsenent
nort gagee with copies of the acceptance
notice and the contract that has been signed
by HUD.



3) The nortgagee nust review the acceptance
notice to make sure that the property is
eligible for HUD FHA i nsured financing.

4) The nortgagee calls the HUD Field Office for
a case numnber.

5) The nortgagee conpletes the application for
nmort gage i nsurance and the underwiter signs
the wor ksheet after anal yzing the
application. HUD s Property Disposition
Branch determ ned the maxi num nortgage anount
whi ch appears on the sales contract. The
sales price set forth in item3 of the sales
contract is used as the estimate of value for
the purpose of calculating the | oan-to-val ue
ratio only.

6) HUD s Property Disposition Branch may el ect
to have the Direct Endorsenent nortgagee
performthe sales closing. In such cases,
specific instructions nust be provided by
Property Disposition, including wire transfer
of sales proceeds and tine franes for
conpl eting the sale.

If Property Disposition chooses another
closing agent, it will advise the nortgagee.

7) The closing agent, if other than the Direct
Endor senent nortgagee, returns the cl osed
| oan package to the Direct Endorsenent
underwriter.

8) The Direct Endorsenent underwiter and
nort gagee properly certify and subnmit the
| oan package to HUD for endorsenent.
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3-21 ESCROW PROCEDURE FOR DEFERRED | MPROVEMENTS. | n certain

circunstances, it is not possible to complete all new
construction itenms or all required repairs prior to
subm ssion for insurance endorsenent. To facilitate
the i nsurance of nortgages before the conpl etion of
on-site inprovenments, a Myrtgagee's Assurance of

Conpl etion (Form HUD- 92300) may be used in sone
circunstances. Details are in chapter 5 of HUD
Handbook 4145. 1.
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3-22 MORTGAGE ENDORSEMENT SUBM SSI ON.  Fol | owi ng nortgage cl osing,
the mortgagee is to submt the case to the HUD Field Ofice for
endorsement. The case should be submitted for endorsenent
within 30 days after closing.

When there is a delay in submtting the case or a delay in
closing the I oan, the nortgagee nust submt additiona
docunentation to obtain a Mrtgage Insurance Certificate. |If
the nortgage is subnitted nore than 30 days after closing, the
nortgagee nust explain the delay in a cover letter. On |oans
where the first nortgage paynent was due nore than 30 days
prior to the subm ssion to HUD, the nortgagee nust certify that
the loan is current.

If the loan was cl osed after the underwiter's approval had
expired or the nortgage was submtted to HUD for endorsenent
more than 60 days after closing, HUD s retroactive endorsenent
procedures apply. Requests for retroactive endorsenent nust

i nclude an explanation and justification for the delay and a
certification that the loan is current and that escrows are
intact except for authorized di shursenents.

On | oans where three or nore paynents have conme due, the
nort gagee nust supply a copy of the paynent | edger show ng the
dat e each paynent was received by the nortgagee

Except in those instances where HUD was denonstrably
responsi bl e for a del ayed request for endorsenent, a nortgage
will not be insured if it is in default. |If, inthe HUD Field
Ofice's judgnment, the delay in submission was entirely HUD s
fault, the nortgagee is not required to certify that the |oan
is current.

The nortgagee nust place the HUD case nunber on the side and
bottomtabs of the case binder. The nortgagee nmay use the
remai ni ng space on the side tab for intra-office infornmation
(e.g., borrower's nane, address and | oan nunmber). Check the
appropri ate boxes on the front cover of the HUD case bi nder.
The submi ssion shoul d include the followi ng docunents in the
listed order. Any supplenentary docunents, such as expl anatory
letters, that pertain to a major exhibit should be placed
behind the listed exhibit.

A Ri ght Side of Case Binder (top to botton
On Master Conditional Conmmtnents or Master Appraisal
Reports, in lieu of itens 13 through 16, provide copies of
Form HUD- 91322, properly prepared for closing. On VA
CRVs, it is not necessary to submit items 13 and 15.
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(3-22A)

1)

2)

3)

4)

5)

6)

7)

Cover letter or transmttal letter, if used. |Include
a mailing |abel for the Direct Endorsenent
Underwriting Report if HUD should send it to an
address other than the branch office that originated
the 1 oan.

Letter of Assignnment, where applicable.

Request for Insurance Endorsenment Under the Direct
Endor sement program Form HUD-54111

Current paynent letter, if two paynent due dates have
passed. Paynent history, if three or nore paynent
due dates have passed

One-Time MP Statenent of Account, if applicable

Underwriter/Mrtgagee Certification, HUD 54113, with
signatures, CHUMS identification and date.

Special certifications or fornms, if any, cited on the
Underwriter/Mrtgagee Certification (except for Forns
HUD- 92544 and HUD- 92753 whi ch shoul d be placed on the
left side of the binder). Certain nortgage |oan
types may require one or nmore of the follow ng
docunent s.

a. Escrow docunents, when the repairs or
construction have not been conpleted as of
nmor t gage | oan cl osi ng.

b. Form HUD- 92561, Mortgagor's Contract Wth
Respect to Hotel and Transient Use of Property,
when the property contains nore than one
dwel l'ing unit.

c. M ni mum Property Standards certification (copy),
when proposed construction eligibility is not
based on prior approval by HUD or VA

d. A statenment of future intent to occupy, when a
hi gh | oan-to-value ratio is involved for a
nortgagor in mlitary service

e. A veterans certificate of eligibility when the
nmort gage i nvol ves the m ni mum i nvest nent
provi sion for veterans.

f. When the nortgage is to be insured under Section
221(d)(2), a letter fromthe |ocal governnent
authority stating that either the property
complies with |ocal codes or that there are no
| ocal codes relating to existing properties.
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(3-22A)

8)

9)

10)

11)

12)

13)

14)

15)

16)

Left
1)

2)

3)

4)

5)

Certified true copy of the note, with appropriate
riders (allonges).

Certified true copy of the nortgage instrument.

Copy of the HUD-1 Settlenent Statenent, plus
addendum if certifications required by HUD are not
printed on the form

For m HUD- 92900 (copy 1 and either copy 4 or 5),
Application for HUD FHA I nsured Mortgage, with

nmort gagee and nortgagor certifications signed on the
reverse of these forns.

Copy of Disclosure Statenent(s) (a) HUD s disclosure
statenent regarding interest rates and di scount

poi nts and, when applicable, the Federal Reserve
Board di scl osure statenment regardi ng Adjustable Rate
Mort gages or (b) HUD s ARM di scl osure . Mbdrtgage
Credit condition sheet.

For m HUD- 92900- W5, Mortgage Credit Worksheet
(original). Include Attachment A if the transaction
i nvol ved any ampunt of seller or |ender contribution.
The case bi nder copy of the Form HUD- 92800. 5B,

St at ement of Apprai sed Val ue, and Architectural

and/ or Val uation condition sheets.

Uni form Resi dential Appraisal Report (original) or a
phot ocopy of the VA CRV, where applicable.

Phot ogr aphs of property and conparabl e sal es dat a.

Copy 1 of the Form HUD- 92800, Application for
Property Appraisal and Comm t nent.

Si de of Case Binder (top to botton):
For m HUD- 92900 (copy 7), Application for Insurance.

For m HUD- 92900- W5, Mortgage Credit Worksheet (carbon
or phot ocopy).

Uni form Resi dential Appraisal Report (photocopy).

Mort gagee' s Assurance of Conpl etion (Form HUD 92300),
where escrow was established for inconplete work.

Affirmative Fair Housing Marketing Plan (required
only on proposed construction cases).
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(3-22B.)

6) Copy of Builder Certification (required only for
proposed construction and new construction cases
i nvol ving high | oan-to-val ue ratios).

7) For m HUD- 92051, Conpli ance | nspection Report(s), if
applicable, for an existing or proposed construction
case. Include photographs of site grading and
drai nage (Refer to HUD Handbook 4145.1).

8) Form HUD- 92577, Request for Change to Pl ans and
Specifications, if applicable.

9) Form HUD- 92544, Warranty of Substantial Conpletion

with Plans and Specifications. Include One-Year
Performance Cuaranty from buil der on wor kmanshi p and
mat eri al s.

10) Specific Condition(s) clearance docunmentation (i.e.
| ocal health authority approval letter or Form
HUD- 92573, ternite inspection report or soi
treatnment certification, certificate of occupancy,
anendatory cl ause, etc.).

11) Ten-Year Warranty Insurance Certification, if
appl i cabl e.

12) Credit Report.

13) Verification of Deposit.

14) Copy of bank statenent.

15) Verification of Enployment.

16) Salary statenment or pay stub

17) Picture identification of applicant(s).

18) Evidence of Social Security Nunber(s) of
applicant(s), if not on pay stub(s).

19) Sales contract, if applicable.
20) Renumining docunents in any order

Construction Exhibits. On individual new construction
cases involving high | oan-to-value ratios, construction
exhibits are stapled together, folded to fit in the binder
and left loose in the case binder. Generally, plans
shoul d be no larger than 18 inches by 24 inches.
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3-16

(3-22C.)
Hal f size (or scale) photocopies of the draw ngs are
acceptabl e provided they are legible and lettering is no
smal ler than 1/16 inch. Ensure that a Buil der
Certification (original) is attached to the front sheet of
the exhibits.

3-23 PRE-CLOSING REVIEW SUBM SSIONS.  Wiile in this approval status,

the nmortgagee is to underwite nortgage | oans in accordance
with all provisions of Direct Endorsenent processing, with the
exception that, prior to closing, the application package is to
be submitted to HUD for an underwiting review.

Because the application package is submitted prior to closing
the nortgage | oan, the Underwiter/Mrtgagee Certification form
cannot be formally executed. The underwiter should conplete
all the information on the formwi th the exception of the
closing date. Because the |oan has not been cl osed, the

nmort gagee cannot nmake the certifications contained on the
bottomof the form Neither certification should be signed.

The docunents required in blocks 7 and 8 of the Certification
formmy be submitted with the firmconmm tnent application, or
they may be submitted after closing with the subm ssion for
endorsement. The docunents required in blocks 9 and 12 nust be
submitted with the firm conmitnent application

A Case Binder. Send the case binder, with the docunents
assenbl ed inside in the order required in paragraph 3-22
above, include all copies of Form HUD- 92900, but omit the
cl osi ng docunents.

If the application is approved, HUD will retain the
bi nder, issue a firmcomritment to the nortgagee, and
return the Underwiter/Mrtgagee Certification, Form
HUD-54113. If the application is rejected, HUD wll
return the binder to the nortgagee for correction

B. Cl osi ng Package. After closing the |oan, the nortgagee
executes the closing certification on Form HUD-54113. The
nort gagee should submit the closing docunents, two hol e
punched and fastened together at the top with a netal
fastener. The nortgagee should not submit another case
bi nder. The cl osing docunents should be arranged in the
following order (top to bottomn

1) Transmittal letter indicating that the package
contains closing docunents for a Direct Endorsenent
pre-cl osi ng case.

2) Underwriter/Mrtgagee Certification, Form HUD 54113

3) One-Timre MP Statenment of Account, if applicable
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(3-23)

3-24

3-25

9/ 88

4) Certified true copy of the note with appropriate
riders (allonges).

5) Certified true copy of the nortgage instrument.
6) Copy of the HUD-1 Settlenent Statenent.

7) HUD- 92900 (copy 4 or 5), with all certifications.
8) Remai ni ng docunents, if any.

CANCELLI NG CASES. When the nortgagee has started Direct
Endor senment processi ng (obtai ned HUD case nunber) and
determnes that the case will be neither submitted for

endor senment nor converted to HUD processing, the nortgagee is
to advise the HUD Field Ofice to cancel the case. |If the
applicant was rejected, a copy of the Mdrtgage Credit

Wor ksheet, HUD- 92900- W5, shoul d be sent to the HUD Field
Ofice.

MORTGAGES W THOUT EXECUTED UNDERWRI TER/ MORTGAGEE

CERTI FI CATI ONS. Mdrtgages origi nated and processed under the
Di rect Endorsement programthat do not have the
Underwriter/Mrtgagee Certification conpleted by the
originating | ender because the originating nortgagee was
termnated or is no longer in business, may be submitted for

i nsurance by another nortgagee (for exanple, a whol esale

nort gagee or a nortgagee that purchased the nortgage), provided
the nortgagee is Direct Endorsenent approved and its
underwriter reunderwites the nortgage and executes the
Underwriter Certification on Form HUD 54113. The nortgagee
must execute the Mirtgagee Certification on Form HUD- 54113, but
shoul d I'ine through the words "nortgagee at the tinme of
closing” on the form




