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September 23, 2005

MORTGAGEE LETTER 2005 - 36

TO:

ALL APPROVED MORTGAGEES
SUBJECT:
Lender Insurance Program
The Federal Housing Administration (FHA) is pleased to announce that the Lender Insurance (LI) program will be offered beginning on January 1, 2006.  LI enables high-performing FHA approved Direct Endorsement mortgagees with acceptable default and claim rates, under authority that will be delegated to them pursuant to section 256 of the National Housing Act (NHA), to endorse FHA mortgage loans without a pre-endorsement review conducted by FHA.  Instead, an LI-approved mortgagee will perform its own pre-endorsement review and enter mortgage loan level data to FHA via the FHA Connection.  The FHA Connection will perform an automated verification process to check the data for accuracy and completeness.  The mortgagee then will be able to endorse the mortgage loan automatically.  

LI eliminates the mortgagee’s submission of case binders to FHA and having FHA review the application for mortgage insurance before FHA endorsement of the mortgage for insurance.  The need to submit case binders to satisfy Notices of Return (NORs) is dramatically reduced under LI.  FHA will continue to select a sample of mortgages for post-endorsement technical review (PETR).  A mortgagee may submit case binders for PETR in paper or digitized format.  For mortgagees choosing to submit case binders electronically, all mailing costs associated with the mortgage insurance endorsement process will be eliminated.

The Basics of the Lender Insurance Program

Mortgagees will submit loan level data —as they do now—via the FHA Connection, Business-to-Government (B2G), or other means to FHA.  Upon transmitting sufficient data to satisfy FHA of the legitimacy of the mortgage insurance request, FHA’s system will acknowledge receipt of the data.  When the mortgagee endorses the mortgage loan through FHA Connection, FHA’s system will generate a mortgage insurance certificate electronically to serve as evidence that the mortgage has been insured.  For those submissions of loan-level data sets that clear all of the risk-mitigation edits that FHA has in place, e.g., loan amount, social security number checks, and others, the mortgagee will not be required to provide a case binder in advance of endorsement.  Only if the loan-level edits suggest that the mortgage application must be reviewed before endorsement, or when the loan is selected for a post-endorsement technical review or review of the appraisal, will a case binder be required.  Participating mortgagees will then either submit a paper case binder to the jurisdictional Homeownership Center (HOC) or, if the mortgagee chooses the electronic case binder option, the electronic case binder will be submitted to FHA using a secure file transfer protocol. 

There are three categories for mortgage endorsement processing under LI: 

· LI Eligible/No Binder Request:  The mortgagee endorses the mortgage and FHA generates an electronic mortgage insurance certificate (eMIC), which the mortgagee may view on-line, and there is no request for a casebinder to be sent to FHA.

· LI Eligible/Binder Request:  The mortgagee endorses the mortgage, FHA generates an eMIC, and FHA requests the case binder for PETR purposes.  The case binder request will appear on the FHA Connection Binder List screen or B2G function.  This information also will be shown on the Insurance Application screen and the Case Inquiry screen will indicate if FHA has requested a binder and, after sending the binder, when FHA has received it.  
· LI Deficient:  A high level case warning was triggered (e.g., CAIVRS exception) or system edits reject case (e.g., mortgage amount exceeds statutory limit).  FHAC/CHUMS will not be requesting that deficient cases be sent to the HOCs but instead will inform the mortgagee that it must resolve any rejection message.  Only cases that FHA’s data system detects have severe case warnings (e.g., CAIVRS exception, SSN not verified, some text messages) will be requested for FHA to review.  Under this exception processing procedure, the case binder must be submitted to FHA for a pre-endorsement review unless the mortgagee is able to correct the deficiency and resubmit the endorsement data through the automated data verification.  If the resubmission is successful, the mortgage is eligible to be processed through LI, and the mortgagee can endorse it for insurance and generate an eMIC.  If the mortgagee cannot correct the deficiency, the system will withhold the mortgagee’s ability to endorse the mortgage loan until the stated deficiencies are corrected.  

For mortgagees that are qualified to participate and wish to do so, all of their FHA-insured mortgages will be processed for endorsement in this manner, i.e., FHA’s system provides an electronic acknowledgment of endorsement predicated solely on an electronic data set.  For those mortgagees submitting digitized case binders, both the PETR function and the endorsement processing of mortgage applications that fail the pre-endorsement edits will be performed using digitized case binders.

Mortgage Loan Eligibility for Lender Insurance  


FHA is phasing in the LI program.  At this time, LI approved mortgagees will process and endorse for insurance mortgage loans under FHA’s basic mortgage insurance programs, including sections 203(b), 203(h), 203(k), 234(c), 247, 248, and adjustable rate mortgages of the NHA.

Participation Requirements for Mortgage Lenders

As stated in HUD regulations, in order to be eligible to participate in the Lender Insurance program, a mortgagee must be an unconditionally approved Direct Endorsement mortgagee and have 2 years’ acceptable default and claim rate.  For DE mortgagees that underwrite as sponsors for FHA-approved loan correspondents, the default and claim rate is the aggregate of both retail originations and mortgages underwritten for their loan correspondents.  LI eligibility is company-specific and not determined at the branch level.  The acceptable claim/default rate is defined as at or below 150 percent of the national average.  DE lenders that operate in only one state have the right to have a compare rate using FHA loans made in that state only rather than the national average.  FHA will monitor a mortgagee’s default and claim rate eligibility to participate in the Lender Insurance program on a yearly basis.  Mortgagees can determine if they have an acceptable default and claim rate by examining their performance through Neighborhood Watch Early Warning System at https://entp.hud.gov/sfnw/nw/.  

After a DE mortgagee elects to participate and is approved as an LI approved mortgagee, it must process and endorse for insurance all of the loans it originates or underwrites through LI.  It must also conduct a “pre-insurance” review and do so using staff that neither originated nor underwrote the mortgage.  FHA’s requirements for the pre-insurance review are described elsewhere in this mortgagee letter.

Request to Participate


DE mortgagees electing to participate in the LI program must request approval.  Similar to the requirement for using FHA’s TOTAL Mortgage Scorecard, access to the LI program will be conditioned upon the mortgagee’s certification, executed as an electronic acknowledgement through the FHA Connection, that it will comply with the LI program’s procedures and requirements.  Each mortgagee must acknowledge prior to participating that it is eligible under the LI program and will participate according to applicable regulations, this mortgage letter, and other written instructions from FHA.


FHA will confirm that the mortgagee is unconditionally DE approved and has an acceptable FHA default and claim rate, and notify the mortgagee electronically that it is approved for the LI program.


Approval for LI will be effective for one year.  At the end of the one-year period, the mortgagee will be automatically checked by FHA’s system of records.  If the mortgagee’s claim/default performance continues to be acceptable and meets all other approval criteria for LI participation, the mortgagee’s approval will be renewed for another year.


All case numbers assigned after the mortgagee has obtained FHA’s approval to participate in LI must be endorsed through the LI process.

Electronic Case Binder


Mortgagees participating in the LI program may choose to submit electronic case binders (eCB) to HUD when a case binder is requested.  The eCB must include all of the documents previously required in hard copy binders submitted for endorsement, as provided in HUD Handbook 4165.1, REV-2, paragraph 1-5 and in the LI Program page at http://www.hud.gov/offices/hsg/sfh/lender/lendins.cfm.  The standards for indexing requirements of the documents within the eCB can also be found in the eCB Developers’ Guide.

 
Once a mortgagee agrees to participate in LI with the electronic case binder option, its first five requests for endorsement will result in a request for the digitized case binder back to the mortgagee.  This quality control measure will be used to make certain that the mortgagee is able to transmit an acceptable digitized case binder for FHA’s review.  

FHA intends to make electronic case binders a LI program requirement once it has had sufficient time to examine the process and determine if any amendments or changes are necessary.  High-volume mortgagees are encouraged to develop an electronic submission capability to take advantage of the substantial time and cost savings associated with paperless LI.

Selection of Case Binder for Review

For those mortgage insurance applications that the mortgagee endorses for insurance through the LI program that receive an electronic notice of intent to review, the mortgagee must provide the case binder, either in paper or digitized format, depending on which process the mortgagee has chosen, within 5 business days of FHA’s transmittal of its request.  Failure to submit 5 or more requested case binders to the applicable Homeownership Center will result in a suspension of the mortgagee’s eligibility to submit files under the LI program until the mortgagee submits the case binders in a satisfactory manner.  


For those mortgage insurance applications that the mortgagee is unable to endorse due to system edits or other reasons, FHA requires the case binder for FHA to conduct a pre-endorsement review of the file.  Such mortgage insurance applications cannot be approved until FHA has reviewed the case binder and determined insurance eligibility. 

The Lender Insurance Regulations

The regulations governing Lender Insurance are in the Code of Federal Regulations and include sections 24 CFR §§ 203.4, 203.6 and 203.255(f).  Termination provisions for individual lenders are at 24 CFR § 203.4(d).  A summary follows:

Approval and Continued Eligibility Conditions:  

· Mortgagee has unconditional DE authority with an acceptable default and claim record for two years prior to its application for participation in the LI program

· Acceptable default and claim rate is at or below 150 percent of national average

· FHA will perform an annual review of the mortgagee’s continued eligibility to participate

· Mortgagee agrees to indemnify FHA under the conditions of Section 256(c) of the National Housing Act 

Termination Provisions:

· Failure to adopt and employ prudent review techniques

· Termination of Direct Endorsement approval for the mortgagee or any branch also terminates LI for the mortgagee or any branch

· Failure to meet the above listed eligibility criteria

The Pre-Insurance Review

LI approval does not alleviate mortgagee responsibility for completion of a pre-insurance review nor does the pre-insurance review negate the lender’s obligation to ensure that the loan is in compliance with all applicable HUD requirements.  The same staff that originated the mortgage or underwrote the mortgage for insurance cannot complete the pre-insurance review.  While there is no reduction in the documents required in a case binder, whether digitized or paper, minimum requirements for pre-insurance reviews are outlined below.  In addition to certifying that all origination documents are retained in either electronic or paper format, the pre-insurance review will consist of:

1. Verification that the loan is current for the month previous to submission for all loans logged by the lender for lender insurance more than 60 days after loan closing;

2. Review of the note and mortgage/security instrument ensuring the documents are executed upon forms which meet the requirements of the Secretary, the mortgage maturity meets the requirements of the applicable program, and the stated mortgage amount does not exceed the maximum mortgage amount for the area;

3. Review of form HUD-92900A, page 3 for execution of all appropriate certifications by the underwriter or lender representative;

4. Review of the property appraisal and any additional documentation supporting the appraised value;

5. Review of form HUD-92544, Warranty of Completion, for proposed construction cases;

6. Inclusion of an executed form HUD-92561, Transient and Hotel for all 2-4 unit properties, when applicable;

7. Inclusion of a certificate of intent to occupy by military personnel, when applicable;

8. Inclusion of an approval letter from the local health authority indicating approval of the individual water or sewer system;

9. Inclusion on proposed construction, if the mortgage exceeds 90 percent loan-to-value ratio, evidence that the mortgagee qualifies for a higher ratio loan under one of the applicable provisions in the appropriate regulations;

10. Verification that no mortgage insurance premium (MIP), late charge or interest is due;

11. Clearance of all applicable case warning messages

Record Keeping Requirements for Participants
Each LI mortgagee must maintain, as they do now, their origination binder in either hard copy or electronic format for two years from the date of endorsement.  Servicing mortgagees must maintain the case binder for a period of two years beyond the life of the loan.  It is imperative that the servicing mortgagee use due diligence in obtaining a complete origination binder for all FHA loans it services.  Mortgagees retaining eCBs need not maintain a separate version of the eCB indexed for electronic submission to HUD.  However, if HUD requests a case binder which is maintained electronically, the Mortgagee must follow standards and procedures set forth in the eCB Developers’ Guide for submission of the eCB to HUD.  

If you have any questions regarding this Mortgagee Letter, please contact your Homeownership Center (HOC) in Atlanta (888-696-4687), Denver (800-543-9378), 

Philadelphia (800-440-8647), or Santa Ana (888-827-5605).







Sincerely,







Brian D. Montgomery







Assistant Secretary for Housing-







    Federal Housing Commissioner
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