U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, D.C. 20410-8000

October 12, 2001

OFFICE OF THE ASSISTANT SECRETARY

FOR HOUSING-FEDERAL HOUSING COMMISSIONER

MORTGAGEE LETTER 2001-23

TO:
ALL APPROVED MORTGAGEES

SUBJECT:
Mortgagee Approval for Single Family Programs - Elimination of Placement on Credit Watch Status - Superseding the references to Credit Watch in Mortgagee Letter 99-15


This Mortgagee Letter is being issued to advise you that effective November 1, 2001, HUD/FHA is eliminating the placement of mortgagees on Credit Watch status.

CREDIT WATCH STATUS - ELIMINATED

The Department has the regulatory authority to place mortgagees on Credit Watch status to address deficiencies in mortgagee performance as provided in the HUD mortgagee approval regulations at 24 CFR 202.3.  In Mortgagee Letter 99-15, the Department advised mortgagees that it would be using its authority to place mortgagees on Credit Watch status as a warning of excessive default and claim rates, that if not remedied, could result in termination of a mortgagee's origination approval agreement.  However, advanced warning of excessive default and claim rates is no longer necessary since the Department has provided mortgagees with access to their performance via the Neighborhood Watch Early Warning System.


Effective November 1, 2001, HUD/FHA will no longer place mortgagees on Credit Watch status.  However, the effect of Credit Watch status as described in Mortgagee Letter 99-15, will apply to those mortgagees that received notification from HUD/FHA that they were placed on Credit Watch status prior to the effective date of this notice.


Mortgagees shall use the Neighborhood Watch system (accessible via the FHA Connection at https://entp.hud.gov/clas/index.html) to monitor and evaluate their performance.  Attached are instructions for using Neighborhood Watch to evaluate performance relative to the Credit Watch Termination initiative.  Mortgagees should investigate and remedy the cause(s) of higher rates of early default and claim rates that may result in the termination of their origination approval agreement.
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TERMINATION STATUS

As outlined in Mortgagee Letter 99-15, the Department will continue to use its regulatory authority to terminate mortgagees authorization to originate single family loans in geographic areas where mortgagees have excessive rates of early defaults and claims.  HUD/FHA will continue to systematically review the rate of defaults (loans 90 or more days delinquent) and claims on all FHA loans every three months, and analyze the performance of every participating mortgagee branch in each geographic area served by a HUD office.


Mortgagee Letter 00-17 still applies to all mortgagees whose origination approval agreements have been terminated by the Department.







Sincerely,


John C. Weicher


Assistant Secretary for Housing-


   Federal Housing Commissioner

Attachment

Instructions for Using Neighborhood Watch to Evaluate Performance Relative to the
Credit Watch Termination Initiative

1.
Select the "Early Warnings" menu option.

2.
Select the "Single Lender"

3.
Enter the lender name or HUD 5 digit lender ID.  Submit.  The system will display the name and HUD lender ID.  Verify your selection.  Submit.

4.
Click on "Originator by Branch" in the Options window.

5.
Click on "Current Defaults" in the Default Choices window.

6.
Click the radio button for "Yes" Compare lenders to Area-

7.
Select "HUD Offices" in the Show data for window.

8.
Sort by Compare Ratio.


Originating branch offices within HUD Office jurisdictions with a compare ratio exceeding 200%, are at risk of receiving a proposed termination letter from HUD.


Neighborhood Watch analyzes origination activity for a 24 month period using the beginning of amortization as the starting date.  Credit Watch Termination analyzes defaults and claims on loans during the 24 month period from insurance endorsement.  However, the Department is in the process of changing the regulations for the Credit Watch Termination initiative at 24 CFR 202.3, to evaluate defaults and claims on loans during the 24 month period from beginning amortization date.

