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Washington, D.C. 20410-8000
February 27, 1998

OFFICE OF THE ASSISTANT SECRETARY

FOR HOUSING-FEDERAL HOUSING COMMISSIONER

MORTGAGEE LETTER 98-14
TO: ALL APPROVED MORTGAGEES

SUBJECT:  Single Family Loan Production - Interim Procedures for Using Freddie 


Mac's Loan Prospector Automated Underwriting System

In Mortgagee Letter 96-34 (ML 96-34) , FHA announced a process by which it would consider approving automated underwriting systems (AUS).  The rigorous approval procedure described in ML 96-34 was designed to ensure that before FHA approved an AUS, that the automated underwriting system met FHA's policy objectives of 

expanding homeownership-opportunities, reducing the time and cost associated with originating FHA-insured mortgages, and enhancing its ability to manage its mortgage insurance funds.

This mortgagee letter announces that FHA has approved Freddie Mac's Loan Prospector (LP) for use on FHA insured mortgages effective March 2, 1998.  Freddie Mac has sufficiently demonstrated that LP is consistent with FHA's policy objectives, provides efficiencies in the underwriting process, and is an effective predictor of the risk of default on FHA loans.  As part of that approval, FHA will make a substantial number of revisions to its credit policies and reduce documentation for LP-assessed loans as described in the LP User's Guide.  Revisions to FHA's credit policies as the result of approving automated underwriting systems will be published in HUD regulations or other issuances as appropriate.

Loan Prospector evaluates borrower creditworthiness and indicates a recommended level of underwriting and documentation in determining the loan's eligibility for insurance by FHA.  LP either concludes that the borrower's credit and capacity are acceptable or refers the loan application to an individual underwriter for further consideration.

This Mortgagee Letter contains interim procedures for underwriting FHA insured mortgage loans through LP until such time as an amendment to 24 CFR 203.255(b)(5) becomes effective.  For those loans submitted for endorsement before the effective

date of the revision to 24 CFR 203.255(b)(5), a waiver will be granted.  The waiver will provide that the mortgage credit portion of those loans applications receiving an "accept" risk classification from LP need not be reviewed by a DE underwriter, and the mortgage credit analysis worksheet (HUD-92900WS) will reflect a CHUMS underwriter  identification number assigned to Loan Prospector for FHA loans.  The lender must provide the Loan Prospector feedback certificate on all mortgages that are scored by LP and subsequently submitted to FHA for endorsement.  The LP feedback certificate 

__________________________

"Loan Prospector" is a registered trademark of Freddie Mac.

                                   -2-

becomes a required document and is to be placed in the FHA endorsement binder, right-side, top sheet, and a copy is to be retained in the lender's origination binder.

The lender remains accountable for compliance with FHA guidelines and those credit, capacity, and documentation aspects not addressed in the LP User's Guide.  A FHA-registered DE underwriter must review the appraisal on all LP-evaluated loans, and must fully underwrite those applications where LP refers the file to an individual underwriter.  Page 3 of form HUD-92900-A has been revised to accommodate this revised procedure, copy attached.

While FHA has approved LP, Freddie Mac is the vendor for the automated underwriting system and the terms and conditions of its use by the lending institution are to be negotiated directly with Freddie Mac.  Questions regarding Loan Prospector service and its availability for use on FHA mortgages should be directed to Freddie Mac by calling 1-800-FREDDIE. 

This approval of Freddie Mac's proprietary automated underwriting systems does not invalidate the approval to use any other AUS without credit policy waivers as described in ML 95-7 .  FHA reserves the right to revoke its approval of a system or approval

to use a system if it finds that the AUS no longer serves FHA's policy objectives or results in unacceptable loan quality.

Questions regarding this mortgagee letter should be addressed to the Homeownership Centers in Atlanta, Denver, Philadelphia, and Santa Ana, California.  Additional information, including updates for lenders using Loan Prospector for FHA loans, will be posted on HUD's Internet web site at http://www.hud.gov/.

Sincerely,





Nicolas P. Retsinas

Assistant Secretary for Housing-

Federal Housing Commissioner

