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SUBJECT:
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On January 6, 2004, the Federal Housing Administration (FHA) issued Mortgagee Letter 2004-01 announcing the deployment of its Technology Open To Approved Lenders (TOTAL) Mortgage Scorecard.  That letter advised lenders that use of TOTAL became mandatory for initial scoring of those loans where the lender wished to take advantage of the documentation relief and credit policy revisions available when using automated underwriting systems.  This Mortgagee Letter details observations since that time and advises lenders of several revisions to its procedures regarding mortgages scored through TOTAL.

Entering FHA Case Numbers Promptly


FHA’s experience with endorsement difficulties of mortgages purportedly scored by TOTAL generally occurs when the lender fails to enter the FHA case number into TOTAL as soon as it is known.  While TOTAL is available for lenders to “pre-qualify” loan applicants, unless that mortgage is scored at least once with the FHA case number, FHA does not recognize the risk assessment provided by TOTAL nor can it pre-fill those data fields in CHUMS necessary for endorsement processing.  Therefore, lenders are advised that they must score the mortgage at least once using the FHA case number to enjoy the benefits associated with use of the TOTAL Mortgage Scorecard.  Failure to do so may result in the case binder being returned with a request for manual underwriting. 

Comparing TOTAL and CHUMS Data Fields


As mentioned above, scoring a mortgage with the FHA case number pre-fills a number of data fields in CHUMS that are required for endorsement processing.  This relieves the data entry burden to the lender.  Nevertheless, many lenders when entering endorsement information into CHUMS via the FHA Connection override many of these same fields.  When this is detected, FHA re-scores the mortgage if the new entries into CHUMS indicate degradation in loan quality from those same fields populated in TOTAL.  If this re-scoring results in a downgrade of the risk assessment from an accept/approve to a refer risk classification, the case binder will be returned to 
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the lender for manual underwriting.  Lenders are thus encouraged to rescore mortgage applications whenever income, assets, liabilities, or other credit and application variables change during loan processing and underwriting.  FHA is not setting a threshold for any particular variable but rather will return the binder only if the risk classification is downgraded to a refer.   

Cash Reserves from Retirement Accounts and Acceptable Gifts

Effective immediately, lenders may use a portion of a borrower’s retirement account, subject to the conditions stated below, as cash reserves when scoring a mortgage application through TOTAL.  To account for withdrawal penalties and taxes, only 60% of the vested amount of the account may be used.  The lender must document the existence of the account with the most recent depository or brokerage account statement.  In addition, evidence must be provided that the retirement account allows for withdrawals for conditions other than in connection with the borrower's employment termination, retirement, or death.  If withdrawals can only be made under these circumstances, the retirement account may not be included as cash reserves.  If any of these funds are also to be used for loan settlement, that amount must be subtracted from the amount included as cash reserves.

Similarly, any gift funds that remain in the borrower’s account following loan closing, subject to proper documentation, may be considered as cash reserves when scoring the mortgage application through TOTAL.  

Streamline Refinances Underwritten by TOTAL


Although little or no credit underwriting is required for streamline refinances made with or without appraisals, some lenders have availed themselves of the TOTAL Mortgage Scorecard for risk-assessing these loans.  While FHA has no objection to a lender choosing to score these loans through TOTAL, once it does and obtains a risk assessment, it must be able to document the file with the values used to score the loan.  For example, if the lender scores a streamline refinance, which can only be accomplished by providing entries into required data fields such as income, liabilities, or cash reserves, the lender must provide in the case binder the documentation used to verify these values.  “Refer” risk classifications on streamline refinances do not require manual underwriting but still require the supporting documentation for the entries into TOTAL.

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

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