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March 30, 2005

MORTGAGEE LETTER 2005-15

TO:

ALL APPROVED MORTGAGEES
SUBJECT:
TOTAL Mortgage Scorecard Update: Tolerance Levels and Documentation Relief  
As part of the Federal Housing Administration’s (FHA’s) continuing efforts to improve the delivery of its Technology Open To Approved Lenders (TOTAL) Mortgage Scorecard, the Department of Housing and Urban Development is making several changes to the procedures for scoring and documenting the loans that FHA will insure.  TOTAL has proven a successful tool for lenders to more efficiently determine borrower creditworthiness.  

Based on FHA’s positive experience with TOTAL, it has become clear that minor changes to certain application variables, e.g., cash reserves after closing, income, and the total mortgage payment used to render the risk classification from TOTAL do not warrant the need for rescoring the mortgage.  Furthermore, several documents currently required do not add value in determining creditworthiness and will no longer be required under certain conditions.  Therefore, this Mortgagee Letter announces tolerance levels before rescoring is required and additional documentation relief for lenders using TOTAL.  These changes are effective immediately.  

Tolerance Levels:  FHA is now providing a degree of tolerance before triggering the requirement that a mortgage be rescored.  Often, there are minor differences between what the borrower reports for income or assets on the loan application and what the documentation verifies.  In these cases, rarely would the difference between data entered into TOTAL and verified by the lender result in a change in risk classification.  Therefore, the following tolerances are now available to FHA-approved mortgage lenders scoring loans through TOTAL.

· Cash Reserves:  There is no need to resubmit the mortgage to TOTAL for rescoring provided the cash reserves verified are not more than 10 percent less than that reported by the borrowers on the loan application.

· Income:  There is no need to resubmit to TOTAL provided the verified income is not more than five percent less than that reported by the borrowers on the loan application.
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· Tax and Insurance Escrows:  There is no need to resubmit to TOTAL when tax and insurance escrow estimates used at scoring and later verified at or near loan settlement do not result in more than a two-percentage point increase in the payment-to-income and debt-to-income ratios.

Please note that these tolerance thresholds are provided for those situations where loan application data differ from what the mortgage lender entered into TOTAL early in the loan processing phase and then documents later on.  They are not to result in willfully manipulating these application variables into the TOTAL mortgage scorecard to obtain an accept/approve risk classification. 

Documentation Relief:  In addition to the tolerances, our positive experience with TOTAL allows us to eliminate several additional documents as not required to determine borrower eligibility and creditworthiness for those mortgages scored as accept/approve by TOTAL.  These are:

· Gaps of Employment:  No explanation is required for gaps in employment of six months or less during the most recent two years;

· Consumer Credit Counseling Service (CCCS):  The borrower’s decision to participate in CCCS does not trigger a requirement for additional documentation since the credit bureau scores already reflect any degradation in credit history.  The borrower’s credit history, not voluntary participation in CCCS, is the important variable in scoring the mortgage and, thus, no explanation or other documentation is needed.  Please note that while FHA’s TOTAL Mortgage Scorecard User Guide did not require CCCS documentation, many lenders believed it to be necessary for mortgage insurance endorsement; and

· Collection Accounts:  Similar to the instructions regarding CCCS above, collection accounts for accept/approve risk classifications trigger neither an explanation requirement nor a hypothetical monthly payment to be used in qualifying the borrowers.  The presence of collection accounts in the borrower’s credit history already result in lowering the credit bureau scores used in TOTAL and, thus, no further information need be provided by the borrower.  

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

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







Sincerely,







John C. Weicher







Assistant Secretary for Housing-







    Federal Housing Commissioner
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