[image: image1.wmf]

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

WASHINGTON, D.C. 20410-8000


OFFICE OF THE ASSISTANT SECRETARY


FOR HOUSING-FEDERAL HOUSING COMMISSIONER


September 25, 2002

Mortgagee Letter 2002-20

TO:  ALL APPROVED MORTGAGEES

SUBJECT:  
Credit Watch Termination Initiative – Implementation of a Reduction in Threshold 


This Mortgagee Letter announces the implementation of a reduction in the threshold for the Credit Watch Termination initiative.

Background

The Federal Housing Administration (FHA) has made a commitment to address deficiencies in the loan origination performance of FHA-approved mortgagees and to consider terminating the Origination Approval Agreement (Agreement) of approved mortgagees in geographic areas served by a HUD field office where such mortgagees have excessive early default and claim rates. The Department has the authority to address such deficiencies and take ameliorative action at an early stage in the performance of mortgagees’ loans as provided in HUD regulations at 24 CFR § 202.3.  

Since the initial Credit Watch Termination evaluation occurred, for the 24-month period ending March 31, 1999, the Department has terminated the Agreements for 120 branch offices, representing a total of 109 mortgagees.  The list of terminated branches of FHA-approved mortgagees and the area within which they are precluded from originating FHA-insured loans is available at: http://www.hud.gov/offices/hsg/sfh/lender/lendterm.cfm.  

Reduction in Thresholds

HUD regulations at 24 CFR § 202.3(c)(2)(ii) permit the termination of the Agreement if the mortgagee’s rate of default and claims on mortgages originated within the preceding 24 months exceeds 200 percent of the default and claim rate within the geographic area served by a HUD field office, and also exceeds the national default and claim rate.  Mortgagees were advised of this authority in Mortgagee Letter 99-15.  Initially, HUD focused its attention on those mortgagees showing particularly high default and claim rates, and, therefore, set the threshold for terminating the Agreement of any mortgagee whose default and claim rate exceeded both the national rate and 300 percent of the field office rate.  The Department is implementing a gradual reduction in the threshold set for the field office rate.

Following is the timetable for the reduction in the Credit Watch Termination threshold.  

	24 Month Period Ending Date
	Termination Threshold

	June 30, 2002
	300%

	September 30, 2002
	275%

	December 31, 2002
	250%

	March 31, 2003
	225%

	June 30, 2003
	200%


For future evaluations, the threshold will remain constant at 200 percent of the field office default and claim rate.  If there is a change in the threshold, a notice will be issued in advance of the effective date of the change.  

Mortgagees are reminded that HUD’s Notice of Termination under this initiative is provided after a period of data analysis and administrative review.  Therefore, notices are not sent to subject mortgagees precisely on the 24-month period ending date, but several weeks thereafter.

On-line Evaluation

Mortgagees were provided instructions for using HUD’s Neighborhood Watch Early Warning system (accessible via FHA Connection at https://entp.hud.gov/clas/index.html) to evaluate performance relative to the Credit Watch Termination initiative in Mortgagee Letters 02-15, 01-23 and 00-20.    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 Agreement.  

If you have any questions about this process, please contact the Quality Assurance Division at (202) 708-2830.

Sincerely,

John C. Weicher

Assistant Secretary for Housing-

    Federal Housing Commissioner




