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October 16, 2003

MORTGAGEE LETTER 2003-17

TO:  ALL APPROVED MORTGAGEES 

ATTENTION:  MORTGAGE ORIGINATORS AND SINGLE FAMILY SERVICING MANAGERS

SUBJECT:  ELIMINATION OF PAPER MORTGAGE INSURANCE CERTIFICATES AND DATA INTEGRITY IMPROVEMENT

Recognizing the new technology under which the mortgage industry and the Federal Housing Administration operate the single family insurance programs, the Department of Housing and Urban Development has determined that the paper Mortgage Insurance Certificate (MIC) can be eliminated in favor of electronic records maintained by the Department for the purpose of verification of both the ownership and of the insured status of a mortgage.  This information is especially critical to the Department in the processing and payment of claims for insurance benefits.  As a result, there are several procedural changes that will take place 30 days from the date of this mortgagee letter that impact the originating mortgagee, the holding mortgagee and the servicing mortgagee.

The Department will cease issuing both original and duplicate paper MICs 30 days from the date of this mortgagee letter.  In addition, the Department is revising its claim requirements and 30 days from the date of this mortgagee letter, submission of the paper MIC will no longer be required as a part of the claim submission documentation.

To enable the Department to make these changes, it is imperative that the data contained in HUD’s Single Family Insurance System (SFIS) regarding a mortgagee’s FHA-insured portfolio is accurate.  To assist mortgagees in verifying and updating the data in the Department’s systems, this letter reviews several of the current data submission requirements and processes, restates existing requirements for timely and accurate data reporting, and identifies the consequences of a mortgagee’s failure to comply with these requirements.  Of key concern is the submission of Mortgage Record Changes (MRCs) and mortgage insurance terminations that update HUD’s SFIS. 

Effective immediately, mortgagees must ensure that they are in compliance with the data submission requirements provided in this letter.  In addition, all quality control plans for servicing must include an evaluation of MRCs and mortgage record terminations.  

1. Reporting Requirements

There are two primary HUD regulations that identify a mortgagee’s responsibility to submit a MRC.  First, 24 CFR 203.431, “Sale of insured mortgage to approved mortgagee”, requires that the seller must notify HUD within 15 days of a sale of the mortgage.  Thus, the Department should receive an update on the identity of the new holder within 15 days from the date of the sale.  The second regulation, 24 CFR 203.502, “Responsibility for Servicing,” requires the transferee mortgagee or servicer to deliver notification to the Secretary within 15 days of the transfer of servicing.  

In addition to the requirements related to mortgage record changes, the mortgagee must also promptly notify the Department when the mortgage insurance is terminated.  HUD’s regulation, 24 CFR 203.318, “Notice of termination by mortgagee,” provides that the mortgagee must give notice to HUD within 15 days from the date of termination.

2.
Reporting Compliance
The Department will consider a mortgagee who fails to report as required to be in violation of regulatory requirements, and the Department may institute any and all administrative sanctions currently allowable for such violations.

Inaccurate or untimely reporting of MRC and mortgage insurance termination information directly impacts the payment of claims for insurance benefits.  As mortgagees learned when the Department introduced the new FHA Connection application for submission of HUD loss mitigation claims in January 2001, claims will not process if the holder and servicer information do not agree with what the Department’s SFIS has on file.  If each mortgagee submits all required MRCs timely and accurately, there will be no inconsistency in this information.

3.
Reconciliation

The Department is tightening its protocol regarding the acceptance of MRC data.  For a temporary period, HUD will continue to allow the servicer of record to update both the servicer and holder of record fields.  Upon completion of programming changes discussed below, only the holder of record will be able to report the identity of the new holder of record.  The new servicer of record will continue to be responsible for ensuring that the MRC identifying the servicer of record is accurate.


Mortgagees are expected to ensure that all accounts in their respective portfolios are properly identified.  The most common problem that HUD has observed is many accounts reflect only the correct servicer of record.  The holder of record often appears to not have been updated for several previous transfers.

The correction of these records must be a priority.  The programming changes to restrict only the current holder of record from submitting an MRC to update the new holder of record are anticipated to be completed by the Spring of 2004.  A specific cut off date will be announced in a subsequent mortgagee letter.  After that time, HUD will not pay any claim for insurance benefits for which the information on the claim and HUD’s system do not agree, and the current servicer of record will not be able to submit an MRC to correct the holder of record.  Therefore, it is incumbent upon all mortgagees to ensure that HUD’s records accurately reflect both the correct holder and servicer of record.

4. Elimination of the Paper Mortgage Insurance Certificate

Concurrent with these steps to improve the data integrity of the SFIS and the commitment to expand the use of e-commerce, 30 days from the date of this letter, the Department will no longer be issuing Mortgage Insurance Certificates in paper form.  Mortgagees will be able to download a Mortgage Insurance Certificate which has been electronically issued by FHA from the FHA Connection.  This information is provided on the “MIC” screen via the FHA Connection (FHAC).

FHA's decision to modify its existing protocol does not change the basic mortgage insurance process, i.e., the contract is not effective until the mortgage is endorsed.  Upon FHA's endorsement, the amount of that mortgage counts against the maximum commitment authority approved by Congress for that fiscal year.

Mortgagees may also confirm the endorsement status of FHA insured single-family mortgages using the FHA Connection (FHAC), or the FHA Connection's enhanced Business-to-Business (FHAC- B2B) application.  (The improved B2B application allows mortgagees to submit case level data from their loan origination system directly to FHA, without re-keying). 

For confirmation of the endorsement status of multiple loans, the originator or sponsor may use the FHAC MIC/NOR List transaction or the FHAC B2B Mass Case Query transaction to obtain a list of cases endorsed within a specific time period at the branch or corporate level.  This function provides a list of all case numbers endorsed within a specified date parameter.  For individual loans, the originator or sponsor may use either the FHAC or FHAC B2B Case Query to determine if an individual mortgage was endorsed by examining the “last action” field for “INSURED.”  Users of ECHO Connection Plus (EPC) should call 1-888-711-2500, for information

5.
Change in Process for Filing Claims for Insurance Benefits
Because it will take some time to fully implement the system’s changes necessary to allow the Department to rely exclusively on electronic records, interim procedures for filing insurance benefit claims will be effective concurrently with the elimination of the paper MIC.  The programming changes to the claim system to allow only the current holder of record to be paid a claim are anticipated to be completed by the June of 2004.  A specific cut off date will be announced in a subsequent mortgagee letter.  

Thirty days from the date of this mortgagee letter, mortgagees shall be required to forward a copy of the Portfolio Screen from the FHA Connection along with the Transmittal Sheet for EDI Claims.  This step will initially serve two purposes.  This will ensure that all mortgagees submitting mortgage insurance claims have the opportunity to review the information in the Department’s records and confirm that this information has been properly updated.  In addition, the mortgagee has the opportunity to ensure that the information provided on the claim for insurance benefits information is also accurate.

Before filing a claim for insurance benefits, it is the mortgagee’s responsibility to ensure the data is correct.  Of primary importance are the following:

Status of Mortgage

Servicer of record

Holder of record

Property address

Date of endorsement 

Initial mortgage amount

Initial interest rate

Term of mortgage

If the status of the mortgage is shown as “A,” the insurance is active and the claim may be filed.  If the status of the mortgage is not shown as active, and the mortgagee believes that the mortgage had been terminated in error, the mortgagee must contact the Department’s Data Quality Section at 202-708-1994.  The mortgagee must be prepared to explain how the mortgage insurance was terminated in error and to furnish copies of the loan history, the security instruments as well as paying any unpaid mortgage insurance premiums plus any penalties.  

Where the loan’s status is active, but information HUD has on file is incorrect, mortgagees shall submit the appropriate transaction to HUD (as in the case where Mortgage Record Changes are required to correct the holder or servicer of record) prior to claim submission.  Mortgagees are reminded of the requirement to notify the Department within 15 days of any change in the holder or servicer of record and that documentation of all such transfers is to be maintained for the life of the loan.  If a claim for insurance benefits is filed, this information is to be maintained for a period of three years beyond the last transaction related to the claim process, as required by 24 CFR 203.365.

If the error is something that cannot be corrected through a MRC or other available system transaction, the mortgagee shall contact the Homeownership Center (HOC) having jurisdiction over the property to begin the process to correct the other erroneous information (such as the endorsement date).  All corrections are to be completed before the mortgage insurance claim is filed.  It is for this reason that mortgagees should compare their system information against HUD’s data for accuracy at the time the account first becomes delinquent.  If an error is discovered just prior to the date the deed is conveyed to HUD, it is too late to avoid an interest curtailment. 

6.
Data Control for Mortgage Record Changes (MRCs)
Mortgagees should immediately begin updating MRC information for their entire single family FHA portfolio. For some current cases, and most cases after the system changes are in place, mortgagees will be unable to complete holder of record MRCs if the prior mortgagee no longer exists.  This becomes a critical issue for mortgagees preparing to file claims for insurance benefits.

Only in those circumstances will HUD affect this change to the Department’s records on behalf of the mortgagee.  Mortgagees must provide documentation to prove that it now has the legal right to receive the claim for insurance benefits.  Assistance for this function will also be provided by the Department’s Data Quality Section Staff at 202-708-1994.  The lender representative from Data Quality will confirm what data will be required and will advise the mortgagee where to forward the documentation. 

Although not an all-inclusive listing, the following forms of documentation will be acceptable where foreclosure has not yet been completed:

1. If the mortgage had been registered in MERS at origination, documentation from MERS showing a complete audit trail of the holders of record which identifies the requesting mortgagee as the holder of record at the time the request for the MRC is made, or

2. If the mortgage was not set up in MERS, but was recorded, a complete audit trail of all recorded assignments ending with a recorded assignment to the requesting mortgagee, or 

3. If neither (1) nor (2) are appropriate, a copy of the back of the note which provides a complete audit trail of endorsements to confirm that the requesting mortgagee is the current holder of record, or

4. If the mortgage was recorded in MERS sometime after origination, a combination of recorded assignments and the MERS documentation confirming that the requesting mortgagee is the legal holder of record.

If foreclosure has been completed, a recorded copy of the deed conveying title to the requesting mortgagee will be acceptable.

These changes do not affect the requirements involved in the submission of Part B claims.  Mortgagees shall continue to be responsible for submitting their title evidence and the Part B claims as currently required.  

As stated previously, 30 days from the issuance of this Mortgagee Letter, 1) HUD will no longer issue paper MICs or paper duplicate MICs and, 2) mortgagees will not need to submit a paper MIC as a part of the single family claim submission process.  Questions regarding ending the issuance of MICs may be directed to the HOC having jurisdiction over the mortgage and questions regarding the elimination of the MIC as part of the claim submission may be directed to HUD’s National Servicing Center at 1-888-297-8685.







____________________________

John C. Weicher

Assistant Secretary for Housing-

    Federal Housing Commissioner
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