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January 6, 2004

        MORTGAGEE LETTER 2004-01

TO:

ALL APPROVED MORTGAGEES
SUBJECT:
FHA’s TOTAL Mortgage Scorecard Deployment 

The Federal Housing Administration (FHA) is pleased to announce that on 

November 21, 2003 an interim rule (FR-4835-I-01) was published in the Federal Register announcing the deployment of the Technology Open To Approved Lenders (TOTAL) Mortgage Scorecard.  This interim rule, summarized in this Mortgagee Letter, explains the procedures and requirements that mortgagees and automated underwriting system (AUS) vendors must observe if they opt to use TOTAL. Lenders are encouraged to read the entire interim rule for additional information.  To ensure compliance and as stated in the preamble of the interim rule, access to the TOTAL Mortgage Scorecard by an FHA mortgagee will be conditioned upon the mortgagee’s certification, executed as an electronic acknowledgement, to comply with the rule’s procedures and requirements.

The TOTAL Mortgage Scorecard will replace the existing proprietary scorecards offered by Fannie Mae and Freddie Mac for use on mortgages to be insured by FHA.  Effective for all mortgage loans initially scored on or after May 1, 2004, documentation relief and credit policy revisions will only be permitted if the mortgage is risk scored by TOTAL.  

The TOTAL Mortgage Scorecard is not an Automated Underwriting System (AUS).  It

is a mathematical equation for use within an AUS.  To underwrite an FHA loan electronically, a mortgagee must process the request through an AUS that can communicate with TOTAL.  The TOTAL Mortgage Scorecard operates as a system-to-system connection with an automated underwriting system.  TOTAL evaluates the borrower’s credit history along with several additional application variables and returns either an accept/approve recommendation or refers the loan application for traditional manual underwriting. 

The rule affirms that Direct Endorsement (DE) mortgagees remain solely responsible for the underwriting decision.  It also requires that mortgagees must provide full manual underwriting for mortgage applicants when TOTAL returns a “refer” risk score.  Although any FHA-approved mortgagee may obtain risk assessments from TOTAL to assist in managing its workflow, only a DE mortgagee may perform the full manual underwriting for any “refer” risk scores, and only a DE mortgagee may issue an approval or a denial of the mortgage.  The DE mortgagee is also accountable for the integrity of the data entered into TOTAL.

Lenders and vendors must also comply with those applicable Federal laws governing fair lending practices, financial privacy, the use of credit information, and all other regulations and policies regarding the origination of mortgages to be insured by FHA.  

Underwriting Guidance for Lenders

FHA has developed the TOTAL Mortgage Scorecard User Guide (User Guide), a compilation of credit policies and documentation requirements that lenders must follow when using TOTAL.  HUD published the User Guide as Notice H-2003-25 on November 20, 2003; it is also attached to this Mortgagee Letter.  The instructions contained in the User Guide apply only to those mortgage applications that were risk-assessed by TOTAL, including those scored mortgages referred to an underwriter for manual underwriting.  The User Guide contains additional information collection requirements not covered by the OMB approval numbers listed in the Paperwork Reduction Act Certification Statement that accompanies the User Guide.  In accordance with the Paperwork Reduction Act, HUD may not conduct or sponsor, and a person is not required to respond to, a collection of information unless the collection displays a currently valid Office of Management and Budget (OMB) approval number.  HUD has submitted the information collection requirements contained in this document to OMB for review, and OMB approval is pending.  When OMB approval is received, HUD will announce the additional OMB approval number assigned.


While FHA will assist lenders with underwriting questions, questions regarding feedback messages, connectivity with various Loan Origination Systems (LOS), etc., will continue to be answered by the AUS vendors.

Although FHA will return a risk assessment to the FHA-approved lender along with a limited number of system overrides (“review rules”), FHA is not now providing the full functionality of a complete AUS.  Instead, FHA will look to existing AUS vendors and lenders with proprietary AUSs to provide the additional value associated with AUS functionality including eligibility rules and loan-specific feedback messages.  For example, FHA will not be responsible for checking compliance with maximum mortgage amounts, computing debt-to-income ratios, or other functions typically performed by an automated underwriting system.  FHA expects such additional functions and benefits to be offered by the AUS with FHA providing only an assessment of the borrower’s credit and capacity to repay.

Additional Interim Rule Highlights


The interim rule provides also that mortgagees and vendors must:

· Use the scorecard for prospective mortgagors seeking FHA loans only;

· Implement quality control procedures for scorecard usage and provide, at FHA’s request, reports and loans samples that enable FHA to evaluate program operation;

· Not use TOTAL to direct borrowers into other non-FHA product offerings;

· Not disassemble, decompile, reverse engineer, derive or otherwise reproduce any part of the source code or algorithm in TOTAL;

· Not provide feedback messages that conflict with the Equal Credit Opportunity Act; and

· Comply with any additional HUD/FHA requirements or procedures that are applicable to TOTAL and may be issued through handbooks, Mortgagee Letters, User Guides, or Developers Guides.

Termination of Existing Approvals
Implementation of the interim rule rescinds Mortgagee Letters 96-34, 98-14 and 99-26 regarding individual approvals of AU systems.  However, in order to not disrupt lender and vendor processes, FHA will continue to recognize the documentation relief and credit policy 

revisions for mortgage applications scored by the existing approved proprietary scorecards provided the mortgage is initially risk-scored before May 1, 2004, and any subsequent re-scores are made within 90 days of that date.

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.







Sincerely,







John C. Weicher







Assistant Secretary for Housing-







     Federal Housing Commissioner
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