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CHAPTER 5. SETTLEMENT OF CLAI M5

| NTRODUCTI ON.  When a claimfor loss on a defaulted | oan insured
under Title |I of the National Housing Act is received by HUD
every effort is made to process it expeditiously so that its
certification for paynment by the Treasury Departnent can be nade
pronptly. This Chapter provides guidance to the |ender in
preparing its claimfor submission. It not only outlines the
requi red documents, forns, and papers, but al so expl ai ns what
information i s necessary so that the claimcan be processed, in
nost cases, without further correspondence. Careful adherence
to these procedures will result in paynment of Title | clains
within a mninmumof time and thereby reduce processing costs of
both the | enders and HUD.

Accurate and Conplete Clainms. |If the claimsubnitted is
accurate and conplete in every detail, its exam nation for
conpliance with statutory and regul atory requirenents and
the verification of the allowable | oss can be conpleted

wi thout delay. In such cases, the I ender receives its check
fromthe Treasury Departnent in a relatively short tine.
When i naccuraci es and om ssions require correspondence with
the lender to obtain clarification or conpletion of

i nformati on, payment of the claimis unavoi dably del ayed.

Data and Docunmentation. An accurate and conplete claim
requires certain data and docunentation which nust be
obtained at the inception of the loan. Sone of these
requirenents will vary, depending on the HUD Title

Regul ations in effect at the tine the application for the
|l oan was made. It is inportant, therefore, that personne
engaged in initiating transactions as well as those who are
responsible for preparing and submtting clains be fanmliar
with these requirenents. Chapters 1, 2 and 3 contain the
adm nistrative policies and requirenents concerning the

di sbursenment of eligible |oans.

Anmount Payabl e on Losses. The anobunt of claimis limted to
90 percent of the calculated principal and interest |oss
sustai ned by the | ender, plus other allowances pernmitted by
the regulations. Interest at 7 percent per annumw || be
conputed on the outstandi ng principal balance fromthe date
of default to the date of application for reinbursenent of

|l oss, or to a date nine nonths and 31 days from date of
default, whichever period of time is the lesser. 1In no
event shall the total interest allowances exceed the maxi mum
perm ssi bl e financing charge on the principal anmount

out standi ng nine nonths and 31 days fromthe date of

defaul t.
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5-2. ASSEMBLI NG AND EXAM NI NG THE NECESSARY PAPERS. Wien the | ender
has exhausted all collection efforts and wishes to file claim
under its contract of insurance, the first step is to assenble
al |l docurnents, forns, |edger cards, and correspondence rel ating
to the account in a file. The Transmittal Sheet of the Title
Claimfor Loss in Appendix 4, page 3 provides a conveni ent
reference in determ ning when the docunents listed therein are
requi red. The docunents in this file should be carefully
exam ned for conpl eteness and the file should be carefully
checked to deternine that the docunents |isted bel ow, as
required, are included. In summary we require that the tota
file be submitted including your collection history and ot her
rel ated forns, docunents and letters.

a. Credit Application, FormFH 1. This form should be exani ned
to determ ne

(1) that it has been properly dated;

(2) that the borrower's interest in the property inproved
has been clearly stated as an owner or | essee;

(3) if lessee, that the expiration date of the |ease has
been indi cated;

(4) if leased comercial property, that the owner has
either joined in signing the prom ssory note or HUD s
prior credit approval was obtained ( in the latter
event, the approval letter should be included in the
claimfile);

(5) that the description and estimated cost of the
i nprovenent (s) have been fully stated;

(6) that the property inproved, if a residential structure,
had been conpl eted and occupi ed for ninety days or
| onger;

(7) that all other itens on the form have been conpl et ed;

(8) that the application has been properly signed by the
eligibility borrower(s); and

(9) that, if proceeds were disbursed to a
deal er-contractor, the person selling the
i mprovenent (s) has signed
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(10) If the exam nation disclosed inaccuracies or om ssions,
an expl anation should be prepared for inclusion in the
file.

(11) The credit application subnmtted with the claimnust be
an ORIA@ NAL. If the original cannot be furnished or if
the | oan application is unsigned, a statement signed by
an officer of the lending institution should be
submitted, setting forth the reason(s) why a copy of
the application is being included and/or from what
source the information on the unsigned application was
obt ai ned for consideration of the claim

Prom ssory Note. The note should be exam ned to determne
that it has been properly dated; that the payee has been
stated; that the nunerical and witten face amounts are in
agreenment ( if the two anpbunts are not in agreenent, a
signed statenent fromthe nakers acknow edging the true
anount shoul d be obtained); that the date of the first
paynent and the anount and nunber of periodic paynents have
been indicated; and that the signatures of all note signers
are genuine. |If the note was executed for and on behal f of
a corporation, a corporate resolution should be attached
enpowering the makers of the note to create a binding
obligation of the principal

Assi gnnent of Note. The note on which a claimis paidis
assigned in full to the United States, and 10 percent of the
calculated loss will be borne by the lender. The note is
not assignabl e even though HUD nay make full recovery of the
anount due on the note, nor will there be any transfer of
the credit of funds in such instances. 1In no case may an
insured lending institution ask a borrower, dealer or other
person to reinburse the institution for co-insurance |oss,

or any ot her deduction nmade by HUD in settlenment of a claim
since the National Housing Act intends that such loss wll
be borne by the lender. Since the lending institution is no
| onger hol der of the note, it has no | egal basis for
requesting the obligor to make further paynent. Any anounts
received on account by the lending institution after claim
must be forwarded pronptly to HUD.

(1) The reverse of the note should be examined to assure
that it bears a conpl ete endorsenent of the
deal er-contractor (if it is a dealer |loan) and that the
assignnent to the United States of America by the
| ender indicates the nanme of the lending institution
is signed by an authorized official with title
i ndi cated, and is dated.
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(2) The reverse of the note shall be in the following form

"All right, title and interest of the undersigned is
hereby assigned (w thout warranty, except that the note
qualifies for insurance) to the United States of

Aneri ca.

(Lendi ng Institution)

By:

Title:

Dat e:

Borrower's and Deal er's Conpletion Certificate, Form FH 2.
The conplete certificate should be exanined to determ ne
that it has been conpletely executed and signed by an
eligible borrower and by the person approved by the | ender
as the dealer. As in the case of the prom ssory note,
signatures to the certificate nust be genuine. This
certificate is not to be signed or dated until after

the i nprovenents have been satisfactorily conpleted by the
deal er. This docunment is not required for direct |oans.

Deal er's Contract or Sales Agreenment. The contract or sales
agreenment shoul d be inspected to deternine that a conplete
description of the material to be used and the work to be
performed has been states; that the unit cost is shown; and
that the stated cost of the inprovenent(s) is in agreenent
with the credit application. The contract or sales
agreenment must be signed by an eligible borrower and by the
deal er, although the signatures appearing on the original
The date of the contract or sales agreement should be prior
to the comrencenent of the inprovenents and should bear a
close relationship to other required deal er docunentation
Thi s docunent is not required for direct |oans.

Advance Notice to Borrower. At |east six (6) cal endar days
prior to making disbursenent to a deal er, the | ender nust
give the borrower witten notice of the approval of his/her
credit application. This docunent is not required for
direct | oans.

(1) If additional inprovenents are nade, a suppl enmental
advance notice nmust be sent to the borrower. In any



event, it is not required that the borrower acknow edge
recei pt of such notice(s).
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(5-2) (2) The lender must, however, produce a record of having
mai | ed or delivered such notice(s). As acceptable
records of delivery would be a dated carbon copy of the
notice(s) or a dated entry in the borrower's loan file.

(3) Supplies of the advance notice are not furni shed by HUD.
Lenders should i ssue the notice on their own |etterhead
stationery.

g. Borrower's Authorization Certificate. Where proceeds are
paid to soneone other than the borrower, the authorization
certificate should be inspected to determine that it has
been conpl etely executed and signed by all borrowers and al
makers and co-signers on the note. As in the case of the
prom ssory note, the signatures of all parties to the
certificate nust be genuine. This document is not required
for direct |oans.

h. Demand Letter. A final demand |letter nust be sent to
the borrower(s) and a copy nmade a part of the claimfile.
The demand | etter should be unconditional and for the ful
unpai d bal ance of the note. To avoid fornms of demand
| etters which are not wholly acceptable, the foll ow ng
phrasi ng i s suggest ed:

"The option to accelerate maturity of your note is
exercised at this time, by reason of the fact that
peri odi ¢ paynents have not been nade in accordance with

its ternms. The entire balance of $ pl us interest
of $ , making a total of $ i s now due and
payabl e. "

i. Ledger Cards. |If the borrower had prior Title | loans with

out st andi ng bal ances at the tine the defaulted note was

made, the file should contain a | edger cared on the earlier
obligations. |If claimis being filed on a defaulted note

whi ch had been refinanced, the | edger card covering the
prior loan refinanced, clearly stating the unpaid bal ance
and the anobunt of rebate, should be nade a part of the claim
file.

(1) Certified Statements in Lieu of Ledger Cards. |If the
| ender has converted to automatic data processing,
certified statements executed by an official of the



institution are acceptable alternatives to paynent
records item zed on | edger cards.
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(5-2) (2) Statenment Certification. As applicable, and for
conmpliance with specific regulations, the statenents
shoul d certify as follows:

(a) That a prior Ioan was not past due nore than 15
days when proceeds of a later |oan were disbursed,

(b) That the outstandi ng aggregate | oan bal ance with
respect to the sane property or structure did not
exceed the dollar limtation prescribed for the
type of loan involved

(c) That the total outstanding principal balance on
all Title | loans at one tinme did not exceed the
dollar limtation set for the type of |oan having
the largest permissible limt, exclusive of
financing charges. |If in excess of the |argest
permissible limt, aletter granting prior
approval of the Assistant Secretary for
Housi ng- Feder al Housi ng Conmi ssi oner should be in the
file.

j. Attorney's Papers. Wen an attorney was enployed to effect
collection and the claimis to include attorney's fees
actually incurred and paid, a conplete statement fromthe
attorney should be obtai ned and nade a part of the file. A
transcript of the judgment should al so be included in the
file when the note was reduced to a judgnent. For further
i nformati on on judgenents and attorney's papers, see
par agr aph 4-4 of this Handbook

k. Proof of Claim The lender is required to service loans in
accordance with acceptable practices of prudent |ending
institutions. This, of course, includes tinely filing of
Proof of Claimin decedent estate and bankruptcy cases. |If
a Proof of daimin a decedent estate or bankruptcy action
is filed with the adm nistrator or referee, a copy of such
Proof of C aimshould also be in the claimfile.

(1) Bankruptcy. The assignnent of the Proof of Claimin
bankruptcy should identify the District Court by
District and Division; cite the nanes of all bankrupts;
show t he bankruptcy nunber, the United States of
America as assignee, the amobunt of the claim the



corporate nane of the | ender; and bear the signature
and title of an authorized official (i.e. an officer of
the lending institution).
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(5-2) (2) Decedent Estate. The assignnent of the Proof of Caim

in a decedent's estate should identify the

adm ni strator or executor; show the nane of the
deceased, the United States of America as assignee, the
anount of claim and the corporate name of the |ender
and bear the signature and title of an authorized

of ficial

Certificate of Eligibility, FH1(HP). Loans nmade avail abl e
under the Historical Preservation category shall be made
only for the rehabilitation, preservation or restoration of
historic structures. The proposed inprovenent(s) to

the historic structure shall be subnmitted to the State

Hi storic Preservation Oficer of any other person authorized
by the Secretary of the Interior in the state where the
historic structure is located. |If the proposal, is
approved, the approval should be indicated on the FH 1(HP)
and nmade a part of the claimfile upon subm ssion to HUD for
i nsurance benefits. (Reference Section 201.1606 of the
Title | Regul ations.)

Evi dence of Fire Safety Marshal's Approval. Loans insured
under the Fire Safety Equi pment category shall be considered
only where a proposal has been submitted and approved by the
Fire Safety Marshal or other State or local official or
agency, or other authority having primary responsibility or
jurisdiction for the fire safety requirenents of the health
care facility. This docunent shall be nade a part of the
claimfile when claimis submitted on a defaulted Fire

Saf ety Equi pnent Loan. (Reference Section 201.1125(a) of
the Title | Regulations.)

Addi tional Docunments. Wile the aforenentioned docunents
represent the basic papers required for |oans insured under
Title I, additional forms and certificates are necessary
under certain circunstances. These and the applicable Title
| Regul ations are:

(1) Letter granting prior approval of the Assistant
Secretary for Housi ng-Federal Housi ng Commi ssi oner
Sections 201.5(e) and 201.1611;

(2) Certificate of Eligibility, Form FH 801, on |oans which



i nclude built-in-kitchen appliances, Section
201.6(d) (6);

(3) Statement of Eligibility, Form FHA-226, on | oans which
include civil defense shelters, Section 201.6(e);
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(4) Certification of |oans which include septic tanks,
Section 201.6(f);

(5) Certificate of Eligibility, FormFH 802, on |oans which
i nclude permanently installed carpeting, Section
201 .6(q).

SECURI TY I NSTRUMENTS. If security has been taken in the form of
a real estate nortgage, deed of trust, conditional sales
contract, chattel nortgage, nmechanics lien, or other security
device for the purpose of securing the loan, it should be
recorded in accordance with the statutes of the applicable
jurisdiction. Where security has been recorded the insured
shall, prior to filing claim place on record an assignment to
the United States of Anerica of said security. A $25 fee will
be paid the | ender for expenses in recording any security or

ot her recordabl e assignment to the United States of Anerica. In
those instances where the lender or its attorney is of the

opi nion that the assignment shoul d not be recorded, the |ender
should include in its subnission of claima full explanation of
the reason the assignnent was not recorded, and if circunstances
warrant, the Regulations will be waived. A waiver, however,
cannot be consi dered unl ess a conplete statement of the
operative facts is included with the clai msubnission

a. Assignnent of Security. While a marginal form of
assignnent, simlar to that used in assigning a note, is
acceptable in some jurisdictions, it has been found that in
nost instances a separate form of assignnent which fully
identifies the security is required, The |ocal recording
of fice can advise lenders of the requirenents in the
appl i cabl e jurisdiction.

b. Preparation. Unavoidable delays will be elimnated if the
assignnent is prepared as indicated below. The assignnent
shoul d:

(1) Cite a nomnal consideration

(2) Designate the United States of America as assignee;



(3) Follow the instrunent for description of the property;
(4) Show recording references, i.e., date, book, page

(5) Show the name of the |ender, be dated, and signed by an
aut hori zed official;
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(6) Bear the corporate seal
(7) Be acknow edged and dated by a Notary Public.
5-4. JUDGQVENTS. Wile the regulations do not specifically require a

lender to litigate on a Title | note, there are instances
wherein a judgnent is required to establish the validity and
enforceability of the obligation. 1In addition, froma

coll ection standpoint, and fromfacts singular to a particular
transaction, the | ender should consider the advisability of
instituting | egal action.

a. Assignment of Judgnent. The assignnment of the judgnent
shoul d be prepared froma copy of the transcript and shoul d
provide the data indicated below. As in the case of other
security, the Cerk of the Court for the local jurisdiction
can advi se |l enders regarding the requirenents for an
acceptabl e assignnent to transfer interest. The assignnent
shoul d:

(1) Cite a nomnal consideration
(2) Designate the United States of America as assignee;
(3) ldentify the court by name, state and county;

(4) Fully cite the awards of the court, i.e., principle,
interest, fees and costs;

(5) Recite the true balance due on the total judgnent in
the covenant;

(6) Show the name of the |ender, be dated, and signed by an
aut hori zed official;

(7) Bear the corporate seal
(8) Be acknow edged and dated by a Notary Public.

b. Attorney's Statenent of Collections. 1In all instances,



where an attorney is engaged, the full anount collected by
the attorney should be credited to the account, and the file
should contain a statenent fromthe attorney item zing the
anounts and dates of payments collected and the cost of such
collections. Attorney's fees for collections are

rei nbursable only if paid by the lender. wunique to the Fire
Saf ety Equi pnent Loans, attorney's fees shall not exceed
$250. The attorney's fees for the remaining Title
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i nprovenent |oans are limted to 25% of the anount coll ected
by the attorney on the defaulted note (excluding recording
expenses), provided the borrower is liable for the paynent
of such fees under the laws of the jurisdiction applicable
to the note, and provided the | ender does not waive its

cl ai m agai nst the borrower for such fees.

(1) Al paynents received after the maturity of the note,
i ncluding the anount collected by the attorney, should
be item zed in the space provided on the Title | Claim
for Loss, Schedul e A-Deductions, Section IIl, (See
appendi x 4, page 7).

(2) The full anpunt collected by the attorney and
attorney's fees should be shown on the Title I O aim
for Loss, Schedul e B-Additions, Section Il (See
appendi x 4, page 9).

c. Attorney's Statement of Fees. In all instances, the fees
i ncurred nmust be supported by a receipted bill fromthe
attorney.

(1) In accordance with Property |Inprovenent Loan
attorney's fees for a judgnment secured by confession
after default are linted to $10 or 15% of the bal ance
due on the note, whichever is the |esser.

(2) Attorney's fees for a judgnent secured through suit are
limted to $50 or 15% of the bal ance due on the note,
whi chever is lesser. This does not apply to Fire
Saf ety Equi pnent Loans.

(3) Attorney's fee for collections and expenses incurred by
an attorney for Fire Safety Equi prent Loan litigations
shal | not exceed $250 per case.

d. Attorney's Waiver of Lien. Exanmine to deternine that the
Attorney's Lien included in the judgnent has been satisfied



5-5.

or waived; if waived, that the statenment waives all rights
of subsequent claim and that the statenent has been signed
by the attorney.

TITLE | CLAIM FOR LOSS (HUD-637). When the exami nation of the
cl ai m papers has been conpleted, the next step is the
preparati on of the HUD- 637, which is designed to accommodate al
Title | loans. This package includes a cover sheet and four
3ets of forns as follows: Transmttal Sheet (Parts 1 and 2),
Application Voucher (Parts 3 thru 6), Schedul e A-Deductions
(Parts 7 thru 10) and Schedul e B-Additions (parts 11 thru 14).
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Schedul es A and B shall be conpleted prior to entering date on
the Application Voucher. The schedul es consist of three
sections; however, all Title |I property inprovenment |oans
covered in this Handbook are to use Section Ill on both
schedul es, leaving Sections | and Il blank

a. Mandatory Conpletions. The Transmittal Sheet and both
Schedul es A and B (applicable section only) nust be
conpl eted. Lenders who do not wish to conplete the "total
i nsured | oss" under bl ock 16 on the Application Voucher
must, at a mininum conplete blocks 1 thru 15 and 17 thru 19.
Only items 1, 3, and 5 are mandatory itens under bl ock 16

b. Tinme Requirenents. Cdaimshall be filed no later than 6
months after the due date of the final installnent provided
for in the note where a Property | nprovenent Loan or
Hi storical Preservation Loan has defaulted. Were a Fire
Saf ety Equi pnent Loan has defaulted, claimshall be filed no
|ater than 9 nonths and 31 days after the due date of the
earliest fully unpaid installnment provided for in the
obligation. Unless an extension of the claimfiling period
is requested by the | ender and approved by the Secretary,
the above claimfiling periods nmust be met according to
regul atory requirenments. Request for such extensions nust
be in witing and submtted to the Director, Ofice of Title
| Insured Loans. Attach an approved copy of the extension
request to the clai mpackage.

c. Payments received after Filing daim Should the nmaker of
the obligation tender paynents thereon to the insured
institution subsequent to the filing of this application
such nmonies will be accepted for, and proceeds i medi ately
transmitted to Director, Mrtgage |nsurance Accounting, OFA,
Attention: Receipts and Deposits Branch, Departnent of
Housi ng and Urban Devel oprent, Washi ngton, DC 20410, in



5- 6.

accordance with the HUD Regul ati ons.

COVPUTATI ON OF I NSURED LCSS. Information required by the forns
in the claimpackage is sufficient for the |l ender to compute the
total insured loss. After having conpleted the Transnitta
Letter, Section Ill of Schedules A and B, and the upper portion
of the Application Voucher (blocks 1 thru 15), the |lender may
enter its conputation in the columm headed "Certified

I nformation furnished by Applicant” (block 16). It is not
mandatory that the | ender conpute the total insured | oss under
bl ock 16 of the application voucher (See paragraph 4-5a). |If
the Il ender elects to conpute the total insured |oss (block 16),
a verification of the |l ender's conputations is nmade upon recei pt
of the clai mpackage by HUD. Where di screpancies are detected
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during the verification process, HUD will enter corrections in
the col um headed "HUD USE ONLY" , Verification of Amount Due.
Parts 4, 7, and 12 are returned to the | ender, indicating any
alterations made to the claim wth the Treasury check issued in
paynment of the claim

EXAMPLE OF COVPUTATI ON OF | NSURED LOSS VWHERE UNEARNED FI NANCE
CHARGE |'S COVPUTED BY THE " RULE OF 78'S METHOD'. The follow ng
hypot hetical case is prepared for the information of |enders to
illustrate the manner in which loss is deternined on defaulted
Title | property inprovenent |loans. Let us assune that a 10
year Historical Preservation note for $51,660, payable in 120
monthly installments of $430.50 with date of first paynment
August 1, 1977 was executed July 1, 1977. The financing charge
(at 12% per annunm) of $21, 660 was taken using the factor tables
in paragraph 2-16. The borrower received $30, 000 (net proceeds)
in cash. Installnents were paid when due up to and i ncluding
the paynment of April 1, 1979, but the May paynent was not nade.
On June 30, 1979, the lender, having received no further
paynments, demanded full paynment of the bal ance of the note. On
July 31, 1979, the |ender decided to submt a claimand furnish
the informati on and docunentation required by the Title | Caim
for Loss, Form HUD-637. The case discussed here, is illustrated
in Appendi x 4, pages 3, 5, 7, and 9

a. Schedule A- Deductions, Section IIl. Since no additiona
funds were received after the date of default, no anmpunts
will be entered in this section. Nornmally, the total anmount
of principal and interest received by the | ender on account
of the loan from any source, which has not been applied in
reduction of the borrower's indebtedness, woul d be entered
here. NOTE: The refund of insurance premuns |listed as



item 1l does not include Title |I insurance charge. The
Title | insurance charge adjustnents, if any, wll be
comput ed by HUD and applied on a future Title I Billing
Statement, Form FHA-761

Schedul e B-Additions, Section Ill. Since this claim

i nvol ved a secured loan, no litigation actions were entered.
This section is used to item ze each all owabl e expenditure
incurred by the | ender while processing the defaulted | oan
A statenment of expenses and receipts shall be included for
each time entered in this section of the claimform

Application Voucher. Based on the information contained in
the claimfile, conplete blocks 1 thru 15. The conputation
for itenms listed under block 16 is nmade in accordance with
the following comments and is inserted on the Application

Voucher as illustrated on page 5 of Appendix 4. The item
9/ 83 Page 5-12
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(5-7) nunbers listed below relate to the nunbers in the left

mar gi n of the Application Voucher
[ tem No. Comment s

(1) Enter the total finance charge which has been
included in the face ambunt of the note. Exanple:
Face anpunt of Note ($51,660) |ess proceeds to
borrower ($30,000) equals total finance charge
(%21, 660) .

(2) The finance charge is considered distributed over
the period of the loan and is prorated to the date
of default. The proration is based on the
out st andi ng bal ance for the total period of tine
fromthe date of the note. Twenty-one of the one
hundred twenty regul ar paynents were received, the
default being in the twenty-second period. The
factor to be used, therefore, is .3321861233 based
on the fornmula is subparagraph 4-7d. The charge
to be prorated ($21,660) rmultiplied by this factor
represents the finance charge earned to default.
The amount that will be allowed under this claim
is $7,195.15 ($21,660 x .3321861233).

(3 & 4) The | oan proceeds paid to the borrower of $30, 000
added to the earned finance charge of $7,195.15
yi el ded $37, 195. 15.

(5 & 6A) Since $9, 040.50 was received in regul ar



(6B)

(7 & 8)

(9)

install ments, this amunt is subtracted fromthe
total anmount due up to the tine of default,
| eaving a bal ance due of $28, 154. 65.

This line is to be used when the regul ati ons
require that the finance charge be cal cul ated by
the "actuarial nmethod" and an anortization
schedul e i s used.

No additional deductions were |listed on
Schedul e A, therefore, enter a zero on line 7 and
bri ng down the anount shown on |ine 6A.

Interest at 7% was due, therefore, on $28, 154. 65
fromMy 1, 1979 to July 31, 1979, the date on
which the claimwas filed. The table headed
"Exact Nunber of Days in Fractional Parts of a
Year" (see Appendix 4, page 15) shows the total
nunber of days between May 1, 1979 and July 31
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(10)

(11 & 12)

(13 & 14)

1979 to be 91. The interest factor for 91 days at
7% per annum as shown in the interest table (see
Appendi x 4, page 16) is .0174521. This factor
when multiplied by the outstandi ng bal ance due as
of May 1, 1979, ($28,154.65) results in interest
for this period of $491. 36.

Add lines 8 and 9 to arrive at the unpaid
princi pal bal ance (including the prorated finance
charge) and the uncoll ected earned interest.

No al | owabl e expenses were listed in section I
of Schedule B. Enter a zero here, then bring the
figure fromline 10 down to line 12.

Since the Historic Preservation Loan is considered
a "type A" loan, enter 10%of |ine 10, Unpaid
Princi pal Bal ance and Earned Interest, on |ine 13.
Subtract the conputed 10% ($2, 864.60) fromline 12
($28,646.01) for the Total Insured Loss
($25,781.41) on line 14.

Bl ocks 17, 18, and 19 shall contain the full nanme and
address (including ZI P code) of the lending institution,
signature and title of the authorized official attesting to
the certification statenment, and the date the application is
si gned, respectively.



d. "Rules of 78's" Fornmula for Determ ning Earned Fi nance
Charge Proration Factor. Qutlined belowis the fornmula for
determning the proration factor required to conmpute the
earned finance charge to the date of default.

(1) m = nunber of days to first paynent
n = nunber of periods in |oan
d = nunber of paynents nade before default

m + dn - d (1 + d)
30 2 = Proration Factor

m + n (n-1)
30 2

(2) Toillustrate howthis fornula is used, the follow ng
shows how the factor was determ ned for the
hypot heti cal case expl ained i n subparagraph ¢ (Item 2)
above and illustrated in Appendi x 4, page 5.
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31 x 120 + 21 x 120 - 21 (1 + 21)

30 2 = .3321861233

31 x 120 + 120 (120 - 1)

30 2

5-8. THE "ACTUARI AL" METHOD. Section 201.1265 of the HUD Regul ati ons
mandat es the nethod of cal culation that nmust be used to
determ ne the earned and the correspondi ng unearned interest
(finance charge on a defaulted Fire Safety Equi prent Loan
According to this section of the Regul ations, the insured | ender
shal |l be cal cul ated according to the "actuarial" method. This
nmet hod of interest conputation treats each | oan exactly as
though it were an interest bearing, direct reduction |oan
Thus, with the use of a standard direct reduction |oan
anortization schedule or a table of actuarial refund factors,
the anmobunt or earned/ unearned interest can be detern ned.

a. The anortization schedule is a useful guide for both the
borrower and the | ender. The schedul e provi des the whol e
picture for a loan: (1) the monthly paynent; (2) how nuch
each payment during the entire life of the |loan is divided
between interest and principal; and (3) how nmuch of the |oan
i s outstanding at any tine.



(1) The anmpbunt of earned interest can be determ ned by
sinmply accunulating the interest listed in the interest
columm of the schedule up to, but not including, the
date of default. The follow ng exanple shows the
amount of interest earned on a $1, 000 | oan financed at
11% for 20 years which defaulted on the 15th
installnent. The exanple is based on the anortization
schedul e in Appendi x 4, page 10.

$109.28 = Interest for 12 nonths as totaled on the

schedul e.

Interest for 13th install nent.

Interest for 14th install nent.

Partial interest earned in 15th install nent.

________ ($9.01/.30 days = .30 x 29 days = $8.71)
$136.04 = Interest Earned Up to Date of Default

®©©©
~Noo
,N®
non

(2) The instructions inmediately preceding bl ock 16 of the
Application Voucher (See Appendi x 4, page 12) states,
in part "Were the 'Actuarial Method' is used, start
with line 6B..." This instruction applies only when
the anortization schedule is used to determ ne the
earned/unearned interest. The amobunt to be placed on
line 6B is the unpaid principal balance shown on the
schedule as of the last fully paid installnent, plus
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any interest earned in the followi ng (default) period.
Using the exanple from (1) above the anortization
schedul e in Appendi x 4, page 10, the unpaid principa
bal ance to be placed on line item 6B of the Application
Voucher is determ ned as follows:

$982.71 = Balance as of the last fully paid

i nstall nent.
8.71 = Interest earned up to date of default (29
_______ days) .
$991.42 = Unpaid Principal Balance as of Date of
Def aul t.

b. Actuarial refund tables provide another conveni ent source of
exactness in this process of interest conputation. Once the
nunber of unpaid installnments are determ ned, the
appropriate factor can be |located on the refund table and
appl i ed against the nonthly installnent figure. The answer
(anount of unearned interest) should then be subtracted from
the total anpbunt of interest to obtain the amount of earned
interest up to the date of default. Detailed instructions
for the use of the tables are explained bel ow Paragraph
5-9¢, item(2) shows an illustration



(1) Conpute the nunber of full paynments remaining to
maturity. This would be the nunber of paynents stil
remai ning | ess one ( do not count the paynent on the
date of default). Because interest is considered
earned up to the date of default, the nunber of days
between the last fully paid installnment and the date of
default (but not including the date of default) are
earned interest days. Thus, the date of default should
be added on the paynments remai ni ng as one day.

(2) Fromthe Anortization Refund Tables, find the page for
the appropriate annual percentage rate. Under the
headi ng "nmont hs", find the nunber of full payments
remaining. Add to this factor, the daily factor which
represents the day of default. Miltiply the resulting
factor times the nonthly installment. This is the
anmount of unearned interest (finance charge).

(3) Subtract the anmount of unearned interest fromthe total
amount of interest calculated for the full termloan to
obtain the anobunt of earned interest.

5-9. EXAMPLE OF COVPUTATI ON CF | NSURED LOSS WHERE UNEARNED FI NANCE
CHARCE | S COVWPUTED BY THE " ACTUARI AL METHOD' USI NG ACTUARI AL
REFUND TABLES. Let us assune that a 20 year, $50,000 (net
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(5-9) proceeds to be entered in block 11 of the Application Voucher)
Fire Safety Equi pment Loan financed at 11% per annum i nterest
rate, payable in 240 nonthly installments of $516.10 with date
of first paynent August 20, 1977 was executed July 20, 1977
Install ments were paid when due up to and including the paynent
of Septenmber 30, 1978, but the Cctober paynment was not nmade. On
Noverber 30, 1978, the |ender, having received no further
paynments, demanded full paynment of the bal ance of the note. On
Decenber 28, 1978, the |l ender decided to subnit a claimand
furni shed the informati on and docunentation required by the
Title | daimfor Loss, FormHUD 637. The case discussed here
is illustrated in Appendi x 4, pages 11 through 14.

a. Schedule A- Deductions, Section Ill. No additional funds
were received after the date of default; therefore, no entry
will be made in Schedule A. (See paragraph 4-7a.)

b. Schedule B- Additions, Section Ill. No expenses were
incurred as a result of processing this claim (See
par agr aph 5-7b).



Application Voucher. Blocks 1 through 15 of the case
illustrated in Appendi x 4, page 12, were based on
information contained in the claimfile. Conpletion of all
items under block 16 by the | ender are optional. It is
requi red, however, that the lender, at a mninmum conplete
itens 1, 3, and 5 of block 16.

(1) Although the instructions preceding bl ock 16 reconmends
starting the calculations on line 6B when the actuaria
method is used, all itens (1 through 14) under bl ock 16
have been conpleted in this exanple to add clarity and
is reconmended to | enders who elect to conpletely
calculate the total insured loss with the use of the
actuarial refund tables.

(2) The conmputation for itens |isted under block 16 were
made in accordance with the followi ng coorments and
inserted on the voucher. The item nunbers |isted bel ow
relate to the nunbers in the left margin of the
voucher.

Iltem (1) - In this case, the total finance charge is
obtained by multiplying the monthly installnent figure tines
the nunber of installnents required to anortize the |oan
(see block 12) less the anpbunt of proceeds to the borrower.

Mont hly I nstall ment $ 516.10
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(5-9) Install ments Required X 240
$123, 864. 00
Proceeds to Borrower - 50, 000. 00
Total Fi nance Charge $ 73,864.00

I[tem (2) - The earned finance charge is obtained by first
determ ning the unearned finance charge which is then
subtracted fromthe total finance charge shown in item1,
above.

(a) Conpute the nunber of full paynments remaining to
maturity:

Oiginal Nunber of Installnents

Required to Anortize Loan 240
Nunber of Installnments Made -14
Nunber of Installnents Remaining 226

Instal | nent Due on Date of Default -1



Full Install ments Remaining 225

(b) For interest purposes, one (1) day will be added to the
nunber of full installments remaining, which
represents the day of default on which interest is not
earned by the | ender.

(c) Wth the use of the appropriate actuarial refund table
(see Appendi x 4, pages 17 and 18), locate the factor
for the 225th month. Add to this factor one (1) daily
factor. Then nmultiply the sumof the factors tines the
monthly installnent for the unearned interest.

Mont hl y Fact or Dai ly Factor
129. 909371 + 0.028696 = 129. 93806
x 516.10 Mont hly I nstall nent
$67,061.03 Unear ned Fi nance
Char ge

(d) Subtract fromthe total finance charge (item1) the
unearned finance charge to determ ne the earned finance
charge of "Charge Prorated to Default”, (item 2)

Total Fi nance Charge $73, 864. 00
Unear ned Fi nance Charge -67,061. 03

Charge Prorated to Default $ 6,802.97

Itens (3 and 4) - The total proceeds to the borrower should
be entered in block 11 and as item 3 under block 16. Add
itens 2 and 3 to determ ne the anmount of principal and
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(5-9) earned finance charge due the insured up to the tinme of

def aul t.

Itens (5 and 6B) - The number of monthly installnents
received on this loan prior to maturity totaled 14. This
nunber is placed in the Iine provided by item5. A total of
$7,225.40 ($516.10 x 14) was received in regul ar
installnments. This anount is subtracted fromthe anpbunt due
up to the tine of default, |eaving a bal ance due of

$49, 577. 57.

Itens (7 and 8) - Enter zero on line 7. Bring the anount
shown on line 6 down to |line 8.

Iltem (9) - Interest at 7% was due on the outstanding

bal ance, conmputed fromthe date of default to the date of
the claimapplication. For the purpose of determ ning the
date of default, the Regul ations provide: "any paynent



received on an account, including paynents on judgenents
predi cated thereon, shall be applied to the earliest unpaid
installnent.”

(a) The table headed "Exact Nunber of Days in Fractiona
Parts of a Year" (see Appendix 4, page 15) shows the
total nunber of days between Cctober 20, 1978 and
Decenber 28, 1978 to be 69. The interest factor for 69
days at 7% per annum as shown in the interest table
(see Appendi x 4, page 16) is .0132329. This factor
when nmultiplied by the outstandi ng bal ance as of the
date of default, results in the earned interest for
this period.

(b) $49,577.57 x .013239 = $656.06 (enter as item?9).

I[tem (10) - Add itens 8 and 9. The answer ($50,233.63) is
entered as item 10.

[tem (11 and 12) - Enter zero on line 11. Bring the amount
shown on line 10 down to line 12

I[tem (13) - Since the Fire Safety Equi pment Loan is
considered a "Type A" |loan, enter 10%of item 10 as item 13
($5, 023. 36) .

I[tem (14) - Subtract item13 fromitem 12 for the total
insured | oss and enter the answer on line 14 ($45, 210.27).

Bl ocks 17, 18, and 19 shall contain the full nane and
address (including ZI P code) of the lending institution,
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5-10.

signature and title of the authorized official attesting to
the certification statenment, and the date the application is
si gned, respectively

CANCELLATI ON OF VOLUNTARY REPURCHASE OF CLAIMS. A claimnmay be
wi t hdrawn upon return of the Treasury check. 1In the event the
check has been accepted for deposit, the insured may voluntarily
repurchase the claimby submitting its official check for the
clai mamount, provided in each instance the transaction is
consummat ed not later than 31 days fromthe date the Treasury
check was received by the | ender
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