U.S. Department of Housing and Urban Development

H O U S I N G

_______________________________________________________________________

 Special Attention of:                    Notice  H 93-66 (HUD)

All Regional Administrators               Issued:  09/09/93

All Regional Directors of Housing         Expires: 09/30/94

All Area Managers                         _________________________________

All Directors of Housing                  Cross References:

  Management

All Chiefs of Loan Management

_______________________________________________________________________

 Subject:  Changes and Clarifications of Existing Procedures

           on Compromises and Write-offs of Secretary-held

           Mortgages.

The purpose of this Notice is to:

(1)  Increase the Field Office authority to approve

     compromise offers on single family Secretary-held

     mortgages to $20,000.  (Change to Handbook 4330.2

     Rev.1 para. 5-9)

(2)  Provide clarification to existing policy regarding

     compromises.  (Change to handbook 4330.2 Rev. 1

     para. 5-9)

(3)  Establish a process for referring all valid debt owed

     on Secretary-held mortgages to Debt Management

     Centers.  (Change to Handbook 4330.2 Rev. 1 Para. 5-9

     Section F)

(4)  Give Field Office authority to write-off up to $5,000,

     without referral to Debt Management Centers, in limited

     circumstances such as when the debt is less than

     $100.00, and/or is over 3 years old, or is not valid

     or cannot be substantiated.

COMPROMISE OFFERS

     The term "compromise offer" means the offer by a third

party to purchase a property secured by a Secretary-held

mortgage, for less than the amount owed on the mortgage.

The acceptance by the Department of a compromise offer is a

binding adjustment or settlement by mutual concession, for

an amount that lies somewhere between the total amount owed

to HUD on a troubled mortgage and the maximum amount that

the Department can reasonably expect to receive for the

secured property in today's housing market (after deducting

all projected foreclosure, acquisition, holding and sales

costs).

___________________________________________________________________________
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     The use of compromise offers is an effective way of

reducing the size of the Secretary-held portfolio, and

should be actively promoted to mortgagors as a feasible way

to extract themselves from a difficult situation.

     Therefore, in light of the foregoing, each compromise

offer should be considered on its own merits, and decisions

on its approval/disapproval must always be in the best

interest of the Department.  No compromise offer is to be

rejected solely on the basis that the offer does not equal

or exceed the principal balance owed or the payoff amount,

or because the selling price is less than the appraised

value.

In addition to procedures outlined in Paragraph 5-9,

Section F(4) of the HUD Handbook 4330.2 REV-1, the

following should also be taken into consideration when

preparing a compromise offer.

     Effective immediately, Field Offices may accept

compromise offers on single family Secretary-held mortgages

for up to $20,000 less than the amount necessary to pay off

the mortgage.  Compromises of less than $20,000 should be

approved on the Field Office level by the Director of

Housing Management, or in certain Category C and D Offices,

the Field Office Manager.

     The following documentation must be obtained whether

the compromise offer is to be approved on the Field Office

or the Headquarters level.  Field Office files, or

narrative memoranda (Example, Attachment 1) submitted to

Headquarters in support of a compromise decision, must

contain each of the following:

o    a specific recommendation that the Field Office or

     Headquarters accept the compromise offer, as it is in

     the best interest of the Department;

o    certification that the purchaser is a third party not

     related to the mortgagor;

o    in specific terms, an explanation as to why this

     compromise offer is in the Department's best interest

     (i.e., foreclosure is inevitable);

o    the origination date of the mortgage;

o    the original amount of the mortgage (which can be found

     in the original assignment file on HUD Form 92206);
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o    whether the current owners are the original owners of

     record;

o    the date the loan was assigned to HUD;

o    a narrative explanation concerning the mortgagors'

     circumstance for leaving the property (i.e., property

     was damaged and mortgagors are unable to repair it;

     loss of family income through death, divorce,

     separation; forced to relocate in order to find

     employment; etc.).  If the mortgagor provides a letter

     of explanation, this should either be placed in the

     case file or forwarded to Headquarters, depending upon

     the level of approval required.  Normally, the file

     should provide documentary support for the mortgagor's

     need to dispose of the property.  If the file does not

     contain documentation of the mortgagor's need to sell,

     the Field Office should take reasonable steps to verify

     the situation.

     A compromise offer will not be accepted where a

     mortgagor has the ability to pay, but chooses not to

     make payments.  An example of this would be a mortgagor

     who owns a duplex and is collecting rent but not

     applying that rent to the mortgage payment.  (This

     example is considered "equity-skimming", and is a

     criminal offense.  If a Field Office acquires knowledge

     that this is happening, the case should be referred to

     the Regional Inspector General's Office.)  A compromise

     offer would be considered under this circumstance only

     where a mortgagor, who is able to pay, brings the

     mortgage current under the forbearance, prior to the

     sale of the property.

o    assurance that items listed as buyer's and seller's

     expenses are customarily paid by the respective

     parties, and do not exceed the cost of such services

     incurred by the local Field Office's Property

     Disposition Branch;

o    the total amount of any foreclosure expenses incurred

     to date, as best as can be determined (whether paid or

     due);

o    amount of property taxes owed, pro-rated to the

     projected date of closing, with a per diem amount to be

     used in the event the closing does not take place as

     scheduled;
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o    the "Average Daily Holding Cost" as determined by the

     Property Disposition Branch;

o    the amount due HUD at the time the case is being

     considered for a compromise;

o    the "Average Foreclosure Costs" for your area; and

o    the Property Disposition (PD) Resale Cost.  Cost

     determined by the PD Branch to resell the property.

     Consists of likely closing costs on a PD property for

     that area.

In addition to procedures outlined in Paragraph 5-9,

Section G of HUD Handbook 4330.2 REV-1, the following

should also be taken into consideration when preparing a

compromise offer.

o    In some instances a purchase offer that is less than

     the appraised value may be allowable, provided the

     value of other terms of the offer are sufficient to

     offset a lower sales price.  Examples of such cases are

     (but not necessarily limited to) the following:  (1)

     where the lower offer is a non-financed "all cash" sale

     and the Department realizes a savings in customary

     closing costs over an offer for the full appraised

     value which requires financing; and (2) an offer which

     included a reduced or no broker's fee, because such

     savings could make up the difference in the appraised

     value.

o    The buyer must be a third party unrelated to the

     mortgagor (i.e., the offer should be an "arms-length"

     sale where there is not an identity of interest).

o    To clarify Section G(2), a typographical error was made

     causing it to read, "...if any of the following

     conditions exist.", it should have read "...if all the

     following conditions exist.".  Generally, all the

     conditions should be met.  As stated previously, no

     compromise offer is to be rejected solely on the basis

     that the selling price is less than the appraised

     value.  In other instances it may also be allowable to

     forego certain conditions if it is in the best interest

     of the Secretary to do so.  Discussion as to why it is

     in the best interest of the Department to forego any of

     these conditions must be included in the

     recommendation.
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For Paragraph 5-9, Section H of HUD Handbook 4330.2 REV-1,

the following should also be adhered to:

     Supporting documentation collection and retention must

be the same regardless of whether the case will be approved

at the Field Office level or referred to Headquarters for

approval.  If the compromise is to be done by the Field

Office, a copy of all pertinent documentation that was used

in making or carrying out the decision must be retained in

the case file.  In addition to the documentation required

by the handbook, include the following:

o    a copy of the executed sales agreement (and addendum,

     if applicable) that:

     -    is legible; and

     -    contains all provisions upon which the sale is

          conditioned, including (but not limited to), the

          following:

          o    a purchase price; and

          o    a statement that the buyer accepts the

               property in "as is" condition unless the

               appraisal is conditioned upon certain repairs

               listed therein;

o    In addition to the requirements concerning the Uniform

     Residential Appraisal Report (URAR), the appraisal must

     also have been:

     -    performed by a HUD-approved appraiser;

     -    submitted with well-defined pictures of the

          subject property; and

     -    produced at the seller's/buyer's expense

          (whichever is customary for the area).

o    an itemized list of the seller's and buyer's expenses;

     and,

o    The Field Office's written opinion concerning whether

     the buyer's and seller's closing costs are reasonable

     and customary.  The following are closing costs which

     Headquarters' finds either acceptable or unacceptable.
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     Acceptable:

     -    real estate commissions up to 6 percent.

          Commissions above 6 percent must be approved, in

          writing, in advance, by Headquarters if the

          compromise offer is being decided at the local

          Field Office level; or an acceptable justification

          must be included in the package if compromise

          offer is to be decided at the Headquarters level.

          If additional justification is omitted or is

          deemed unacceptable, only commissions up to 6

          percent may be approved;

     -    pro-ration of property taxes, including per diem

          amount (all unpaid real estate taxes owed by

          seller up to the date of sale);

     -    loan discount points and/or loan origination fees

          totaling not more than one (1) percent of the

          amount to be financed.  Generally speaking, the

          Department will not approve discount points and/or

          loan origination fees over one percent unless the

          Field Office justifies as to why it is in the

          Department's best interest to do so.

     -    termite inspection fee;

     -    escrow closing fee (if required by sales

          agreement);

     -    settlement or closing fee;

     -    attorney fees (if contained in sales contract);

          and

     -    items/services, with assurances by the Field

          Office, which are customary for the seller to pay

          in the area such as, but not limited to:

          o    title search/examination charges;

          o    title insurance;

          o    survey costs;

          o    recording fees;

          o    State/County transfer fees/tax/stamps;

          o    document preparation;
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     Unacceptable:

     -    fees for Tax Service;

     -    loan discount points and/or loan origination fees

          totaling more than one (1) percent of the amount

          to be financed.  Generally speaking, Headquarters

          will not approve discount points and/or loan

          origination fees over one percent unless justified

          by the Field Office;

     -    home warranty fees;

     -    wire transfer fees;

     -    any repairs not stipulated by the Appraisal; and,

     -    any items identified only by the term

          "Miscellaneous".

COMPROMISE OFFERS SUBMITTED ON PROPERTIES WITH SUBORDINATE

LIENS

     In such compromise offers the proceeds of sale would

repay both HUD's mortgage and the subordinate lien, with

release and satisfactions to be issued by all lien holders.

A compromise offer of this type will only be considered IF,

at a minimum, junior lien holders will also accept a

compromise of the outstanding balance on its mortgage that

is, at least, in direct proportion to HUD's compromise

(i.e., if HUD agrees to forego an amount which equates to

10 percent of the outstanding balance, the subordinate lien

holders must also forego at least 10 percent of its

outstanding balance).  Processing of compromises of this

type will follow the same steps taken for compromises that

do not have subordinate liens.

     All compromise offers submitted by subordinate lien

holders must be forwarded to Headquarters for approval,

regardless of the amount of the compromise offer.  Required

documentation is the same as for compromise offers without

second liens.

WRITE-OFFS AND REFERRALS TO DEBT MANAGEMENT CENTERS

Unsecured Debt: (Satisfaction of Mortgage Released)

     Effective October 15, 1993, Field Offices must refer

unsecured debt (excluding those exceptions outlined herein)
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to Debt Management Centers.  Some of the more frequent

causes of this type of debt are short pay-offs which are

received and processed, checks returned as Non-Sufficient

Funds (NSF) after pay-offs are finalized, and taxes

erroneously paid after the mortgage has been satisfied.

     By October 15, 1993 procedures will be issued setting

out the correct process for referring debt to a

Departmental Debt Management Center.  Instructions for debt

referral in this Notice apply to all debt equal to or

greater than $100 but less than $5,000.

     Debt which cannot be referred to the Debt Management

Centers because it is legally without merit, cannot be

substantiated, is over 3 years old, under $100.00, or

cannot be collected due to a court action can be written

off up to $5,000 by the Director of Housing Management or

in certain Category C and D Offices by the Field Office

Manager.  Attachment 2 Section I.B. must be completed for

all debt falling into these 5 categories.  All other debt

must be referred to a Debt Collection Center which will

determine the feasibility, cost effectiveness, and the

extent to which the Department will pursue collection

actions to recover this debt.

     A copy of the properly completed and signed Attachment

2 must be faxed to MIAS, Single Family Notes Service

Center.  MIAS will use this document to remove the debt

from the Single Family Notes System.  All further

accounting for this debt, including write-offs, Internal

Revenue Service (IRS) reporting, and accounting for

collections made will be handled by the Debt Management

Centers.  For audit purposes, Field Offices must retain a

copy of the Attachment 2 in the loan servicing file.

     For debt that will be referred, the Field Office must

make one attempt to collect the debt before referring it to

the Debt Management Centers.  Generally, the collection

attempt will be a letter requesting payment and informing

the mortgagor that if payment is not made within 30 days

that the debt will be referred to a Departmental Debt

Management Center for further collection actions.  A copy of

this letter must be attached to the document which is sent

to the Debt Management Center so that the collection

history up to the time of referral is documented.  One

letter to the mortgagor is necessary to ensure that

mortgagors who will pay debt once notified that the debt is

due are given the opportunity to pay without referral.
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     In order to reduce the number of referrals, Field

Offices should ensure that they issue correct pay-offs and

that no taxes are paid after a loan is paid-off,

reassigned, or transferred to the Single Family Accounting

Management System (SAMS) as a HUD-owned property.  Detailed

instructions on the correct procedures to use in issuing

pay-offs will be provided by the Office of Insured Single

Family Housing with the Referral procedures.  Questions

concerning the correct procedures to quote a pay-off should

be directed to the Single Family Servicing Division at

202-708-3664.

     If anything occurs prior to the payoff which

compromises the integrity of the terms of satisfaction (ie:

incorrect payoff check amount, insufficient funds on a

prior mortgage payment, etc.), the Field Office should not

accept the payoff check.  Instead, the Field Office must

reschedule the closing and recalculate the payoff amount.

     However, if the error is the fault of the Department,

the Field Office should determine if it is in the

Department's best interest to pursue.  It is not in the

Department's interest to create an atmosphere where the

realty and lending community will be reluctant to deal with

Secretary-held mortgages.  Therefore, such cases should

only be pursued where substantial benefit could be realized

given the cost of collection.  Only in the most extreme

circumstances should a satisfaction be withheld after

receiving a payment based upon a payoff quote provided by

the Department.  The decision to withhold satisfaction

should be determined with the concurrence of Field Counsel

or the Headquarter's Regional Desk Officer.

     The Field Office should immediately determine the cause

of the short pay-off and correct the problem to prevent

additional problems in the pay-off process.  Should there

be any doubt concerning the Field Office's course of action

as to whether of not to accept a short pay-off, the Field

Office should contact their Headquarters' Regional Desk

Officer.

Secured Debt (Mortgage has not been satisfied)

     Field Offices are given the authority to write off up

to $5,000 of debt and to Release a Satisfaction of Mortgage

when it is determined to be in the Secretary's best

interest not to foreclose on low value properties.  To meet

the criteria of this section, the debt owed on the mortgage

must be $5,000 or less, and a determination must be made
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that the property is worth less than the expected costs of

foreclosure.  The Field Office, in these cases, is

authorized to write-off up to $5,000 of debt and to Release

the Satisfaction of Mortgage.  If the debt owed the

Department is $5,000 or more, the Field Offices must obtain

Headquarters' approval before writing the debt off and

Releasing the Mortgage Satisfaction.  Attachment 2 must be

completed and faxed to the MIAS, Single Family Notes

Accounting Branch for all debt written-off in accordance

with this section so that the accounting records can

reflect the write-off.

                             Sincerely yours,

                             Nicolas P. Retsinas

                               Assistant Secretary for

                               Housing-Federal Housing

                               Commissioner

Attachments (2)

                                          *U.S. G.P.O.:1993-342-362:80189

_____________________________________________________________________

Attachment 1

                                 SAMPLE

MEMORANDUM FOR:  John J. Coonts, Director, Office of Insured Single

                   Family Housing, HSI

ATTENTION:   _________________________, Region ___ Desk Officer,

               Secretary-held and Counseling Services Branch, HSISS

FROM:  _____________________, Director, Housing

SUBJECT:  Single Family Compromise on Secretary-held Mortgage

          DOE, John and Jane

          250 Main Street

          Anywhere, VA  22311

          FHA Case No.:  051-0058549-203

          SFMNS Acct. No.:  070005450

     Attached is the following information concerning the

above-captioned account:

     1.   Copy of the proposed contract and settlement sheet

     PROPOSALS          -         REALTOR'S              FIELD OFFICE

     Sale Price                    $100,000               $100,000

     Less Closing Costs

          Docum. Preparation             75                     75

          Closing Fee                   175                    175

          Realty Tax Serv. Fee           80                      0

          Recording Fee                  61                     26

          Tax Certification              15                     15

          Title Insurance               700                    700

          Water Escrow                  150                      0

     Credit Report                       60                      0

     Survey                              85                      0

     Loan Discount                    2,000                  1,000

     Sales Commission (6%)            6,000                  6,000

     Real Estate Taxes (prorated)       750                    750

     Recording Fee                       15                     15

     Repairs (Roof Repairs)             500                    500

                                     ______                  _____

     Total Closing Costs            $10,666                $ 9,256

     Total Due HUD                  $89,334                $90,744

_____________________________________________________________________

     2.   Copy of Current Appraisal for $100,000

     3.   Proposed Commission:  Realtor, 6%; Field Office, 6%.

     4.   Average Foreclosure Cost and time frame is $________ and

          _____ days.  No foreclosure costs have been incurred to this

          point.

     5.   Average turnover rate is ____ months, and the average daily

          holding cost is $19.55.

     6.   A post audit on this account has been completed, all taxes

          have been paid, there are no taxes that have been paid and not

          posted.  The annual taxes on this property are $______, the

          date of the sale is June 30, 1993 so the prorated taxes are

          $______.  Should the purchase not take place by the agreed

          upon closing date then the property tax per diem rate is

          $______.

     7.   Field Office Recommendation to Approve this Compromise Offer.

     8.   Field Office Certification that the closing costs are

          reasonable and customary for this area.

     9.   The Property Disposition Resale Cost is ____% for this area.

     10.  The current payoff amount on this mortgage as of the date of

          this memorandum is $________.  See attached PAOF Screen from

          the Single Family Mortgage Notes System.

     11.  Background/Justification:

          Mr. and Mrs. Doe obtained this mortgage January 25, 1980 and

          the loan amount was $95,000.   Mr. and Mrs. Doe are the

          original owners of the home (the loan has not been assumed

          since the Doe's entered the Assignment Program).

          Mr. and Mrs. Doe were accepted into the Assignment Program on

          June 12, 1989.  They were accepted due to the loss of

          employment by both Mr. and Mrs. Doe.  They have been unable to

          find work in the Metropolitan area since their acceptance.

          However, Mr. Doe was recently offered a lucrative position in

          another city.  Therefore, the Doe's must leave this area and

          are forced to sell their home.

          This office believes that it is in the best interest of the

          Department to accept this offer, since the Doe's cannot afford

          to maintain two households.  This offer will net more to the

          Department than could be obtained by foreclosing and selling

          the property through our Property Disposition Branch.

If we may be of further assistance, please contact ____________________

Loan Specialist, Single Family Loan Management Branch, ________________

HUD Office, at (    )                .

Attachments

_____________________________________________________________________

Attachment 2

                   WORKSHEET FOR WRITE-OFF OR COLLECTION REFERRAL

                             OF SECRETARY-HELD MORTGAGE

Field Office        _____________________________

Mortgagor Name:     _____________________________

FHA Case Number:    _______________________

SFMNS Number:       _______________________

Principal Balance                                        $_________________

Interest Accrued:                                        $_________________

Late Charges:                                            $_________________

Escrow Balance/Deficit:                                  $_________________

Unapplied Balance/Deficit (suspense file):               $_________________

Legal Fees/Costs incurred to date:                       $_________________

Total Balance Due                                        $_________________

Amount Quoted as Payoff (if applicable)                  $_________________

Post Audit or Claim Interface Completed?   YES/NO   (circle one)

   - date completed      /     /     .

Check one:

  ____    Write-off Requested (Complete Section I)

  ____    Referral to Debt Management Centers (Complete Section II)

SECTION I - WRITE-OFFS

   This office is writing off the debt for the reason cited below:

     A.  Unsecured Debt:  (Mortgage Satisfied)

     _____  1.  Debt cannot be substantiated Explain:

                ___________________________________________________________

                ___________________________________________________________

                ___________________________________________________________

                ___________________________________________________________

     _____  2.  The debt is invalid.

     ______ 3.  Debt is over 3 years old.

     ______ 4.  Amount owed is less than $100.00

     ______ 5.  The mortgagor was granted a discharge from Chapter 7

                Bankruptcy or other Court action was taken.  HUD was

                required to accept $__________ as payment in full.

_____________________________________________________________________

     B.   Secured Debt:  (Foreclosure is not viable option)

          _____ 1.  Debt owed is less than $5,000 and cost to foreclose

                    would exceed property value.  See computation below:

               Estimated Property Value                $_______________

               Superior Liens, taxes, etc.  $____________

               Foreclosure Costs            $____________

               Total Adjustments                       $_______________

               Adjusted Property Value                 $_______________

               (Estimated property value

               minus total adjustments)

SECTION II - REFERRAL TO DEBT MANAGEMENT CENTERS

     Any account covered under this section must be referred to the

appropriate Debt Management Center.  Debt Management Center locations

and documentation requirements will be addressed in a separate

communication.

______ A.  Short pay-off processed.

______ B.  Taxes paid after Mortgage was Satisfied.

______ C.  Non-Sufficient Funds (NSF) check.

______ D.  Loan was paid off prior to processing of mortgagees claim.

______ F.  Preservation expenses from Property Disposition Branch not

           accounted for on payoff quote.

______ G.  Other.   __________________________________________________

                    __________________________________________________

                    __________________________________________________

                    __________________________________________________

Prepared By:  _______________________________     ____________________

                                                          Date

Concurred By: _______________________________     ____________________

                                                          Date

Approved By:  _______________________________     ____________________

                                                          Date

Supporting Documentation Attached:

1. ________________________________________

2. ________________________________________

3. ________________________________________

4. ________________________________________

5. ________________________________________

