U S. Departnment of Housing and Urban Devel opnent
Washi ngton, D.C. 20410-8000

OFFI CE OF THE ASSI STANT SECRETARY
FOR HOUSI NG- FEDERAL HOUSI NG COWM SSI ONER

January 16, 1997
MORTGAGEE LETTER 97-02
TGO ALL APPROVED MORTGACEES

SUBJECT: Single Fanily Loan Production and Servicing - Special
Program Underwriting, and Servicing Policies to Assist Victins of
Presidentially - Declared Maj or Disaster Areas

This Mortgagee Letter is to advise you of actions taken by the
Departnent to assist victins of winter stornms and blizzards in South
Dakota and North Dakot a.

The President’'s declaration of a major disaster area for South Dakota
was signed on January 10, 1997 and includes all 66 counties.

The President's declaration of a nmajor disaster area for North Dakota
was signed on January 12, 1997 and includes all 53 counties.

The procedures described below are in effect imediately and will
remain in effect for one year fromthe date of the President's
decl aration. Any counties added to the declaration will also be
eligible for disaster relief and the sanme procedures will apply.

MORTGAGE ORI G NATI ONS

| . MORTGAGE | NSURANCE FOR DI SASTER VI CTI M5. HUD has a speci al
nmor t gage i nsurance program under Section 203(h) of the Nationa
Housi ng Act to assist disaster victinms. Under this program
i ndividuals or families whose residences were destroyed or damaged to
such an extent that reconstruction or replacenent is necessary, are
eligible for 100 percent financing. The requirenments for the program
are as foll ows:

o0 The borrower's previous residence nust have been in the disaster
area and must have been destroyed or damaged to such an extent that
reconstruction or replacenent is necessary. The borrower nust
provi de conclusi ve evidence of the above. Docunentation show ng a
permanent residence in the affected area before fl ooding includes a
valid driver's license, a voter registration card, utility bills,
etc. Docunentation regardi ng destruction of the residence nay
i ncl ude an insurance report, an inspection report by an independent
fee inspector or governnent agency, or concl usive photographic
evi dence showi ng the destruction or danmage. The borrower nay have
been the owner of the property or a renter of the property
af f ect ed.



0 The borrower is eligible for 100 percent financing. No downpaynent
is required. However, prepaid expenses nust be paid by the borrower
in cash or paid through premiumpricing (as described in Mrtgagee
Letter 94-7 ).

The nortgage i nsurance premiumis the same as for Section 203(b)
nmort gages. The upfront prem um nmay be financed into the nortgage
anount and the borrower will also be charged the annual prem um

Maxi mum nort gage anmounts are the sane as for Section 203(b).

The programis linmted to one-unit detached honmes only. Two, three,
and four unit properties may not be purchased under the Section
203(h) program nor are condom niumunits eligible.

The borrower's application for nortgage i nsurance nust be submtted
to the lender within one year of the President's declaration of the
di saster.

These nortgages are eligible for processing under the Direct
Endor senent program

Adj ustabl e rate nortgages (ARMs) may be used with Section 203(h).

SECTI ON 203( k) REHABI LI TATI ON MORTGACGES. The requirenent for a

dwel ling to be conpleted nore than one year preceding the date of the
application for nortgage insurance under Section 203(k) is hereby

wai ved and will not apply to properties in the disaster area. Danaged
residences will be eligible for Section 203(k) nortgage insurance
regardl ess of the age of the property. The residence need only to
have been conpleted and ready for occupancy for eligibility under
Section 203(Kk).

| . CONSTRUCTI ON PERVMANENT MORTGACGES. Lenders are encouraged to use

the construction/ permanent nortgage programin the areas affected.
Mort gagee Letter 92-25 contains conpl ete processing guidelines.

I V. UNDERWRI TI NG. The Departnent recogni zes that victins of the

V.

di saster may have to incur debts to replace personal property.
Victine of the disaster will be allowed to have a total fixed paynent
to gross incone ratio of 43 percent w thout compensating factors. The
43 percent ratio can al so be exceeded with appropriate conpensating
factors. This provision will apply to all FHA-insured nortgages
regardl ess of the insurance program

Di saster victins with Secretary-held nortgages are eligible for new
FHA-i nsured nortgages provi ded the borrower was current with the
forbearance agreenent at the tine of the disaster and all paynents
for the preceding twelve nonths were made within the nonth due.

SUBM SSI ON OF CLOSED LQOANS. For lenders located in the areas
affected, the Departnent is extending the time for subm ssion of
closed |l oans for insurance endorsenent from 60 days to 90 days after



the date of closing. This will provide |lenders additional time to
| ocate and reconstruct | oan packages where docunments nmay have been
destroyed by the storm

VI . ENDORSEMENT OF DELI NQUENT MORTGAGES. The HUD Ofifices |located in
the affected areas have been granted authority, on a case-by-case
basis, to endorse nortgages that are delinquent, provided the
delinquency is due to disaster-related circunstances. Docunentation
requirenents will be established by the individual HUD Offices. As a
rule, this policy applies to cases where the | oan cl osed before the
di saster and the honeowner nay have becone delinquent in his paynments
because of tenporary disruptions in enploynent.

MORTGAGE SERVI Cl NG

Mor at ori um on Forecl osures, Servicing Actions, Property Danage, and
FEMA' s Mortgage Assi stance Paynents.

Chapter 14, FEDERAL NATI ONAL DI SASTERS, of HUD Handbook 4330.1 REV-5 ,
Admi nistration of Insured Hone Mrtgages, contains the provisions
sunmari zed bel ow.

. MORATORI UM ON FORECLOSURES. A noratoriumon forecl osures on
property directly affected by the disasters is in effect for a ninety
(90) day period fromthe date the President declared a disaster to
have existed. The noratoriumapplies to the initiation of
forecl osures AND forecl osures already in process.

1. SERVICING ACTIONS. In addition to the noratorium HUD "strongly
recomends"” servicing actions for homeowners whose properties were
directly affected by the disaster. This includes such actions as
speci al forbearance, nortgage nodification, refinancing, and waiver
of late charges. HUD al so offers a partial claimprogramto help
address problens of unresolved arrearage. Subsequent to the
forecl osure noratorium | enders are encouraged to consi der
alternatives to foreclosure such as preforeclosure sales and deeds in
lieu if the honeowner is not in a position to "cure" the nortgage
del i nquency. Refer to Mdrtgagee Letter 96-61 for FHA program
requirenents and incentive paynents associated with the above
referenced servicing approaches. Further, for |oans on properties
affected by these disasters, the maxi num pre-foreclosure sales period
is extended an additional two nonths, and the m ni mrum apprai sed as-is
val ue of the property is reduced to 65 percent, without requiring the
| ender to seek a variance approval fromthe HUD Field Ofice

[11. DEALI NG W TH PROPERTY DAMAGE. Mortgagees nust foll ow standard
procedures, including assuring that hazard insurance clains are filed
and settled expeditiously, and expediting turning proceeds over to

t he nortgagor.

DO NOT retain hazard insurance proceeds to make up an existing
arrearage without the witten consent of the nortgagor.

V. FEMA' S MORTGAGE ASSI STANCE PAYMENTS. Mortgagees nust inform



nmortgagors regarding this program Appendi x 26A of HUD Handbook
4330.1 REV-5 contains reconmended | anguage for this purpose.

I f you have any questions regardi ng these issues, please contact your
| ocal HUD Ofice.

Sincerely yours

Ni col as P. Retsinas

Assi stant Secretary for Housing-
Federal Housi ng Comm ssi oner

At t achnent s

U. S. Departnent of Housing and Urban Devel opnent Washi ngton, D.C
20410- 8000

Section 203(h)

Pur pose

Provi des nortgage i nsurance for a person to purchase a princi pal

resi dence after being displaced by a disaster. The residence to be

purchased need not be located in the sane area as the disaster.

Eligibility Requirenents

0 Borrower must neet standard FHA credit qualifications.

0 Borrower's previous residence nmust have been destroyed or danaged
to such an extent that reconstruction or replacenent is necessary.
The borrower may be the owner of the property or a renter of the
property destroyed.

0 Borrower is eligible for 100% fi nanci ng. No downpaynent is
required. The upfront nortgage insurance prem um can be financed into

the nortgage and the borrower will pay an annual prem um

0 Borrower must purchase a one famly unit; two, three, and four unit
properties may not be purchased under this program

0 Adjustable rate nortgages can be used with this program
0 Mxrtgage linits are the same as for Section 203(b).

o The borrower's application for nortgage insurance nust be submtted
within one year of the President's declaration.

U. S. Departnent of Housing and Urban Devel opnent Washi ngton, D.C
20410- 8000

Section 203(k)



Pur pose

Provi des nortgage i nsurance for a person to purchase or refinance a
princi pal residence and to acconplish rehabilitati on and/or
i nprovenment of an existing one-to-four unit dwelling.

Eligibility Requirenents
0 Borrower must neet standard FHA credit qualifications.

0 Mortgage insurance premiumis paid nonthly. There is no upfront
nort gage i nsurance prem um

0 Borrower can purchase a one-to-four unit property that was
completed for at |east one year. The nunber of units on the site nust
be acceptabl e according to the provisions of |ocal zoning
requirements.

0 Homes that have been denolished, or will be razed as part of the
rehabilitation work, are eligible provided the existing foundation
systemis not affected and will still be used. The conpl ete
foundati on system must remain in place.

o0 Mortgage linmits are the sanme as for Section 203(b).

U S. Departnent of Housing and U ban Devel opnent Washi ngton, D.C
20410- 8000

Const ructi on Permanent Loans

Pur pose: Assist builders in obtaining construction financing by
allowi ng borrowers to be approved prior to start of construction.

Mort gage Anount: Determined the same as any other |oan with nortgage
based on the | esser of sales price or appraised val ue. Apprai sal
woul d be done from plans and specifications with a requirenment for
conpl etion inspection. Builder nust supply a HONWwarranty policy in
order for the Borrower to obtain a loan to value in excess of 90%

Cl osing: The loan would close in the nane of the borrower prior to
start of construction.

Di sbursenment of Funds: Responsibility of the | ender. Interest,
comm tment fees, inspection fees, hazard insurance and ot her
financing charges incurred during the construction period shall be
the responsibility of the builder.

Anortization: Begin not later than the first day of the nonth

foll owing 60 days fromthe date of final inspection or certificate of
occupancy.

Paynment of Mdrtgage | nsurance: Wthin 15 days of the date of closing.

Endor senent: Request for endorsenent submitted by within 60 days from



the date of final inspection or certificate of occupancy.

Docunents: Loan cl osed using standard FHA docunentation with the
addition of a Construction Rider to the Note and a Construction Loan
Agreenent. The construction docunments nust contain a provision that
the construction terns cease to be effective and the FHA terns becone
effective at the time of final inspection or certificate of

occupancy.

Escrows for taxes and I nsurance: Established at the tine of |oan
closing or at the tinme of final inspection or certificate of
occupancy (Il ender option).

Bui | ders: FHA approved builders only.

Instructions: Mrtgagee Letter 92-25 ; program avail abl e nati onwi de.



