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MORTGAGEE LETTER 2005-22

TO:                    ALL APPROVED MORTGAGEES

ATTENTION:  SINGLE FAMILY SERVICING MANAGERS
SUBJECT:        PRESERVATION AND PROTECTION PROCEDURAL UPDATE


This Mortgagee Letter describes changes in the new Management and Marketing (M&M) contracts recently awarded by the Department and the impact of those changes on mortgagees involved in the servicing of defaulted and foreclosed loans prior to conveyance.  The Department uses private sector contractors to manage and market properties acquired by HUD through foreclosure of Federal Housing Administration (FHA) insured mortgages and to support mortgagees in compliance with HUD’s property preservation and conveyance requirements.

During a recent re-competition, HUD hired new M&M contractors, increased the number of contract areas from 18 to 24, changed the geographic boundaries of contract areas and changed some contract provisions related to mortgagee compliance.  HUD has established a website at http://www.hud.gov/offices/hsg/sfh/reo/mm/mm_info.cfm where mortgagees will find a link to access the new M&M contract, a list of the new M&M contractors, their points of contact and defined geographic boundaries.  This site is updated regularly and should be a mortgagee’s first source of information related to the M&M contracts.  Also attached to this Mortgagee Letter is a listing of contact information within the Department’s Homeownership Centers (HOCs) that have management responsibility for the M&M contractors.  The attachment identifies the Director of the Real Estate Owned Division within each HOC as well as the Government Technical Representatives (GTRs) for each contract area.

HUD has awarded 24 new contract areas.  New M&M contractors are working in 22 contract areas and all the changes described in this Mortgagee Letter apply to those contract areas.  In the remaining two contract areas, contract area PB (Michigan and Ohio) and contract area CC (Washington, Oregon, Idaho and Alaska), HUD’s former M&M contractors are performing services under the terms of the prior M&M contract and the changes described in this Mortgagee Letter do not, yet apply.  Although an award has been made in contract area PB, performance of the new contractor will be delayed pending resolution of contract issues.  In contract area CC, however, it is anticipated that the new contractor will begin full performance on June 1, 2005.  HUD recognizes that this may cause some confusion for mortgagees and is working diligently to resolve the contractual impediments in these contract areas and will announce resolution through future Mortgagee Letters and at the website previously identified above.

Changes in the new M&M contract of interest to mortgagees are described below.

Reduction in M&M Contractor Response Time


Mortgagee letter 2002-10 is being revised to require M&M contractors to respond to preservation and protection over-allowable expense (Section I (Q)) and extension of time requests (Section I (R)), and complete title reviews within five business days rather than ten business days.  For further clarification see Section 5.2.1.1, 5.2.5.1 and Section 5.2.6.1 of the M&M Contract.

Limitation on Re-conveyances

The decision to re-convey a property to a mortgagee is made by HUD’s GTR and not the M&M contractor.  If properties are conveyed with surchargeable damage, the M&M contractor may recommend re-conveyance to the GTR.  Under the new contract, when the government’s repair estimate for surchargeable damage is equal to or less than $2,500.00, the Contractor shall, without the need for further authorization from HUD, notify the Mortgagee of HUD’s acceptance of the damaged property and the amount that must be deducted from the Mortgagee’s claim, which shall be the greater of the government’s estimate of the cost of repair or any insurance recovery received or to be received or expected to be received by the Mortgagee.  Upon receipt of the notification of the government’s estimate of the costs of repair, the Mortgagee may, at its discretion, elect to revoke its damaged conveyance request and repair the property prior to conveyance.  See Section 5.2.3.1 of the M&M Contract. 

Approval of Over-allowable Requests

The new M&M contract requires the M&M contractor to respond to over-allowable requests no later than five business days of receipt.  The contract also clarifies instruction to M&M contractors regarding denial of over-allowables.  If an M&M contractor, based on its evaluation of the work to be performed and its own knowledge of normal and reasonable property maintenance expenses, believes that an expense is not justified, the M&M contractor will provide a written explanation to the mortgagee, including evidence of similar bids or past expenses for the same services.  If the M&M contractor requires additional information for providing such an explanation, the M&M contractor will request from the mortgagee a second independent bid or further clarification to justify the original bid.  Concurrent with each request for a second bid, the M&M contractor will notify the mortgagee if a short extension of time to convey is appropriate.  Decisions on the need for extensions of time will be based on several factors, including, but not limited to, the timeliness of the mortgagee’s original bid request and the complexity of the repair.

A mortgagee’s failure to receive a response from an M&M contractor to exceed cost limits, or a request by the M&M contractor for a mortgagee to submit a second bid does not constitute an extension of time to convey.  The mortgagee must submit a separate request for each extension of time.  All requests for extensions must be submitted on form HUD-50012, Mortgagee’s Request for Extension of Time.  Verbal requests for extensions will not be accepted.

M&M contractors have been further instructed that partial approvals (i.e., those that are less than the total bid) must be itemized so the mortgagee knows clearly what amounts may be claimed for each item.

Notice of Noncompliance

The new M&M contract requires the M&M contractors to report to HUD instances of           non-compliance by mortgagees with HUD’s conveyance requirements.  Examples of noncompliance may include a mortgagee’s failure to send a Notice of Pending Acquisition in a timely manner or conveyance of a property located in a designated boarding area that has not been boarded.  The M&M contractors provide this information to M&M GTRs on a monthly basis.  HUD aggregates all reports of noncompliance and will use the data to identify weaknesses in servicing policies and to track mortgagee compliance with preservation and protection and conveyance requirements.  This information may be used in conjunction with a review of a mortgagee’s overall servicing performance.

Concurrent with this notification to HUD, the M&M contractors must send a written notice of noncompliance to the mortgagee stating the nature and date of the noncompliance and provide the FHA case number.  No response is required to this notice.  It is provided so that mortgagees are aware of performance issues and can take action to correct similar problems in the future.  If a mortgagee believes that they have received a notice that is unwarranted, they may send a letter to the M&M contractor refuting the claim.  This letter will be included in the case file and forwarded to GTRs.  The M&M contractors are not required by HUD to respond to any letters received from mortgagees.  However, should a mortgagee believe that an M&M contractor is making frequent or consistent errors with respect to notification of noncompliance; the mortgagee is encouraged to contact the GTR responsible for that contract.  The list of GTRs is attached to this Mortgagee Letter and can also be found at http://www.hud.gov/offices/hsg/sfh/reo/mm/mm_info.cfm.  For further clarification see Section 5.2.4.4 of the M&M Contract. 

Voluntary Pre-Conveyance Inspections

A number of mortgagees have requested the opportunity to conduct a joint property inspection with M&M contractors prior to conveyance.  The new contract does not have a requirement that M&M contractors perform pre-conveyance inspections.  However, if requested by a mortgagee, the M&M contractors may, at their discretion, arrange to meet with a mortgagee’s representative(s) to conduct a joint inspection of a property a few days prior to conveyance.

HUD encourages, but does not require, mortgagees or M&M contractors to conduct               pre-conveyance inspections.  Pre-conveyance inspections have the potential to significantly reduce       post-conveyance disputes between mortgagees and the M&M contractors by allowing each party to agree that properties are in conveyance condition or identify additional requirements that must be met prior to conveyance.  This is especially beneficial when properties will be conveyed damaged, as it will allow the M&M contractor to evaluate whether the damage is or is not surchargable, thereby reducing the likelihood of demand letters, re-conveyance, or other sanctions.

Pre-conveyance inspections should be scheduled at a time mutually convenient for the M&M contractor and mortgagee, but no earlier than 5 calendar days prior to the scheduled conveyance date.  To encourage this practice, HUD will allow mortgagees to claim the cost of one additional inspection, provided the pre-conveyance inspection does not coincide with the regular inspection schedule.  

Mortgagees should contact the M&M contractors directly for further information on procedures regarding voluntary pre-conveyance inspections in their contract areas.

Initial Inspection Reports

M&M contractors are required to complete an initial property inspection within 24 hours of acquisition of a property.  HUD has instructed its M&M contractors to make an electronic copy of the inspection report available to the conveying mortgagee upon request.  Requests must be made in writing, which includes letter, facsimile, or email, and must reference a specific property.  M&M contractors are not required to comply with a blanket request for all inspections performed.  As with other public inquiry correspondence received, the M&M contractor must respond within two business days on requests for property inspections.  However, the M&M contractor may delay actual delivery of the inspection report for sufficient time to conduct its own internal quality control review of the report and make any corrections necessary.  Mortgagees will be notified of any anticipated delay.  For further clarification see Section 5.1.4.4 of the M&M Contract. 

If you have any questions regarding this Mortgagee Letter, please contact Wanda Sampedro, Director of the Asset Management and Disposition Division, at (202) 708-1672, (this is not a toll-free number).
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Assistant Secretary for Housing-







   Federal Housing Commissioner
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