Attachment 2

Separate Custodial Account for Advance Partial Claims

The mortgagee is requested to establish a separate custodial account for the purpose of holding funds advanced by the Department of Housing and Urban Development (HUD) through its Advance Partial Claim program.  No other funds may be commingled with the Advance Partial Claim funds. The account should be established so that funds may be withdrawn only by the mortgagee, its servicer or HUD.  No other entity shall have access to these funds.  As required by 24 CFR 202.5 (d), the account must be fully insured by the Federal Deposit Insurance Corporation or the National Credit Union Administration

Upon receipt of the Advance Partial Claim funds, the mortgagee shall apply sufficient installments to leave the account in default.  (Two installments are due and unpaid).  On the second day of each subsequent month, the mortgagee shall apply one installment to the borrower’s arrearage and continue until the borrower resumes making regular payments or until all funds have been applied to the borrower’s account.  When the borrower resumes making regular mortgage payments, any funds representing past due installments held in the custodial account may be applied to bring the account current.  No payments may be applied in advance of the payment due date.

This process will allow the mortgagee to request all funds that will be needed to assist the borrower in one Advance Partial Claim, thereby reducing the administrative burden for the mortgagee, borrower and HUD.  By keeping the account technically in default, it also fulfills the statutory requirement of Section 230(b) of the National Housing Act that provides the authority for the Department to offer various loss mitigation initiatives including Partial Claims.

