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MORTGAGEE LETTER 2009-43
TO:

ALL APPROVED MORTGAGEES
SUBJECT:
HOPE for Homeowners Program – Comprehensive Guidance
The Helping Families Save Their Homes Act of 2009 amends the National Housing Act, providing for key changes in the HOPE for Homeowners (H4H) Program.  The H4H Program is effective for endorsements on or before September 30, 2011.  This Mortgagee Letter supersedes in their entirety Mortgagee Letters 2008-29, 2008-30 and 2009-03 and is effective for endorsements on or after January 1, 2010.
Key changes to the H4H Program:

· Borrowers are ineligible if their net worth exceeds $1,000,000,
· Borrowers must not have defaulted on any substantial debt in the last 5 years,
· The age of appraisal now follows standard FHA guidance, 

· Reduced mortgage insurance premiums,

· Revised loan-to-value and debt-to-income ratios,

· Maximum loan-to-value excludes the Upfront Mortgage Insurance Premium,

· Eliminated requirement for obtaining most recent two year tax returns,

· Eliminated special lender and underwriter certification,

· Exit Premium replaces Shared Equity,

· Shared Appreciation feature eliminated,
· New note and mortgage replaces previous shared equity and shared appreciation notes and mortgages, and 

· Lenders must submit 5 test cases for pre-closing review by FHA.
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PART I.  ORIGINATION GUIDANCE
A. Determining Eligibility
Borrower Eligibility 

Mortgage Status:   Borrowers are eligible for this Program, if:    

· They have not intentionally defaulted on their existing mortgage(s) or any other substantial debt in the last 5 years (Intentionally defaulted means the borrower had available funds that could pay the mortgage and other debts without hardship.  Debts subject to a documented bona fide dispute may be excluded.  Substantial debt is any amount in excess of $100,000.) 
AND 
· If delinquent on their mortgage, have made a minimum of six (6) full payments during the life of the existing senior mortgage (full payment is defined as what was acceptable to the lender for meeting the monthly payment obligation under the terms and conditions of the mortgage).

· Borrowers in bankruptcy are not precluded by FHA requirements from participating in the H4H program.

Principal Residence: Borrowers must reside in the property securing the loan being refinanced, and may not have an ownership interest in other residential real estate (except for any inherited properties), including second homes and/or rental properties.  

Net Worth:  No individual borrower may have a net worth in excess of $1,000,000 at the time of the loan application, excluding assets in Qualified Retirement Plan accounts.  Qualified Retirement Plans include, but are not limited to, IRA plans, 401(k) plans, the Thrift Savings Plan, Keogh plans, 403(b) plans, and 457 (b) plans.  Use the items in Section VI. Assets and Liabilities of the Uniform Residential Loan Application to assist in determining an individual borrower’s net worth, except for vested interest and retirement funds. 
Fraud Convictions:  Borrowers must certify they have not been convicted of fraud under state and Federal laws in the last 10 years.  

False Information:  Borrowers must certify that they did not knowingly or willfully provide material false information to obtain the new mortgage under the H4H program.

Mortgage Payment-to-Income:  As of the date of the loan application for the new H4H mortgage, the borrower shall have had or thereafter be likely to have due to the terms of the mortgage being reset, an aggregate monthly mortgage payment-to- income ratio (DTI) on all existing mortgages greater than 31 percent of the borrower’s gross monthly income. The monthly mortgage payment is defined as the fully-indexed and fully-amortized Principal, Interest, Taxes and Insurance (PITI) payment (this includes principal and interest, taxes and insurances, homeowners’ association fees, ground rents, special assessments and all subordinate liens).   When calculating the mortgage payment-to-income ratio at the time of loan application the lender should:

1. Analyze the employment and income documentation it will use to qualify the borrower for the new H4H loan; 
2. Obtain from the servicer(s) the total monthly mortgage payment
 due at the time of loan application, including any amounts due on subordinate liens; and
3. For mortgages without escrows, obtain tax and insurance information from the borrower. If the borrower does not provide insurance information, then the servicer of the mortgage should estimate the monthly cost of hazard insurance (and flood insurance, if applicable) based on the property’s location and the rate in effect at the time of loan application.  If the borrower does not provide real estate tax information, the lender should obtain it from public records.

Mortgage Eligibility
Origination Date:  The mortgage being refinanced must have been originated on or before January 1, 2008.

Primary Mortgage:  Each holder of an existing primary mortgage being refinanced must:

· Waive all prepayment penalties and late payment fees (including insufficient funds fees) on the mortgage.  Prepayment penalties are defined in the Federal Reserve Board’s Regulation Z (Truth in Lending), 12 CFR 226.32(d)(6);
· Agree to accept the proceeds of the new H4H mortgage as payment in full, and
· Release their outstanding mortgage liens.

Subordinate Mortgage:  Each holder of an existing subordinate mortgage must:

· Waive all prepayment penalties and late payment fees (including insufficient funds fees) on the mortgage.  Prepayment penalties are defined in the Federal Reserve Board’s Regulation Z (Truth in Lending), 12 CFR 226.32(d)(6); 
· Agree to accept the upfront payment as payment in full; and
· Release their outstanding mortgage liens.
Mortgage Type:  Any type of mortgage is eligible for refinancing under the H4H Program, including conventional (prime, Alt-A, subprime) or government-backed (FHA, VA, or Rural Development), fixed-rate or an adjustable rate mortgage; and

Payment Characteristics:  The mortgage being refinanced may have a variety of payment characteristics, including interest only, payment option, negative amortization and/or any other exotic features.

Property Eligibility
Only Residence:  The property must be the borrower’s primary and only residence in which they have an ownership interest (if there are non-occupant co-borrowers, they will need to quit claim their interest in the property prior to the occupying co-borrowers applying for the H4H Program);

· An exception is provided for borrowers who - due to inheritance - have an ownership interest in other residential property.

Number of Units:  One- to four-unit properties are eligible, including condominium units, cooperative units and manufactured housing permanently affixed and classified as real estate.  

B. Consumer Protections and Disclosures
Although counseling is not required as a condition of insurance endorsement, borrowers should be strongly encouraged to contact and work with a housing counseling agency.  The lender must provide to the borrower(s) the HOPE for Homeowners Consumer Disclosure and Certification Form at the time of initial loan application for the Program.  This certification and disclosure form must be signed and dated by the borrower at the time of execution of the initial Universal Residential Loan Application (URLA) and HUD/VA Addendum to the URLA [see Exhibit A].  

Typically, borrowers execute a final URLA and a final Addendum to the URLA at the time of closing.  Borrowers will also need to sign and date the HOPE for Homeowners Consumer Disclosure and Certification Form at the time of closing.

To ensure that parties on title (e.g., non-borrowing spouse) are aware of and understand how they could be affected by the unique features of the HOPE for Homeowners Program, they should receive and sign either the initial or final HOPE for Homeowners Consumer Disclosure and Certification Form.

C. Appraisals
The appraisal for the H4H mortgage must be performed by an appraiser on the FHA Appraiser Roster and conducted using FHA guidelines, which can be found in the Resources box at http://www.hud.gov/groups/appraisers.cfm.   For case numbers assigned on or before December 31, 2009, the validity period of the appraisal is 180 days.  For case numbers assigned on or after January 1, 2010, the validity period of the appraisal is 120 days.
Prevailing Appraised Value

If an appraisal is ordered by the current lender or servicer and a new appraisal is ordered by a different lender that will originate the new loan under this Program, the value provided in the appraisal ordered by the new lender will prevail as the appraisal accepted for obtaining FHA insurance.

Appraisal Practices in Declining Markets


Although there is no standard industry definition, for purposes of performing appraisals of properties that are to be collateral for FHA insured mortgages, a declining market is considered to be any neighborhood, market area, or region that demonstrates a decline in prices or deterioration in other market conditions as evidenced by an oversupply of existing inventory or extended marketing times.  A declining trend in the market will be identified by the conclusions of the Market Conditions Addendum (Fannie Mae Form 1004MC/ Freddie Mac Form 71, released November 2008).  The appraiser must provide a summary comment and provide support for all conclusions relating to the trend of the current market.  See Mortgagee Letter 2009-09 for more guidance.

Lender Responsibilities


Lenders are responsible for properly reviewing the appraisal and determining if the appraised value used to determine the mortgage amount is accurate and adequately supports the value conclusion.  (See 24 CFR 203.5(c)(3)).

Lenders are reminded that if the appraiser they selected provides a poor or fraudulent appraisal that leads FHA to insure a mortgage at an inflated amount, the lender is held responsible, equally with the appraiser, if the lender knew or should have known that there were problems with the integrity, accuracy and thoroughness of an appraisal submitted to FHA for mortgage insurance purposes.  

Pressure on Appraisers and Conflicts of Interest


Lenders and appraisers must avoid conflicts of interest which affect, either in reality or in appearance, the credibility of the appraisal.  A lender may not choose an appraiser that has any interest, direct or indirect, in the property being appraised.  Instances of undue pressure or influence on an appraiser reported to FHA may result in appropriate sanctions against the lender involved.  
D. Term and Interest Rate on the H4H Mortgage
Only 30-year term, fixed-rate mortgages may be offered under this Program.  While the interest rate on the new mortgage is to be negotiated between the borrower and the lender, lenders should offer rates that are commensurate with interest rates on similar types of loans, if any (not considering the annual premium in that comparison).

E. Mortgage Insurance Premiums
The Upfront Mortgage Insurance Premium (UFMIP) is 2.00 percent of the base loan amount (loan amount excluding UFMIP) regardless of the loan-to-value (LTV) ratio.  The Annual premium (collected monthly) is .75 percent of the base loan amount.  Cancellation of the annual premium will follow standard FHA guidelines [HUD Handbook 4155.2 7.3.c.].
F. Calculating the Maximum Mortgage Amount 
The amount of the H4H mortgage may not exceed a nationwide maximum mortgage limit as follows:

One-unit

$550,440

Two-units

$704,682

Three-units

$851,796

Four-units

$1,058,574

For a three- or four-unit property, lenders are reminded of FHA’s standard policy requiring those properties to be self-sufficient [HUD Handbook 4155.1 2.B.4].
Maximum Loan-to-Value 

The status of the mortgage being refinanced will determine the maximum loan-to-value ratio on the new H4H mortgage.

Borrowers Current on Their Mortgage:  The maximum loan-to-value ratio on the new H4H mortgage is 105 percent of current appraised value (excluding UFMIP).  The debt-to-income ratios for qualifying the borrower will follow standard FHA policy, including the use of compensating factors to exceed them [HUD Handbook 4155.1 4.F.3].  
Borrowers Delinquent on Their Mortgage: There are two alternative loan-to-value (LTV) and debt-to-income (DTI) methodologies to qualify borrowers for the program:

1. A maximum LTV of 96.5 percent of current appraised value (excluding UFMIP) provided the borrower’s mortgage payment-to-income ratio and a total debt-to-income ratio under the new Program mortgage do not exceed 31 percent and 43 percent, respectively, or 

2. A maximum LTV of 90 percent of current appraised value (excluding UFMIP), the borrower’s mortgage payment-to-income ratio and a total debt-to-income ratio may be up to 38 percent and 50 percent, respectively.  

Borrowers with Credit Scores Below 500:  the maximum loan-to-value ratio on the new H4H mortgage is 90 percent of current appraised value.
Mortgage Proceeds:  The proceeds from the new H4H mortgage will be applied to the existing primary mortgage, and extinguish all mortgage-related debts under all existing mortgages including:  

· Advances by existing lenders/servicers for taxes, hazard insurance and/or mortgage insurance; and

· Out of pocket third party legal expenses of the existing lenders/servicers associated with foreclosures and preservation and protection (See Mortgagee Letters 2007-03 and 2005-30).
Closing Costs and Prepaid Items


Standard FHA policy regarding closing costs is applicable, including the 1 percent cap on origination fees.  The origination fee compensates the lender for administrative costs in originating and closing the loan.  The origination fee covers administrative costs for taking the loan application, evaluating, preparing and submitting a proposed mortgage loan. The origination fee cannot be supplemented by other fees to cover these administrative costs, such as “application or processing” fees or broker fees.  The origination fee cannot exceed the greater of $20 or one percent of the original principal amount of the mortgage (excluding any UFMIP).

FHA does not require that closing costs and prepaid items come only from the borrower’s own assets, giving lenders and borrowers the flexibility to determine which of the following options (or combination of options) should be used to pay these costs:

· Borrowers pay closing costs and prepaid items from their own assets;

· The closing costs and prepaid items may be financed into the mortgage provided the LTV does not exceed the applicable percent (90 or 96.5 excluding UFMIP) for borrowers delinquent on their mortgage or 105 percent (excluding UFMIP) for borrowers current on their mortgage; 
· The servicing lender, originating lender and/or a third party (e.g., family member, a Federal, state or local Program, charitable organization) may pay the closing costs and prepaid items; and/or

· The originating lender may pay the borrower’s closing costs and prepaid items through premium pricing. [HUD Handbook 4155.1 5.A.2.i]
G. Underwriting the Mortgage and Qualifying the Borrower

For analytical purposes, FHA requires all approved lenders to use FHA’s TOTAL Mortgage Scorecard (TOTAL).   Regardless of the risk classification obtained from TOTAL for each mortgage originated under the H4H Program, the underwriter must:

· Determine that the borrower’s total monthly mortgage payment on the new H4H loan is less than the borrower’s aggregate total monthly mortgage payment on his or her existing (non-H4H) mortgage(s), including any subordinate mortgage liens, based on a fully-indexed, fully-amortizing PITI payment. 

Determine that the borrower has the capacity to repay the new H4H loan using the appropriate debt-to-income ratios described below.

Property Condition

While appraisers should report all readily observable property deficiencies in the appraisal, underwriters are reminded to use their professional judgment and rely on prudent underwriting practices in determining when a property condition poses a threat to the safety of an occupant and/or jeopardizes the soundness of structural integrity of the property.  Examples of property conditions that may represent a risk to health and safety of the occupants or soundness of the property include but are not limited to:

· Inadequate access/egress from bedrooms to the exterior of the home
· Leaking or worn out roofs
· Evidence of structural damage
· Exterior and interior defective paint surfaces in homes constructed pre-1978
Other readily observable property deficiencies that are minor property conditions such as (but not limited to) missing hand rails, trip hazards, damaged plaster, and poor workmanship may be waived by the underwriter.

Credit

While the intent of the program is to assist borrowers by refinancing them into a safe and affordable FHA-insured mortgage by focusing on their capacity to repay the new H4H mortgage rather than their past credit performance, there are a few credit-related items that should be addressed.

Credit Alert Interactive Voice Response System (CAIVRS)


Lenders must use CAIVRS to screen all borrowers involved in the new H4H mortgage.  Borrowers are generally not eligible for a new H4H mortgage if CAIVRS indicates they are presently delinquent on a Federal debt, or have had a claim paid within the previous three years on a loan made and insured on their behalf by HUD.  Under certain circumstances, lenders may make exceptions.  See HUD Handbook 4155.1 4.A.7.f and 4.A.8.e for more information.

Judgments, Tax Liens and Recurring Obligations
· Judgments do not need to be paid off if they do not or will not affect title, such as civil and/or medical judgments.  However, a payment plan must be in place and included in the borrower’s qualifying ratios.
· Judgments and/or tax liens against the subject property must be released and extinguished by the time of or at closing.  A common mechanism for achieving these releases is for the primary lien holder to write down the existing mortgage to accommodate including of these items in the new H4H mortgage.

· Underwriters should not automatically reject borrowers for making their mortgage payment their first priority at the expense of meeting other recurring obligations in a timely manner.
Gaps in Employment

For borrowers who have experienced gaps in employment (including self-employed borrowers), the income from the current job may be considered effective and stable provided the borrower has been employed – at the time of loan application – in the current job for at least three months or more, regardless of whether the new employment would be considered the same line of work as previously held employment.

Borrowers Current on Their Mortgage
· For LTVs greater than 97.75 percent, determine that the borrower has made all mortgage payments within the month due for the 12 month period preceding the date of loan application.

· Determine that the mortgage payment-to-income and total debt-to-income ratios do not exceed 31 percent and 43 percent respectively.  Exceeding these ratios is acceptable only if strong compensating factors are documented [HUD Handbook 4155.1 4.F.3.a].  For borrowers with limited recurring expenses, greater latitude is permissible on the mortgage payment-to-income ratio than the total debt-to-income ratio.

· Non-occupant co-signers (i.e., borrowers who do not hold ownership interest in the property) may be added for the new H4H mortgage in order to supplement income and meet the debt-to-income ratios.

Borrowers Delinquent on Their Mortgage
· For a mortgage LTV up to 96.5 percent, excluding UFMIP, determine that the mortgage payment-to-income and total debt-to-income ratios are at, or below, 31 percent and 43 percent respectively.  For a mortgage LTV up to 90 percent, determine that the mortgage payment-to-income and total debt-to-income ratios are at, or below, 38 percent and 50 percent, respectively.
· Non-occupant co-signers (i.e., borrowers who do not hold ownership interest in the property) may be added in order to supplement income and meet the debt-to-income ratios.

Borrowers with Credit Scores Below 500
· Determine that the mortgage payment-to-income and total debt-to-income ratios are at, or below, 38 percent and 50 percent, respectively (maximum LTV up to 90 percent).
· Non-occupant co-signers (i.e., borrowers who do not hold ownership interest in the property) may be added in order to supplement income and meet the debt-to-income ratios.

H. Documentation Requirements


In addition to the standard documentation requirements found in HUD Handbook 4155.2 3.C, the following additional documentation for H4H loans must be included in the case binder on the right hand side.  This additional documentation will also become a part of the pre-endorsement review conducted by FHA staff (Direct Endorsement Program) or the lender (Lender Insurance Program).  Exhibit B is a suggested pre-endorsement review checklist for FHA staff and lenders to use.  For lenders that submit electronic case binders, this information must be a new index labeled H4H.

· Prior Mortgage Origination Date:  Evidence the mortgage(s) being refinanced was originated on/before January 1, 2008, such as a HUD-1 Settlement Statement the mortgage payment history from the servicer, or the Note.

· Payment History:  If delinquent at the time of the refinance, evidence that the borrower made 6 full payments during the life of the first mortgage loan being refinanced, such as the mortgage payment history from the servicer.

· Prior Total Mortgage Payment:  Evidence that the prior aggregate mortgage payment DTI was more than 31 percent as of the date of loan application.  

· Primary Residence:  Evidence that the property is the borrower’s primary residence, such as a Federal or state tax return, driver’s license and/or voter registration card.

· HOPE for Homeowners Consumer Disclosure and Certifications:  The initial and final HOPE for Homeowners Consumer Disclosure and Certifications, signed and dated by the borrower(s), along with the initial and final URLA and Addendum to the URLA.

· Conviction of Fraud:  The HOPE for Homeowners Consumer Disclosure and Certifications provided by the borrower serves as documentation for meeting this eligibility requirement.
· First Payment Made:  Evidence that the first payment on the new mortgage was made by the borrower and not by any interested party to the transaction, not from the loan proceeds and not escrowed at closing (e.g. cancelled check, cashier’s check with corresponding bank statement showing available funds).

· Net Worth:  Evidence that any individual borrower’s net worth does not exceed $1,000,000, excluding assets in Qualified Retirement Plans accounts.   Qualified Retirement Plans include, but are not limited to, IRA plans, the Thrift Savings Plan, 401(k) plans, Keogh plans, 403 (b) plans, and 457 (b) plans.  Use the items in Section VI. Assets and Liabilities of the Uniform Residential Loan Application to assist in determining an individual borrower’s net worth, except for vested interest and retirement funds.
I. Prohibition Against Subordinate Financing
Under the H4H Program, borrowers are prohibited from taking out new subordinate liens for the first 5 years of the mortgage except when necessary to ensure maintenance of property standards.  Therefore, during the first 5 years of the mortgage, FHA will permit a subordinate mortgage lien only if the proceeds are essential to preserve and protect the property, and:

· The condition to be repaired represents a health and safety hazard and/or the failure to make the repair will cause the property condition to deteriorate;

· The cost of the proposed repair is reasonable for the geographic market area as determined by HUD’s residential property management contractor;

· The repairs are not primarily cosmetic and do not represent routine maintenance; and
· The financing is a closed-end loan under Federal Reserve Board’s Regulation Z. 
When a subordinate lien is made to protect and preserve the property, HUD will subordinate the Exit Premium Mortgage (EPM) to the new subordinate lien   HUD will not subordinate its initial equity to any subordinate financing – either within the first 5 years or thereafter – except liens as described above or for FHA loss mitigation actions (mortgage modifications and partial claims).

J. Exit Premium


As a condition of the H4H mortgage, the borrower must share with HUD a portion of the initial equity.  Initial equity is the lesser of:  

· The appraised value at the time of the H4H loan origination less the original principal balance on the H4H mortgage, OR  

· The outstanding amount due under all existing mortgages less the original principal balance on the H4H mortgage.

The originating lender will prepare an Exit Premium note and mortgage (EPM) using the format attached as Exhibit C.   A dollar amount equaling the initial equity will be inserted in the EPM.  The EPM will be executed by the borrower and recorded with all other loan documents in second lien position.

The Act provides that, in the event of refinance, sale or other disposition, HUD is entitled to receive the following percentage of initial equity: 


During Year 1

100% of equity is paid to FHA

During Year 2 

90% of equity is paid to FHA

During Year 3

80% of equity is paid to FHA

During Year 4

70% of equity is paid to FHA

During Year 5

60% of equity is paid to FHA

After Year 5

50% of equity is paid to FHA

Example:  Appraised value is $200,000, which is less than the outstanding amount due under all existing mortgages less the original principal balance on the H4H mortgage.  The loan-to-value on the H4H mortgage is 90%, or $180,000.  The equity amount that would be stated in the EPM is $20,000.  If the borrower refinanced during Year 2, $18,000 in initial equity is paid to FHA.
Originating EPM liens


In addition to other origination actions, the originating lender of a H4H mortgage will complete actions necessary to determine and document a borrower’s commitment to share equity as required under section 257 of the National Housing Act, as well as the commitment of existing lien holders to waive all rights to collect existing debt and to release the lien.  The originating lender will:

· Identify all existing lien holders through review of the borrower’s loan application and by obtaining a preliminary title report,
· Request that all existing lien holders provide a payoff statement itemizing unpaid principal, unpaid accrued interest, daily interest calculation, and allowable costs advanced on behalf of the borrower (e.g., taxes, insurance, legal fees, etc.), 

· Refer the borrower to the HOPE for Homeowners Consumer Disclosure and Certifications he or she signed at the time of initial loan application (Exhibit A), and

· Provide the borrower copies of all payoff statements for review, requesting that the borrower notify the originating lender within 5 business days of receipt of any discrepancies noted on the payoff statements.  

Absent any challenge from the borrower regarding a payoff amount, the originating lender will:

· Determine the dollar amount of borrower’s initial equity as described in the example above, 

· Prepare and cause the borrower to execute the EPM for the H4H mortgage,

· Record the EPM with other loan documents,

· Register the H4H security instrument in the Mortgage Electronic Registration System (MERS) as MERS Original Mortgages, and  

· Deliver the original EPM note and recorded mortgage to HUD’s servicing contractor at the address below and retain copies in the servicing file.

Document Delivery

Following funding of the H4H mortgage, the originating lender will record the EPM mortgage documents in the public records of the county in which the property is located and will deliver the original EPM note and original recorded mortgage documents to HUD at the address listed below no later than 15 business days from the date of endorsement.  Time extensions may be granted by the National Servicing Center (NSC) in the event document delivery is delayed by events beyond the control of the lender.  

U.S. Department of HUD

c/o C&L Service Corporation / Morris-Griffin Corporation

2488 East 81st Street, Suite 700

Tulsa, Oklahoma 74137

Other documentation requirements include a copy of the HUD-1 settlement statement, and a copy of the appraisal that was completed in order to establish the amount of the H4H mortgage.  HUD accepts certified copies of the recorded mortgage when the original recorded documents are not available.  The EPM note and mortgage will be serviced by HUD.

K. First Payment Default and Submission of Case Binders for Endorsement
Lenders are not eligible for claim payment if the first mortgage payment is not received within 120 days of loan closing.  FHA does not prohibit lenders from requesting borrowers to bring the first mortgage payment on the new H4H mortgage to closing.

The endorsement process for the H4H Program conforms to existing FHA standards with the following exceptions:

· Lenders must include evidence in the case binder that the borrower made the first payment from their own funds within 120 days of the closing on the H4H loan;

· Lenders must certify that the loan is current at the time of submission and that they did not bring the loan current to make it eligible for insurance.

Unendorsed Loans

In the event an H4H loan is not endorsed for FHA insurance, HUD will execute and record a release of the EPM.  HUD will not reimburse the originating lender for any upfront payment advanced to a subordinate lien holder and will have no liability to provide any payment to primary and/or subordinate lien holders who elected the future appreciation option.

The originating lender will receive a refund of the upfront mortgage insurance premium and any periodic mortgage insurance premiums (MIP) received by HUD.  If the originating lender funded an upfront payment to subordinate lien holders in lieu of future appreciation, the originating lender may apply the refunded MIP first to reimburse itself for any amount advanced to a prior subordinate lien holder(s) as an upfront payment and will apply any remainder in accordance with normal servicing guidance.  If the unendorsed H4H loan included a future appreciation option, HUD will notify the prior primary and subordinate lien holder(s) that the agreement is void and request its return. 

L. Extinguishment of Subordinate Liens
All existing mortgage lien holders must waive all rights to collect existing debt.  To facilitate this agreement among lien holders, HUD may offer an upfront payment to qualifying subordinate lien holders in exchange for releasing their liens.  Subordinate lien holders whose write off is less than $2,500 will not receive the opportunity for an upfront payment.

Part II provides instructions on determining dollar amounts for an upfront payment.
PART II.  UPFRONT PAYMENT TO SUBORDINATE LIEN HOLDERS

 In exchange for a full release of liens and the release of the borrower from all indebtedness under the related subordinate mortgage, a subordinate mortgage lien holder may choose to receive a cash payment equal to a percentage of the total principal and accrued interest they are writing off.

Upfront payments for subordinate lien holders are based on the number of days the subordinate lien is past due at the time of the loan application and its cumulative loan-to-value position.  In accordance with the chart below, subordinate lien holders may receive an upfront payment equivalent to the percentage of the total principal and accrued interest they are writing off. Lenders must use the Upfront Payment Worksheet (Exhibit D) to determine the amount of the upfront payment to a subordinate lien holder.
	
	Days Past Due 

	Cumulative LTV
	Paid within month due
	30-59
	60-89
	90+

	<90.00
	0.50
	0.40
	0.28
	0.09

	90.01 – 100.00
	0.45
	0.36
	0.26
	0.06

	100.01 – 125.00
	0.35
	0.28
	0.20
	0.03

	125.01 – 150.00
	0.20
	0.16
	0.11
	0.03

	>150.00
	0.10
	0.08
	0.03
	0.03


In the event that a subordinate lien holder elects the upfront payment:

· Not less than ten (10) business days prior to the scheduled date of closing the H4H loan, the originating lender will send an Upfront Payment Worksheet for each eligible subordinate mortgage lien, executed by the subordinate lien holder and the originating lender, to the National Servicing Center at the address provided above.

· Not less than five (5) business days prior to closing, the NSC will notify the originating lender of discrepancies noted on the Upfront Payment Worksheet, if any, and request corrections prior to closing.

· The originating lender will provide instructions to the closing agent to pay the calculated upfront payment(s) reflected on the Upfront Payment Worksheet previously provided to the NSC.

· The originating lender will advance funds in the amount of the new mortgage and the amount necessary to pay the upfront payment(s) to the subordinate lien holder(s) that have chosen this option.

· Within 15 days of receipt by the NSC of the EPM Note, Mortgage and other required documents, HUD will automatically reimburse the originating lender the amount of the upfront payment(s) on endorsed loans.

PART III.  SERVICING GUIDANCE

A. Refinancing

Refinancing of an H4H mortgage will be permitted subject to the guidelines established in this section.  In the event of any refinance of the H4H mortgage, the borrower must pay to HUD its full equity interest as stated in the EPM.   H4H mortgages may not be refinanced using the FHA streamline process.  Refinancing into another conventional loan product is permitted subject to the following restrictions:

No earlier than 12 months from the date of closing on the H4H mortgage, the borrower may refinance if:
· The refinance results in a 30 year amortizing fixed-rate loan with a principal and interest payment that is lower than the P&I payment due on the existing H4H mortgage,

· The proceeds from the refinance are sufficient to pay off the percent of initial equity due to HUD, and

· The cash received by or on behalf of the borrower is limited to the borrower’s applicable percentage of initial equity created by the H4H loan as stated in the EPM any earned equity the borrower has accrued, and any appreciation.
B. Default and Loss Mitigation
Lender must follow the same documentation and reporting guidelines when providing loss mitigation to borrowers with H4H mortgages that apply to FHA-insured mortgages.  HUD’s Loss Mitigation Program allows for the following special considerations when evaluating an H4H borrower for loss mitigation.
Loss Mitigation Options 

Special Forbearance:   Follow existing Program guidance.
Loan Modification:  HUD will subordinate the EPM to any modification of an H4H mortgage completed in accordance with HUD’s Loss Mitigation Program.  
Partial Claim:   A partial claim note does not require subordination of the EPM.  
Pre-Foreclosure Sale:  The lender will include the total dollar amount of the EPM in the total debt calculation for the negative equity ratio calculations in addition to any existing Partial Claim.  Net proceeds must fit into the eighty-two percent (82%) requirement and up to $2,000 can be used to pay off any junior property preservation lien.  If a junior property preservation lien does not exist, the borrower is not eligible for the $2,000. 
Deed-In-Lieu (DIL):   HUD will accept a DIL subject to the EPM lien and will allow up to $2,000 to be used to satisfy a junior property preservation lien.  
Voluntary Termination of Insurance

Section 229 of the National Housing Act, as implemented by the H4H Regulations, provides that the Secretary shall terminate any insurance contract upon request by the mortgagor and the mortgagee.  In the event the borrower and mortgagee mutually request termination of insurance and the request is granted, annual mortgage insurance premiums will no longer be due and payable to HUD.  However, the borrower will not be entitled to a refund of any upfront mortgage insurance premium received by HUD and will remain obligated for the exit premium and appreciation mortgages, that can be discharged only as provided in other sections of this guidance. 

C.  Sale and Payoff
Upon sale or other disposition (transfer of title without sale) of the property securing a H4H mortgage, the borrower must satisfy HUD’s equity interest (if not already satisfied through refinance).  Upon receipt of a payoff request, HUD will calculate the payoff amount for its equity interest and issue a payoff demand to the closing agent.  HUD is entitled to its respective percentage of the initial equity amount as stated in the EPM even if there are no net proceeds or net proceeds are negative.
PART IV.   SECONDARY MARKET

H4H mortgages can be securitized in Ginnie Mae MBS.  Due to the special characteristics of the underlying H4H mortgages, they are pooled separately from standard MBS in Ginnie Mae II pools designated with the MFS pool type (APM 08-18).  Ginnie Mae will monitor the performance of H4H loans and pools and may take into consideration the fact that a Ginnie Mae issuer’s portfolio of mortgage loans includes H4H loans when Ginnie Mae reviews issuer compliance with the delinquency thresholds as set forth in Chapter 18 of the Ginnie Mae MBS Guide, “Mortgage Delinquency and Default”.  See APM 09-01 for further information on this policy.
PART V.  PRE-CLOSING REVIEW

Given the uniqueness and risk associated with the HOPE for Homeowners (H4H) program, mortgagees that want to offer this program must submit a minimum of 5 cases for pre-closing review.   One hundred percent of the loans insured under the H4H program will be subject to Post Endorsement Technical Reviews.
A.  Processing Applications While in Pre-Closing Review Status 

Mortgagees in pre-closing review status for the H4H program may take applications from borrowers, order case numbers and appraisals, order credit reports, obtain verifications of deposit and employment, and otherwise process the application in accordance with all Direct Endorsement policies and guidelines up to the point of closing the loan.  The loan package must be submitted to HUD at that point for an underwriting review.

Lenders must submit their first five (5) H4H loans for pre-closing review.  If the lender is given permission to close on all of these first 5 loans, they are released from pre-closing status and granted unconditional approval to underwrite H4H loans.  

If one or more of these first 5 loans exhibits significant deficiencies, the lender will be required to submit a total of ten (10) acceptable H4H loans prior to being released from pre-closing status and granted unconditional approval to underwrite H4H loans.  Significant deficiencies include – but are not limited to – lack of appropriate signatures and certifications, insufficient supporting documentation regarding the payment history on the prior mortgage, the prior mortgage payment not exceeding 31 percent, and lack of evidence that the first payment was made from the borrower’s own funds.
If the lender is unable to submit 10 acceptable H4H loans within 180 days of entering pre-closing status, the lender can no longer offer the H4H program.

Submitting Pre-Closing Review Cases

Due to the huge volume of cases which pass through the Homeownership Centers, it is easy for pre-closing review cases to be misdirected. To avoid this problem, please clearly indicate each H4H pre-closing loan in large block letters on the case binder and send the case binders to the attention of the appropriate Homeownership Center.

HUD retains the case binder for all pre-closing review cases. These case binders will not be returned to the lender, even where the case is rejected. If lenders believe that they will need the originals of any documents submitted, either to satisfy investor requirements or for other reasons, it is recommended that they submit copies to the Homeownership Center.  Copies are acceptable provided that they are legible, and accompanied by signed individual or blanket certifications that the documents are true copies. 

Since the quality of the lender’s submissions and underwriting directly impact the successful completion of the pre-closing review, before submitting pre-closing review cases, lenders should carefully review them for completeness and clarity. Lenders should ensure that all necessary documents are in the case binder, and that they are consistent with the information provided on the Loan Transmittal.  Effective income for qualifying on the new loan must be appropriately determined and verified.  Missing documents and inconsistencies will result in rejections and/or “Unacceptable” ratings.

B. HUD Processing of Pre-Closing Review Cases

The processing of pre-closing review cases is a priority but please do not telephone or contact the Homeownership Center for status reports until four working days have passed.

Upon the completion of the pre-closing review, the lender will be notified in writing whether it may proceed with closing.  Until system modifications to FHA Connection are completed, lenders will also be notified in writing of deficiencies in the file and how they may be corrected. 

Lenders are cautioned not to schedule closings too closely after the submission of pre-closing review cases.  There is no guarantee that permission to close on the loan will be given at all, or that it will necessarily be issued in time to meet a specified closing date.

C. Submission of Closing Packages for Endorsement

Following permission to proceed with closing and the actual closing of the loan in accordance with outstanding Direct Endorsement policies and procedures, the closing package should be submitted to HUD for insurance endorsement. Upon receipt, HUD will merge the closing documents with the loan package submitted for pre-closing review, and process the loan for endorsement.  Immediately following endorsement, the merged case file will be forwarded to a federal records center.  Again, certified true copies of documents are acceptable.  To ensure proper handling, mortgagees should clearly mark the closing package as an insert “Closing Package” for H4H loan.

PART VI.  MONITORING AND PROGRAM COMPLIANCE

A. Monitoring


Current monitoring practices (such as the Post Endorsement Technical Reviews, Appraiser Watch, and Lender Monitoring Reviews), will be used to monitor lenders and appraisers participating in the H4H Program as well as loan performance.  If a serious violation of H4H or existing FHA Program requirements is discovered, FHA’s standard indemnification procedures and claim payment procedures apply, i.e., holders of FHA insurance benefits who were not a party to the violation will be paid a claim and the deficiency or loss to FHA will be pursued under the indemnification agreement with the lender responsible for the violation.


H4H mortgages will not be included in HUD’s performance analysis of a lender’s compare ratio with respect to the CreditWatch Termination Initiative.  However, FHA will develop a separate module in Neighborhood Watch to display a lender’s performance compare ratio for H4H loans

 If you have any questions  regarding this Mortgagee Letter, please call the FHA Resource Center at 1-800-CALLFHA (1-800-225-5342).  Persons with hearing or speech impairments may access this number via TDD/TTY by calling 1-877-TDD-2HUD (1-877-833-2483).







Sincerely,







David H. Stevens, 
Assistant Secretary for Housing-
     Federal Housing Commissioner






� When calculating the fully indexed total monthly mortgage payment as of a certain date lenders should use the index rate prevailing on the date of loan application, plus the margin applicable after the expiration of any introductory interest rate, if any.  The fully amortizing payment is based on the term of the loan, e.g., for a 2/28 loan the amortization schedule would be based on 30 years.









