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   Special Attention of:                Notice   H 94-66 (HUD)

Secretary's Representatives

Regional Directors of Housing           Issued:  September 2, 1994

Field Office Directors of Housing       Expires: September 30, 1995 

   Management                           ___________________________________

Chief Property Officers                 Cross References: 4330.1 REV-4
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        Subject:  Recapture of Section 235 Assistance Payments Guide

                          (For Field Office Use Only)

        The purpose of this Notice is to transmit the attached guide

to Field Offices for use in processing the Satisfaction of Lien

under the Section 235 Recapture of Assistance Payments Program.

        The guide contains established policy which has been

compiled into one document for your convenience in processing the

recapture of assistance payment mortgages which are affected by

the recapture provision.  It provides step-by-step guidance and

contains examples and sample letters/memoranda, as well as a

helpful table of contents and appendices.  The guide should be

used in conjunction with Handbook 4330.1 REV-4, "Administration

of Insured Home Mortgages", Chapters 10 and 11.

        The following memoranda and notices have been incorporated

into this guide and are therefore rescinded:

          MEMORANDA/SUBJECT                                     DATED

     Recapture of Assistance Payments           12/28/82

Documentation Required to Satisfy          02/09/84

        Section 235 Recapture Liens

Section 235 Recapture of Assistance        05/22/84

        Payments Reasonable Costs of Sale

        and Improvements

Satisfaction of Section 235 Recapture      12/11/84

        Liens Involving Deeds-in-Lieu of

        Foreclosure

Amendment of Redelegation of Authority     01/06/86

        for Single Family Housing Programs

___________________________________________________________________________

  : Distribution:  W-3-1,W-2(H),W-3(H)(ZAOO)(OGC),W-4(H)(OGC),R-1,R-2,R-3,

                   R-3-1(H)(RC),R-3-2,R-3-3,R-6,R-6-1,R-6-2,R-7,R-7-1,

                   R-7-2,R-8,R-8-1

Previous Editions Are Obsolete                              HUD 21B(3-80)

                                                          GPO 871 902

                        2

Section 235 Recapture Program                        10/01/86

- Allowing Cost of Appraisal Against

Appreciation of Property - Reimbursement

of Funds to Fee Appraisers

Section 235 Recapture of Assistance                  12/23/86

Payments Allowing Reasonable Costs

of Sale on Behalf of Last Eligible

Assumptor

Overpaid Assistance on Section 235                   09/29/87

Mortgages Insured After January 5, 1976

Section 235 Recapture Program Activity               04/13/88

Report

Section 235 Recapture Program Activity               05/10/88

Report Expansion of CATEGORY #1 and

CATEGORY #2

Reporting Overpaid Assistance - Section              08/08/88

235 Recapture Program Activity Report

     NOTICES/SUBJECT                                 DATED

H 90-54   New Policy for Section 235                 08/08/90

                Recapture Questions

H 90-56   Section 235 Recapture Program              08/14/90

                Retention of Records Requirements

H 90-73   Authorization to Field                     09/26/90

                Offices to Subordinate HUD

                235 Recapture Mortgages to a

                Conventional or Department of

                Veteran Affairs (VA) Mortgage

                in Connection with Refinancing

                the First Mortgage

H 93-52   Section 235 Subsidy Recapture              07/15/93

                Refinancing the First Mortgage
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        Do not refer mortgagees to the guide.  It is for use by HUD

staff only.

        If you have any questions, please contact your appropriate

desk officer in Headquarters Single Family Servicing Division.

                         Sincerely yours,

                         Nicolas P. Retsinas

                         Assistant Secretary for Housing

                           - Federal Housing Commissioner

Attachments
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APPENDICES

          RECAPTURE OF SECTION 235 ASSISTANCE PAYMENTS

1-1 GENERAL.

    The Housing and Community Development Acts of 1980 and 1981

    changed Section 235 of the National Housing Act to allow the

    Secretary of Housing and Urban Development to require recapture of

    all, or a portion of, the assistance payments made on behalf of

    mortgagors who obtain FHA-insured mortgages under Section 235(i).

    The Assistant Secretary for Housing - Federal Housing Commissioner

    redelegated authority to the HUD Field Offices to process the

    satisfaction of the HUD lien on FHA-insured mortgages under the

    Section 235 Recapture Program.  This authority was published in the

    Federal Register, Volume 50, No. 201, dated October 10, 1985, Section

    A, Paragraph No. 3 (Appendix 1) and referred to in the mortgagee

    servicing Handbook 4330.1, REV-4, Administration of Insured Home

    Mortgages (hereafter referred to as Handbook 4330.1), Chapter 11.

1-2MORTGAGES AFFECTED BY THE RECAPTURE PROVISION.  The Firm Commitment

Date -- not the Endorsement Date -- determines whether an FHA-insured

Section 235 mortgage has or should have a Recapture lien on the

property.  This date is located at the center, right-side of Form

HUD-92900-4, Firm Commitment for Mortgage Insurance under the

National Housing Act (Appendix 2).

The Recapture provision does not apply to all Section 235 cases.  If

the Field Office is not sure that the recapture provision applies,

the insurance case binder must be reviewed (see Paragraph 1-3 below)

before processing a case.

        A.Recapture Not Applicable.  If the Firm Commitment date is on or

before May 26, 1981, the first mortgage is not under the Section

235 Recapture Program, even though the settlement date occurred

after May 26, 1981.  The suffix of the FHA case number of

mortgages insured under the first and second Section 235

Assistance Program allocations ends in the number five (Example:

000-000000-005).

        B.Recapture Provision Applicable.

        1.If the Firm Commitment date is on or after May 27, 1981, the

first mortgage is under the Section 235 Recapture Program,

even though the suffix of the FHA case number ends in the

number five (5).  The suffix for the majority of mortgages

insured under the Section 235 Recapture Program ends in the

number six (Examples:  000-000000-006).

        2.If the Firm Commitment date is on or after October 27, 1984

(24 CFR 235.12(a)), the first mortgage is
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        under the Section 235 Revised/Recapture/10 Program (see 1-2C

below).  The suffix of the FHA case number for mortgages

insured under the Section 235 Revised/Recapture/10 Program

ends in the number forty-six (Example:  000-000000-046).

        C.Revised/Recapture/10 Mortgages (Assistance for 10 Years).

Revised/Recapture/10 mortgages receive Section 235 assistance for

a period up to ten years.  Assistance payments on these mortgages

are monitored by an automated system in the Office of Finance and

Accounting, Subsidized Housing Programs Division, Subsidy

Accounting Branch.

        1.At the end of the ten-year period, the mortgagee must

terminate the assistance payment contract, if there is not a

request by the Department to continue the assistance.  If

the mortgagor can prove hardship and, provided funds are

available, the mortgagor can continue to receive Section 235

assistance, if otherwise qualified.  Termination of the

assistance at the end of the ten-year period does not

trigger the recapture provision.  (See Handbook 4330.1,

Paragraph 10-26.)

        2.When the ten-year period ends, the lien will remain in

second-lien (or third-lien position if a State or local

government has a lien on the property) until an event occurs

that would trigger the recapture provision (Handbook 4330.1,

Paragraph 11-9); or, if requested, the Field Office will

calculate the recapture amount, collect it (if any), and

satisfy the HUD lien at any time.

        D.Special Programs.  A case may have been processed under a special

program and should not be processed under the Recapture Program.

It is extremely important to review the case binder to determine

whether the recapture provision is applicable before proceeding

with the satisfaction of lien, if the suffix of an FHA case

number ends in the number six (6); the Firm Commitment date is

within a short period of time after May 27, 1981, and the

mortgage settlement is dated the same date as the Firm Commitment

or shortly thereafter.

        E.FHA Case Numbers.  Some FHA case numbers have a single digit

before the last three digits (Section of the Act):

000-000000-0000.  An FHA case number that does not have that

digit does not mean that the number is wrong.  A review of the

case binder will help to determine whether the case falls under

the recapture provision.
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1-3SINGLE FAMILY CASE BINDERS.  If there is any question regarding the

firm commitment date or there is a need to review the insurance case

binder before processing a recapture case, request the insured case

binder from the Director, Single Family Records Branch, Headquarters,

Room B-264:

        oUse Form HUD-60, Request for Single Family Case Binder or Form

HUD-144, Record of Telephone Request for Single Family Case

Binder (Appendix 3(A) and (B)).

        oProvide the mortgagor's FHA case number and the FHA insurance

endorsement date.

        oReview the insured case binder to verify the firm commitment and

settlement dates to determine whether the case should be

processed under the Recapture Program and to obtain other

information relative to the case.

        oReturn the insured case binder to the Records Branch immediately

after use.

1-4MORTGAGEE'S RESPONSIBILITIES.  The mortgagee must service Section 235

mortgages in accordance with the general program and recapture

guidelines in Handbook 4330.1, Chapters 10 and 11.  Briefly, the

mortgagee must:

        oprovide the mortgagor with a copy of the "Notice to Buyer" which

describes the requirements for repayment of all, or a portion of,

the assistance payments.

        omake certain that the mortgagor executes the documents to assure

repayment of the recapture of assistance (24 CFR 235.12(d)) at

the closing of the first mortgage.

        oassure that the documents creating the second lien are recorded

at the same time as those creating the first lien and that the

liens are recorded in the proper order.  The original second lien

documents should be retained by the local HUD Field Office until

the lien is satisfied.

                NOTE:HUD will agree to subordinate should the recapture lien

be inadvertently recorded in first position.  The

mortgagee's lien will not be insurable if it is not in

first-lien position.

        oprovide the Field Office, upon request and in writing, the total

amount of assistance paid on behalf of the original mortgagor and

any assumptors of the mortgage.
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        oserve as the "go-between" where necessary in advising the

mortgagor of the necessary documentation required to compute the

recapture amount.

NOTE:THE MORTGAGEE MUST NOT ASSUME ANY DUTIES CONCERNING THE

CALCULATION OF THE RECAPTURE AMOUNT OR THE ACCEPTANCE

OF THE RECAPTURE PAYMENT (unless the mortgagee is the

party that requested satisfaction of HUD's lien).

SHOULD THE MORTGAGEE RECEIVE THE RECAPTURE PAYMENT, IT

MUST FORWARD THE RECAPTURE AMOUNT TO THE DEPARTMENT

IMMEDIATELY UPON RECEIPT.

1-5HUD'S RESPONSIBILITIES.  Whenever one of the events described in

Handbook 4330.1, Paragraph 11-9 occurs which triggers the recapture

provision (24 CFR 235.12(a)(1)(2)and (3)), the mortgagee, an

attorney, a title company, or other settlement party must advise the

local HUD Field Office of the action taken and provide the Field

Office the items outlined in Handbook 4330.1, Paragraph 11-12.  The

Field Office is responsible for the following:

        A.Security Instruments.  The Field Office shall retain the Section

235 Recapture security instruments (note and second mortgage or

deed of trust with addendum) in a locked file cabinet and/or

storage room in the Field Office.  If the documents are not found

in the Field Office file, request the insured binder from the

Single Family Records Branch (Paragraph 1-3 above).

        B.Track the Recapture Process.  The Field Office must have a system

for tracking the status of the recapture case once the recapture

process is begun and document the progress of the case.

        C.Request Recapture Documents.  The Field Office shall request the

items noted in Handbook 4330.1, Paragraph 11-12 to obtain the

information needed to compute the recapture amount (Paragraph 1-9

below).

        D.Determine Recapture Amount.  Based upon documents and data

submitted to the Department, the Field Office determines the

amount of assistance to be recaptured regardless of whether the

first mortgage is held by a HUD-approved mortgagee or is a

Secretary-Held mortgage.

        E.Recapture the Amount Due.  The Field Office must calculate the

recapture amount using the Recapture of Assistance Worksheet

(Appendix 4).  Paragraph 1-9 below provides guidance in

determining the recapture amount, which is THE LESSER OF:
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                1.the total amount of assistance paid on behalf of the

mortgagor (and any previous mortgagors); or

                2.50 percent of the net appreciation of the property.

                NOTE:Net appreciation is any increase in the value of a

property over the original purchase price, minus

reasonable costs of sale, costs of refinancing the

first mortgage or cost of an appraisal when paying off

the HUD lien, and minus the reasonable costs of

improvements made to a property.

        When the recapture amount has been determined, the Field Office

shall notify the party that requested the satisfaction of lien of

the amount due, collect the payment and deposit the recapture

amount (if any), within one day of receipt.

        F.Satisfy the Lien.  The Single Family Loan Management Branch shall

request the Field Office Legal Counsel (Paragraph 1-20 below) or

the office staff (trained in the preparation of satisfaction of

liens) to satisfy the lien.

        G.Record the Satisfaction of Lien.  Once the satisfaction of lien

is prepared and signed by an authorized official, the Single

Family Loan Management Branch must have it recorded, unless the

requesting party states, in writing, that he/she will have the

document recorded (see Paragraph 1-21).

        H.Prepare Appropriate Correspondence.  All correspondence prepared

by the Field Office regarding satisfaction of the HUD lien must

include the mortgagor's name and address, FHA case number,

mortgagee's loan number (when writing to the mortgagee), specific

facts regarding the case, name and telephone number of a contact

person, and list all documents attached to the correspondence.

1-6REVIEW OF DIFFICULT CASES BY REGIONAL/HEADQUARTERS STAFF.  Field

Offices no longer contact Headquarters directly for guidance on

recapture cases (effective August 8, 1990).  Field Offices must

direct questions/problems to supervisors, following the Field Office

chain of command, in resolving all recapture issues (except

compromise payments of overpaid assistance which is discussed in

Paragraph 1-19 below) and recapture amounts over $500.00, prior to

contacting Headquarters for assistance.

In addition, the Field Office must have a prepared recommendation for

Headquarter's review, backed up with
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detailed information regarding the circumstance(s), i.e., whether a

case is under the recapture of assistance program, allowance(s) in

the recapture calculation, etc.  (see Appendix 5).

If Headquarters advises that no recapture is due, the Field Office

must notify the party requesting the satisfaction of lien that no

recapture is due and that the HUD lien will be satisfied and

recorded.  The Field Office shall forward the original of the

recorded satisfaction of lien and the security instrument directly to

the requesting party.

1-7TRACKING THE RECAPTURE CASE.  When a request for satisfaction of lien

is received in the Field Office, the case must be logged in by using

a manual log or, preferably, a Personal Computer programmed for this

purpose.

        A.Log.  Each entry should include:

        1.the mortgagor's name, the property address and the FHA case

number.

        2.the following dates:

                a.case received;

                b.file established;

                c.information requested to process the case;

                d.information received;

                NOTE:Track dates of all additional requests for

                     information.

                e.recapture worksheet completed and signed by preparer;

                f.worksheet approved by an authorized official;

                g.notification given to mortgagor of the recapture amount

                  due HUD;

                h.recapture amount received;

                i.recapture amount forwarded to the lockbox;

                j.deposit ticket/Collection Register sent to OFA;

                k.case sent to Field Counsel for preparation of

                  document(s);
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                l.case and document(s) returned from Field Counsel;

                m.satisfaction of lien executed;

                n.satisfaction of lien recorded;

                NOTE:  If the requesting party has assumed

responsibility (stated in writing) for recording the

satisfaction of lien, so state.

                o.satisfaction of lien and security instrument forwarded

to requesting party;

                p.case closed;

                q.case file sent to Federal Record Center, and

                r.established for the Federal Record Center to destroy

the case file (three years after the case closed).

                (Example: Case closed:  January 1990; Case sent to

Federal Record Center:  January 1991; Case file to be

destroyed:  January 1993.)  See Paragraph 1-23 below,

Retention of Case File.

        B.Recapture Log Retention Period.  The information on each case

identified in the recapture log must be retained for a minimum of

one year after 1) closing an inactive case or 2) after completing

the satisfaction of lien.  This is for either Personal Computers

or logs maintained manually.

1-8   DOCUMENTS REQUIRED TO PROCESS THE CASE.

        A.Request Documentation.  When an attorney, title company, or other

settlement party contacts the Field Office for a payoff figure to

satisfy the HUD lien, the Field Office must:

                1.inform the requesting party, in writing (see Appendix 6), of

the documentation needed by HUD to process the satisfaction

of the HUD lien (documents listed in Handbook 4330.1,

Paragraph 11-12).

                2.obtain the original note, second mortgage (or deed of trust)

with addendum (Appendix 7).  If these documents are not

found in the Field Office files, obtain them from the

insured binder (Single Family Records Branch, see Paragraph

1-3 above) and or request a copy from the mortgagee.
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        B.Documentation Nonreturnable.  The Field Office must caution the

requesting party, in writing, not to send original documents as

the documents will not be returned.  (See paragraph 1-13,

receipts for reasonable costs of improvements.)  Also, it is the

requester's responsibility to ensure that all documents are

furnished to the Department in a timely manner (Appendix 6).

        C.Termination of Assistance.  The mortgagee will prepare and submit

the documents required to terminate the assistance payment

contract.  If this is not done by the mortgagee, refer to

Paragraph 1-28G below.

1-9WORKSHEET.  When the Field Office has received all documentation

needed to calculate the recapture of assistance payments (items

outlined in Handbook 4330.1, Paragraph 11-12), the worksheet

(Appendix 4) must be completed to determine the amount of recapture

due HUD.  Complete Parts One and Two of the worksheet as follows:

      PART ONE - NET APPRECIATION

        A.Selling Price.  Use the selling price, supported by a settlement

statement or sales contract, or the current fair market value of

the property, supported by an appraisal.  If the mortgagor paid

for the appraisal, the cost can be claimed against the

appreciation of the property.

                NOTE:If the selling price is substantially below fair market

value, the Field Office shall have the property

appraised (See Paragraph 1-10 below).  The Field Office

must be alert to low-selling prices where there is an

identity of interest between the buyer and the seller,

such as the sale of the property to relatives.

        1.Do not, UNDER ANY CIRCUMSTANCE, use the unpaid principal

balance of the mortgage as the selling price for the purpose

of calculating the recapture amount unless it is the same as

the appraised value of the property.

        2.If the mortgagor is refinancing the first mortgage or paying

off the second mortgage, use the appraised value of the

property.

        3.If the buyer is assuming the first mortgage and is

ineligible for assistance payments, use the unpaid principal

balance plus any equity the seller claims in the property as

the selling price or the
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                appraised value, if an appraisal was completed (see

Paragraph 1-10).

        B.Purchase Price.  Always use the original purchase price in the

calculation.  The purchase price is found on the HUD-1,

Settlement Statement, line 401 (Appendix 8).

                1.THE MORTGAGE AMOUNT (LOAN FROM MORTGAGEE) IS NEVER USED IN

THE RECAPTURE CALCULATION UNLESS IT IS THE SAME AS THE

PURCHASE PRICE OF A PROPERTY.

                2.In the case of an assumption, when the property is sold to

an assumptor not eligible for assistance or one who does not

want the assistance, the original purchase price is used in

the recapture calculation.  Recapture of assistance is not

calculated if the mortgagor is eligible for assistance and

accepts it.

                NOTE:State Laws May Affect the Section 235 Recapture

Program.  If a mortgagor received a grant from a State

or local government which assisted with or was used as

the total downpayment on a property, the Field Office

should pay close attention to all documentation

furnished by the mortgagor concerning the stipulations

and limitations of that grant.

        C.Appreciation.  Subtract the original purchase price from the

selling price or the appraised value of a property to arrive at

the appreciation of the property.

        D.Less (Subtract from Appreciation).  The total of one and two

below is the amount allowed against the appreciation of the

property.

        1.Check one box and indicate the total cost incurred (refer to

Paragraphs 1-10 and 1-11 or 1-12 below).

        2.Indicate the total cost of allowable improvements (refer to

Paragraph 1-13 below).

        E.Net Appreciation.  Net appreciation of a property is any increase

in the value of the property over the original purchase price,

less the reasonable costs of sale or the reasonable cost of

refinancing the first mortgage or the cost of the appraisal when

the first mortgage is paid in full and the reasonable costs of

improvements made to the property (24 CFR 235.12(c)).

        oSubtract the total of D. from C. to arrive at the net

appreciation of the property.
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      PART TWO - RECAPTURE

        A.Total Assistance (Subsidy) Paid to Date.  The mortgagee must

provide the Field Office with the assistance contract termination

date and a written statement of the total amount of assistance

paid on behalf of the original mortgagor and any assumptors of

the mortgage, less handling charges and any assistance payments

which may have been inadvertently applied to the account

(Appendix 9).  (If the first mortgage is a Secretary-held

mortgage, MIAS will provide this information.)

                NOTE:Refer to Paragraph 1-28, overpaid Assistance, for

problems associated with assistance paid or acquiring

the assistance payment information from the mortgagee.

                1.Exclude overpaid assistance from the total amount of

assistance to determine the lesser of 50% of the net

appreciation of a property or the full amount of assistance

paid to arrive at the recapture amount.

        2.Indicate the total amount of assistance paid on behalf of

the mortgagor by the Department through to the date the

assistance payments contract termination date.

        B.One-Half of Net Appreciation.  The recapture formula must be

completed to determine one-half of the net appreciation of a

property.  Multiply fifty percent (.50) times the net

appreciation or divide two (2) into the net appreciation to

arrive at one-half of the net appreciation of the property.

        C.Amount of Assistance to be Recaptured.  The recapture amount is

the lesser of one-half the net appreciation or the full amount of

assistance paid by the Department on behalf of the original

mortgagor and any assumptors of the mortgage (24 CFR 235.12(b)).

        D.Worksheet Signatures.  The worksheet must be signed by the Field

Office staff person who prepared it.  Also, an authorized

official in the Field Office must review, approve, sign and date

the worksheet.

1-10  APPRAISALS.

        A.Fair Market Value.  An appraisal is used to determine the fair

market value of a property and/or to compare the value of a

property with other properties in a given neighborhood.
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        B.Low Selling Price.  If the reported selling price of a property

is substantially below fair market value, the Field Office must

request an appraisal of the property (Appendix 10, Uniform

Residential Appraisal Report).

        1.If the appraised value is five percent (5%) or more above

the reported selling price, the appraised value of the

property rather than the selling price must be used to

calculate the recapture.

        2.The Field Office must inform the seller of the appraised

value of the property, and that the Department must use the

appraised value instead of the reported selling price for

the purpose of calculating the recapture amount (Appendix

11), because the selling price of the property is relatively

low.

        C.Payoff of the HUD Lien.  If the mortgagor wants to pay off the

HUD lien, the Field Office shall request an appraisal of the

property and use the appraised value to calculate the recapture

amount.

        D.Refinance of the First Mortgage.  If the mortgagor is refinancing

the first mortgage, the new mortgagee will have an appraisal done

to determine the fair market value of the property.

        1.When the new mortgagee pays for the cost of the appraisal

and charges the mortgagor, that cost can be claimed against

the appreciation of the property.

        2.If the appraisal appears to be below the fair market value

of other properties (by comparison) in the neighborhood, the

Field Office shall request an appraisal of the property (see

Paragraph 1-10B above).

        E.Securing the Appraisal.  The Single Family Loan Management Branch

may request the Valuation Branch staff to obtain an appraisal

from one of the HUD-approved licensed fee appraisers listed with

the Valuation Branch.

        NOTE:The appraisal is good for six months.  A new appraisal

must be secured if the appraisal is more than six

months old.

        F.Reimbursement for Services Rendered by Fee Appraiser.  To obtain

reimbursement for services rendered by a fee appraiser, the Field

Office must:
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        1.Request Documentation.  Request from the fee appraiser (who

will submit an invoice for services rendered) the

appraiser's name, mailing address, Social Security Number

and/or an Internal Revenue Service (IRS) Tax Identification

Number.

        2.Submit Documentation.  Complete and submit the four-part

Standard Form 1034, Public Voucher for Purchases and

Services Other Than Personal (see Appendix 12), to the

Office of Finance and Accounting (OFA), Insurance Accounting

Division, Financial Control Branch, P.O. Box 23290,

Washington, DC 20026-2390.  OFA must submit the

documentation to the Treasury Department for payment to the

appraiser.  Retain a copy of the invoice and SF-1034 in the

Field Office records.

1-11REASONABLE COSTS OF SALE.  Under the Section 235 Recapture Program,

costs of sale must conform to what is reasonable and customary for

the seller to pay in a given area as determined by the Field Office.

The Single Family Loan Management Branch must rely on the experience

and knowledge of the HUD Underwriting staff when determining what is

reasonable and customary for costs of sale.  Costs of sale which can

be used to offset the appreciation of the property are limited to the

following:

        A.Allowable Costs.  Costs of sale which are paid by the seller,

including specific costs required by the State in which the

property is located:

                1.Broker's commission

                2.Discount points (not origination fee)

                3.Survey of property

                4.Appraisal of property

                5.State and local taxes (at closing)

                6.Transfer taxes and other taxes, as required by State law

                7.Attorney's fees

                8.Preparation and recording of deed fees

                9.Notary fees (for documents pertaining to seller)

                10.Advertising for sale of the property
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        NOTE:The cost of advertising a property for sale is not

allowed against the appreciation of the property

(as a separate cost) if it is included in the

broker's commission.

                11.Title search and title insurance

                12.Pest control inspection

                13.Septic tank flushing out, if required by State law

                14.Buyer's protection plan.  (This plan provides the

buyer with a warranty of the condition of the property and covers

repair or replacement of certain elements of the property

for a limited time.)

        B.Costs Not Allowed.  The following items cannot be claimed against

the appreciation of the property unless Headquarters permits:

                1.Buydown Fee:  A fee paid (to mortgagee) to induce mortgagee

to make a below-market interest loan to a prospective

mortgagor.  If seller pays discount points and a buydown

fee, the buydown fee is not allowed as a cost of sale.

                2.VA Funding Fee:  A fee paid to the Department of Veterans

Affairs to influence the agency to guarantee a mortgage for

a prospective mortgagor.

                3.Tax Service Fee:  A fee paid to a Tax Service agency to

assure payment of taxes to the proper jurisdiction.

                4.Buyer's closing costs, even if seller pays the costs:

                        a.If the seller pays for an item that is in

the buyer's column on the HUD-1, Settlement Statement (Example:

recording of deeds, property survey or pest control

inspection) but it would have been appropriate in the

seller's column, the cost of that item can be allowed

against the appreciation of the property.

                        b.If the buyer pays for an item that should be

paid for by the seller, the cost of that item cannot be claimed

against the appreciation of the property.
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                List all costs of sale separately and check them on the

settlement sheet or closing statement.  Claimed items should

be clearly identifiable and the total amount of the costs of

sale recorded on the recapture sheet.

1-12REASONABLE COSTS OF REFINANCING THE FIRST MORTGAGE.  Since the title

to a property does not change when the first mortgage is refinanced,

the costs of refinancing do not include all of the costs allowed for

costs of sale when a property is sold.

        A.Allowable Costs.  Costs of refinancing the first mortgage which

HUD will allow to be used to offset the net appreciation of a

property if the costs are paid by the original mortgagor and/or

subsequent assumptors of the mortgage are appraisal fee; one

discount point (not origination fee); property survey; pest

control inspection; title search; lender's title insurance; and

fees for the preparation and recording of documents.

        B.Costs Not Allowed.  Buydown fee (if there are no discount points

allowed, one point of the buydown fee can be claimed against the

appreciation of the property); tax funding service fee; VA

funding fee; and mortgagor's title insurance (title of the

property does not change) are cost which are not allowed when

refinancing the first mortgage.

                NOTE:The costs of sale when a property is sold and the costs

of refinancing the first mortgage must be clearly

identified on a HUD-1, Settlement Statement, signed by

the settlement attorney.  If there is not a HUD-1, the

costs should be itemized and supported by receipts.

1-13  REASONABLE COSTS OF IMPROVEMENTS.

        A.Allowable Costs.  Under the Section 235 Recapture Program

reasonable costs of improvements are those costs for items over

and above deferred or routine maintenance which add value to the

property.  The mortgagor must document all improvements with paid

receipts, bills or invoices.  The Field Office may request

"original" paid receipts to copy if items are questionable, but

the originals must be returned immediately to the homeowner (see

Appendix 6).

        Group together receipts by project for improvements such as a

room addition or refinishing a basement and list only the total

cost of the improvement.  Do not list the cost of each raw

material as a separate item even though each item purchased

reflects its own cost.
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        (Note:  plumbing fixtures, such as faucets, and light fixtures

can be claimed against the appreciation of a property if they are

installed as part of a major improvement.)

        1.Landscaping:  If items such as sod and fertilizer are

included in materials for major landscaping, they are part

of the overall cost of the project and can be claimed

against the appreciation of the property.

        2.Finishing or Refinishing:  Basements or other rooms that are

unfinished at the time of loan origination or the

refinishing substantially alters the nature of the area and

enhances the value of a property (not cosmetic refinishing,

such as painting and wallpapering, unless they are done at

the time of a major improvement).

        3.Carpeting:  If carpeting is removed and new carpeting is

installed, it is replacement carpeting and must not be

claimed against the appreciation of the property.

        4.Upgrading:  Appliances, cabinets, carpeting, electrical and

plumbing fixtures, etc. --  the difference in the price that

the mortgagor pays over the builder's price of the item.

The difference in the cost is considered the improvement and

can be claimed as a cost of improvement against the

appreciation of the property, if that cost is not included

in the purchase price.

        5.Add-on:  Items that the mortgagor wants to add to a

structure over and above the builder's contracted

construction price, which he has contracted with a builder

complete.  The full cost of an add-on is allowed against the

appreciation of a property, if that cost is not included in

the purchase price.

        6.Swimming Pools:  A swimming pool can be allowed as an

improvement on a case-by-case basis.  If the pool is taxed

by the local government or given a value in the appraisal

report for a property, it can be claimed against the

appreciation of the property.  If it becomes necessary, the

Single Family Loan Management staff shall request assistance

from the Valuation staff to help determine whether a

swimming pool or other such permanent fixture can be claimed

against the appreciation of the property.
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        B.Costs Not Allowed.

                1.The mortgagor's sweat equity (labor) for improvements is not

allowed against the appreciation of a property.

                2.When the improvements are done by a mortgagor, the sales tax

paid on supplies and equipment is not allowed against the

appreciation of the property.

        3.Draperies, curtain rods, window shades and blinds are never

allowed as improvements unless they are approved by

Headquarters.

        4.Miscellaneous improvements which are less than $100 per

project are to be considered incidentals and are not to be

allowed as an offset against the net appreciation.  Included

in this category may be such things as window shades,

molding, weather-stripping, sod, grass seed, fertilizer,

etc.

        C.Document the Field Office Files.  The file for each recapture

case must contain cancelled checks, paid receipts, invoices,

etc., for all improvement costs claimed by the mortgagor.  Also,

items indicated on revolving charge bills must be backed by

receipts.

        D.Consulting with Valuation Staff.  The Single Family Loan

Management Branch shall consult with the Valuation staff, if

necessary, to identify and determine what should be allowed for

reasonable and customary costs of improvements for a given area.

1-14  SPECIAL IMPROVEMENTS.

        A.Land Issues.  There are many variations in land issues.  Field

Offices must contact supervisors, following the Field Office

chain of command (see Paragraph 1-6) for guidance, if needed,

before providing a written statement of the recapture amount due.

The sale or purchase price of a property which involves separate

purchase of land, land leasehold transactions, or any other

unusual circumstances involving land may affect the amount to use

in the recapture calculation.  The Regional Office must contact

the Single Family Insured Servicing Branch at Headquarters, if

further assistance is needed.  Listed below are examples of land

issues.

        1.Cost of Land in Contract Sales Price.

                a.If the cost of land is included in the contract sales

price on the HUD-1, Settlement Statement,
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                Line 401, Appendix 8 (as part of the selling price or

the appraised value of the property), it cannot be used

as an improvement.

                b.If the cost of land is not included on the HUD-1, Line

401 (not a part of the selling price or the appraised

value of the property), but is stated elsewhere on the

HUD-1, the cost of the land can be used as an

improvement cost.

        2.Land as a Gift.  The mortgagor cannot claim the cost of the

land against the appreciation of a property if the land was

a gift and the mortgagor has no valid purchase receipt.

                a.If the value of land is included in the appraised value

of a property, the Field Office must subtract the value

of land from the appraised value of the property to

arrive at the value of the structure to determine the

recapture amount.

                b.If there is a valid statement from HUD estimating the

value of a property (to include the value of land and

the construction cost of the structure) at settlement

of the mortgage, the value of the land (as stated on

that statement) can be claimed against the appreciation

of the property.

        3.No Proof of Cost.  If there is no proof of the cost of the

land, and the mortgagor gives the land an estimated cost,

that amount shall not be used as an improvement cost.  The

value of the land stated in the appraisal shall be

subtracted from the appraised value of the property.

        4.Short Period of Time.  If the land was bought within a short

period of time before the structure was erected, investigate

the case to be sure that no fraud or abuse was involved in

the transaction between the mortgagor, the realtor and the

builder to avoid meeting the purchase price limit

requirement for properties in particular areas of the

country (see Paragraph 1-22).

        5.Built on Leased Land.  If a structure was built on leased

land and the structure is sold or the first mortgage on the

structure is refinanced, use only the selling price or the

appraised value of the structure when calculating the

recapture amount.
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        NOTE:Ground rent is paid on leased land.  The ground

rent contract can be transferred to the new owner

of the structure at the settlement table, if the

property is sold.  If the first mortgage is

refinanced, the owner of the property can continue

to pay the ground rent under the same ground rent

contract.

        6.Land Purchased After Settlement.

                a.If a structure was built on leased land and the

mortgagor purchased the land after settlement of the

mortgage and has valid evidence of such purchase, the

cost of the land can be used as a reasonable cost of

improvement.

                b.If additional land was bought after settlement of a

mortgage to make the landscape larger, the cost of the

additional land can be claimed as an improvement.

                c.If the value of the additional land is included in the

appraised value of the property, the cost of that land

cannot be used as an improvement cost.

                d.If an addition is made to a structure, such as a

garage, and it protrudes onto the additional land, the

addition to the structure as well as the additional

land can be used as an improvement.

        7.Land Deeded to Builder.  If a structure is built on land

owned by the mortgagor before the structure was erected and

the land was deeded to the builder and included in the

purchase price on the HUD-1, Line 401, the cost of the land

cannot be used as an improvement.

        8.Built on Mortgagor's Land.  If a structure is built on land

owned by the mortgagor before the structure was erected and

the land was not deeded to the builder and is not included

in the purchase price on the HUD-1, Line 401, the cost of

the land can be used as an improvement.

        NOTE:If the cost of the land cannot be used as an

improvement cost, the value of the land is

subtracted from the appraised value of the

property and the cost of any landscaping of
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the land cannot be claimed against the

appreciation of the property.

        9.Clearing Land for Building Structure.  If wooded land is

cleared by a mortgagor for the purpose of building a home,

the rental of the heavy equipment (if the mortgagor does the

work) or the cost of the job (if contracted) can be claimed

against the appreciation of a property when determining the

recapture amount.

                NOTE:THE MORTGAGOR'S SWEAT EQUITY (LABOR) CANNOT BE

CLAIMED AGAINST THE APPRECIATION OF THE PROPERTY

(see Paragraph 1-13B1 above).

        B.Special Assessments.  The following are requirements for a

homeowner to have a property connected to the water and/or sewer

system(s) of a local government (county, city, town); the paving

of streets, sidewalks and alleys; installation and connection of

wires to a property for electricity and telephones; and

installation and connection of pipes to a property for natural

gas.

        1.Water and Sewer Systems.  When a local government requires

that a homeowner's property must be connected to a water

and/or sewer system(s), the Field Office must adhere to the

following:

        a.When a local government installs a main water and/or

sewer system(s) under a street, the homeowner's share

of the cost of installing the system(s) shall not be

allowed against the appreciation of the property.  The

main water and/or sewer line(s) running parallel with

the street are not on the homeowner's property.

        b.When a local government requires that a mortgagor's

property must be connected to the government's main

water and/or sewer system(s) and that the mortgagor

must discontinue the use of the property's present

water (well) and/or sewer (septic tank) system(s), the

homeowner's cost of installing the new system(s) to

meet this requirement shall be allowed against the

appreciation of the property.

        c.If a mortgagor is not required to connect with a main

water and/or sewer system(s) of a local government, but

voluntarily connects his/her property to the main water

and/or sewer system(s), the cost to install the lateral
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        water and/or sewer system(s) is not allowed against the

appreciation of a property because it would constitute

an improvement or replacement of an existing usable

well and/or septic system(s).

        NOTE:   Lateral water and sewer systems are the lines

running from the main water and sewer lines to the

homeowner's property.  The systems are installed on the

mortgagor's property and the failure of the mortgagor

to have them installed would render the property to be

unlivable due to the property's official lack of water

and sanitary disposal.

        d.Some local units of government may permit homeowners to

contract for lateral water and/or sewer line(s) and

some may not permit it.

                (1)In those cases where the costs of lateral water

and/or sewer lines are allowable but cannot be

determined because the work was done by a

contractor who installed the main water and/or

sewer line(s) (were not separately contracted

for), the homeowner may obtain estimates from two

contractors to establish the cost of the

system(s).

                (2)The contractors should itemize the cost for

installing main water and/or sewer system(s) and

lateral water and/or sewer system(s) so a

reasonable cost can be established (to be paid by

the mortgagor) for installing lateral water and/or

sewer system(s).

        e.The cost of lateral water and sewer system(s) can be

claimed against the appreciation of a property

regardless of whether the property is sold or the first

mortgage is refinanced.  In either case, the entire

principal (cost) does not have to be paid by the

present mortgagor.

                (1)After refinancing a first mortgage, the mortgagor

can continue to pay for special assessments as

before the refinance of the mortgage.

                (2)When a property is sold, only that amount of

principal paid on special assessments before

closing is allowed against the appreciation of a

property.
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                (3)When selling a property, the principal balance of

the cost on special assessments can be transferred

to the buyer at the settlement table.

                (4)INTEREST paid on the principal balance of the cost

of special assessments SHALL NOT be allowed

against the appreciation of a property.

                2.Streets, Sidewalks and Alleys.  When a local government

requires that a street, or alley be laid the width or length

of properties in a neighborhood, the homeowners share the

cost as directed by the local government.

                        a.If a sidewalk is laid on the mortgagor's

property, the mortgagor pays that cost and it can be claimed against

the appreciation of the property.

                        b.If a sidewalk is laid on public land and the

mortgagor pays the cost, that cost cannot be claimed against the

appreciation of the property.

                3.Wiring for Structure:  Electrical and Telephone.

                        a.If, when a structure was erected, the

mortgagor had to pay the electric company for installation of electrical

wires that were run from the street to the property

(and in the case of the telephone company, the

telephone wires), the cost of connecting the wires to

the structure by the company(ies) can be claimed

against the appreciation of a property.

                        b.If the mortgagor paid the cost for wires

running parallel to the street or alley, that cost cannot be

claimed against the appreciation of a property because

that wiring is not on the mortgagor' s property.

                4.Pipes for Natural Gas.  The installation and connection

requirements for 1-14B above, also apply to the installation

of pipes for natural gas.

                5.Water Sprinkler and Hook-Up.  Depending on the area of the

country, watering grounds (lawns) on a continuing basis is

necessary because of drought.  In some areas, water

sprinkling systems must be hooked up to the city sewage

system so that special
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                water can be used to water the grounds.  The cost for a

water sprinkler system and hook-up to special city pipes can

be claimed against the appreciation of a property.

                6.Ownership of Assessments.

                a.The main water and sewer system, street, alley and, in

some cases, the sidewalk are the property of the local

government.  Even though a mortgagor paid the cost of

installation, those costs must not be claimed against

the appreciation of a mortgagor's property.

                b.The cost of the original placement of a water and sewer

main, along with alley, street, curb and gutter

improvements are assessed against the homeowner, but

the improvements are not considered qualified

improvements for the purpose of determining recapture.

                c.The wires running parallel to the mortgagor's property

along the street and/or the alley are owned by the

electric and telephone companies; the cost of

installation cannot be claimed against the appreciation

of the property.

                NOTE:The rules governing the special assessments in

Paragraph 1-14B also governs paying ground rent on

leased land.  (See NOTE after Paragraph 1-14A5.)

1-15  DEMAND FOR PAYMENT OF RECAPTURE AMOUNT.

        A.Lump Sum Payment.  When the Field Office determines that the

mortgagor must pay a recapture amount, the Field Office must

notify the mortgagor or the mortgagor's agent of the amount due.

The payment must be paid immediately in a lump sum.  Do not

request anything less than the full recapture amount due the

Department.  The letter to the mortgagor must contain the

following facts (sample in Appendix 13):

                1.the reason the recapture provision became effective;

                2.the date the assistance payment contract was terminated, if

that date is available;

                3.the amount of assistance paid on behalf of the mortgagor to

the Department; and,
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                4.the amount of recapture due the Department.

                5.the lien will not be satisfied until the recapture amount

has been paid in full.

                NOTE:The recapture amount due is good for six (6)

months (which is the life of an appraisal report);

if the costs of improvements do not change, i.e.,

submission of additional documents for improvement

costs.

        B.Who Pays the Recapture Amount?  In all cases, except mortgage

assumption (Paragraph 1-27A below), the Field Office must demand

the recapture payment from the mortgagor selling the property.

                NOTE:It is the responsibility of the Field Office to ensure

that all funds due the Department are collected.

        C.Demand Letter.  Demand for payment of the recapture amount

consists of three written demand letters.  The Field Office must

send these demand letters at 30-day intervals in accordance with

FCCS 102.2 (Federal Claims Collection Standards).

                1.Demand letters must include the information required by

Handbook 1900.25, REV-3, Claims Collection Handbook (samples

in Appendix 14).

                2.The Field Office must send a copy of the first demand letter

to the MIAS Operations Division in Headquarters.

                NOTE:If the mortgagor informs the Field Office that the

recapture amount due cannot be paid or the sale or

refinance cannot be completed as requested, the

Field Office shall inform the mortgagor, in

writing, that the amount is good through a date

six months after the date of the latest appraisal.

After that date, the mortgagor's file shall become

inactive until such time when the mortgagor

requests satisfaction of the Section 235 recapture

lien again.  Also, the recapture amount may change

in the future.

        D.Claims Collection Officer (CCO).  If the Field Office cannot

handle collection of the recapture amount administratively, the

case must be referred to the designated CCO for assistance in

collecting the recapture amount (see Appendix 15).
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        1.The Field Office must monitor all cases referred to the CCO

to ensure expeditious handling.

        2.The Field Office must notify the General Accounting

Operations Division, MIAS (Headquarters) of all debts

referred to the CCO by sending a copy of the memorandum sent

to the CCO.

1-16DISPOSITION OF FUNDS.  When the recapture amount is paid, the Field

Office must record the FHA case number on the check and deposit the

funds within one workday after receipt.

        A.Collection Register.  Record the FHA case number and return

address of the Field Office on the HUD-235, Collection Register,

original and one copy (Appendix 16).  Fill in all other blocks as

specified.

        B.Deposit Instructions.  The check and Collection Register

(original and copy) must be sent within one workday to the

following address:

                                NationsBank

Department of HUD - Section 235

P.O. Box 198778

Atlanta, GA  30384-8778

        The copy of the Collection Register will be returned with

confirmed deposit data (i.e., confirmed date of deposit, deposit

ticket number, schedule number and amount) to the Field Office.

        C.Reporting to OFA.  The Office of Finance and Accounting,

Subsidized Housing Programs Division, must be notified of each

recapture case, whether or not there is a recapture amount due.

Include a copy of the Collection Register (Appendix 16) and

deposit data for each case where an amount was recaptured.

(Refer to Paragraph 1-32, Reporting Section 235 Recapture

Activity below.)

1-17INSTALLMENT PAYMENTS ON RECAPTURE AMOUNT.  Installment payments do

not apply when there is a sale of the property because the title to

the property changes and the HUD lien must be satisfied to obtain

clear title to the property.

Refinancing of the mortgage does not trigger the recapture provision.

Most mortgagees wish to be in first-lien position and request

satisfaction of the HUD lien.  However, if a mortgagee allows the HUD

lien to remain in first-lien position, under the condition that the

mortgagor can pay the recapture amount in installments until paid in
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full, the Field Office shall follow the instructions in A - E below.

Although the practice of paying the recapture amount in installments

is not encouraged, if a request to do so is accepted, the Field

Office shall follow the instructions in A - E below.

If a mortgagor wants to satisfy the recapture lien and wishes to pay

the recapture amount due in installments, the Field Office must

inform the Office of Finance and Accounting at Headquarters so that

an Accounts Receivable File can be established (see Appendix 17(A)).

The mortgagor must be informed, in writing, of the requirements for

paying recapture funds in installments (see Appendix 17(B)).  This

practice is not encouraged, but if requested, the Field Office must:

        A.Determine Length of Installment Period.  The Field Office, in

agreement with the mortgagor, must determine the length of time

for full payment of the recapture amount.  The HUD lien will not

be satisfied until the mortgagor has paid the total recapture

amount due.

                1.Contact the Office of Finance and Accounting at Headquarters

to establish an Accounts Receivable File (see Appendix

17(A)).

                2.Inform the mortgagor, in writing, of the requirements for

paying recapture funds in installments (see Appendix 17(B)).

        B.Compute the Interest.  The interest period begins 30 days

preceding the payment due date.  Interest begins at the end of

the 30-day grace period after the indebtedness date has been set.

The rate of interest on the face of the note is PER ANNUM, not

per month.

                1.Compute interest at the RATE OF INTEREST ON THE FACE OF THE

EXECUTED NOTE.

                2.Compute the interest monthly on the principal amount of the

recapture (Appendix 18).  DO NOT COMPUTE INTEREST ON THE

INTEREST (compound interest) already added to the unpaid

principal balance of the recapture amount.

                3.Even if a mortgagor makes installment payments for periods

of time other than every month, the interest must be

computed on a monthly basis.
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        C.Accounts Receivable File.  The Field Office must send a

memorandum to the Director, Office of Finance and Accounting,

Subsidized Housing Programs Division, Subsidy Accounting Branch,

Accounts Receivable Section to request OFA to establish an

Accounts Receivable File (see Appendix 19).  Include all

information regarding the amount of recapture due and the terms

of the agreement.

                NOTE:If the property is sold, the unpaid principal balance

of the recapture amount becomes due immediately.

        D.Notification to the Mortgagor/OFA.  The Field Office must contact

the mortgagor and the Office of Finance and Accounting.

                1.After the Accounts Receivable file has been established, the

Field Office must:

                a.send a letter to the mortgagor which states the monthly

payment amount, the number of months required to make

payment in full, and explain how that amount was

computed (Appendix 20).

                b.indicate the balance of the unpaid amount of recapture

and state that upon payment in full, the HUD lien will

be satisfied, executed, recorded and sent to the

mortgagor.

                c.bill the mortgagor each month for the installment

payment (Appendix 21) and complete the receipt at the

bottom of the bill for payment of the current month.

                2.When the recapture payment is received, the Field Office

must:

                a.record the FHA case number on the check and complete

the HUD-235, Collection Register (original and three

copies).

                b.send the check and Collection Register (with one copy)

to the lockbox in Atlanta, Georgia for deposit.  The

address is:

                                        NationsBank

Department of HUD - Section 235

P.O. Box 198778

Atlanta, GA  30384-8778

27

                c.forward a copy of the Collection Register and the check

to the Director, Subsidized Housing Programs Division,

Accounts Receivable Branch, Office of Finance and

Accounting, within one workday after receipt of the

payment under cover of the memorandum shown in Appendix

19.

        E.Satisfy the HUD Lien.  ONLY AFTER THE RECAPTURE AMOUNT HAS BEEN

PAID IN FULL, PREPARE THE SATISFACTION OF LIEN (see Paragraph

1-20 and 1-21).

1-18REFUNDING RECAPTURE AMOUNT TO MORTGAGOR.  If it becomes necessary to

refund a portion or all of the recapture amount to a mortgagor, the

following procedure must be followed to make a refund to the

mortgagor.

        Example:If a mortgagor is not under the Recapture Program and a

recapture amount had been calculated and collected from the

mortgagor, the amount should be returned to the mortgagor.

REMINDER:  A property is not under the Recapture Program if

the Firm Commitment date is before or on May 26, 1981 (see

Paragraph 1-2).

The Field Office must send a memorandum to the Director, Office of

Finance and Accounting, Subsidized Housing Programs Division, Subsidy

Accounting Branch, Accounts Payable Section (Appendix 22).  The

memorandum must explain the reason for the request for refund of the

recapture amount and the mortgagor's correct mailing address for the

mortgagor.

A copy of the Collection Register must be attached to the memorandum

(see Appendix 16).

1-19COMPROMISING FUNDS.  It is not the rule, but the exception, to

compromise overpaid assistance and/or recapture of assistance due the

Department and, due to circumstances beyond the control of the

mortgagor the funds cannot be repaid.  Both issues must be handled on

a case-by-case basis.  Compromising should be done in accordance with

Section 204(g) of the National Housing Act.

        A.Overpaid Assistance.  A memorandum must be sent to the Director

of the Office of Single Family Housing which explains the

circumstances of the case in detail (Appendix 23).  The decision

as to whether overpaid assistance should be compromised shall be

made by officials in the Office of Single Family Housing in

Headquarters.  (Refer to Paragraph 1-28, Overpaid Assistance.)
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        The memorandum must include the reason(s) for the request to

compromise the overpaid assistance amount, the name and location

of the mortgagee, the mortgagor's loan number, and attach a copy

of the background documentation.

        B.Recapture Amount.  A memorandum must be sent to the Director,

Office of Single Family Housing, which explains in detail the

circumstances of the case (Appendix 24).  The Field Office

Manager is authorized to compromise recapture amounts up to

$500.00.  The Manager must inform the Office of Insured Single

Family Housing by copy of the written decision to the FILE.

        The decision to compromise a recapture amount of more than

$500.00 shall be made by officials in the Office of Single Family

Housing at Headquarters.  In the request to Headquarters, the

Field Office must include the reason(s) for the compromise of the

recapture amount, a statement of the recapture amount, the

disposition of the property (see Paragraph 1-26 below), and a

copy of the background documentation.

1-20  SUBMITTING RECAPTURE CASE TO THE FIELD COUNSEL.

        A.Collection of Information.  When the Single Family Loan

Management Branch has collected all of the required documents:

proof of the selling and purchase price; a breakdown of the costs

of sale and improvements; a statement of the total amount of

assistance paid on behalf of the mortgagor; the original of the

recorded security instrument (including the note); has

established and collected the recapture amount due, the staff

shall prepare the satisfaction of lien (if staff has been trained

to do so) or send a memorandum to the Field Counsel to request

satisfaction of the HUD lien.

        B.Send Memorandum.  The memorandum to the Field Counsel must

include an approved copy of the worksheet, proof of payment of

the recapture (copy of the Collection Register), and the original

security instrument.  The memorandum shall request satisfaction

of the second mortgage (or second deed of trust) or, if the State

or local government has a lien on the property, the third

mortgage or third deed of trust.

        NOTE:UNDER NO CIRCUMSTANCES IS THE HUD LIEN TO BE SATISFIED

WITHOUT FIRST RECEIVING AND DEPOSITING THE RECAPTURE

AMOUNT.  IF NO FUNDS ARE DUE TO SATISFY THE RECAPTURE

LIEN, THE FIELD COUNSEL SHOULD BE SO NOTIFIED.
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        C.The Field Counsel shall review the documents, prepare the

satisfaction of lien (see Appendix 25), and return the documents

to the Single Family Loan Management Branch.

1-21  NOTARIZING, RECORDING, TRANSMITTING - SATISFACTION OF LIEN.

        A.Notarizing Satisfaction of Lien.  When the Field Counsel has

prepared the satisfaction of lien, an authorized official must

execute it.  A bonded notary must notarize the document in

accordance with State law.

        B.Recording Satisfaction of Lien.  The Field Office is responsible

for recording the satisfaction of lien, NOT THE MORTGAGEE OR THE

MORTGAGOR, unless it is stated (in writing and the document has

been filed) by the requesting party that he/she will have the

document recorded following local practice.

        C.Transmittal Letter.  Once the satisfaction of lien has been

recorded, the original satisfaction of lien and the original

security instruments must be sent to the requesting party.  The

transmittal letter must state that the second mortgage (or deed

of trust) on the property has been satisfied and list the

documents enclosed, i.e., the satisfaction of lien, the Note and

the Second Mortgage (or Deed of Trust) with Addendum.

                NOTE:If HUD's lien is satisfied after foreclosure of the

first mortgage, it is the responsibility of the

requesting party to have the satisfaction of lien

recorded.  The transmittal letter must inform the

requesting party that it is his/her responsibility to

have the document recorded.

1-22FRAUD AND ABUSE.  When the Field Office suspects that there was fraud

and/or abuse in connection with a Section 235 application for FHA

insurance and/or improvements allowed in the recapture process, it

must review the case by taking the following actions:

        A.Review the Case.  A case must be reviewed carefully where

improvements were made shortly after purchase of the property;

over a short period of time; or cost a large amount of money,

which results in substantial appreciation of the property.  There

is the possibility that fraud and/or abuse occurred when the

application for FHA insurance was originated, for example:

                1.all sources of income may not have been reported by the

mortgagor.
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                2.there is money for improvements, but not enough money

for full monthly mortgage payments.

                3.costs of improvements (even over an extended period of

time) exceed $15,000 or more, and assistance is still being paid

when the first mortgage is prepaid-in-full or the property

is sold.

                NOTE:Since the Department bases Section 235 eligibility

on income, there is no asset limit, so a mortgagor

may have considerable assets, e.g., sale of

previously-owned property to use for payment of

improvements.

        B.Request Recertifications.  Request annual recertifications from

the mortgagee to check for possible instances of understated

income and unreported sources of income.  Compare

recertifications with Federal tax forms in establishing the

mortgagor's continued eligibility for assistance.

        C.Refer Case to Office of Inspector General.  Where there is the

likelihood of program abuse or fraud, the case should be referred

to the Regional Office of Inspector General for Investigation

(see Appendix 26).  Request a review of the case and, if

documentation indicates that the Inspector General's Office might

deem it necessary, an investigation.

                NOTE:Check the facts to be sure that there is no abuse or

fraud on the part of the mortgagor.  Ensure that the

mortgagor was properly qualified for assistance and

subsequent eligibility was retained through proper

income recertifications.

1-23  RETENTION OF CASE FILE.

        A.Closed File.  When a case has been completed and the satisfaction

of lien recorded, the Field Office shall close out the case file.

The file must be retained for three years (one year in the Field

Office and two years in the Federal Records Center).  (See

Handbook 2225.6, REV-1, Appendix 20, Item 22 as a guide in

transferring records.)

                1.The file must contain a copy of the recorded satisfaction

with the FHA case number and insurance endorsement date

indicated on the copy.

                2.After one year, the documents must be sent to the Federal

Records Center as a part of the closed case file in

accordance with the Headquarters Office of
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                Housing recordkeeping instructions.  (See Handbook 2225.6,

REV-1, Appendix 20, Item 1B(2) and Item 1C(1).)

        B.Open File.  When a recapture amount has been established and the

mortgagor or the mortgagor's agent has been notified, the file

shall be maintained in the Field Office until the case is closed

or deemed inactive.

                1.The Field Office must continue to work with the mortgagor as

long as regular communication is maintained.  Only when the

mortgagor or the appropriate agent fails to respond to

written requests from the Field Office shall consideration

be given to closing the file.

                2.The Field Office should not hold any case open longer than

forty-five (45) days without attempting to contact the

mortgagor or the mortgagor's agent to confirm that

satisfaction of the recapture lien is still needed.

        C.Inactive File.

                1.Where an initial inquiry was made, but the mortgagor or the

mortgagor's agent failed to timely follow through on the

request and provide sufficient information to determine the

recapture amount due, the Field Office may destroy the file

after the expiration date of the appraisal or in six (6)

months, whichever period is longer.

                2.The Field Office may also consider a case inactive

when the office has been notified, in writing, that the action which

triggered the recapture provision is no longer a factor.

Example:  The mortgagor decides not to sell the property.

1-24SUBORDINATION OF HUD'S LIEN.  If subordination of the HUD lien on a

property is in the best interest of the Secretary, the Field Office

may approve subordination of the lien to enable the mortgagor to

refinance a first mortgage.  The mortgagee must contact the Field

Office for details on subordinating the HUD lien to a lesser

position.  The Field Office may approve requests for subordination of

HUD's lien on a case-by-case basis, following the procedure below:

        A.Authorization to Approve Requests.  The Field Office is

authorized to approve requests for subordination of
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        Section 235 Recapture mortgages to a conventional, Veterans

Affairs (VA) or FHA-insured 203(b) mortgage.

        B.Conditions for Subordinating HUD's Lien.  It is most important

that the following conditions are met before a final

determination is made:

                1.the mortgagor may or may not be receiving subsidy;

                2.the mortgagor must not cash out any equity from the

refinancing;

                3.the Field Office must review the mortgagor's financial

status to determine if the mortgagor has sufficient cash

assets to pay the recapture amount.  If the mortgagor can

afford to pay the recapture amount, the Department should

not consider subordination; and

                4.the amount of the mortgage is restricted to the following

items:  unpaid principal balance; current interest due;

delinquent interest; closing costs and refinancing charges.

(In the event the refinanced mortgage includes property

equity, the Department must require that the recapture

amount be calculated, that the amount is received, deposited

and the HUD lien satisfied and recorded.)

        The Field Office must inform the mortgagor, by letter, regarding

the above conditions (see Appendix 27).

        C.Final Determination.  After a final determination has been made

to subordinate the HUD 235 recapture mortgage, the Field Office

must take the following steps:

                1.Request the servicing mortgagee to prepare and execute a

statement that sets forth the total amount of assistance

paid under the assistance payment contract (beginning with

the first assistance payment, see Appendix 9), which is

associated with the Section 235 mortgage being refinanced

and send it to the Field Office which has jurisdiction over

the property.

                        a.The Field Office must attach the statement to the

respective second mortgage (which should be in the

Field Office's files) and,

                        b.maintain the statement of assistance paid on

behalf of the mortgagor and any assumptors of
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                        the mortgage on file until such time as the

recapture provision becomes effective.

                2.Execute a subordination agreement to subordinate the HUD

lien (recapture mortgage) to the new conventional, VA or

FHA-insured 203(b) mortgage.  NO MODIFICATIONS SHALL BE MADE

TO THE PROVISIONS OF THE RECAPTURE MORTGAGE.

                NOTE:Since subordination agreements are legal documents

and each State has its own laws, a mortgagee,

allowing a HUD lien to remain on a property, must

draw up an agreement (for subordinating the lien

to a lesser position) in accordance with the State

laws that regulate this action in the State in

which the property is located.

                3.Request the mortgagee's Section 235 servicer to submit Form

HUD-27050-A (replaces Form HUD-2344), Mortgagee Insurance

Termination (Appendix 28) and Form HUD-93114, Notice of

Termination, Suspension, or Reinstatement of Assistance

Payment Contract (Appendix 29) to MIAS.

                4.Inform the mortgagor that the amount owed HUD could increase

in the future (up to the total amount of subsidy) if the

value of the property appreciates (Appendix 30).

                5.Advise the mortgagor that the Field Office will calculate

the recapture amount upon request or sale of the property.

        D.Section 235(r) Subordination.  See Mortgagee Letter 93-3 dated

January 8, 1993, for detailed instructions with respect to

subordination as it relates to the refinancing of the first

mortgage insured under the Section 235 Recapture Program or the

Restructured 10 (Recapture) Program to a new mortgage insured

under Section 203(b) or Section 235(r) of the National Housing

Act.

1-25  DISPOSITION OF THE MORTGAGE.

        A.Payment in Full of First Mortgage Without Sale of Property.  If a

property has not been sold and the mortgage has matured, the

mortgagor is not obligated to satisfy the lien and pay the

recapture amount.  Because the mortgagor retains ownership of the

property, HUD does not require recapture of assistance when this

event occurs.
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                1.When a mortgagor pays the first mortgage in full, without

sale of the property, the mortgagee must use HUD-93114,

Notice of Termination, Suspension or Reinstatement of

Assistance Payment Contract (Appendix 29) to terminate the

assistance payment contract (see Handbook 4330.1, Chapter

10, Paragraph 10-19).  Upon receipt of the HUD-93114, the

Field Office must request:

                a.a statement, in writing (Appendix 9), from the

mortgagee of the amount of assistance billed through

the date of the payment-in-full transaction (if the

mortgagee has not provided the statement) and retain

the statement with the original security instrument in

a locked file.

                        NOTE:If the assistance payment contract was

terminated at an earlier time, the mortgagee

should have already informed the Field Office

of the total amount of assistance paid.

                b.the mortgagee to inform the mortgagor that the HUD lien

is flow recorded in first-lien position (or second-lien

position, if a State or local government has a lien on

the property).

                2.If the mortgagor contacts the Field Office concerning the

HUD lien, advise the mortgagor, in writing (Appendix 31), of

HUD's lien position.  Explain the recapture procedure:

                a.Inform the mortgagor of the total amount of assistance

paid on his/her behalf; the recapture amount due (if

any); and that the amount must be paid before the lien

can be satisfied.  Also, advise the mortgagor that

there is a possibility that the full amount of

assistance may have to be repaid to HUD depending on

the increase in value of the property (appreciation).

                b.Enclose a MORTGAGOR FACT SHEET FOR RECAPTURE OF SECTION

235 ASSISTANCE PAYMENTS (Appendix 32).

                3.If the mortgagor does not request that the HUD lien be

satisfied, inform the mortgagor, at least once a year, in

writing, of HUD's lien on the property and state the amount

of assistance paid on the mortgagor's behalf by HUD.  The

mortgagor must be informed that the property appreciation

could
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                result in payment of a higher recapture amount to satisfy

the lien at a later date.

                4.Follow the instructions in Paragraphs 1-7 through 1-21 if

the mortgagor requests satisfaction of HUD's lien.

        B.Payment in Full - First Mortgage (Full Term).  Paragraph A above

applies also to first mortgages that are paid in full after 30

years.  The 30-year period is considered to be the full term of

the mortgage.  If the mortgagor is receiving assistance, the

mortgagee must terminate the assistance payment contract.  Should

the mortgagee fail to submit a statement of the total amount of

assistance paid to the mortgagor, the Field Office must send the

letter in Appendix 9 to the mortgagee.

        C.Payment in Full of Second Mortgage Without Paying Off the First

Mortgage.  If the mortgagor wishes to pay off the second mortgage

and submits a request for satisfaction of HUD's lien, the Field

Office must:

                1.Advise the mortgagee that it must terminate the assistance

payment contract (Handbook 4330.1, Chapter 10, Paragraph

10-19) by completing Form HUD-93114 (Appendix 29), marking

Item 16(6), "Direction of the Secretary" before HUD's lien

is paid in full and satisfied.

                2.Request the mortgagee (or MIAS if the first mortgage is

Secretary-Held) to submit a statement of the total amount of

assistance paid on behalf of the mortgagor by the Department

(see Appendix 7).  Process the case according to the

instructions in Paragraphs 1-7 through 1-21 above.

                3.Inform the mortgagor, in writing (Appendix 31), if the Field

Office does not receive the recapture amount to satisfy

HUD's lien that the second mortgage remains in second-lien

position or third-lien position (if a State or local

government has a lien on the property) and at the sale of

the property or the refinancing of the first mortgage the

HUD lien will move into first-lien or second-lien position

accordingly.

                4.Enclose a MORTGAGOR FACT SHEET FOR RECAPTURE OF SECTION 235

ASSISTANCE PAYMENTS (see Appendix 32).

        D.Refinancing the First Mortgage.  HUD does not require recapture

of assistance at the time of refinancing the
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        first mortgage.  The HUD lien automatically moves into first-lien

position at the payoff of the first mortgage.  If a State or

local government has a lien on the property, HUD's lien is

usually in third-lien position and moves into second-lien

position upon payoff of the first mortgage.

                NOTE:HUD does not automatically subordinate its lien to a

lesser position upon payoff of the first mortgage.  If

HUD's lien moves into first-lien position, the Field

Office must respond to requests to subordinate the lien

to second-lien position on a case-by-case basis (see

Paragraph 1-24).

          The Field Office must:

                1.Advise the mortgagee that it must terminate the assistance

payment contract by completing Form HUD-93114 (see Appendix

29) marking Item 16(6), "Direction of the Secretary".  Refer

to Handbook 4330.1, Chapter 10, Paragraph 10-19.

                2.(If the new mortgagee does not request satisfaction of HUD's

lien and the Field Office learns of the refinancing of the

first mortgage):

                a.Request a statement from the former mortgagee of the

total amount of assistance paid on behalf of the

original mortgagor and any assumptors of the mortgage

through the date of closing (Appendix 9).

                b.Retain the statement of assistance with the security

instrument and advise the last eligible mortgagor (if

the mortgage was assumed before the refinancing of the

first mortgage), in writing (Appendix 33), that HUD

still retains a lien on the property and a recapture

amount must be paid to the Department upon sale of the

property or if the mortgagor should request

satisfaction of the HUD lien.

                (1)Inform the mortgagor that:

                        (a)the HUD lien is now in first-lien position,

or second-lien position depending on whether

there is a State or local government lien

recorded, and that any recapture amount due

must be paid before the lien on the property

can be satisfied.
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                (b)there is a possibility that the full amount

of assistance may have to be repaid to HUD

depending on the increase in value of the

property.

                (2)Enclose a MORTGAGOR FACT SHEET FOR RECAPTURE OF

SECTION 235 ASSISTANCE PAYMENTS (see Appendix 32).

                3.Request the mortgagor or the new mortgagee to obtain an

appraisal of the property since there is no selling price

(see Paragraph 1-10), if the new mortgagee wants to satisfy

the HUD lien, and follow the instructions in Paragraphs 1-7

through 1-21.

                a.If the mortgagor pays for the appraisal, the cost can

be claimed against the appreciation of the property.

                b.Other costs of refinancing, such as one discount point

(not origination fee), cost of surveying the property,

pest control inspection, title search, and fees for

preparation and recording of deeds are the ONLY costs

of refinancing that are allowed against the

appreciation of the property.

                        NOTE:The cost of title insurance is not allowed

against the appreciation of the property

because the title of the property does not

change when the first mortgage is refinanced.

                c.The reasonable costs of all major improvements can be

claimed against the appreciation of the property.

        If a request is not received by the Field Office to satisfy the

HUD lien and the HUD lien moves into first-lien position, the

lien will remain on the property until an event triggers the

recapture provision (Handbook 4330.1, Chapter 11, Paragraph

11-9).  If the mortgagee forecloses on its mortgage, since the

HUD lien is in a higher position, the Department would be

requested to satisfy the HUD lien.  The Field Office would

determine the recapture amount, collect the recapture due, if

any, prepare, execute, notarize and record the satisfaction of

lien and send it to the requesting party (Appendix 34).

                NOTE:DO NOT SATISFY THE LIEN PREMATURELY because there is no

recapture due the Department.
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DO NOT, UNDER ANY CIRCUMSTANCES, satisfy and record the

HUD lien until you are sure the refinancing of the

first mortgage has been completed.

        E.Assignment of the First Mortgage to the Secretary.  In those

cases where the Field Office has decided to accept an assignment

of the first mortgage, the mortgagee must forward a copy of Form

HUD-27011, Application for Insurance Benefits and General

Assignment to the appropriate Field Office with a transmittal

letter advising the Field Office of the amount of assistance Paid

on behalf of the mortgagor through the date of assignment.  If

the mortgagee fails to provide this information, the Field Office

must request it (see Appendix 9).

        1.Processing the Case.  The total amount of assistance must

equal the amount billed on behalf of the original mortgagor

and any assumptors of the mortgage, (less handling charges)

including the amount that was billed after the mortgage was

assigned to the Secretary, plus any assistance payments that

may have been inadvertently applied to the mortgagor's

account.  The case shall be processed in the same manner as

a case held by a HUD-approved mortgagee (see Paragraphs 1-7

through 1-21).

        2.Compromising the First Mortgage.  When the first mortgage in

a Section 235 Recapture Program case that was assigned to

the Secretary is later compromised, the second mortgage

(recapture) may be affected by this action.

                a.Do not prepare a worksheet for the case unless

instructed to do so by Headquarters.

                b.Check with the Office of the Recorder of Deeds after

the first mortgage is compromised to assure whether the

HUD lien is still on the property.

                c.If the HUD lien remains on the property, the recapture

amount must be determined and if there is any, the

amount must be collected (if that is possible) and the

lien must be satisfied.

1-26DISPOSITION OF THE PROPERTY.  When a mortgagor disposes of a property

to a person who secures a new mortgage because he/she is not

eligible, or does not want to receive
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assistance payments, the mortgagee must terminate the assistance

payment contract (see Handbook 4330.1, Chapter 10, Paragraph 10-19).

The mortgagee must use Form HUD-93114, Notice of Termination,

Suspension or Reinstatement of Assistance Payment Contract (Appendix

29), checking the appropriate box in Block 16.  The mortgagee shall

inform the Field Office of the transaction.  The Field Office shall

process the case in accordance with Paragraphs 1-7 through 1-21

above, when appropriate.

        A.Sale of the Property.  The Recapture Provision becomes effective

when the property is sold.

                NOTE:If the selling price of a property is low compared to

other properties in a neighborhood an appraisal should

be done to determine the fair market value of the

property (see Paragraph 1-10).

        B.Rental of the Property.  When the mortgagor has rented the

property for more than twelve months, the mortgagee must

terminate the assistance payment contract.  However, if HUD

learns that a Section 235 mortgagor has rented the property, the

Field Office must contact the mortgagee, in writing, and request

the following:

                1.the total amount of assistance paid to the mortgagor.

                2.suspension of the assistance payment contract (Appendix 9).

Suspension of the assistance payment contract, while the

property is being rented, does not prohibit the mortgagor

from receiving assistance at a later date (before the

three-year suspension period is over), if otherwise

eligible.

                3.set up of an individual case file and follow-up system to

monitor the twelve-month rental period (use the date of an

existing Lease Agreement or document the case file for

future reference to mark the beginning of the rental

period.)

                4.reinstatement of the assistance, if the mortgagor reoccupies

the property within the initial twelve-month rental period

or occupies the property at the end of the twelve months and

is still eligible for assistance.  A copy of Form HUD-93114

will be sufficient for this purpose (see Appendix 29).  DO

NOT RECAPTURE ASSISTANCE AT THIS TIME.

                5.that if the mortgagor or the tenant occupies the property at

the end of the twelve-month period:
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                a.(if the mortgagor occupies the property and is still

eligible for assistance) the assistance payment

contract must be reinstated.

                b.(if the tenant occupies the property) an appraisal must

be secured to establish the fair market value of the

property as well as the total amount of assistance paid

on behalf of the original mortgagor and any assumptors

of the mortgage to calculate the recapture amount (see

Paragraphs 1-7 through 1-21).

                c.(if the mortgagor sells the property, pays off the

first mortgage, refinances the mortgage and wishes to

satisfy the HUD lien, or allows an assumptor (not

eligible for assistance to assume the mortgage within

the initial twelve-month rental period) one of the

following steps must be taken:

                        (1)process the case in the same manner as a

sale-of-the-property recapture case (refer to

Paragraphs 1-7 through 1-21).

                NOTE:If an assumptor, who is eligible for

assistance, assumes the first mortgage

and wishes to receive assistance, he/she

must complete the application process to

receive assistance (see Handbook 4330.1,

Chapter 10, Paragraph 10-22).

                        (2)process the case in the same manner as a normal

payment-in-full-of-the-first-mortgage case if the

mortgagor pays the first mortgage in full within

the initial twelve-month rental period and

requests satisfaction of the HUD lien (refer to

Paragraphs 1-7 through 1-21).

                NOTE:Should the rental of the property exceed

36 months, the mortgagee must terminate

the assistance payment contract and

notify the Office of Finance and

Accounting, in writing, of the amount of

assistance paid on behalf of the

mortgagor by HUD.

                d.Inform the mortgagor that any assistance payments paid

on his/her behalf during the rental period are

considered to be overpaid
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                        assistance.  The mortgagor must repay these funds in

accordance with instructions in HUD Handbook 4330.1,

Chapter 10.  Exclude this amount from the total amount

of assistance when calculating the recapture amount.

                        e.Determine the mortgagor's recapture liability

(recapture amount) and defer collection of that amount

until:

                (1)the assistance payment contract has been

terminated after a 36-month suspension without

having been reinstated.  The Field Office must

require payment of the amount of the mortgagor's

liability as established with respect to the

twelve-month rental period; or

                (2)the mortgagor sells the property, refinances the

mortgage or requests satisfaction of the HUD lien

before the 36-month period is over.  The Field

Office must require payment of the recapture of

assistance (see Paragraphs 1-7 through 1-21).

        C.Pre-Foreclosure Sale.  A pre-foreclosure sale does not eliminate

the HUD lien on a property.  However, since the unpaid principal

balance of the first mortgage is less than the original purchase

price of the property, the appreciation is zero.  The recapture

formula need not be completed because there is no recapture due

HUD.  The Single Family Loan Management Branch must:

                1.request the mortgagee to terminate the assistance payment

contract, if that action has not been done (see Handbook

4330.1, Paragraph 10-19), and provide a statement of the

amount of assistance paid on behalf of the mortgagor (see

Appendix 9).

                2.send a memorandum (Appendix 35) to the Single Family

Servicing Division to notify that office of the impending

sale and the recapture lien on the property, and to request

guidance, if necessary.

                3.submit a request for satisfaction of lien to the Office of

Legal Counsel (Paragraph 1-20).

                4.have the document executed, dated, recorded and forwarded to

the new mortgagor, upon receipt of the satisfaction of lien

from the Office of Legal Counsel (Paragraph 1-21).
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1-27ASSUMPTIONS.  If the property is sold through a mortgage assumption,

the Field Office must demand the recapture amount only if the

assumptor is not eligible to receive assistance payments.  Also, an

eligible assumptor may not wish to receive assistance and will

request a satisfaction of the HUD lien before settlement of the new

mortgage.  The mortgagee must include an executed "Notice to Buyer"

information sheet (Appendix 44, Handbook 4330.1) with each

application processed whether or not a release of liability is

sought.

        A.Assumptor Eligible for Assistance Payments.  HUD pays assistance

payments on behalf of an assumptor who is eligible for Section

235 assistance.  The assumptor must execute a note to ensure

repayment of assistance.  The Field Office must take the

following steps when it receives an assumption package from a

mortgagee:

                1.Retain the executed note with the original security

instrument in a locked file (Appendix 7).

                2.Advise the assumptor by letter (Appendix 36):

                        a.to have an attorney draw up an official document

stating that if the assumptor is required to execute a

note before the assumption package is returned to the

mortgagee and the assumption is not completed, the

assumptor is not liable under the executed second note

to pay recapture of assistance.

                        b.of his/her responsibility for repayment of the

assistance payments.

                3.Destroy the note if the Field Office determines that the

mortgagor is not eligible for assistance.

                4.DO NOT, UNDER ANY CIRCUMSTANCES, record the note before

settlement of the assumption of the first mortgage, if the

property is in a State where it is required that the note be

recorded.

        B.Assumptor Not Eligible to Receive Assistance Payments.  If the

Field Office learns that an assumptor, who is not eligible to

receive assistance payments, has assumed the mortgage obligation

of a Section 235 mortgagor, the Field Office must:

                1.Advise the mortgagee, in writing (Appendix 9) to terminate

the assistance payment contract.
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                2.Obtain from the mortgagee (or MIAS, if the first mortgage is

Secretary-Held) a statement of the total amount of

assistance HUD paid on behalf of the original mortgagor and

any assumptors of the mortgage.  The assistance paid prior

to the assignment of the mortgage to HUD must be added to

the assistance paid after assignment to get the total amount

of assistance (Paragraph 1-28).

                3.Establish the selling price from the Sales Contract or

HUD-1, Settlement Statement (Appendix 8) or use the

appraised value of the property, if it is determined that

the selling price is too low for the neighborhood in which

the property is located, for the purpose of calculating the

recapture amount (follow Paragraphs 1-7 through 1-21).

                4.Notify the selling mortgagor of the recapture provision if

the Field Office discovers that a mortgagor not eligible for

assistance is assuming a first mortgage.  The Field Office

must calculate and demand the recapture amount immediately.

Otherwise, after the sale, the Field Office must demand the

recapture amount from the new mortgagor as the HUD lien

remains on the property.

        C.Assumption of Recapture 10 (Restructured 10) Mortgages.  Under

the Recapture 10 Section 235 Program, after the tenth anniversary

of the first payment due under the mortgage, the mortgagor will

not receive additional assistance payments unless funds are

available and the mortgagor has a need for additional assistance.

                1.Mortgagees must inform assumptors, during the application

process, of the program's terms and conditions.

                2.The executed "Notice to Buyer" information sheet must

accompany all applications for assumption processing whether

or not a release of liability is sought.

        D.Last Eligible Mortgagor - Costs of Sale and Costs of

Improvements.  The last eligible assumptor (to receive

assistance) of a mortgage under the Section 235 Recapture Program

can claim the following costs when the appropriate documentation

is submitted to the Field Office:

                1.The costs of sale for each settlement on the property (each

assumption transaction) taken from each HUD-1, Settlement

Statement or other documentation
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                acceptable by the Field Office.  Add all transactions

together to get the total allowable costs of sale for all

mortgagors of the property.

                2.The costs of improvements completed by the original

mortgagor and all prior assumptors as long as those costs

are allowable by the Department and are fully documented by

paid-in-full receipts, bills and/or invoices.  The receipts

must be added together to get the total cost of all

allowable improvements.

                3.(If the last eligible mortgagor--assumptor--is refinancing

the first mortgage) the cost of the appraisal (if the

mortgagor paid for it), other allowable costs and the costs

of improvements can be claimed against the appreciation of

the property.

1-28OVERPAID ASSISTANCE.  Before a recapture case is processed, the Field

Office must be sure that no overpaid assistance is due the

Department.  A review of the recertifications must be done for at

least the last three years the mortgagor received assistance.  A

certification (Appendix 39) signed by the Loan Management Branch

Chief or the Single Family Section Chief must be completed prior to

effecting a release of the Recapture amount.  (Refer to Handbook

4330.1, Chapter 10, Paragraphs 10-28 through 10-30.)

        NOTE:UNDER NO CIRCUMSTANCES SHOULD THE HUD LIEN BE SATISFIED IF

THERE IS OVERPAID ASSISTANCE DUE THE DEPARTMENT.  The

processing of a recapture case must be delayed until the

overpaid issue has been resolved.

        A.Possible Reasons for Overpaid Assistance.

                1.Income Increases.  Failure on the part of a mortgagee to

properly administer the $50.00 per month in income increases

on Section 235 mortgages insured after January 5, 1976, has

caused significant amounts of overpaid assistance to be paid

by the Department.  This may have been a failure on the part

of the mortgagor to report these income increases and/or the

inaction by the mortgagee when the information is brought to

his attention (usually at the time of the annual

recertification).  In these instances, some mortgages were

instructed by Field Offices to determine effective dates of

the increases, calculate the overpaid assistance and refund

it to HUD.  Check Letter C of Appendix 39 if:
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                        a.the mortgagee followed this procedure since the

inception of the mortgage and the mortgagee reviews

confirmed this; or

                        b.confirmation is received, verbally or in writing, by

the Loan Management Branch Chief or his designee of the

HUD office with jurisdiction for that mortgagee, of

adherence to the above procedure (for mortgagees

outside your geographic area).

                2.Improper Servicing.  If the mortgagee has not serviced its

Section 235 mortgages as outlined in item 1 above, request

information to verify gross income amount used for

assistance computations initially, and at each

recertification date, when the subsidy paid-to-date

information is requested.  Check Letter B of Appendix 39

and, if available, list:

                a.the effective date of each recertification; and

                b.the effective date of each $50.00 or higher monthly

income increase; or

                c.if there have been no such income increases, or if

effective dates of recertifications compared to actual

income increase dates are such that there was no

overpaid assistance.

                        NOTE:When the list of income amounts contains $600 or

higher differences over the previous

recertification(s) and there is no information

available to determine when the increase(s)

occurred and thus whether there is or is not

overpaid assistance, you must seek additional data

from the mortgagee.  Instruct the mortgagee to

work with the mortgagor to verify the dates of the

income increases in question.  Telephone

verification from employers is acceptable if well

documented.

                3.Mortgagee's Inability to Compute Assistance.

                a.If the dates of the income increases are impossible to

ascertain or where the mortgagor is otherwise

agreeable, income for the years in question may be

verified by copies of W-2s.  Mortgagees must then

calculate the overpaid assistance, notify HUD in

writing of the amount and certify that it has been or

will be

46

                        refunded at the earliest appropriate billing date.

                        b.In situations where the Field Office has reason to

question the mortgagee's ability to properly recompute

the assistance, a synopsis of the mortgagee's work,

sufficient enough for the Field Office to assure the

accuracy of the dollar amount calculated, must be

received from the mortgagee.  This might include copies

of the verifications used and the 93101s completed for

each recalculated period of time.

                Upon completion of either of the above, when the Field

Office receives the mortgagee's certification about

refunding the overpaid assistance, Check Letter A of

Appendix 39.

        B.Assisting the Mortgagee in Properly Administering Assistance

Payments.  Field Offices may use their judgment in how to have

the mortgagee correct its procedure.  Acceptable approaches, for

example, would be:

                1.Where it becomes evident that the mortgagee in question has

historically ignored the obligation to take action upon

discovering that income increases were not being reported,

even if there has been a recent change to the correct

procedure, the mortgagee should be instructed to begin a

systematic review of all Section 235 accounts insured after

January 5, 1976 to ensure that no income increases are

overlooked.

                2.Instruct the mortgagee to perform the overpaid assistance

analysis at the time of the annual recertification,

effectively analyzing approximately one-twelfth of the

portfolio monthly until completion.  The mortgagee would

review a particular month's files, identify the information

needed for the analysis and obtain all verifications

required during the regular recertification process.

        C.Refunding Overpaid Assistance to the Department.  Overpaid

assistance payments are to be refunded in accordance with

instructions outlined in Handbook 4330.1, Chapter 10, Paragraph

10-29.  The Department must receive overpaid assistance before

satisfying the HUD lien on the property.  The check must be

deposited within one workday of receipt.  The mortgagee must send

the Field Office proof of payment if the overpaid
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        assistance is repaid through the monthly billing of Section 235

assistance.

        D.Overpaid Assistance and Recapture Owed by Mortgagor.  If the

mortgagor owes overpaid assistance and a recapture amount, the

two items are to be handled as separate transactions when

processing a recapture case for satisfaction of the HUD lien.

                1.If the Field Office receives a check for overpaid assistance

which includes the recapture amount, the check must be

deposited within one workday.  A copy of the Collection

Register must be sent to Headquarters along with the back-up

documentation covering the overpaid assistance amount.

                2.Send information concerning the overpaid assistance to the

Accounts Payable Section, Subsidized Housing Programs

Division, Headquarters which will direct the overpaid

assistance information to the appropriate office.

        E.Underpaid Assistance.  When reviewing recertifications for

overpaid assistance for the last three years the mortgagor

received assistance, the reviewer should adjust any instance

where there is underpaid assistance due a mortgagor, and apply

that amount to the total amount of assistance paid on behalf of

the mortgagor by the Department (refer to Handbook 4330.1,

Chapter 10, Paragraph 10-31).

        F.Total Assistance Paid Prior to Completion of Recapture

Calculation.  If the settlement on a property is eminent and

there is a request to satisfy the lien before closing, the

mortgagor must be informed that since there is not enough time to

calculate the recapture amount, the full amount of assistance

must be paid to satisfy the HUD lien before settlement of the

mortgage.  The lien must not be satisfied until the full amount

of assistance due has been paid.  When the case is processed, if

the recapture amount is determined to be one-half the net

appreciation of the property (and not the full amount of subsidy

collected), the difference is refunded to the mortgagor.  (See

Appendix 22 and refer to Paragraph 1-18 above for guidance in

processing the case.)

        G.Estimate Recapture of Assistance.  The Field Office must not

hinder the refinance of a first mortgage; the sale of a property;

or the payoff of the second mortgage because the full amount of

assistance paid on behalf of the mortgagor and any assumptors of

the
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        mortgage cannot be established.  If the Field Office is unable to

obtain the actual amount of assistance paid, it must make every

effort to establish an estimated amount of assistance paid to

enable completion of the recapture calculation.  For example:

                1.If the mortgagor received assistance payments over a long

period of time and it is determined that one-half the net

appreciation is less than $5,000.00, the net appreciation

should be established as the recapture amount due HUD (the

lesser amount), as the subsidy would have exceeded this

amount.

                2.If the mortgagee cannot provide a statement of the exact

amount of assistance paid because the mortgage has been sold

several times, "reconstruct" the assistance payment record

with the aid of the mortgagor, if possible.

        H.Reconstruct the Mortgagors' Records.  If the mortgagee cannot

provide a statement of the exact amount of assistance paid

because the mortgage has been sold several times.  The record

should be reconstructed with the aid of the mortgagor.  If this

is not possible, the Field Office is responsible for establishing

an assistance payment amount.  Consider the examples in E.

above.

        I.Terminate the Assistance Payment Contract.  If the mortgagee did

not terminate the assistance payment contract, the Field Office

must request the mortgagee to terminate the contract by

completing Form HUD-93114 (see Appendix 29 and Handbook 4330.1,

Chapter 10, Paragraph 10-19).  Item 16(6), "Direction of the

Secretary" should be checked and a copy of the form sent to the

Notes Receivable Branch of the Post Insurance Division in MIAS

and the Field Office.

                1.If the mortgage is a Secretary-Held mortgage, the Field

Office shall mark Item 16(6), "Direction of the Secretary"

and forward the form and a copy of the recorded satisfaction

of mortgage to the Notes Receivable Branch of the Post

Insurance Division in MIAS, after the lien has been

satisfied.

                2.If the mortgagee does not terminate the assistance payment

contract, the Field Office must request termination of the

contract (see Appendix 9).

        J.Reporting Overpaid Assistance.  As part of Field Office reporting

of recapture processing activity, the
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        quarterly dollar amount of overpaid assistance identified for

refund on "recapture" cases should be included on the recapture

report form.  Include on the form the dollar amount on a line

under the heading "Overpaid Assistance Refund".

1-29  FORECLOSURE OF HUD'S LIEN.

        A.Recommendation to Foreclose.  If a property has been sold and the

Field Office has not received payment of the recapture amount

within fifteen (15) days after the response deadline specified in

the third demand letter, the Field Office must decide whether

foreclosure of the recapture mortgage is in the best interest of

the Department.  If the decision is made to foreclose:

                1.Refer the recommendation for foreclosure of the HUD lien, in

writing, to the Director, Office of Insured Single Family

Housing, Headquarters (sample letter in Appendix 38).

                2.Consider the present appraised value of the property when

recommending foreclosure.  The Field Office can use an

appraisal up to six months old (see paragraph 1-10E), unless

the office knows or can establish that the fair market

values have changed in the property's vicinity.

                3.Consider the unpaid balances of all prior liens, including

the first mortgage.

                a.Request that the mortgagee advise the Field Office, in

writing, of the amount and status of the unpaid

principal balance of the first mortgage (send request

to MIAS if the mortgage is Secretary-Held).

                b.Forward a copy of the recommendation for foreclosure to

the General Accounting Operations Division, MIAS,

Headquarters.

                c.Inform the mortgagor, in writing, that the Field Office

has recommended that the HUD lien be foreclosed (see

Appendix 39).

                d.The HUD lien is foreclosed in the same manner as the

Secretary-Held mortgage.  (See Handbook 4330.2, Chapter

7.)

                e.If legal counsel is required, forward a request for

foreclosure of HUD's lien to the Field Counsel (see

Appendix 40).  Attach all
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                        documentation needed to enable the Field Counsel to

process the foreclosure action.

        B.Decision to Not Foreclose.  If the Field Office decides not to

foreclose on HUD's lien, the Field Office must continue to

periodically remind the mortgagor that the debt is owed and

accruing interest at the interest rate on the face of the

executed note.

                1.If senior liens are satisfied and HUD's lien takes

first-lien position, the Field Office must require periodic

payments from the debtor (Paragraph 1-17).

                2.Should the mortgagor request payments on the installment

plan, the interest must be computed at the rate of interest

on the face of the executed note.

                3.When the recapture amount has been paid in full, request the

Field Counsel to satisfy the lien (Paragraph 1-20).

                4.After the lien has been recorded, send the original

notarized, recorded satisfaction of lien to the property

address, if the mortgagor occupies the property, or to the

mortgagor's current address (Paragraph 1-21).

                5.If the recapture amount is not paid in full, a record must

be kept of the amount of recapture due (with accruing

interest), along with the security instrument, until a clear

title is requested for the property.  The total recapture

amount must be paid before HUD's lien is satisfied.

        C.Foreclosure -- Acquiring the Property.

                1.Terminating the Assistance.  When a property with a Section

235 second mortgage goes into foreclosure, the assistance

payment contract must be terminated at the appropriate time

(Handbook 4330.1, Paragraph 10-19 and Form HUD-93114, Block

16) see Appendix 29.

                2.Uncollectible Recapture.  Since recapture of assistance is

uncollectible on a property (that has a Section 235 second

mortgage) acquired by HUD through foreclosure of the

mortgage, HUD's lien is satisfied to facilitate the sale of

the property.  The Field Office does not have to prepare a

worksheet for the case.
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                3.Eliminating HUD's Lien.  When the mortgagee forecloses

upon a mortgage, that action will eliminate the HUD lien from the

records in the Office of the Recorder of Deeds, if the

mortgagee has named HUD as a defendant in the foreclosure

proceedings.  The mortgagee must convey the property to the

Department with a clear title.  If by chance the HUD lien is

still on record after foreclosure of the first mortgage, the

lien shall be satisfied.

                        a.When the mortgagee conveys the property to the

Department, the mortgagee must include a statement of

the total amount of assistance paid on behalf of the

original mortgagor and any assumptors of the mortgage.

                        b.The Field Office shall send the original of the

security instrument (Appendix 7) and Part A of Form

27011, Single Family Application for Insurance Benefits

(see Handbook 4330.1 REV-3, Appendix 6) to the Field

Counsel for preparation of the satisfaction of lien

(Paragraph 1-20).

                        c.Since the HUD lien is satisfied after the

foreclosure of the first mortgage, it is the responsibility of the

requester to have the satisfaction of lien recorded

(Paragraph 1-21).

                        d.The satisfaction of lien and the original security

instrument must be sent to the requesting party (see

Paragraph 1-21 and Appendix 34).

1-30HUD-ACQUIRED PROPERTY.  A foreclosure or deed-in-lieu of foreclosure

does not trigger recapture, but the HUD lien must be satisfied to

facilitate the future sale of the property.  When the mortgagee

conveys the property to the Department, the mortgagee must include a

statement of the total amount of assistance paid on behalf of the

original mortgagor and any assumptors of the mortgage.

        A.Deed-in-lieu of Foreclosure.  When the first mortgage or first

deed of trust is in default and the mortgagor wishes to give the

Department (Property Disposition Branch) a deed-in-lieu of

foreclosure, the mortgagee must terminate the assistance payment

contract (Handbook 4330.1, Chapter 10, Paragraph 10-19) and

transfer the property to the Department with a clear title, with

the exception of the HUD lien.  Once the Department accepts the

property into its inventory, the
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        Field Office can satisfy the recapture lien.  (See instructions

below to satisfy the lien.)

        B.Foreclosure.  Since recapture of assistance is uncollectible on a

property (that has a Section 235 second mortgage) acquired by HUD

through foreclosure of the mortgage, the HUD lien shall be

satisfied to facilitate the sale of the property (see

instructions below).  Usually, the foreclosure action will

eliminate the HUD lien from the records in the Office of the

Recorder of Deeds, if the mortgagee has named HUD as a defendant

in the foreclosure proceedings.  If the lien is still on record

after foreclosure of the first mortgage, the lien must be

satisfied.  The mortgagee must terminate the assistance payment

contract when the contract of mortgage insurance is terminated.

To satisfy the HUD lien on a property where the first mortgage was

foreclosed or a deed-in-lieu of foreclosure was received by HUD, the

Field Office shall proceed as follows:

        1.Do not prepare a worksheet for the case.

        2.Request from the mortgagee (if the mortgagee did not furnish one

along with the deed conveying the property to the Department) a

statement of the full amount of assistance paid on behalf of the

original mortgagor and all assumptors of the mortgage (Appendix

9).

        3.Send the original security instrument and Part A of Form

HUD-27011, Single Family Application for Insurance Benefits, to

the Field Counsel for preparation of the satisfaction of the lien

(see Paragraph 1-20).

        4.Record the satisfaction of lien and retain the recorded lien and

the original security instrument in the Property Disposition

Branch case files until the property is sold.  Upon sale of the

property, the originals of the satisfaction of lien and security

instrument must be forwarded to the new mortgagor.

1-31  SPECIAL CIRCUMSTANCES.

        A.Relocation of the Mortgage by an Employer.

        If an employer requires a Section 235 mortgagor to relocate, and

the employer assumes the mortgagor's property, the mortgagee

must:

                1.Termination of Assistance.  The assistance must be

terminated before the recapture amount is
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                calculated (see Handbook 4330.1, Chapter 10).  The mortgagee

must furnish the Field Office with a statement of the total

amount of assistance paid on behalf of the original

mortgagor and any assumptors of the mortgage (see Appendix

9).

                2.Value of Property.  The mortgagee must provide the Field

Office with an appraisal of the property so that the fair

market value of the property can be determined or the Field

Office must request an appraisal (see Paragraph 1-10).

                3.Costs of Sale and Improvements.

                a.Do not allow the costs of sale against the appreciation

of a property if they are not actual expenditures made

by the mortgagor.

                b.The reasonable costs of improvements to a property can

be claimed against the appreciation of a property.

                4.Clearing Mortgagor's Financial Record.  If overpaid

assistance is owed or recapture is due, the Department will

not satisfy the lien on a property until the mortgagor's

financial record is clear.

                5.Permanent Relocation of Military Personnel.  Usually, when a

military person, who is a Section 235 mortgagor, is

reassigned for a short period of time, the mortgagor rents

the property to another person for that length of time.

However, if the mortgagor is reassigned permanently to

another military installation or is retired from an

installation not located near the property address, these

procedures apply.

                6.Processing the Case.  Process the case in accordance with

the instructions in Paragraph 1-7 through 1-21.  The

mortgagor's employer is responsible for paying the recapture

amount (if any) due HUD.

                7.Satisfaction of Lien.  The Field Office shall submit

documentation to the Office of Legal Counsel requesting that

the satisfaction of lien be processed.  The Field Office is

responsible for having the satisfaction of lien recorded

unless the employer states, in writing, that he/she will be

responsible for having the document recorded.
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        B.Dislocation of Mortgagor (Eminent Domain).

                1.Relocate to Another Property.  If a State or local

government dislocates a Section 235 mortgagor because it

needs the property for public use, the mortgagor may

relocate to another property under the same mortgage.  The

FHA case number must remain the same.

                        NOTE:The State or local government must NOT pay the

first mortgage in full for this transfer.

                a.The new property must be equal in value to the old

property.

                b.The mortgagee must agree to transfer the first and

second mortgages to a new property.

                c.The mortgagee must transfer the Section 235 assistance

with the first mortgage or first deed of trust to the

new property.

                d.The mortgagee must amend the first and second mortgages

or deeds of trust security instruments to reflect the

legal description of the new property.

                e.The mortgagee must execute, date, and record the

amended mortgages or deeds of trust to reflect the

transfer of these documents to the new property.

                f.The mortgagee must send the recorded, amended second

mortgage or second deed of trust to the Field Office

where it is filed with the original security

instrument.

                2.Unable to Transfer Mortgages.  If the mortgagor is unable to

get the first and second mortgages or deeds of trust on a

property transferred to another property of equal value, the

State or local government must purchase the property from

the mortgagor.  Once the mortgagee contacts the Field Office

of the pending sale, the mortgagee must terminate the

assistance payment contract.  The Field Office must:

                a.Request a statement from the mortgagee of the amount of

assistance paid on behalf of the original mortgagor and

any assumptors of the mortgage (see Appendix 9).
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                b.Request an appraisal of the property to determine its

fair market value.

                c.Request documentation needed to process the case from

the appropriate party (see Paragraph 1-8 and Appendix

6).

                d.Determine the recapture amount and inform the mortgagee

and the mortgagor of the amount due, if any (see

Paragraphs 1-7 through 1-21).

                e.Satisfy the lien if there is no recapture due HUD.  If

there is recapture due or overpaid assistance owed the

Department, do not satisfy the lien until after such

amount(s) has/have been received and deposited by HUD.

                3.Recapture Amount.  The lien is on the property (not the

mortgagor).  If the former mortgagor is not able to pay the

recapture amount after paying off the first mortgage or

first deed of trust and locate new housing, the new owner

(State or local government) is responsible for paying the

recapture amount, and requesting satisfaction of the HUD

lien, if the mortgagor is not able to do so.  The new owner

must pay the recapture amount before HUD satisfies the lien

on the property.

                4.Satisfaction of Lien.  The Field Office shall submit

documentation to the Office of Legal Counsel requesting that

the satisfaction of lien be processed and record the lien,

unless the State or local government states, in writing,

that it will be responsible for recording the document.

        C.Seizure of Property by U.S. Federal Marshals.  Occasionally, a

property is seized by U.S. Federal Marshals.  If the mortgagor is

receiving assistance or the assistance is suspended, it must be

terminated (refer to Handbook 4330.1, Chapter 10).  Request that

the mortgagee submit a statement of assistance paid on behalf of

the mortgagor by the Department (Appendix 9) and proceed with the

recapture process (Paragraphs 1-7 through 1-21).

        The property must have a clear title, if it is sold by the U.S.

Department of Justice or the State in which it is located.  Each

situation must be handled on a case-by-case basis.

                1.If the property is seized and forfeited, the mortgagee will

not submit a mortgage insurance

56

                claim and will deal with the U.S. Marshals Service of the

Department of Justice regarding payment for its security

interest.  (Usually it is sold and the mortgagee is paid the

sale amount.)

                2.If the proceeds were not adequate to cover the amount due,

the mortgage would remain unsatisfied and the mortgagee

could foreclose on the property and submit a mortgage

insurance claim to HUD.

                3.If there is the possibility that all or a portion of the

assistance can be recaptured, that amount must be deposited

within one workday and the HUD lien must be satisfied,

recorded and sent to the party who requested satisfaction of

the HUD lien.

                4.If there is no possibility of recapturing any of the

assistance, the recapture amount must be waived and the HUD

lien satisfied, recorded and sent to the appropriate party.

                        NOTE:Document the Field Office file covering every

aspect of the case.

        D.Bankruptcy and the HUD Lien.  When HUD is notified that a Section

235 mortgagor has filed bankruptcy, it should take the following

action:

                1.If the bankruptcy action was filed before a request for

satisfaction of lien was submitted to the Field Office.  HUD

must continue to pay the assistance to the mortgagee on

behalf of the mortgagor (refer to Handbook 4330.1, Chapter

10, Paragraph 10-2).

                2.If the bankruptcy action was filed after a request for

satisfaction of lien was submitted to the Field Office, the

Field Office must calculate the recapture amount (Paragraph

1-7 through 1-21) and, upon request, submit that claim to

the Bankruptcy Court.

                a.If there is no recapture due, the Single Family Loan

Management Branch shall submit a request to the Office

of Field Council to satisfy the lien (see Paragraph

1-20).

                b.If a recapture amount is due, the Department cannot

submit a claim to the Bankruptcy Court to collect the

amount due until after the bankruptcy case has been

settled.  The lien must remain on the property until

the recapture
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                amount has been received and deposited by the Field

Office.

                c.If the Department must submit documents to the

Bankruptcy Court, submit the documents timely along

with a request that the debt be listed in the

bankruptcy action, if the document does not provide for

such a request.

                d.If the Department does not have to submit documentation

to the Bankruptcy Court, a letter should be sent to the

Court requesting that the debt be listed in the

bankruptcy action.

                        (1)State the amount of the lien on record, the

calculated recapture amount and the conditions

under which the HUD lien will be satisfied.

                        (2)Request that the Bankruptcy Court inform this

Department of any documents it should file with

the Court.

                3.At the appropriate time, if necessary, terminate the

assistance in accordance with Handbook 4330.1, Chapter 10,

Paragraph 10-19.

1-32  REPORTING SECTION 235 RECAPTURE ACTIVITY.

        A.Submitting Recapture Activity.  The Field Office must submit a

report to the Office of Finance and Accounting, Subsidized

Housing Programs Division, for each Section 235 recapture case

satisfied, whether or not a recapture amount was paid to the

Department.

                1.Recapture Amount Collected.  If a recapture amount was

collected, a memorandum must be sent to OFA each quarter of

the fiscal year, reporting the number of cases with a

recapture amount paid to the Department; the total amount of

assistance paid on behalf of the mortgagors listed on the

form; and include a copy of Form HUD-235, Collections

Register (see Appendix 16).  The Field Office must send the

data to the Director, Subsidized Housing Programs Division,

Subsidy Accounting Branch.

                2.No Recapture Amount Collected.  If no recapture amount was

due the Department, the Field Office must satisfy the HUD

lien and report the case(s) to the Office of Finance and

Accounting as a part of the Recapture Activity Report at the

end of each
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                six-month period in the fiscal year, March 31 and September

30.

                a.A memorandum (Appendix 41(A)) must be submitted to the

Director, Subsidized Housing Programs Division, Office

of Finance and Accounting, which states that the HUD

liens have been satisfied and no recapture is due the

Department.

                b.For recordkeeping purposes, the Field Office must send

a copy of the form, Section 235 Recapture Cases Without

A Recapture Amount Due HUD, (Appendix 41(B)), used to

transmit cases to OFA quarterly (Fiscal Year) reporting

the number of cases without a recapture amount.

        B.Submitting Overpaid Assistance Activity.  Field Offices must

submit to OFA a statement of overpaid assistance on a

case-by-case basis whether the funds were paid to HUD by the

mortgagee or were deducted from the appropriate monthly billing

by the mortgagee, which reduced the mortgagee's funds for a given

month by the amount of overpaid assistance due HUD.  Refer to

Handbook 4330.1, Chapter 10, Paragraph 10-29 regarding refunding

overpaid assistance payments.

                1.If the mortgagee is refunding the overpaid assistance by

deducting the amount from the appropriate monthly billing,

the mortgagee must inform the Field Office of the amount of

the overpaid assistance and send a memorandum to OFA stating

the amount of assistance refunded to HUD.

                2.If the mortgagee is refunding the overpaid assistance by

check, the funds must be deposited within one workday, using

the Collection Register (Appendix 16) to record the funds

when reporting the amount to HUD.

                3.The Field Office must send a memorandum to OFA to report the

amount of overpaid assistance received.  The memorandum must

include the FHA Case Number for each mortgagor, the amount

of overpaid assistance received from the mortgagee and

attach a copy of the Collection Register for each amount

paid to HUD by check (see Appendix 42).

1-33SECTION 235 RECAPTURE PROBLEMS.  During the process of satisfying a

Section 235 Recapture case, Field Offices encounter many problems

involving the security instruments and the recapture amount that will

delay the completion of
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cases for long periods of time.  Each problem is unique and must be

treated on an individual basis.  The problem(s) usually surface when

a request for satisfaction of the lien occurs.  Field Offices must

consult with supervisors, following the Field Office chain of

command, if assistance is required before satisfying the lien (see

Paragraph 1-6).  Listed below are problems along with solutions which

have been encountered in the past.

        A.Case Not Under Section 235 Recapture Program.  When there is

reason to believe that a case is not under the Recapture Program,

there must be justification for satisfying the HUD lien without

calculating the recapture amount.  The insurance binder should be

reviewed to confirm the circumstances in the case (Paragraph

1-3).  The circumstances must be explained to the Headquarters

Single Family Servicing Division before satisfying the HUD lien

(see Paragraph 1-6).

        B.No Second Mortgage (or Deed of Trust).  At the time of settlement

on the purchase of a property, a second mortgage (or deed of

trust) with addendum and a note should have been executed by the

mortgagor.  The security instrument must be executed and recorded

to ensure that the assistance paid by the Department on behalf of

the original mortgagor and any assumptors of the mortgage will be

paid to the Department by the last mortgagor eligible for

assistance, when the property is sold; the first mortgage is

assumed or refinanced; or a request is received by the Field

Office to satisfy the lien on the property.  This was not done

for numerous cases under the Section 235 Recapture Program.

EXAMPLES:

                oAt the time of settlement only an addendum (for the HUD

lien) was attached to the first mortgage and note; the

security instrument was not executed for the Section 235

assistance.

                oAt the time of settlement, a security instrument was not

executed and, as a result, the Department does not have a

lien on the property.

        The recorded second mortgage (or deed of trust) is discovered

through a title search.  Since documentation, such as

recertifications, showed that these cases are under the Recapture

Program, the Field Office staff must follow the instructions in

Paragraphs 1-7 through 1-21 to determine the amount of recapture

due the Department.  Whether or not there is recapture due, the

Field Office must:
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                1.inform the mortgagee that the assistance paid on behalf of

the original mortgagor and any assumptors of the mortgage

shall not be considered overpaid assistance if the mortgagee

is able to get the security instrument executed and recorded

(see Paragraph 1-27 and 1-28).

                2.inform the mortgagee, in writing, that all assistance paid

on behalf of the original mortgagor and any assumptors of

the mortgage would be considered overpaid assistance and

must be refunded to the Department in full.  The mortgagee

cannot deduct the amount from the next month's billing but

must send a check directly to the Field Office (Appendix

43).

        C.Second Mortgage (or Deed of Trust) Executed but Not Recorded.  In

some cases, the second mortgage (or deed of trust) was executed

at the time of settlement of the first mortgage, but not

recorded.  If the original security instrument is available, the

Field Office must have it recorded.  Since, in most States, it is

not a requirement to record the note, the Field Office must

inform the mortgagor, in writing (Appendix 44), that the executed

note is a promise to repay the assistance to the Department.

                1.If the mortgagor objects to the Field Office having the

security instrument recorded, the Field Office must inform

the mortgagor that even though the security instrument was

not recorded, a note was executed and is binding in a court

of law; a recapture amount is due this Department for

payment of one-half the net appreciation of the property or

the full amount of assistance.

                        a.Three demand letters will be sent to the mortgagor

before further action is taken; and,

                        b.if the security instrument is not recorded, the full

amount of assistance must be repaid.

                        NOTE:If the security instrument is not recorded, the

mortgagor must repay the full amount of assistance

paid on behalf of the mortgagor by HUD because the

assistance is considered to be overpaid assistance

and must be repaid in full to HUD immediately.  If

the mortgagor assumed the first mortgage, the

mortgagor is responsible for repaying the full

amount of assistance paid on behalf of the

original mortgagor and any prior
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assumptors of the mortgage.  (See Appendix 43 or

Appendix 44 for sample letters.)

                2.If the Field Office records the security instrument and a

recapture amount is due, the mortgagor must pay the

recapture amount before the lien on the property can be

satisfied.  If there is no recapture due, the lien on the

property must be satisfied immediately.

                3.If the property is sold or the mortgage is assumed by a

mortgagor not eligible for assistance before the security

instrument is recorded, the Department can take action

against the original mortgagor because the executed note is

a promise to repay the assistance to HUD.  If the original

mortgagor cannot be located, the Field Office must determine

the recapture amount, collect it from the new mortgagor and

deposit it before the HUD lien can be satisfied.

                4.If the first mortgage is refinanced (title to the property

does not change) or the first mortgage is assumed by a

mortgagor eligible for assistance (title is still in the

original mortgagor's name), the security instrument must be

recorded.

        D.HUD's Lien not Found During Title Search.  When an event occurs,

such as refinancing the first mortgage or selling the property,

which requires a title search to ensure that a property has a

marketable title, but the HUD lien is not found on record, this

could cause a problem at a future date.  If the HUD lien is not

found, the error might not be realized for a long period of time.

However, the lien is still on the property and a subsequent

refinancing of the first mortgage or selling of the property,

which again would require a title search, would reveal the lien.

Then, a request for satisfaction of lien would be submitted to

the Department.  There are two options for resolving the problem:

                1.When a DEMAND for satisfaction of lien is received from a

mortgagor other than the original mortgagor (the last

assumptor eligible for Section 235 assistance), explain the

lien on the property and the probable reason why the lien

was not satisfied when the property was sold previously

along with the instructions required to satisfy the lien

(Appendix 45(A) and (B)).
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                If no recapture is due, HUD's lien is satisfied.  If a

recapture amount is due the Department, the HUD lien will

not be satisfied until that amount is paid in full.

                2.If the recapture amount is not paid, and it is in the best

interest of the Secretary, foreclose on the first mortgage

in accordance with instructions in Paragraph 1-29.

        E.HUD Lien Not Satisfied at Refinancing of First Mortgage.  In rare

cases, when the first mortgage is refinanced, the new mortgagee

does not request that the HUD lien be satisfied.  The HUD lien

does not affect the refinancing because refinancing the first

mortgage does not trigger the Recapture Provision (see Paragraph

1-25D).  It may be an oversight that the lien was not found

during the title search or the mortgagee was not familiar enough

with the Section 235 Recapture Program to know that HUD's lien

would be in a higher position (usually first-lien) than the new

mortgage.

                1.If the new mortgagee does not request satisfaction of HUD's

lien at the time the first mortgage is refinanced, when a

request is submitted later to satisfy the HUD lien, a number

of problems could arise.  The mortgagor might request that:

                a.the appraised value of the property (at the time

refinancing the first mortgage took place) be used to

calculate the recapture amount.

                b.he receive credit for the cost of refinancing the first

mortgage, along with the costs incurred in the current

transaction which triggered the Recapture provision.

                c.the new mortgaged amount be used to calculate the

recapture amount.

                d.the recapture amount be based on documentation only up

to the refinancing of the first mortgage, but include

all major improvements completed before and after the

settlement (when the first mortgage was refinanced).

                2.The Field Office cannot comply with any of the above

requests.  If such a case is received, inform the mortgagor

(Appendix 46) that only the following items can be used to

determine the recapture amount:
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                a.selling price or the appraised value of the property;

                b.the costs of sale, the original purchase price of the

property;

                c.the costs of refinancing the first mortgage, and/or the

cost of the appraisal (depending on the transaction);

and,

                d.the cost of all major improvements completed before the

settlement (when the first mortgage was refinanced).

                3.If it is proven that the mortgagor was not aware that the

235 recapture lien was not satisfied when the refinance

occurred (i.e., the mortgagor thought that the HUD lien was

paid off when the first mortgage was paid off at the

settlement table), the Field Office can allow the mortgagor

to use one of the following in the calculation of the

recapture amount:

                a.the current appraised value of the property and all

improvements up to that date, or

                b.the value of the property when the mortgage was

refinanced and only those improvement up to the date of

the refinance.

                4.If the mortgagor has documentation which proves that the

recapture amount was paid, the Field Office must satisfy the

lien.

        F.HUD's Lien Recorded in First-Lien Position.  In rare cases, the

HUD lien is recorded before the mortgagee's lien.  As a result,

HUD's lien is in first-lien position.  To resolve this problem

the Field Office must:

                1.subordinate the HUD lien to the mortgagee's lien.  The

mortgagor does not have to meet the conditions outlined in

Paragraph 1-24 regarding subordination.

                2.execute an amendment to the mortgage by switching the

recordation information from one mortgage to the other (for

each mortgage), then, notarize and record the mortgages in

the correct order -- the mortgagee's amendment in first-lien

position, and the HUD amendment in second-lien position.
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                3.retain the original of the HUD lien (second mortgage or

second deed of trust) and the amendment with the security

instrument in the Field Office file.

        G.HUD's Lien Recorded on the Wrong Property.  Two mortgages were

originated at the same time and recorded on the wrong properties.

The two properties were side by side with similar addresses.

Somehow the HUD liens were switched during the process.  The

addresses were correct with each mortgagor's name but the

property descriptions were switched.  The problem was discovered

when one of the mortgagors was in the process of refinancing the

first mortgage.  To resolve the problem:

                1.the mortgagors executed new HUD liens.

                2.the Field Office satisfied and recorded the old HUD liens

and then recorded the new HUD liens.  The satisfactions and

the new HUD liens for each property were recorded

simultaneously.

        H.Note not Executed by Assumptor.  When an assumption of the first

mortgage on a Section 235 property takes place and the eligible

assumptor does not execute a new note for the remainder of the

assistance set aside for that FHA Case Number, it creates a

problem.  When a request for satisfaction of the lien is received

the Field Office must:

                1.process the case in accordance with the instructions in

Paragraphs 1-7 through 1-21 and notify the mortgagor of the

recapture amount due, if any.  (It is usually at this time

that the Field Office learns that a new note was not

executed.) The lien must not be satisfied until the

recapture amount is received and deposited.

                2.inform the mortgagor or agent representing the mortgagor, in

writing, that:

                a.the lien is on the property (not the former mortgagor)

and must be paid off by the owner of the property

(should the mortgagor object to the demand to pay the

recapture amount).

                b.all assistance paid on behalf of the original mortgagor

and all eligible assumptors is considered to be

overpaid assistance and must be refunded to HUD (if the

last eligible mortgagor refuses to execute a note).
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        Since HUD's lien is in the name of the original mortgagor, if

there are any prior assumptors of the mortgage, the last eligible

mortgagor is responsible for repaying the recapture amount, based

on documentation which may include major improvements completed

by the present mortgagor as well as previous mortgagors.  The

lien is on the property and not the mortgagor and will remain on

the property until the recapture amount is paid.

        I.Assumption Note Recorded - Assumption not Completed.  When an

assumption of the mortgage is in process and the note is

inadvertently recorded, if the assumption is not completed, the

Field Office must satisfy the note executed by the prospective

assumptor (see Paragraph 1-27).

        J.Assumption - New Second Mortgage Recorded.  When, in the process

of assuming a first mortgage under the Section 235 Recapture

Program, the mortgagee has the assumptor execute a new second

mortgage and that mortgage is recorded, the Field Office has two

options to consider in resolving the problem.

                1.If the original second mortgage was satisfied, the assumptor

is responsible for repaying only the assistance paid on

his/her behalf.

                2.If the original second mortgage is still on record, the

assumptor is responsible for repaying all of the recapture

due this Department on behalf of the original mortgagor and

all prior assumptors of the first mortgage.

        K.Assumption - Lien Satisfied - Assumptor Receiving Assistance.

                1.If, in processing an assumption, the HUD lien is satisfied

and should not have been, the following actions must be

taken to resolve the problem:

                        a.The assumptor must be requested to execute a

note and second mortgage (or deed of trust) with addendum and

the Field Office must have it recorded.  If a new note

is not executed, the subsidy must be terminated

immediately.  The assistance received is considered

overpaid assistance and must be repaid.

                        b.The previous eligible mortgagor/assumptor would be

responsible for paying the recapture amount
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                        on the assistance paid on behalf of the mortgagors

prior to satisfying the HUD lien.

                2.If a new second mortgage is executed and recorded, when a

request for satisfaction of lien is received by the Field

Office, the case can be processed in accordance with the

instructions in Paragraphs 1-7 through 1-21.  The assumptor

would be responsible for paying the recapture amount on the

assistance paid on his/her behalf by the Department.

        L.Partial Release of Security Instrument.  In some Section 235

cases, it becomes necessary to release the HUD lien on a portion

of a property.

                1.Example:  A homeowner built a part of his shed on a strip of

land of a property on which the mortgagor was receiving

Section 235 assistance on his monthly mortgage payment.  The

shed could not be removed without damaging it.  Rather than

have the homeowner tear it down, the Section 235 mortgagor

sold the strip of land to the homeowner.  A special document

was executed to release the strip of land from the Section

235 property.  The description of the recorded HUD lien was

amended to exclude the strip of land that was sold.  The

Department processed a satisfaction of lien for the strip of

land and had it recorded.

                2.If the problem cannot be resolved in the Field Office (see

Paragraph 1-6), a memorandum which explains the problem(s)

in detail (see Appendix 47), must be sent to Headquarters to

request assistance.

        M.Lost Notes.  A lost note is handled in accordance with the laws

of the State in which a property is located.

        N.Mortgagee Collected Recapture Amount - Recapture Amount not

Received by HUD.  When a property is sold or the first mortgage

is refinanced and the mortgagee calculated and collected the

recapture amount from the mortgagor but did not request

satisfaction of lien, if the previous mortgagor or the new

mortgagor has proof of payment of the recapture amount, the Field

Office must satisfy the lien on the property.  The Field Office

must request the mortgagee, in writing (see sample letter in

Appendix 48), to refund the recapture amount or the full amount

of assistance to HUD.
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1-34  ADDITIONAL INFORMATION.

        A.Costs of Sale and Improvements Affected by Who Pays the Recapture

Amount.  If a Section 235 property is sold to a party not

eligible for assistance, e.g., realtor, investor or another

mortgagor (and the lien was not satisfied at the time of the

sale), if there were improvements done on the property after the

sale, (depending on who is going to pay the recapture if any is

due the Department), the improvements may or may not be claimed

against the appreciation of the property.

                1.If the Section 235 mortgagor is paying the recapture amount,

the selling price and original purchase price (to determine

the appreciation of the property), reasonable costs of sale

and the reasonable costs of improvements (completed before

the sale of the property by the Section 235 mortgagor) may

be used in calculating the recapture amount.

                        NOTE:Do not claim any improvements against the

appreciation of the property that were contracted

for and completed after the sale of the property.

                If there is any recapture due, collect it and deposit it

within one workday after receipt, then satisfy the lien.

                2.If a realtor, investor or a mortgagor (not eligible for

assistance) is paying the recapture amount, the appraised

value of the property and the original purchase price (price

the Section 235 mortgagor paid for the property) must be

used to determine the appreciation of the property.  The

cost of the appraisal can be used in calculating the

recapture amount.

                        NOTE:The Section 235 mortgagor's costs of sale

must not be used to calculate the recapture amount.

                All major improvements completed by the mortgagor can be

claimed against the appreciation of the property.

Improvements by the realtor or investor cannot be claimed

against the appreciation of the property.

                If there is any recapture due HUD, collect and deposit it

within one workday after receipt, then satisfy the lien.
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        B.Who Paid for the Improvements.  Major improvements on a property

are permanent and are reflected in the appraised value and

selling price of a property.

                1.It does not matter if an improvement is paid for by the

mortgagor or someone else, as long as a paid receipt, bill

or invoice is submitted to document the cost, the cost of

the improvement can be claimed against the appreciation of

the property.

                2.When reviewing receipts, bills and invoices to determine

what should and should not be allowed against the

appreciation of a property, the Field Office staff must be

sure these documents are on the contracting company's

letterhead or the letterhead of the store (hardware, lumber

company, etc.) where the materials were purchased and that

the address of the property is recorded on the document.

        C.Compromising the Recapture Amount in the Best Interest of the

Department.

                1.Example:  A mortgagor had an FHA-insured first mortgage

under the Section 235 Recapture Program.  A second mortgage

was recorded on the property to protect the repayment of any

recapture amount due HUD.  The mortgagor secured a third

mortgage on the property (for reasons unknown).

                        a.The mortgagor went into default on the third

mortgage and the mortgagee foreclosed on its mortgage.

                        b.After the foreclosure, the third mortgagee had

some minor repair work done to the property.  The cost of

the repair work was not allowed against the

appreciation of the property.

                        c.Since the third mortgagee foreclosed on its

mortgage, the first mortgagee and the second mortgagee (HUD) had

to be paid before the third mortgagee was paid.

                d.The mortgagor defaulted on the first mortgage and it

went into foreclosure.

                e.The third mortgagee prepared to sell the property (had

a buyer before the first mortgage went into

foreclosure).
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                f.The Field Office informed the third mortgagee that a

recapture amount was due to HUD.

                g.To close the account at the settlement table, the third

mortgagee had to pay an amount of money because there

was not enough money for the first mortgagee and HUD to

get paid from the proceeds.

                h.The first mortgagee was paid in full.  The recapture

amount to HUD was paid in full.

                i.The third mortgagee has to make a decision.  Should it

walk away without receiving any of its loan or should

it ask HUD to compromise a portion of the recapture

amount and both parties divide the remainder of funds

after the first mortgagee is paid.

                j.If the third mortgagee walks away, the first mortgagee

will foreclose on its mortgage and, most likely, submit

a claim for benefits to HUD.

                k.If the third mortgagee requests a compromise on the

recapture amount that is more than the Field Office is

authorized to compromise (see Paragraph (1-19)).

                What is in the best interest of the Department? Refuse to

accept a portion of the recapture amount and demand the full

amount of recapture to satisfy HUD's lien?

                2.Solution:  A recommendation to compromise a portion of the

recapture amount must be submitted to Headquarters until a

thorough analysis has been done on the circumstances of the

case.

                a.To compromise a portion of the recapture amount is in

the best interest of the Department because:

                        (1)If the third mortgagee walks away, its contract

with the buyer would probably become void.  The

buyer would probably back away from the deal.  The

first mortgagee would foreclose on its mortgage.

If the first mortgagee cannot sell the property,

the mortgagee would submit a claim for insurance

benefits and convey the property to HUD; the

second mortgage
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        (HUD lien) would be eliminated.  HUD would pay out

thousands of dollars, acquire the property and not

have received any of the assistance paid on behalf

of the mortgagor.  HUD LOSES.

                (2)If HUD agrees to compromise a portion of its

recapture amount to satisfy the lien, the third

mortgagee will be able to sell the property and

pay off the first mortgage.  The remainder of

funds would be divided equally between the third

mortgagee and HUD.  The Field Office would satisfy

the HUD lien.  HUD WINS (by retaining a portion of

the assistance paid and the property is sold).

                NOTE:The HUD lien must not be satisfied until after the

agreed-upon amount of recapture has been received and

deposited by the Field Office.  The case should then be

sent to the Field Counsel for preparation of the

satisfaction of lien (see Appendix 49).  This case

involves a third mortgage.  In most Section 235

recapture cases, there are only two mortgages; the

first mortgage (mortgagee) and the second mortgage

(HUD).

        D.Recapture Amount as a Tax Deduction.  The Section 235 assistance

paid on behalf of a mortgagor by HUD is considered to be a loan.

When the Recapture provision is triggered and the recapture

amount is determined, the payment of that amount by the mortgagor

to the Department is not considered interest in the same sense as

paying interest on money that has been borrowed.

                1.Field Office staff must not assist the mortgagor with income

tax matters unless the staff person is reviewing the Federal

Tax Form 1040 or a State's income tax form for

recertification of the mortgagor for Section 235 assistance.

                2.When Field Office staff receive questions as to whether a

mortgagor can use the recapture amount as a deduction on the

income tax forms, the mortgagor must be referred to the

Internal Revenue Service (IRS).

        E.Congressional Inquiries.  A Field Office may receive an inquiry

from a United States Senator or United States Representative

concerning a request for information regarding the Section 235

Recapture Program or a
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        specific case.  Usually, a request is for information on cases

that have been satisfied.

        A Field Office may not be able to respond to requests for

information on cases satisfied from inception of the Recapture

Program through January 1986, unless records were kept by that

office, because all 235 recapture cases were sent to Headquarters

during that period.  However, since January 15, 1986, Field

Offices have processed recapture cases and should have records

available to obtain the information needed to respond to

Congressional inquiries.

        The following are examples of requests for information received

in the past:

                1.What is the total dollar amount of assistance paid on behalf

of mortgagors by HUD since inception of the Recapture

Program (or for any given period)?

                2.What is the number of recapture cases satisfied in your

office since the inception of the Recapture Program (or for

any given period)?

                3.What is the dollar amount of assistance paid on behalf of

mortgagors for the number of cases satisfied (for a given

period) with a recapture amount due to HUD?

                4.What is the number of cases satisfied with a dollar amount

of recaptured assistance received by HUD (for a given

period)?

                5.What is the dollar amount of assistance paid on behalf of

mortgagors for cases that were satisfied without a recapture

amount due HUD (for a given period)?

                6.What is the number of cases satisfied without a dollar

amount for recaptured assistance (for a given period)?

        If a Congressional inquiry is received for information on

national data, an interim response (Appendix 50) should be sent

and the inquiry must be transferred to the Director, Subsidized

Housing Programs Division, Office of Finance and Accounting

(Appendix 51) for response.

        The interim letter must inform the Senator or Representative that

the request concerns national data and has been transferred to

HUD Headquarters for
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        response.  The memorandum must request OFA to respond to the

attached correspondence from the Senator or Congressperson.

        F.Death of the Mortgagor.  If a request for satisfaction of lien is

made on behalf of a Section 235 mortgagor, who has died, the case

should be given high priority and processed as quickly as

possible.

                1.The case is processed in the same manner as a regular

recapture case except it might be necessary to have the

requester pay the full amount of assistance (paid on behalf

of the mortgagor by HUD) and the Field Office would

determine the recapture amount after satisfying the lien.

It might be necessary to refund all or a portion of the

recapture amount to the requester after determining what

that amount is depending on whether there is appreciation in

the property (see Appendix 22).

                2.The requester would probably assume the responsibility of

having the satisfaction of lien recorded, if not, then it is

the responsibility of the Field Office to have it recorded

and sent to the requesting party.

1-35HUD EMPLOYEE WITH A SECTION 235 MORTGAGE.  If a Department employee

holds a recapture mortgage and that employee pays off or refinances

the first mortgage and requests that the second mortgage be

satisfied; or if the mortgagor offers a deed-in-lieu of foreclosure

with a Section 235 Recapture mortgage on the property, the case must

not be processed in the Field Office in which the employee works.

The Field Office must notify the Regional Office of the request and

the Regional Office must assign the case to another Field Office to

process (see Appendix 52).

        A.If the employee works in the Single Family Loan Management

Section or the Single Family Property Disposition Section and a

request is submitted for satisfaction of the lien or a

deed-in-lieu of foreclosure with a Section 235 Recapture mortgage

on the property, the employee should inform the Regional Office

of the request to satisfy the second mortgage on the property.

        B.If the mortgagor is a Headquarters employee, the case must be

processed by a Field Office other than the servicing area in

which the employee lives.  Once the case has been processed, send

it to the Field Counsel in the Field Office in which the employee

works.  No documentation other than the request to satisfy the
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        lien, the security instrument and the Schedule of Collections (if

a recapture amount was paid) shall be sent to that Field Office.

The Field Office (in which the employee works), not the mortgagor

or an agent for the mortgagor, is responsible for recording the

satisfaction of lien, unless the Field Office is informed, in

writing, that the mortgagor or an agent for the mortgagor accepts

the responsibility for having the document recorded (see

Paragraph 1-21).
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1               Federal Register, Redelegation               1-1

                        of Authority

2               Form 92900, Firm Commitment for              1-2

                        Mortgage Insurance Under the

                        National Housing Act

3(A)Form HUD-60, Request for Single                          1-3

                        Family Case Binders

3(B)Form HUD-144, Record of Telephone                        1-3

                        Request for Single Family Case
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                        Case
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                        Mortgage), and Addendum              1-29

8               Form HUD-1, Settlement Statement             1-9,1-14,1-27

9        Request for Statement of                            1-9,1-24,1-25,

               Assistance Paid                               1-26,1-27,1-28,
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10              Uniform Residential Appraisal                1-10

                        Report

11              Appraised Value of a Property                1-10

                        Used to Determine Recapture

12              Standard Form 1034, Public Voucher           1-10

                        for Purchases and Services

13       Payment of Recapture Amount                         1-15

14              Handbook 1900.25, Appendix 5,                1-15

                        Letters Requesting Payment of Debt

15              Request for Assistance from                  1-15

                        Regional Collection Claims

                        Officer

16       Form HUD-235, Collection Register                1-16,1-18,1-32

17(A)Request to Establish Installment                        1-17

                        Payments File for Recapture Amount

17(B)Requirements for Paying Recapture                       1-17

                        Amount in Monthly Installments

18       Formula for Computing Interest                      1-17

19              Request OFA to Establish Accounts            1-17

                        Receivable File

20              Mortgagor Notification of Monthly            1-17

                        Installment Payments

21              Monthly Billing for Installment              1-17

                        Payment for Recapture Amount

22              Request to Refund (Partial) or               1-18,1-28

                        (Full) Recapture Amount to Mortgagor

23              Request to Compromise Overpaid               1-19

                        Assistance

24              Request to Compromise Recapture              1-19

                        Amount

25       Satisfaction of Mortgage                            1-20

26              Request for Review (and                      1-22

                        Investigation)

27              Request for Subordination of                 1-24

                        HUD's Lien

28              Form HUD-27050-A, Mortgage                   1-24

                        Insurance Termination

29              Form HUD-93114, Notice of                    1-24,1-25,1-26,

                        Termination, Suspension, or          1-27,1-29

                        Reinstatement of Assistance

                        Payment Contract

30       Subordination of the HUD Lien                       1-24

31       HUD Lien in First Lien Position                     1-25

32       Mortgagor Fact Sheet                                1-25

33       HUD Lien Remains on Property                        1-25

34              Transmitting the Satisfaction of             1-25,1-29

                        Lien

35       Pre-Foreclosure Sale Pending                        1-26

36       Notice to Buyer                                     1-27

37              Form HUD-93100, Application for              1-27

                        Homeownership Assistance

38       Assumption of First Mortgage                        1-27

39       Certification                                       1-28

40              Recommendation to Foreclose                  1-29

                        on HUD's Lien

41       Foreclosure of the HUD Lien                         1-29

42       Request to Foreclose the HUD Lien                   1-29

43(A)Section 235 Recapture Activity                          1-32

                        Report, No Recapture

43(B)Section 235 Recapture Cases                             1-32

                        Without a Recapture Amount Due

44              Reporting Overpaid Assistance                1-32

                        Refunded by Mortgagee

45              Security Instrument Not Executed/            1-32

                        Request to Refund Assistance

46       HUD Lien Not Recorded/Request                       1-32

47(A)    Letter to Last Eligible Assumptor                   1-32

47(B)HUD Lien Not Found During Title                         1-32

                        Search

48              First Mortgage Refinanced - HUD              1-33

                        Lien Not Satisfied - Determining

                        Recapture Amount

49              Request for Partial Release of               1-33

                        the HUD Lien

50              Collecting Recapture Amount of               1-33

                        Full Amount of Assistance from

                        Mortgagee

51       Request for Satisfaction of Lien                    1-34

52       Congressional Interim Response                      1-34

53              Transfer of Congressional Inquiry            1-34

                        for Recapture Activity Information

54              HUD Employee/Section 235 Recapture           1-35

                        Mortgagor
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                                FOR USE BY HUD FIELD OFFICE ONLY

               RECAPTURE OF ASSISTANCE PAYMENTS WORKSHEET

___________________________________________________________________________

Mortgagor's Name                                               FHA Case No.

___________________________________________________________________________

Street                                                     Endorsement Date

___________________________________________________________________________

City & State                                                  Date Prepared

                         PART ONE - NET APPRECIATION

A.   SELLING PRICE  (Or market value, as                      $____________

                     established by an appraisal)

B.   PURCHASE PRICE  (May be obtained from Sales              $____________

                                  Contract in Insured Binder

                                  or HUD-Form 92900)

C.   APPRECIATION                                 $_____________

D.   LESS

     1.CHECK ONE

          [  ] Reasonable costs of sale

               or assumption of mortgage          $_____________

          [  ] Reasonable costs of

               refinancing first mortgage         $_____________

                [  ] Cost of appraisal when

                        paying mortgage in full

               without sale of property           $_____________

     2.   Reasonable costs of improvements        $_____________

                                                TOTAL:    $_____________

E.   NET APPRECIATION                                         $____________

                         PART TWO - RECAPTURE

A.   TOTAL ASSISTANCE PAID TO DATE:________________           $____________

B.   50% OF NET APPRECIATION .50 X $_______________  =        $____________

                                    PART ONE (E)

C.   AMOUNT OF ASSISTANCE TO BE RECAPTURED IS THE

     LESSER OF PART TWO: (A) OR (B) ABOVE                     $____________

               PREPARED BY: _______________________________________________

               APPROVED BY: _______________________________________________

               DATE APPROVED: _____________________________________________

TO BE REPRODUCED AT THE LOCAL LEVEL

Appendix 5

MEMORANDUM FOR:   _____________, Director

                           Regional Office of Housing

                           __________ Regional Office, Correspondence Code

    OR

                           _____________, Director

                           Office of Insured Single Family Housing

                           Insured Servicing Branch, Correspondence Code

ATTENTION:  ____(Desk Officer)_____

FROM:___________, Director

        Housing Management Division

        Single Family Loan Management Branch

        ___________ Field Office, Correspondence Code

SUBJECT:Section 235 Recapture Program

                Request for Review of Recapture Case

          FHA Case No. ________________

        Mortgagor Name(s):

                Property Address:

        The case file for the subject case is attached for review by your

office due to the unusual circumstances involved.  The first mortgage was

paid off through refinancing and a request to satisfy the second mortgage

was submitted to this office.

        Field Office staff has not been able to determine the recapture

amount because, when calculating the amount, several difference recapture

amounts have surfaced.  In addition, we cannot determine who should pay the

recapture amount.  Your guidance is needed in determining what the

recapture amount should be and who should pay it.  The facts are outlined

in the attachment.

        If you have any questions, please contact ______(Servicing

Specialist)_____ at _____(telephone number)_______.

Attachment(s)
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Mortgagor Name(s) ________________ FHA Case No. _________________

Property Address: _______________________________________________

1.The mortgagors are an elderly couple who assumed the first mortgage

but the HUD lien was inadvertently processed and satisfied.  (This

was one of the first cases processed under the Recapture Program and

the staff person was not sure how to handle the procedure of

satisfying the lien.)

2.The couple did execute a note for the remaining amount of the

assistance for the rest of the term of the mortgage, which was

recorded inadvertently.

3.The original mortgagor had replacement windows installed and provided

the paid-in-full receipt to the couple when they assumed the

mortgage.

4.The couple purchased an extra lot to enlarge the landscape.

5.The city paved the side and front sidewalks of the property.  The

couple was paying their share of that cost, in installments, at the

time of the alleged sale of the property.

6.The couple sold the property to an investor (realtor) but the title

to the property remained in the mortgagor's names.  He convinced them

that he wanted them to continue to live in the property and he would

change the title when they moved.

7.The investor had major improvements done to the property, including

finishing the basement and adding a family room.

8.The investor extended the addition to the structure onto the extra

lot.  He paid the couple for the mortgaged property, but did not pay

them for the extra lot.

9.The investor had major landscaping done to the property, including

the planting of trees and erecting a fence around the property.

10.The investor had the city connect the property to the city water and

sewer systems.  The city did not require that the property be

connected to its systems.  The cost of those assessments were paid in

full.

11.The property was appraised high in value because of the major

improvements to the structure and the grounds.

12.There is also overpaid assistance owed to the Department because the

mortgagee continued to bill HUD for the assistance payment amount.
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        LETTER SENT TO MORTGAGOR/MORTGAGEE (or Requesting Party)

        REGARDING THE REQUEST FOR SATISFACTION OF THE HUD LIEN

MORTGAGOR/MORTGAGEE:

Dear MORTGAGOR/MORTGAGEE:

Subject:Section 235 Recapture Program

                Request for Documentation

                Loan No.:            FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        Your request for satisfaction of lien on the subject property has

been received in this office.  The following documents are needed to

complete the review and calculate the recapture amount owed to the

Department of Housing and Urban Development (HUD) before we can process the

paperwork to satisfy the HUD lien:

/__/    A copy of the recorded Second Mortgage or Deed of Trust

        with Addendum and Note

/__/    Previous sales contracts and/or settlement statements

/__/    Statement of costs of sale or refinancing the first mortgage

/__/    Receipts/bills for improvements marked "paid in full"

/__/    Statement of amount of assistance paid on behalf of the

        original mortgagor and any assumptors of the mortgage

/__/    A copy of the appraisal report

        You must ensure that all documentation is furnished to HUD in a

timely manner.  Original documents should not be sent if such documents are

to be retained as personal records.  When the recapture amount has been

determined, the Field Office will inform you of the amount due.

        If you have any questions, you may contact ________________,

Servicing Specialist at ______(telephone number)_________.

                                                        Sincerely,

APPENDIX 7

___________________________________________________________________________

                                                NOTE

For value received, the undersigned (borrower) promises to pay to the

Secretary of Housing and Urban Development (Secretary) at the Office of the

Secretary in Washington, D. C. the principal sum of

_________________________________________________________ dollars

($__________________), but not to exceed the amount computed under Item 1

below.

1.The amount owed under this Note is the lesser of the following:

        (a)The amount of mortgage assistance payments (assistance) paid by

the Secretary in accordance with Section 235 of the National

Housing Act on behalf of the borrower or the homeowner under a

note and second mortgage or second deed of trust dated

____________________________________ and bearing FHA Case No.

_____________________________ (insured second mortgage or second

deed of trust).

        (b)Fifty percent of the net appreciation of the property covered by

the insured mortgage or deed of trust (property).  The net

appreciation will be computed in accordance with regulations

prescribed by the Secretary in 24 CFR 235.12.

2.The amount owed under this Note will be payable when the first of the

following occurs:

        (a)Title to the property is conveyed to a party who is not eligible

for Section 235 mortgage assistance payments, or

        (b)The property is rented for a period longer than one year.

3.Once the amount owed under this Note becomes due and payable pursuant

to Item 2 above, and is unpaid, the borrower will

        pay interest on the amount owed at the rate of __________________

_________________ percent (________%) until fully paid.  If the

amount owed under this Note is due and payable and the insured

mortgage or deed of trust has not been paid in full,

___________________________________________________________________________
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___________________________________________________________________________

the Secretary may defer the payment of the amount owed under this

Note until the insured mortgage or deed of trust is paid in full.  If

payment is deferred, the borrower will pay interest on the amount

owed at the same rate as stated above for the period of deferment.

4.If more than one person signs this note, each signer is responsible

for paying the amount due, and the Secretary may enforce his/her

rights against each person individually or against the mortgagors as

a group.

5.Protest and Notice are waived.

6.This Note is secured by a mortgage or deed of trust dated

        ______________________________  and executed by _____________

        ____________________ and ____________________________________

in connection with certain property described therein.  Any

assistance paid by the Secretary on behalf of any homeowner other

than the borrower, under the insured mortgage or deed of trust shall

be included in the amount computed under paragraph 1(a) for the

purpose of taking action against the property, not for taking action

against the undersigned personally.

                                        ___________________________________

                                                        Borrower

                                        ___________________________________

                                                        Borrower

_________________________

    Date

___________________________________________________________________________
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___________________________________________________________________________

                              DEED OF TRUST

                                                   Addendum

The rights and obligations of the parties to the attached Deed of Trust are

expressly made subject to this Addendum.  If there is any conflict between

the provisions of this Addendum and the provisions of the Deed of Trust,

the provisions of this Addendum shall control.

1.The debt secured by this instrument shall include not only the Note

recited above but also any assistance paid by the Secretary in

accordance with Section 235 of the National Housing Act on behalf of

any party to the deed of trust (including any party who takes title

to the property subject to the said Deed of Trust or

        assumes said Deed of Trust) identified as FHA Case No. ____________

        (Insured Deed of Trust).

2.The debt will be due and payable when the first of the following

occurs:

        (a)Title to the Property is conveyed to a party who is not eligible

for Section 235 mortgage assistance payments, or

        (b)The property covered by the Insured Deed of Trust is rented for a

period longer than one year.

3.If the amount owed under the Note recited above becomes due and

payable pursuant to the terms thereof and Paragraph 2 hereof, and is

unpaid, the Borrower will pay interest on the amount owed at the rate

of _______ percent (____%) until fully paid.  If the Insured Deed of

Trust is not paid in full when payment is due under the Note recited

above and Paragraph 2 hereof, the Secretary may defer payment until

the Insured Deed of Trust is paid in full.  If payment is deferred,

the debt will bear interest on the amount owed at the same rate as

stated above for the period of deferment.

In witness whereof, Borrower has executed this Addendum to the Deed

of Trust/Mortgage (reprint to reflect applicable security

instrument).

                                                ______________________________

                                                                Borrower

                                                ______________________________

                                                                Borrower

_________________________

Date

___________________________________________________________________________
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     LETTER TO MORTGAGEE - REQUEST FOR STATEMENT OF ASSISTANCE PAID

MORTGAGEE:

Dear ___________________:

SUBJECT:  Section 235 Recapture Program

          Suspension, Reinstatement or Termination

             of Assistance - Request for Statement

             of Assistance Paid on Behalf of Mortgagor

          Mortgagee Loan No.:            FHA Case No.:

          Mortgagor Name(s):

          Property Address:

        Your company has informed this Office that the FHA-insured first

mortgage on the subject property:

      /__/ has been paid in full.

      /__/ is being or has been rented (or other reason) and this

             Department is still being billed for assistance.

        In accordance with HUD Handbook 4330.1, Chapter 10, the Assistance

Payment Contract must be:

      /__/ suspended (refer to Paragraph ______).

      /__/ reinstated (refer to Paragraph ______).

      /__/ terminated (refer to Paragraph ______).

        Please furnish this Office with a statement of the total amount of

Section 235 assistance paid on the subject mortgagor's behalf by this

Department along with the date of the suspension /_/, reinstatement /_/,

termination /_/, or statement of assistance /_/.

        /__/ The mortgagor(s) must be informed that the HUD lien is still on

         the subject property and to contact (name, address and telephone

         number of the Field Office), should they wish to request

         satisfaction of the lien.

                                                        Sincerely,

NOTE:  If the first mortgage is a Secretary-Held mortgage, the body of the

above letter can be used as a memorandum to MIAS to secure information on

mortgages assigned to the Secretary.
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                    UNIFORM RESIDENTIAL APPRAISAL REPORT

    ***************************************************************

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    *       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED   *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    ***************************************************************
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    * *

    * *

    * *

    * *

    *       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED   *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    ***************************************************************

___________________________________________________________________________
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                LETTER TO MORTGAGOR WHEN AN APPRAISAL MUST BE USED

                                TO DETERMINE THE RECAPTURE AMOUNT

MORTGAGOR:

Dear Mortgagor:

SUBJECT:  Section 235 Recapture Program

          Appraised Value of Property

            Used to Determine Recapture Amount

        The request to satisfy the HUD lien on your property is being

reviewed to determine the recapture amount to be paid to the Department of

Housing and Urban Development before the lien can be satisfied.

        Since the selling price for the property is relatively low, in

comparison to other properties in your area, we requested an appraisal

report ___(if received from mortgage a company - name and address or, had

an appraisal done)___.

        The appraised value of the property is five percent (or more) higher

than the selling price of ___$ (amount)___.  Therefore, the appraised value

of __$ (amount)___ is being used to calculate the recapture amount.  You

will be informed of the amount to be paid before the settlement of the

mortgage.  The HUD lien will be satisfied, executed and recorded to allow

clear title to the property at the settlement table.

        If you have any questions, you may contact ____(name)_____, Servicing

Specialist at ____(telephone number)_____.

                                                        Sincerely,

APPENDIX 12

___________________________________________________________________________

                                        PUBLIC VOUCHER FOR PURCHASES AND

                                          SERVICES OTHER THAN PERSONAL

    ***************************************************************

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    *       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED   *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    ***************************************************************

___________________________________________________________________________

Appendix 13

                LETTER TO MORTGAGOR/MORTGAGEE (Requesting Party)

                                REGARDING RECAPTURE AMOUNT DUE

____________________

____________________

____________________

Dear ______________:

SUBJECT:Section 235 Recapture Program

                Payment of Recapture Amount

                FHA Case No.:           Loan No.:

                Mortgagor Name(s):

                Property Address:

        A request to satisfy the HUD lien on the subject property was

submitted to this office.  As a result, the recapture provision became

effective.  The Assistance Payments Contract was terminated on

_____(date)______ and the amount of assistance paid totals

__$ (amount)______.

        The recapture formula was completed to determine the amount of

recapture due the Department.  The recapture amount due the Department is

____$ (amount)_____.  The lien will not be satisfied until this amount is

paid in full.

        If you have any questions, you may contact _________________,

Servicing Specialist at ______(telephone number)________.

                                                        Sincerely,

cc:Appropriate Party (Mortgagor, if requested by the mortgagee, title

company or attorney, or Mortgagee, Title Company or Attorney, if

requested by the mortgagor)

   1900.25 REV-3                                            APPENDIX 14

   Appendix 5

___________________________________________________________________________

                        Initial Letter Requesting Payment of Debt

                                                CONTENTS

[Debtor's Name]

[Debtor's Current

Address, ZIP Code]

Dear Debtor's Name:

Subject:Request for Payment

                Social Security No. - [number]

     Paragraph(s) re:

                oBasic identification of the debt and amount owed;

                oAcceptable methods of payment;

                oThe date by which payment is to be made to prevent the debt

from becoming delinquent; and

                oWhere and how to send the remittance.

     Paragraph(s) re:

                oThe basis for indebtedness, also referencing attached

invoice.

                oWhatever rights the debtor may have to seek review within

the agency.

                oThe applicable standards and rates for assessing interest,

penalties, and administrative costs.

Closing statement including the name and phone number of a contact

person.

                                                       Sincerely,

                                                       [Signed]

                                                       Action Official

Enclosure [an invoice must accompany this letter]

___________________________________________________________________________
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___________________________________________________________________________

                                        First Followup Letter

                                                CONTENTS

[Debtor's Name]

[Debtor's Current

Address, ZIP Code]

Dear Debtor's Name:

Subject:Request for Payment

                Social Security No. - [number]

     Paragraph(s) re:

                oThe reason for a followup letter (e.g., no reply or

unacceptable reply received or response to debtor's reply

which disputed debt or suggested other than lump sum

payment) and amount owed including interest accrued to date.

                oA statement that debt is now delinquent and being monitored

closely by the accounting department.

                oAmount owed, acceptable methods of payment, the date by

which payment must be made, and where and how to send the

remittance.

                oThe accrual of interest at a specified rate until the debt

is paid or satisfactorily resolved, and the assessment of a

6.00% (per annum) penalty and administrative costs, if the

debt is not paid or satisfactorily resolved in 60 days from

the date of letter.

                oWhatever rights the debtor may have to seek review within

the agency (if not already requested).

                oDelinquent debt collection.

Closing statement including the name and phone number of a contact

person (should be same person as in initial letter).

                                        Sincerely,

                                        [Signed]

                                        Director of Regional Accounting

Enclosure [an invoice must accompany this letter]

___________________________________________________________________________
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___________________________________________________________________________

                                        Second Followup Letter

                                                CONTENTS

[Debtor's Name]

[Debtor's Current

Address, ZIP Code]

Dear Debtor's Name:

Subject:Request for Payment

                Social Security No. - [number]

     Paragraph(s) re:

                oThe reason for this second followup letter (much the same as

the first followup letter).

                oAmount owed, including interest accrued to date, acceptable

methods of payment, the date by which payment must be

received, and where and how to send the remittance.

                oA statement that collection efforts will be transferred to

the Claims Collection Officer should payment not be received

by the stated date.

                oThe accrual of interest at a specified rate until the debt

is paid or satisfactorily resolved, and the assessment of a

6.00% (per annum) penalty and administrative costs, if the

debt is not paid or satisfactorily resolved in 30 days from

the date of letter.

                oWhatever rights the debtor may have to seek review within

the agency (if not already requested).

                oThe reporting of this delinquent debt to a credit reporting

agency if satisfactory payment arrangements are not made

within 60 days from the date of this letter.

Closing statement including the name and phone number of a contact

person in the Regional Accounting Division.

                                                Sincerely,

                                                [Signed]

                                                Action Official

Enclosure [an invoice must accompany this letter]

___________________________________________________________________________
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Appendix 15

                MEMORANDUM OF REQUEST FOR ASSISTANCE FROM THE REGIONAL

        COLLECTIONS CLAIMS OFFICER IN COLLECTING THE RECAPTURE AMOUNT DUE

MEMORANDUM FOR:  ________________, Claims Officer

                          Regional Collections Claims Officer

                          Regional Office, Correspondence Code

FROM:______________, Director

        Housing Management Division

        Single Family Loan Management Branch

        Field Office, Correspondence Code

SUBJECT:  Section 235 Recapture Program

             Uncollected Recapture Amount

          FHA Case No.:

          Mortgagor Name(s):

          Property Address:

        This is a request for assistance in collecting the recapture amount

due the Department from the subject mortgagor(s).  The recapture amount is

__$ (amount)____.  Attached is the background information for this case.

     This office has been unable to collect this amount because ______

     (state the reason(s))

______________________________________________________________________

______________________________________________________________________

______________________________________________________________________

______________________________________________________________________

________________________________________________________________.

     _________________________________________________________________

______________________________________________________________________

______________________________________________________________________

_________________________________________________________________.

        The mortgagors are now living at ____(new address, if available -- if

forwarding address is not available, state that fact in this

paragraph)____.

        If you have any questions, you may contact _________________,

Servicing Specialist at ____(telephone number)_______.

Attachment

APPENDIX 16

___________________________________________________________________________

          COLLECTION REGISTER

    ***************************************************************

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    *       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED   *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    ***************************************************************

___________________________________________________________________________

Appendix 17(A)

MEMORANDUM FOR:  ____________, Director

                          Subsidized Housing Programs Division

                          Subsidy Accounting Branch

                          Accounts Payable Section, AGFHS

FROM:_____________, Director

        Housing Management Division

        Single Family Loan Management Branch

        Field Office, Correspondence Code

SUBJECT:  Section 235 Recapture Program

          Request to Establish Installment Payments

             File for Recapture Amount

          Mortgagor Name(s):

          Property Address:

        A request has been made to satisfy the second mortgage (or deed of

trust) on the subject property.  The recapture amount has been calculated

in the amount of ___$ (amount)____.  The mortgagors wish to pay this amount

in installments for a period of (indicate period in months).

        Mr. and Mrs. _________________ have agreed to pay ___$ (amount)__

each month until the full amount has been paid.  The lien on the subject

property must not be satisfied until the full amount of recapture has been

received and deposited by the Department.

        This office will bill the mortgagors each month, receive and deposit

the funds and transmit a copy of the Form HUD-235, Collection Register, to

your office.

        Please establish an installment payments file in the names of the

subject mortgagors under FHA Case No. __________________ to receive the

monthly payment documents.

        If you have any questions, you may contact ________________,

Servicing Specialist at _____(telephone number)__________.

Appendix 17(B)

                        LETTER REGARDING THE REQUIREMENTS FOR

                PAYING RECAPTURE AMOUNT IN MONTHLY INSTALLMENTS

MORTGAGOR:

Dear Mortgagor:

SUBJECT:  Section 235 Recapture Program

          Requirements for Paying Recapture Amount

             in Monthly Installments

          FHA Case No.:

          Mortgagor Name(s):

        The request to satisfy the HUD lien on your property has been

processed and the amount of recapture due the Department is __$

(amount)____ of which you have already been informed.  Your request to pay

the recapture amount in monthly installments has been reviewed but, before

it can be granted, you must be informed of the following requirements:

        1.Your monthly payment will be based on the length of time you wish

to pay the full amount of the recapture.  Please indicate the

approximate payment amount you wish to pay each month.

        2.Interest will be charged on the unpaid principal balance of the

recapture amount at the same rate of interest on the face of the

note you executed when you applied for the Section 235

assistance.

        3.You must retain the title to your property until the recapture

amount has been paid in full.

        4.If you sell your property, the unpaid balance of the recapture

amount must be paid immediately.  The HUD lien will not be

satisfied until the recapture amount has been paid in full.

        You must respond within thirty days from the date of this letter.  IF

YOU ARE REFINANCING YOUR FIRST MORTGAGE, YOU SHOULD RESPOND TO THIS LETTER

AS QUICKLY AS POSSIBLE.

        If you have any questions, you may contact _________________,

Servicing Specialist at the ___(name of Field Office)___________ at

___(telephone number)______.

Appendix 18

                    FORMULA FOR COMPUTING INTEREST

        To compute the interest for a recapture amount that is being paid in

monthly installments, the following procedure must be followed.  Interest

must be:

        1.computed at the rate of interest on the face of the note.

        2.computed monthly, not annually.

        3.charged on the unpaid principal balance of the recapture amount.

     **  INTEREST MUST NOT BE COMPUTED AS COMPOUND INTEREST **

EXAMPLE:

Mr. and Mrs. John D. Smith bought a home under the Section 235 Recapture

Program in December 1981 and decided to pay off the second mortgage

(Section 235 lien) in 1991.  The following information is needed to

determine the monthly payment:

Purchase price:      $42,300

Interest Rate:           18%

Appraised Value:     $95,000

Subsidy paid:        $23,237

Recapture Amount:    $15,750

The Smiths want to pay the recapture amount due in monthly installments

over a period of ten years.

The rate of interest per month is 1.5% on the unpaid balance of the

recapture amount.  To arrive at the monthly payment on the recapture amount

due for the ten-year period, not including the interest, divide 120 months

into $15,750.  The result is $131.25 per month.

The monthly payment amount would be $131.25 plus 1.5% interest on the

unpaid balance of the recapture amount.

The monthly 1.5% interest payment will decrease each month as the unpaid

balance decreases.  Thus, the monthly payment (principal plus interest)

will decrease each month.  However, if the Smiths want to pay an additional

amount or if they want a fixed monthly payment, the amount of interest

would decrease and the amount paid on the unpaid balance of the recapture

would increase.

At the end of the ten-year period, the recapture amount should be paid in

full and only then can the lien be satisfied/recorded.

                              Page 1 of 2
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     EXAMPLE OF PAYMENT ON RECAPTURE FOR A 10-YEAR PERIOD:

10-year period equals 120 months.

        120 months divided into $15,750.00 equals $131.25

INTEREST RATE:

Divide the per annum interest rate of 18%, as stated on the face of

the note, by 12 (months) to get the monthly interest rate:  1.5%.

(Change the 1.5% to .015% for calculating purposes.)

FIRST MONTHLY PAYMENT:

     $15,750.00

      -  131.25

     __________

     $15,618.75

      x    .015

     __________

     $   234.28  interest for the first month

      +  131.25  monthly payment amount

     __________

     $   365.53  (or $366.00 rounded up) first monthly payment

SECOND MONTHLY PAYMENT:

     $15,618.75

      -  131.25

     __________

     $15,487.50

      x    .015

     __________

     $   232.31  interest for the second month

      +  131.25  monthly payment amount

     __________

     $   363.56  (or $364.00 rounded up) second monthly payment
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        MEMORANDUM FOR:  _____________, Director

                           Subsidized Housing Programs Division

                           Accounts Receivable Branch, Correspondence Code

        FROM:____________, Director

                Housing Management Division

                Single Family Loan Management Branch, Correspondence Code

        SUBJECT:Section 235 Recapture Program

                        Recapture Amount Installment Payment

                        FHA Case No.:

                        Mortgagor Name(s):

                        Property Address:

                The subject mortgagors are paying the recapture amount of __$

(amount)____ in monthly installments to satisfy the lien on the subject

property.  An Accounts Receivable File has been established in your office

for a period of one year for the receipt of the monthly payments.

                The monthly payment of ___$ (amount)____ and a copy of the

Collection Register are attached.

                If you have any questions, you may contact __________________,

Servicing Specialist at ____(telephone number)______.

     Attachment

Appendix 20

     MORTGAGOR:

     Dear Mortgagor:

     SUBJECT:  Section 235 Recapture Program

               Payment of Recapture Amount

                 in Monthly Installments

                FHA Case No.:

                Thank you for your letter of _____(date)____ concerning your

request to pay your recapture amount in monthly installment payments.

                An accounts receivable file has been set up in your name in our

Office of Finance and Accounting.  You requested _____ months to pay the

recapture in full.  Your monthly payment was calculated using this number

of months to pay the debt.  However, the monthly payment of ___$

(amount)___ is higher than you indicated in your letter.  This is due to

the fact that each month the interest will be added to the payment.

                The interest is computed at the interest rate on the face of the

note __(state the rate)___ and is computed on an annual basis on the unpaid

balance of the recapture amount.  One twelfth of the interest rate is added

to each monthly payment.  Each month there will be a statement of what has

been paid and the amount of the unpaid balance of the recapture amount.

When the total amount due has been paid in full, the lien will be

satisfied, executed, recorded and sent to you.

                If you have any questions, you may contact _______________,

Servicing Specialist at _____(telephone number)______.

                                                        Sincerely,

Appendix 21

     MORTGAGOR:

     Dear Mortgagor:

     SUBJECT:  Section 235 Recapture Program

               Monthly Billing for Installment Payment

                 for Recapture Amount

               FHA Case No.:

                Thank you for your payment of ___$ (amount)___ received on

        _______(date)____ for the month of ___(month)___.

                $__________   Previous unpaid balance

                        ___________   Payment received  (date)

                        ___________   Interest amount

               ___________   New unpaid balance

               ___________   Interest Paid-to-Date (total interest paid)

               ___________   Interest due on the unpaid balance (subtract

                             each month's interest from this amount)

                        ___________Next payment amount due for ___(month)___ is

                        due on or before _________________.

                If you have any questions, you may contact _______________,

        Servicing Specialist at ______(telephone number)_______.

                                                         Sincerely,

     _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

     ______________________________________________________________________

     _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

UPON RECEIPT OF THE LAST PAYMENT OF THE RECAPTURE AMOUNT DUE, THE HUD

LIEN WILL BE SATISFIED, EXECUTED, RECORDED AND SENT TO YOU.

     Remarks:

Appendix 22

MEMORANDUM FOR:  _____________, Director

                          Subsidized Housing Programs Division

                          Subsidy Accounting Branch

                          Accounts Payable Section, AGFHS

FROM:_____________, Director

        Housing Management Division

        Single Family Loan Management Branch

        Field Office, Correspondence Code

SUBJECT:  Section 235 Recapture Program

          Request to Refund (Partial) or (Full)

             Recapture Amount to Mortgagor

          FHA Case No.:

          Mortgagor Name (5):

          Address:

        The subject mortgagors have submitted additional documentation for

major property improvements.  Also, the mortgaged amount was used as the

purchase price in calculating the recapture amount of ____(amount)_____.

As a result, the appreciation of the property was more than it should have

been.

        The recapture amount has been recalculated in the amount of

___(amount)___.  The difference between the calculated amount and the

recalculated amount of recapture in the amount of ___(amount)___

must be refunded to the mortgagors.  Their mailing address is ______

___(property address)______.  A copy of the Schedule of Collections is

attached.

        Should you have any questions, you may contact _____(Servicing

Specialist)_____ at ____(telephone number)______.

Attachment

Appendix 23

MEMORANDUM FOR:  ______________, Director

                          Office of Insured Single Family, Code

FROM:_____________, Director

        Housing Management Division

        Single Family Loan Management Branch

        Field Office, Correspondence Code

SUBJECT:Section 235 Recapture Program

                Request to Compromise Overpaid Assistance

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        This is a request to compromise the overpaid assistance due on the

subject case.  The mortgagor submitted the required documentation to the

mortgagee in a timely manner.  The recertifications for the past five years

were not done correctly and, as a result, created the overpaid assistance

found during a mortgagee review.

        The problem, created by the mortgagee, will cause a hardship for

____(mortgagor's name)____.  ___(Mr. Mortgagor)____ is unable to work

because of a disability and ____(Mrs. Mortgagor's)____ salary is not enough

to cover current expenses and make a payment each month toward the overpaid

assistance.

     The amount of overpaid assistance is ___$ (amount)____.  The

mortgagee's name, location and loan number are ______________________

_______________________________________________________________.

        The background documentation is attached for your review.  If you

have any questions, you may contact ____________________, Servicing

Specialist at ____(telephone number)______.

Attachment

Appendix 24

               REQUEST TO COMPROMISE RECAPTURE AMOUNT

MEMORANDUM FOR:  _____________, Director

                          Office of Insured Single Family Housing, Code

FROM:_____________, Director

        Housing Management Division

        Single Family Loan Management Branch

        Field Office, Correspondence Code

SUBJECT:Section 235 Recapture Program

                Request to Compromise Recapture Amount

                FHA Case No.:

                Mortgagor Name(s):

                Address:

        The subject mortgagors were relocated by the city when the subject

property was condemned for public domain use.  Since the mortgagors had a

city lien on the property, the city is not willing to pay the recapture

amount for the second mortgage.  The mortgagors are not able to pay it and

the amount of money they received for their property is not enough to pay

off the first mortgage, HUD's lien, and allow them to locate suitable

housing.  Since the recapture amount of ___$ (amount)____ is more than five

hundred dollars ($500.00), this office is requesting a compromise of the

recapture amount.

        Attached is a copy of the background documentation for your review.

If you have any questions, please contact _______________, Servicing

Specialist at ____(telephone number)_____.

Attachment

                        SAMPLE

                        SATISFACTION OF MORTGAGE           APPENDIX 25

     KNOW ALL MEN BY THESE PRESENTS, THAT

     I,                    , Secretary of Housing and Urban Development,

Washington, DC, acting by and through the Federal Housing Commissioner,

               , do hereby certify that a mortgage, more particularly

described hereinbelow is, together with the debt thereby secured, cancelled

and satisfied and I do hereby discharge the same and request and consent

that it be satisfied of record.  The aforesaid mortgage being described as

follows:

                     Description of Mortgage

Date                                         Amount of Debt $

Mortgagor(s)

Mortgagee

Recorded on              in Book        Page      Instrument #

in the Office of

        The interest of the Secretary of Housing and Urban Development was

acquired pursuant to Section 235(c)(2) of the National Housing Act (12

U.S.C. 1715z).

     IN WITNESS WHEREOF, the undersigned

            on                 , has hereunto set his hand and seal

for and on behalf of the said Secretary of Housing and Urban Development,

under authority and by virtue of Section 204(g) of the National Housing

Act, as amended.

Signed, sealed and delivered

in the presence of:              Secretary of Housing and Urban Development

                                 By:  Federal Housing Commissioner

                                 By: _______________________________(SEAL)

_________________________

_________________________

                  :  ss

     I,                    , a Notary Public in and for the

                , do hereby certify that                , who is personally

well known to me and known to me to be the duly appointed

                      , appeared before me this day in person and

acknowledged that he, being informed of the contents, signed, sealed and

delivered the foregoing SATISFACTION OF MORTGAGE as his free and voluntary

act as                                      , by virtue of the

authority vested in him by Section 204(g) of the National Housing Act as

amended, and 50 F.R. 42099.

     Given under my hand and notarial seal this  __________________________

                                                             ___________________________________

                                                        Notary Public,

                                                        My Commission Expires:

                              Page 1 of 2

APPENDIX 25

                                                SAMPLE

AUTHORIZED SIGNATURE LEVEL.

The authorized signature level to be used on the satisfaction of lien on

the signature line and in the appropriate spaces is designated as follows:

(select one)

______________________________, Manager  __________________________________

                                         Name of Field Office

______________________________, Director __________________________________

Office of Housing                        Name of Field Office

______________________________, Director __________________________________

Housing Management Division              Name of Field Office

This is a sample.  Continue to use the signature your office is using at

present.
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        MEMORANDUM TO INSPECTOR GENERAL REQUESTING REVIEW (and, if

          necessary) INVESTIGATION OF SECTION 235 RECAPTURE CASE

MEMORANDUM FOR:  ___________, Inspector General

                          Office of Regional Inspector General, (Code)

FROM:_______________, Director

        Housing Management Division

        Single Family Loan Management, (Code)

SUBJECT:Section 235 Recapture Program

                Request for Review (and Investigation)

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        This is a request for review of the subject Section 235 Recapture

case and, if it becomes necessary, investigation of the subject mortgagors.

The case has been submitted to your office because of the irregularities in

the processing of this case before endorsement of the FHA insurance.

        The subject mortgagors purchased the land for the construction of the

home in a separate transaction on the same date that the contract was

executed.  One of the requirements for the Section 235 Recapture Program

when constructing a home on previously purchased land is that the mortgagor

must have owned the land for more than six months before the date of Firm

Commitment for FHA Insurance under the National Housing Act.

        Complete documentation is attached.  If you have any questions,

please contact _________________, Servicing Specialist at ____(telephone

number)_________.

Attachments

Appendix 27

MORTGAGOR:

Dear Mortgagor:

SUBJECT:Section 235 Recapture Program

                Request for Subordination of HUD's Lien

                FHA Case No.:

                Property Address:

        The HUD lien on the subject property has moved into first-lien

position (second lien, if a State or local government has a lien on the

property).  The Section 235 first mortgage was paid in full.  Your request

to subordinate the HUD lien on your property is being reviewed by this

office.  Your financial circumstances are being reviewed to determine if

you have sufficient cash assets to pay the recapture amount.

        In order for the Department to consider your request, the refinanced

mortgage must be restricted to (and you must not receive any monies beyond)

the total amount of the unpaid principal balance, current interest due,

delinquent interest, closing costs, and refinancing charges.

        Your mortgagee, _____________________________, has furnished this

office with a statement that the total amount of assistance paid on your

behalf by HUD is __$ (amount)___.  The recapture amount is __$ (amount)___

and must be paid in full to this Department before the lien on your

property can be satisfied.

        If a decision is made to subordinate the HUD lien to a lesser

position, a subordination agreement must be drawn up, executed and

notarized.  The agreement will be recorded and a copy sent to you for your

records.

        If the Department agrees to subordinate its lien, a new recapture

amount would be calculated when the property is sold and/or a request is

submitted to satisfy the lien in the future.  There is the possibility that

you will have to repay the full amount of assistance to this Department if

your property increases in value before the lien is satisfied.

        If you have any questions, please contact _______________, Servicing

Specialist at ___(telephone number)_________.

                                                        Sincerely,

APPENDIX 28

___________________________________________________________________________

        Mortgage Insurance

                Termination

    ***************************************************************

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    *       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED   *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    ***************************************************************

___________________________________________________________________________

APPENDIX 29

___________________________________________________________________________

        Notice of (1) Termination,

                (2) Suspension, or

                (3) Reinstatement

                of Assistance Payment Contract

    ***************************************************************

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    *       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED   *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    ***************************************************************

___________________________________________________________________________
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MORTGAGOR:

Dear Mortgagor:

SUBJECT:Section 235 Recapture Program

                Subordination of the HUD Lien

                FHA Case No.:

        Your request to subordinate the HUD lien is being considered.

However, you should be aware of the following information before you

execute a subordination agreement.

1.The Assistance Payment Contract will be terminated and your mortgagee

will send (has sent) this office a statement of the total amount of

assistance paid on your behalf and any previous Section 235

mortgagors of your property.  This statement of assistance paid shall

be retained with the security instrument until such time as the

recapture provision becomes effective.

2.This office will calculate the recapture amount upon request or when

the property is being sold and the HUD lien is found during a title

search of the property.

3.The recapture amount could increase in the future (up to the total

amount of assistance paid on the mortgagor's behalf) if the value of

the property appreciates.

        A Subordination Agreement is enclosed.  It must be executed,

notarized and returned to this office.  If you have any questions, please

contact ______________, Servicing Specialist at ___(telephone

number)__________.

                                                        Sincerely,

Enclosure

Appendix 31

MORTGAGOR(S)

SUBJECT:Section 235 Recapture Program

                HUD Lien in First-Lien Position

                FHA Case No.:

Dear Mortgagor(s):

        Your FHA-insured first mortgage has been paid in full.  However, the

HUD lien (second mortgage or second deed of trust) remains on your

property.  The total amount of Section 235 assistance paid on your behalf

by the Department of Housing and Urban Development (HUD) is

___(amount)____.

        The HUD lien moved into first-lien position, if a State or local

government has a lien on the property) upon the payment in full of your

first mortgage.  A recapture amount of one-half the net appreciation or all

of the assistance must be paid before the HUD lien can be satisfied.  If

your property increases in value before the lien is satisfied, there is the

possibility that you will have to repay the full amount of assistance to

this Department.

        If you would like detailed information concerning this matter, you

may contact ____(name)____ at the ____(field office)____ located at

____(address and telephone number)_________.

        A FACTSHEET FOR SECTION 235 MORTGAGORS is enclosed for your

information.  This document is important and should be kept in a safe

place.

                                                        Sincerely,

Enclosures

Appendix 32

{READ CAREFULLY IF YOU PLAN TO SATISFY A SECTION 235 MORTGAGE}

                         MORTGAGOR FACT SHEET

               RECAPTURE OF SECTION 235 ASSISTANCE PAYMENTS

Attached to this Mortgagor Fact Sheet is a Notice to Buyer, a form which

you signed, and received a copy of, at the closing of your first mortgage.

The Notice to Buyer outlined the conditions and requirements to follow

under the Section 235 Recapture Program.  You were advised to keep a record

of the costs of (and the paid receipts for) any capital improvements made

to your home and property.  Examples of such costs are listed in the

Notice.

If you are preparing to sell or dispose of your property in a manner which

would trigger the Recapture of Assistance Payments provision, you will have

to repay HUD for assisting you with your monthly mortgage payments.  The

following information will help you to complete the process.

I.DOCUMENTATION FOR PROCESSING CASE.  Once the HUD Office receives a

request to satisfy the HUD lien, HUD will request you or your

representative to provide:

        A.A copy of the security instruments, if original documents are not

on file in the HUD Office.

        B.Sales contracts and/or settlement statements for purchasing and

selling the property.

        C.Statement of costs of sale for selling the property.

        D.Receipts, bills and invoices marked "paid-in-full" as proof of

having improvements done.

                NOTE:Labor is not allowed against the appreciation of a

property as "sweat equity".

        E.Letter from mortgagee stating amount of Section 235 assistance

paid on behalf of the original mortgagor and any assumptors of

the mortgage.

        F.A copy of the appraisal report, if the appraised value of the

property is needed to calculate recapture.

II.DOCUMENTATION NOT RETURNED TO REQUESTER.  Unless requested to send

originals of documentation, provide clear, legible copies only, as no

documents will be returned.  If the HUD Office should require the

original of any document, the document shall be returned immediately

after the data has been confirmed.

It will be your, or your representative's, responsibility to ensure

that all required documentation is furnished to the Department in a

timely manner.

III.RECAPTURE AMOUNT DETERMINED.  Based upon documents and data submitted

to the Department, the HUD Office determines the amount of assistance

to be recaptured regardless of whether your first mortgage is held by

a HUD-approved mortgagee or is held by the Secretary of the

Department of Housing and Urban Development.

IV.WORKSHEET.  The HUD Office will use the following format to calculate

the recapture amount:

      PART ONE:  NET APPRECIATION

      A.  Selling Price Or Appraised Value Of Property.     $_________

      B.  Purchase Price (Original) Of Property.            $_________

        C.Amount Of Appreciation.  Subtract original

                purchase price from selling price or appraised

          value to arrive at appreciation of property.      $_________

        D.Subtracting From Appreciation:

                1.Check one.

               [ ]  Reasonable costs of sale or

                    assumption first mortgage.              $_________

               [ ]  Reasonable costs of refinancing

                                first mortgage.             $_________

                        [ ]  Cost of appraisal when paying

                                first mortgage in full without

                                sale of property or refinancing

                                of first mortgage.          $_________

         2.   Reasonable costs of improvements.             $_________

                        NOTE:  Total of 1. & 2. are allowed

                                  against appreciation of property.

         3.   Total of 1. & 2.                              $_________
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        E.Net Appreciation.  Net appreciation of a property is an increase

in value of the property over the original purchase price, less

reasonable costs of sale; reasonable costs of refinancing the

first mortgage; or the cost of the appraisal when paying the

first mortgage in full; and reasonable costs of improvements made

to the property.

          Net Appreciation (Subtract total in D.3.

          from appreciation amount in C.)                   $_________

      PART TWO:  RECAPTURE

        A.Subsidy (Assistance), Total Paid To Date.

                Amount of assistance paid on behalf of the

                mortgagor by the Department through date of

                termination of the assistance payment

          contract.                                         $_________

        B.One-half Net Appreciation.  Multiply fifty

                percent (.50) times (X) net appreciation or

                divide (/) two (2) into net appreciation to

                arrive at one-half net appreciation of a

          property.                                         $_________

        C.Recapture Amount.  The recapture amount

                is the lesser of:  One-half net appreciation

                or the full amount of assistance

                paid on behalf of the original mortgagor

          and any assumptors of the mortgage.               $_________

V.DEMAND FOR PAYMENT OF RECAPTURE AMOUNT.  When the HUD

        Office determines that the mortgagor must pay a recapture

        amount, the HUD Office must notify the mortgagor or the

        mortgagor's representative of that amount and it must be

        paid immediately in a lump sum.

VI.   INSTALLMENT PAYMENTS ON RECAPTURE AMOUNT.

        A.If you wish to pay the recapture amount in

                installments, there are certain requirements.

                1.You must retain the title to the property while

                        paying the recapture amount on the installment

                        plan.

                2.Interest will be charged on the unpaid balance of

                        the recapture amount at the rate of interest on the

                        face of the note.
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                3.If the property is sold, the unpaid balance of the

                        recapture amount becomes due immediately.

                4.The HUD lien will not be satisfied until the

                        recapture amount is paid in full.

        B.Computing Interest.  The interest period is that 30-day

                period preceding the date payment is due.

        Interest begins at the end of the 30-day grace period

                after the indebtedness date has been set.  The rate of

                interest is PER ANNUM, not per month.

                1.Interest is computed at the RATE OF INTEREST ON THE

                        FACE OF THE EXECUTED NOTE.

                2.Interest is computed on a monthly basis on the principal

balance of the recapture amount.

                3.If a mortgagor wishes to make installment payments for

periods of time other than every month, the interest would

still be computed on a monthly basis.

VII.SATISFYING THE HUD LIEN.  THE LIEN ON A PROPERTY WILL NOT BE

SATISFIED UNTIL AFTER THE RECAPTURE AMOUNT HAS BEEN PAID IN FULL.

VIII.FORECLOSURES AND DEEDS IN LIEU OF FORECLOSURE.  If your mortgage is

in foreclosure or you plan to give your mortgagee a deed-in-lieu of

foreclosure, you MUST work with your mortgagee to resolve your

financial housing problems.

IX.RELOCATION OF MORTGAGOR BY EMPLOYER.  If you are required to

relocate, and your employer assumes the responsibility of selling

your property, your mortgagee must contact the HUD Office for

guidance.

X.DISLOCATION OF MORTGAGOR (EMINENT DOMAIN).  If you must relocate to

another property because a State or local government needs the

property for public use, you may relocate to another property under

the same mortgage.  The FHA case number must remain the same.  The

mortgagee must contact the HUD Office for guidance.

XI.SUBORDINATION OF THE HUD LIEN.  If subordination of the HUD lien on a

property is in the best interest of the Secretary, the HUD Office may

approve subordination of the lien in the case of refinancing a first

mortgage.  The mortgagee must contact the HUD Office for details on

subordinating the HUD lien to a lesser position.  The HUD
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Office may approve requests for subordination of the HUD lien on a

case-by-case basis.

        A.Authorization To Approve Requests.  The HUD Office is authorized

to approve requests for subordination of Section 235 Recapture

mortgages to another FHA-insured mortgage, a conventional

mortgage and a Veterans Affairs (VA) mortgage.  The following

conditions apply before considering a request for subordination

of the HUD lien:

                1.You may or may not be receiving Section 235 assistance at

the time of your request for subordination of the HUD lien.

                2.The amount of the mortgage must be restricted to the

following items:  unpaid principal balance; current interest

due; delinquent interest; and refinancing charges.  In the

event the refinanced mortgage includes property equity, the

Department must require that the recapture amount be

calculated, that amount be received by HUD and the HUD lien

be satisfied, recorded and forwarded to the mortgagor or the

mortgagor's representative.

                3.The HUD Office must review your financial status at the time

of the refinancing of the first mortgage to determine if you

have sufficient cash assets to pay the recapture amount.  If

you can afford to pay the recapture amount, the Department

will not consider subordination of its lien.

        B.If the subordination is approved, the HUD Office will execute a

subordination agreement which will subordinate the HUD lien to

the new FHA-insured mortgage, the conventional mortgage or VA

mortgage.  NO MODIFICATIONS SHALL BE MADE IN THE PROVISIONS OF

THE RECAPTURE MORTGAGE.

XII.  GENERAL INFORMATION.

        A.If you decide not to satisfy your Section 235 mortgage, the

amount of recapture owed HUD could increase in the future (up to

the total amount of assistance paid on your behalf and on behalf

of all previous mortgagors who owned the property) if the value

of the property appreciates.
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        B.Additional Information On Subordination.

                1.Streamline Refinancing.  You may request subordination of

the HUD lien to another FHA-insured mortgage without having

your property appraised.  You or your representative must

contact your mortgagee or the HUD Office for details.

                2.Section 235(r).  With respect to subordination as it relates

to the refinancing of your first mortgage insured under the

Section 235 Recapture Program or the Restructured 10

(Recapture) Program to a new mortgage insured under Section

203(b) or Section 235(r) of the National Housing Act, you

must contact the HUD Office in the geographic area of the

property.

                NOTE:Should you have any questions regarding any of the

paragraphs in this FACTSHEET, you must contact the HUD

Office in the geographic area of the property.
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Appendix 33

MORTGAGOR(S)

SUBJECT:Section 235 Recapture Program

                HUD Lien Remains on Property

                FHA Case No.:

Dear Mortgagor(s):

        This office has been informed by ________(mortgagee name and

location) _____ that your FHA-insured first mortgage has been paid in full

through the refinancing of the mortgage.  The total amount of Section 235

assistance paid on your behalf by the Department of Housing and Urban

Development (HUD) is ______(amount)_________.

        The HUD lien still remains on your property.  A request has not been

made to satisfy the HUD lien.  The lien is now in first-lien position (or

second-lien position if a State or local government has a lien on the

property) and will remain on your property until a request is made to

satisfy the lien with or without the sale of the property.

        If your property increases in value before the lien is satisfied,

there is the possibility that you will have to repay the full amount of

assistance to HUD.

        If you would like detailed information concerning this matter, you

may contact ____(name of servicer)___ at the ____(field office name,

address and telephone number)________.

        A FACTSHEET FOR SECTION 235 MORTGAGOR is enclosed for your

information.

                                                        Sincerely,

Enclosure

Appendix 34

               TRANSMITTING THE SATISFACTION OF LIEN

MORTGAGOR/REQUESTING PARTY:

Dear ______________:

SUBJECT:Section 235 Recapture Program

                Transmitting the Satisfaction of Lien

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        The lien on the subject property has been satisfied by the Department

of Housing and Urban Development (HUD).  Enclosed are the following

documents for your records:  the original of the recorded Satisfaction of

Lien, the Note and the Second Mortgage (or Second Deed of Trust) with

Addendum.

        (NOTE:If the documents are being sent to a party other than the

mortgagor, the second sentence should begin as follows:

Enclosed are the following documents to be sent to

___(mortgagor name)___ ....)

        (NOTE:If the requesting party stated, in writing, responsibility

for recording the Satisfaction of Lien, the paragraph should

read as follow:)

        Enclosed are the following documents:  the original of the

Satisfaction of Lien, the Note and the Second Mortgage (or Second Deed of

Trust) with Addendum.  You stated in your letter that you would be

responsible for recording the Satisfaction of Lien.  It is most important

to record the Satisfaction of Lien in a timely manner.

        If you have any questions, please contact ________________, Servicing

Specialist at ____(telephone number)________.

                                                        Sincerely,

Enclosures
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        MEMORANDUM FOR:  _______________, Director

        FROM:__________________, Director

                        Housing Management Division

                        Field Office, Correspondence Code

        SUBJECT:Section 235 Recapture Program

                        Pre-Foreclosure Sale Pending

                        HUD Lien on Property

                        FHA Case No.:

                        Mortgagor Name(s)

                        Property Address:

                The subject property is being sold at a pre-foreclosure sale.

There is a Section 235 HUD lien on the property which must be satisfied.  A

request for satisfaction of the lien has been submitted to the Legal

Division.  When the document has been executed, dated and recorded, it will

be forwarded to the new mortgagor(s).

                If you have any questions, you may contact ________________,

Servicing Specialist at ____(telephone number)________.

APPENDIX 36

___________________________________________________________________________
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          *************************************************
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NOTICE TO BUYER - THIS SECTION 235 MORTGAGE MAY BE SUBJECT TO

                                        RECAPTURE

IT IS MOST IMPORTANT THAT YOU READ THIS NOTICE CAREFULLY.

        The law governing the HUD-insured mortgage for which you are making

application provides that:

1.your monthly mortgage payments can be partially subsidized;

2.you will be required to execute a second mortgage and note (or deed

and trust) with addendum, at closing, in favor of HUD to as sure

repayment of the assistance;

3.HUD will demand the immediate repayment of the full amount of the

recapture due HUD when any one of the following events takes place:

        A.the property is sold to an assumptor not eligible for assistance;

        B.the property is sold to an assumptor eligible for assistance but

who does not agree to:

                (1)accept any assistance; and/or

                (2)assume liability for repayment of assistance paid on behalf

of the seller by executing a second note and mortgage (or

deed of trust) with addendum, for the maximum amount of

assistance which could be paid over the term of the

mortgage;

        C.the property is rented (or, in the case of a property with more

than one unit, the owner's unit is rented) for more than one

year;

        D.the mortgagor (or the mortgagor's agent) requests that the

Secretary's lien on the property be released.
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4.in the event this mortgage is assumed, HUD will look for payment of

the recapture from the assumptor who has title to the property at the

time HUD deems the recapture to be due;

        NOTE:Assumptors should be aware that the recapture amount due HUD

will be calculated based on all the assistance paid on

behalf of the original mortgagor as well as the assistance

paid on behalf of all succeeding assumptors of this

mortgage.

5.the amount of assistance to be recaptured by HUD shall be the lesser

of:

        A.the amount of assistance actually paid to the mortgagee on behalf

of the original mortgagor and all succeeding assumptors of this

mortgage; or

        B.50 percent of the net appreciation of the property, less

reasonable costs of sale, less the reasonable costs of

improvements made to the property (as deemed acceptable by the

Secretary of HUD), plus any increase in the mortgage amount as of

the time of sale over the original mortgage balance due to the

mortgage being insured pursuant to the Section 245 program.

        In order for you to receive the greatest profit from the sale of your

home, it is recommended that IMMEDIATELY AFTER YOU PURCHASE YOUR HOME, A

SYSTEM SHOULD BE ESTABLISHED FOR KEEPING A RECORD OF THE COST OF (AND THE

PAID RECEIPTS FOR) ANY CAPITAL IMPROVEMENTS THAT ARE MADE TO YOUR HOME AND

PROPERTY.  Costs for home improvements acceptable to HUD, as well as

certain costs related to the sale of the property, may be used to offset

all or a portion of the increase in value of your property.  These offsets

may result in reducing or eliminating entirely the amount of money that you

must pay HUD in order to satisfy the HUD lien on your property.

        Examples of costs for acceptable permanent home improvements (i.e.,

costs for paid labor, materials and rental equipment) include, but are not

limited to, the following permanent improvements which will convey to the

next owner when the property is sold:

1.room additions and other permanent improvements, such as porches,

decks, patios, garages, carports, swimming pools (if installed for

medical reasons), etc.;
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2.finishing off areas that were unfinished when the mortgage was

insured, such as basements, house and/or garage attics, etc.

3.built-in bookcases, cabinets, fireplaces, wood stoves, etc.,

4.addition of storm windows and doors, security systems appliances,

central air conditioning, etc., to that which already existed at the

time the mortgage was insured;

5.permanent landscaping such as fencing, planting of trees, shrubbery

and bushes, landscaping ties, retaining walls, etc.

5.fees for building permits and inspections required in connection with

acceptable improvements.

        The reverse side of this form could be used to record the

improvements you make.  BUT REMEMBER TO ATTACH THE PAID RECEIPTS (CANCELLED

CHECKS ARE NOT ACCEPTABLE) TO THIS FORM ALSO.  WITHOUT PAID RECEIPTS, THE

COST OF YOUR IMPROVEMENTS WILL BE DISALLOWED.

                    NOTICE TO ASSUMPTORS

        Should you be assuming an existing Section 235 mortgage on a

property, it is recommended that you obtain at closing (a) a list of all

improvements (AND THE PAID RECEIPTS) that have been made to the property

during the time the former owner(s) had this mortgage; and (b) a signed

copy of each HUD-1, Settlement Statement for each previous sale of this

property.  These costs may be used by you (or the next owner(s)) to offset

the appreciation of this property when HUD calculates the amount due to

satisfy its mortgage lien on this property.  However, the final assumptor

must be in possess of the paid receipts and signed Settlement Statements in

order to document the costs Involved.  Without these documents, these costs

will be disallowed.

Receipt of this form is here acknowledged:

_____________________________________

        (Mortgagor)

_____________________________________

        (Mortgagor)

_________________________

         (Date)
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Section 246

                         NOTICE TO BUYER

                   PLEASE READ THIS CAREFULLY.

SUBSIDY PAYMENTS

You have applied for a Section 235 loan.  Under this program, the

Department of Housing and Urban Development (HUD) will pay part of your

mortgage payment for ten years, if you remain eligible.  Your eligibility

and the size of HUD's portion of the payments depend upon your family

income, occupancy of the property and other factors.  You must pay at least

28 percent of your adjusted monthly income towards the mortgage payment.

RECERTIFY ANNUALLY

You will be asked to give us information on your family income and how many

are in your family, and where you are living, every year.  Anytime your

monthly household income rises by $50 or more, or you vacate, sell or rent

the property, you must notify your lender immediately.

WHEN THE SUBSIDY STOPS

HUD's contractual obligation to make assistance payments on your behalf is

limited to a ten year period.  Even if you still need help with your

mortgage payments beyond ten years (your 120th mortgage payment), we cannot

assure you that HUD will be able to continue helping you by extending the

contract of assistance.  There may not be any funds.  You will have to make

the full mortgage payment when our assistance stops.

REPAYING HUD

If you sell your home to someone who is not eligible for 235 assistance or

rent your home for more than a year, you will have to repay HUD for helping

with your mortgage payments.  We call this requirement to repay the

assistance "recapture."  It is required by law.  You will have to repay

either the amount HUD paid on your behalf or half the net amount your home

increased in value, whichever is smaller.  You can deduct from the value of

your home the reasonable cost of major improvements that you make, such as

adding a room, landscaping, central air conditioning, etc.  You can also

deduct from the value the reasonable costs of selling your home.  To get

credit for the cost of any improvements, you must save your bills and

payment receipts and have them available to show us.

SECOND MORTGAGE

You must sign a second mortgage or deed of trust and note in favor of HUD

so that we will be able to recapture the assistance payments, if it becomes

necessary to do so.

IF YOU HAVE ANY QUESTIONS ABOUT THIS NOTICE, ASK YOUR LENDER.

                               __________________________ (Borrower)

_______________                __________________________ (Co-borrower)

Date
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               LETTER TO ASSUMPTOR OF THE FIRST MORTGAGE

MORTGAGE ASSUMPTOR:

Dear __________________:

SUBJECT:Section 235 Recapture Program

                Assumption of First Mortgage

                FHA Case No.:

                Mortgagor Name(s):

        This Office has been informed that you are assuming the first

mortgage on the subject property owned by _________________.

        The Section 235 assistance paid to the original mortgagor is secured

by a recorded lien placed on the property to ensure that the recaptured

assistance is paid to the Department of Housing and Urban Development.  A

NOTE has been prepared for your signature for the remainder of the

assistance reserved for use under FHA Case. No. __________________.

Payment of Section 235 assistance is contingent upon execution of this

note.  Failure to execute the note will result in termination of the

assistance payment contract.

        Although you are executing a note for the remainder of the assistance

reserved for use, you are responsible for repaying all recaptured

assistance on behalf of all mortgagors who owned the property under the

above FHA case number.

        You should have an attorney prepare an official document stating that

if you are required to execute a note for payment of assistance before the

assumption is completed, you are not liable under the executed (and

recorded, if required) note to pay recapture of assistance if the

assumption is not carried to completion.  Also, you must execute the

"Notice to Buyer", which contains information for your records, at the

settlement of the assumption.

        If you are assuming the first mortgage of a Section 235 Restructured

10 Recapture Program property, after the tenth anniversary of the first

payment due under the mortgage, you will not receive additional payments

unless funds are available and you can prove a need for additional

assistance.

        If you have any questions, you may contact _________________,

Servicing Specialist, at ___(telephone number)________.

                                                        Sincerely,

APPENDIX 39

                                                CERTIFICATION

___________________________________________________________________________

MORTGAGOR'S NAME                                            FHA CASE NUMBER

___________________________________________________________________________

PROPERTY ADDRESS

___________________________________________________________________________

DATES THIS REVIEW COVERS

___________________________________________________________________________

My review of this case indicates there is no overpaid assistance due

the Department of Housing and Urban Development on behalf of FHA Case

#__________________, a property located at

___________________________________,

______________________________________.  The mortgagee is

________________________________________________________.

     This opinion is based on:

                ____A.A review of the overpaid assistance analysis

documentation and the certification regarding a refund

of overpaid assistance submitted by the mortgagee.

                ____B.A statement from the mortgagee listing the

recertification income amounts revealed that no income

increases necessitated a $50.00 increase "required"

recertification.

                ____C.The fact that the mortgagee has implemented the

procedure to recertify the mortgagor each time it (the

mortgagee) becomes aware of a $50.00 monthly income

increase and this fact has been confirmed by a HUD

mortgagee servicing review.

SERVICER'S SIGNATURE _________________________________ DATE_________

CHIEF'S SIGNATURE ____________________________________ DATE_________

___________________________________________________________________________
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          MEMORANDUM OF RECOMMENDATION TO FORECLOSURE ON HUD'S LIEN

MEMORANDUM FOR:  _____________, Director

                 Office of Insured Single Family Housing,

                 Correspondence Code

FROM:                     ______________, Director

                          Housing Management Division

                          Single Family Loan Management Branch

                          Field Office, Correspondence Code

SUBJECT:  Section 235 Recapture Program

            Recommendation for Foreclosure of the HUD Lien

          FHA Case No.:

          Mortgagor Name(s):

          Property Address:

        A request to satisfy the HUD lien on the subject property was

received by this office because the mortgage was assumed by an assumpter

who is not eligible for the Section 235 assistance.

The original mortgagor paid the recapture amount of __$ (amount)______

because ______________________________________________________________

______________________________________________________________________

______________________________________________________________________

______________________________________________________________________

________________________________________________.

     _________________________________________________________________

______________________________________________________________________

______________________________________________________________________

______________________________________________________________________

_______________________________________________________________.

        If you have any questions, you may contact ____________________,

Servicing Specialist at ____(telephone number)________.

Appendix 41

    LETTER TO MORTGAGOR REGARDING FORECLOSURE OF THE HUD LIEN

MORTGAGOR:

Dear Mortgagor:

SUBJECT:Section 235 Recapture Program

                Foreclosure of the HUD Lien

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        A request to satisfy the HUD lien on the subject property Was

received by this office.  Because you assumed the first mortgage and it was

determined that you were not eligible for the Section 235 assistance, the

Recapture provision became effective.  The Section 235 assistance payment

contract was terminated.

        The original mortgagor has not paid the recapture amount of ___$

(amount)____.  Three demand letters were sent to ____(mortgagor

name(s))____ at ____(property address)_____, because they continued to live

there after you assumed the first mortgage.  Those letters were returned to

this office and we were informed that __(mortgagor name(s))____ moved and

left no forwarding address.

        You were unable to pay the recapture amount due and decided to

refinance the first mortgage to a lower rate of interest with another

FHA-insured mortgage.  The HUD lien will move into first-lien position when

the first mortgage is paid off; therefore, mortgagee wishes to have the HUD

lien satisfied.

        If you wish to pay the recapture amount in installments, in agreement

with ____(mortgagee's name and address)____, the HUD lien will be satisfied

and the recorded original Satisfaction of Lien sent to you when the

recapture amount has been paid in full.

        If the recapture amount due is not paid, HUD shall foreclose on the

Section 235 recapture mortgage on your property at __(complete property

address)___.  The unpaid principal balance of the first mortgage is __$

(amount)____.  There are no other liens on the property.  ___(Mortgagee's

name)____ will be notified of the foreclosure action.

        If you have any questions, please contact _________________,

Servicing Specialist at ___(telephone number)________.

                                                        Sincerely,

Appendix 42

          MEMORANDUM OF REQUEST TO FORECLOSE ON HUD'S LIEN

MEMORANDUM FOR:  _______________, Chief Counsel

                          Office of General Counsel, Correspondence Code

FROM:                     _____________, Director

                          Housing Management Division

                          Single Family Loan Management Branch, __Code__

SUBJECT:Section 235 Recapture Program

                Request to Foreclose on the HUD Lien

                FHA Case No.:

                Mortgagor Name(s):

                Address:

        The subject mortgagors allowed their first mortgage to be assumed by

a party who was not eligible for the Section 235 assistance.  The

assumptors allowed the original mortgagors to continue to live at the

property address.  The recapture amount of __$ (amount)___ has not been

paid.  Three demand letters were sent to the property address but this

office did not receive a response.  The case was referred to the Collection

Claims Officer.  The Officer was unable to collect the recapture amount

because the mortgagors moved and left no forwarding address.

        The case has been recommended for foreclosure because the new

mortgagor is refinancing the first mortgage and the recapture amount has

not been received by this office.  We are requesting your office to

initiate the foreclosure proceedings.  Attached is the following

documentation needed to process the case:

                         (List documentation)

        If you have any questions, you may contact _________________,

Servicing Specialist at ____(telephone number)________.

Attachments

Appendix 43(A)

MEMORANDUM FOR:  ______________, Director

                          Housing Management Division

                          Office of Housing

                          Regional Office, Correspondence Code

FROM:________________, Director

        Housing Management Division

        Field Office, Correspondence Code

======================================================================

MEMORANDUM FOR:  _______________, Director

                          Subsidized Housing Programs Division

                          Subsidy Accounting Branch

                          Accounts Payable Section, Correspondence Code

FROM:   ________________, Director

        Housing Management Division

        Office of Housing

        Regional Office, Correspondence Code

======================================================================

SUBJECT:Section 235 Recapture Program

                Section 235 Recapture Activity Report

                No Recapture - HUD's Liens Satisfied

        A request for satisfaction of lien for each case listed on the

attached form has been received and processed by this office.  No recapture

of assistance is due this Department.  The second mortgages (or second

deeds of trust) on the subject properties

have been satisfied.*

     If you have any questions, you may contact ___________________,

Servicing Specialist at __(telephone number)______ in the ____________

___(Regional Office)____.

Attachment

*REMEMBER THAT THE HUD LIEN IS IN THIRD-LIEN POSITION IF THE STATE OR

A LOCAL GOVERNMENT HAS A LIEN ON A PROPERTY.

NOTE:The Regional Office can submit each Field Office report to the Office

of Finance and Accounting just as it is received from the Field

Office.

APPENDIX 43(B)

___________________________________________________________________________

     Section 235 Recapture Cases Without A Recapture Amount Due HUD

    ***************************************************************

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    *       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED   *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    * *

    ***************************************************************

___________________________________________________________________________

Appendix 45

MORTGAGEE

Dear Mortgagee:

SUBJECT:Section 235 Recapture Program

                Security Instrument Not Executed/

                Request to Refund Assistance

                Mortgagee Loan No.:           FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        A security instrument (second mortgage or deed of trust with

addendum) for the subject property was not executed and, as a result, the

case is not under the Section 235 Recapture program.

        You stated in your letter that HUD has paid ___$ (amount)___ in

assistance on behalf of the subject mortgagors.  Since a second mortgage

was not recorded, all assistance paid is considered to be overpaid

assistance and must be returned to this Department.  The assistance payment

contract must be terminated (even though the mortgagors cannot afford to

pay their monthly mortgage payment without the assistance).  The total

amount of assistance cannot be deducted from your next monthly billing; it

must be paid directly to HUD by check.

        The assistance amount of ___$ (amount)____ will not be considered

overpaid assistance if the mortgagors execute a note and second mortgage

(or deed of trust) in favor of the Secretary of the Department of Housing

and Urban Development and the security instrument is recorded.

        If you have any questions, you may contact _________________,

Servicing Specialist at ___(telephone number)________.

                                                        Sincerely,

Appendix 46

MORTGAGOR

Dear Mortgagor:

SUBJECT:Section 235 Recapture Program

                HUD Lien Not Recorded/Request

                to Refund Assistance

                FHA Case No.:

        Your request to satisfy the HUD lien on your property was received in

this office on _____(date)______.  The paperwork was processed, however, we

informed you that the second mortgage (or deed of trust) was not recorded

at the time of settlement of your first mortgage.  The executed note for

the second mortgage, the first mortgage, and the addendum for the second

mortgage were recorded.

        You were informed that this office would have the document recorded

but you objected to that being done.  However, even though the security

instrument was not recorded, the executed note is a promise to repay the

assistance to this Department and is binding by law.  The total amount of

assistance paid on your behalf by the Department is ___$ (amount)____.

        If the security instrument is recorded, you must repay one-half of

the net appreciation of your property, ___$ (amount)___, or the full amount

of assistance paid by the Department, whichever is less.  Once the

recapture amount has been received and deposited, the lien will be

satisfied and the satisfaction of lien recorded and sent to you.

        If the security instrument is not recorded you must repay the full

amount of assistance because it will be considered overpaid assistance, and

must be paid in a lump sum, immediately.  There is the possibility that you

may lose your home through foreclosure of the mortgage if you decide not to

honor this debt.

        If you wish to discuss this matter further, you may contact

______________, Servicing Specialist, at (telephone number)________.

                                                        Sincerely,

Appendix 47(A)

                    LETTER TO LAST ELIGIBLE ASSUMPTOR

MORTGAGOR:

Dear Mortgagor:

SUBJECT:Section 235 Recapture Program

                Last Eligible Assumptor

                FHA Case No.:

        This Office has been informed by your mortgagee, __(name of

mortgagee)___ that you are (selling, refinancing, paying off your first

mortgage or the first mortgage is being assumed by a party not eligible to

receive Section 235 assistance).

        As the last eligible mortgagor, you can claim the costs of sale for

each settlement transaction on the property for those costs which are

allowed by the Department of Housing and Urban Development and are fully

documented in the seller's column on each HUD-1, Settlement Statement.

        In addition, all major improvements completed by the original

mortgagor and all assumptors of the first mortgage can be claimed which are

documented by proof of payment (receipts, paid-in-full contracts, paid

invoices, etc.).  Interest on bank loans or credit-card purchases for

improvements cannot be claimed against the appreciation of the property.

        If you have any questions, you may contact ___(name)_______,

Servicing Specialist, at ____(telephone number)________.

                                                        Sincerely,

Appendix 47(B)

MORTGAGOR

Dear Mortgagor:

SUBJECT:Section 235 Recapture Program

                HUD Lien Not Found During Title Search

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        Your request to satisfy the HUD lien on the subject property has been

received and is being reviewed by this office.

        The former mortgagors owned the subject property and received Section

235 assistance for several years.  The first mortgage was assumed by

homeowners who lived in the property for a short period of time.  They sold

the property and when a title search was done before the sale, the HUD lien

was not found.  When you bought the property, the seller or the seller's

representative assumed that the title was clear.

        However, when you made application to refinance your first mortgage,

the title company's search found the HUD lien.  To satisfy this lien, this

office must determine if there is a recapture amount due.  The following

documentation is needed to review and calculate the recapture amount.

(List documentation outlined in Handbook 4330.1, Paragraph 11-12.)

        Since the lien is on the property and not the mortgagor, if there is

a recapture amount due this Department, it must be paid in full before the

Department will satisfy the lien.  You will be informed if there is a

recapture amount due.  If it is not paid, there is the possibility that you

may lose your home through foreclosure of the HUD lien.

        If you have any questions, please contact __________________,

Servicing Specialist at ____(telephone number)________.

                                                        Sincerely,

Appendix 48

MORTGAGOR:

Dear Mortgagor:

SUBJECT:Section 235 Recapture Program

                First Mortgage Refinanced - HUD Lien

                Not Satisfied - Determining Recapture Amount

                FHA Case No.:

                Mortgagor Name(s):

        When the first mortgage on your property was refinanced, this office

sent a letter to you which informed you that the HUD lien had moved into

first-lien position.  The mortgagee for the new mortgage did not request

that the lien be satisfied.  Perhaps it was an oversight; the lien was not

found during the title search; or the mortgagee was not familiar enough

with the Section 235 Recapture Program to know that the HUD lien would be

in a higher lien position than the new mortgage.

        Your letter of ___(date)____ which requested conditions under which

you would like this Department to satisfy the HUD lien on your property has

been reviewed.  Those conditions cannot be considered in processing the

case.  Only the following items can be used to determine the recapture

amount:

        (1)The original purchase price of the property (not the mortgage

amount for the refinancing of the first mortgage) and the selling

price or today's fair market value (not the mortgage amount for

refinancing the first mortgage) must be used to arrive at the

appreciation of the property.

        (2)The costs of sale or the cost of the appraisal (depending on the

transaction), and the costs of all major improvements must be

subtracted from the appreciation of the property.

        (3)The lessor of one-half the net appreciation or all of the Section

235 assistance paid on your behalf is the recapture amount you

must pay to the Department.

        When the recapture amount is received and deposited by this office,

the HUD lien will be satisfied, recorded (unless you wish to have the lien

recorded) and sent to you.

        If you have any questions, you may contact _________________,

Servicing Specialist at ____(telephone number)________.

                                                        Sincerely,

Appendix 49

MEMORANDUM FOR:  _______________, Director

                          Regional Office of Housing

                          Regional Office, Correspondence Code

     OR

MEMORANDUM FOR:  _______________, Director

                          Office of Insured Single Family Housing

                          Insured Servicing Branch, Correspondence Code

SUBJECT:Section 235 Recapture Program

                Request for Partial Release of the HUD Lien

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        A request for partial release of the HUD lien has been received

regarding the subject property.  This office requests your assistance in

resolving this matter.

        The case concerns a homeowner (whose Section 235 mortgage has been

satisfied) who built his garage two feet by thirty feet on the subject

property without realizing that he had built the garage over the property

line.  The mistake was valid because there is a twist in the property line

that would lead the homeowner to believe that he was building on his own

property.  The subject mortgagors had a survey done which revealed the

mistake.  Subsequently, the mortgagors sold the strip of land to the other

homeowner but the changes in the descriptions of the properties were not

recorded.  Background documents are attached.

        If you have any questions, please contact ___________________,

Servicing Specialist at ____(telephone number)________.

Attachments

Appendix 50

MORTGAGEE:

Dear Mortgagee:

SUBJECT:  Section 235 Recapture Program

          Collecting Recapture Amount of Full

            Amount of Assistance from Mortgagee

          FHA Case No.:

          Mortgagee Name(s):

          Property Address:

        The subject Section 235 mortgagors have informed this office that

they refinanced their first mortgage and requested that the HUD lien on the

subject property be satisfied.

        They sent your office the documentation needed to process the case,

and stated that your office calculated a recapture amount of ___$

(amount)____ and collected it from them. They have proof that they paid the

recapture amount to you.

        The mortgagors are requesting that this office satisfy the HUD lien

on the property.  Our records show that a recapture amount to satisfy the

lien has not been received by this office.  Therefore, this Department

cannot satisfy the lien until the recapture amount has been received and

deposited.

        We request that your office transmit the documentation used to

calculate the recapture amount, along with a check for the amount of

recapture you received from the mortgagors or proof that this amount was

paid to HUD.  If the recapture amount is not transmitted to this office,

the full amount of assistance in the amount of ___$ (amount)____, paid on

behalf of the mortgagors by this Department must be paid in a lump sum by

check no later than _____ (date)_____.  The HUD lien will be satisfied once

the appropriate amount of funds is received and deposited by this office.

        If you have any questions, you may contact __________________,

Servicing Specialist at ____(telephone number)________.

                                                        Sincerely,

Appendix 51

MEMORANDUM FOR:  _______________, Chief Counsel

                          Field Office General Counsel, Code

FROM:_______________, Director

        Housing Management Division

        Single Family Loan Management Branch

        Field Office, Correspondence Code

SUBJECT:Section 235 Recapture Program

                Request for Satisfaction of Lien

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        The subject case has been processed for recapture of assistance and

is submitted to your office for preparation of the Satisfaction of Lien.

The recapture amount of ___$ (amount)____ was received and deposited.

        The original security instruments, the worksheet and Form HUD-235,

Collection Register are attached as proof of payment of the recapture

amount (if there is any recapture due).

        If you have any questions, please contact ___________________,

Servicing Specialist at ____(telephone number)________.

Attachments

Appendix 52

Senator ____(full name)_______

United States Senate

Washington, DC  20510

Dear Senator _________________:

      OR

Honorable _______(full name)___

U. S. House of Representatives

Washington, DC  20515

Dear Mr./ Mrs./ Ms. ______________:

        Thank you for your letter dated ____(date)______, regarding the

Section 235 Recapture Program.

      Since the information requested concerns nationwide data and

 this office can provide information for the State(s) of __________

only, your letter is being transferred to our Headquarter's Office of

Finance and Accounting.

        You should be hearing from that office shortly.  Thank you for your

interest in the programs of the Department.

                                                        Sincerely,

                                        Housing Management Division

Appendix 53

MEMORANDUM FOR:  _______________, Director

                          Subsidized Housing Programs Division

                          Office of Finance and Accounting, Corres. Code

FROM:________________, Director

        Housing Management Division

        Field Office, Correspondence Code

SUBJECT:  Section 235 Recapture Program

          Transfer of Congressional Inquiry

            for Recapture Activity Information

        Senator/Representative ______(full name)__________ has requested

information regarding the Section 235 Recapture Program activity.  The

information concerns nationwide data and this office can only provide

information for the State(s) of ____________________.  Therefore, this

request is being transferred to your office for response.

        If you have any questions, you may contact __________________,

Servicing Specialist at ____(telephone number)________.

Attachment

Appendix 54

MEMORANDUM FOR:

FROM:

Attention:  Desk Officer for ________________ Field Office

SUBJECT:Section 235 Recapture Program

                HUD Employee/Section 235 Recapture Mortgagor

                FHA Case No.:

                Mortgagor Name(s):

                Property Address:

        The subject Section 235 mortgagor is a Single Family Loan Management

- Property Disposition employee requesting satisfaction of the HUD lien on

the subject property.

        It is requested that this case be transmitted to another Field Office

to review and process the case.  Upon completion, return the processed case

to the Office of Legal Counsel in the above-named office for processing of

the Satisfaction of Lien document.

      /__/ FROM LOAN MANAGEMENT EMPLOYEE TO REGIONAL OFFICE

      /__/ FROM REGIONAL OFFICE TO FIELD OFFICE

      /__/ FROM FIELD OFFICE TO REGIONAL OFFICE

        /__/ FROM REGIONAL OFFICE TO FIELD OFFICE ASSIGNED TO REVIEW THE CASE

        /__/ FROM FIELD OFFICE THAT PROCESSED THE CASE TO OFFICE OF LEGAL

                 COUNSEL OF FIELD OFFICE THAT TRANSFERRED THE CASE

        Please prepare the Satisfaction of Lien.  Attached is the

original of the security instrument and a copy of the Schedule of

Collections for the amount of ___$ (amount)____ (if a recapture

amount was collected).  Upon completion, transmit to the Single

Family Loan Management Branch for recording and transmittal to

the mortgagor or the mortgagor's agent.

Attachments

