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U. S. Department of Housing and Urban Development
Washington, D.C.  20410
February 27, 2007




TI-470

TO:  ALL APPROVED TITLE I LENDERS

SUBJECT:  Clarifications to the Title I Property Improvement  Program


In response to Title I lenders, industry meetings and roundtables and as a result of a comprehensive study of the Title I Property Improvement Program, the Department is reiterating some policies and revising others.   The first of these changes is described in this letter and is effective immediately.  Other changes will be announced via a proposed rule published in the Federal Register thereby giving the public a chance to provide comments.    

ORIGINATION ISSUES

Eligible and Ineligible Improvements


The Department would like to take this opportunity to remind program participants that Title I loan proceeds shall be used only to finance property improvements that substantially protect or improve the basic livability or utility of the property.  In general, improvements must be permanent, hard wired or hard plumbed to the property.  The attachment to this Title I Letter indicates those improvements which are eligible and ineligible.  Lenders should carefully review this list and note that landscaping and debt consolidation have been added to the list as ineligible improvements.  Previously published lists of ineligible items are superseded by the attachment to this Title I letter. 

Detailed Development Budget Required 

Section 201.20 (b) of the Title I regulations requires the lender to obtain a copy of a proposal or contract that describes in detail the work to be performed and the estimate or actual cost, or if the borrower does not use a contractor, a detailed written description of the work to be performed, the materials to be furnished and their estimated cost.  These written descriptions should be presented in the form of a budget and must include:  cost, size, type, style, grade, color and quantity of materials and labor, if applicable.  Prudent underwriting of property improvement loans also requires that lenders determine the reasonableness of the cost for materials and labor described.
As a reminder, if the contract estimate exceeds the amount of the Title I loan, the lender must verify the source of the funds.  If those funds are from an additional loan, the payment must be included in the debt ratio calculation and, if it is a secured lien, it cannot be secured on the property being improved.  If the additional funds are from the borrower, the lender must document the source of those assets, through bank statements, etc.

Arms Length Relationships

The Department reminds lenders that there must be an arms length relationship between any inspector and the home improvement contractor.  This is required regardless of whether the inspector is or is not an employee of the lender.

Income Requirements for Borrowers
The Department wants to make certain that borrowers approved for Title I loans have adequate income to meet the periodic payments required by the loan, as well as the borrower’s other housing expenses and recurring charges.  For this purpose, allowable ratios and compensating factors are described below.  Where Title I guidance is silent on a particular underwriting issue, lenders should consult the Home Mortgage Insurance Division at  202-708-6396 for additional guidance.
Ratio for Property Improvement Loans  

In 1991, the Secretary determined that for a borrower’s income to be considered adequate to qualify for a property improvement loan, the borrower’s total fixed expenses (including payments on the property improvement loan) shall not exceed 45% of the effective gross income.  This was published in Appendix B in Handbook 1060.2 REV-5.  In 1996, the Department issued Handbook 1060.2 REV-6, which failed to include Appendix B.  This Title I Letter reiterates that the debt-to-income ratio is 45% and supersedes Appendix B. 


Compensating Factors
If the maximum expense-to-income ratio is exceeded, a borrower’s income may be considered adequate to qualify for a loan only if the lender determines and documents in the loan file the existence of compensating factors concerning the borrower’s creditworthiness that support approval of the loan.  Examples of such factors include, but are not limited to:

· The borrower receives employee benefits not included in effective gross income, but which directly affect the borrower’s ability to meet financial obligations.

· A considerable portion of the borrower’s effective gross income is from nontaxable sources.

· A borrower has substantial cash reserves available for contingencies (e.g., a savings account with the equivalent of several months’ income).

· The borrower’s total fixed expenses have been at the same or higher levels for the past two years without any evidence of delinquency. 

If the lender has any doubt about whether a particular compensating factor is acceptable, a specific ruling should be requested from the Home Mortgage Insurance Division at                   202-708-6396.

LOAN SERVICING AND CLAIMS ISSUES 

The Department remains committed to assuring that every possible measure is undertaken to prevent loans from going into default and eventual foreclosure. FHA encourages lenders to intervene with a default management plan at the earliest possible opportunity.  Prudent servicing includes documented attempts to collect the debt through letters and phone calls.  Lenders are reminded that they are required to take all reasonable and prudent measures to induce borrowers to bring delinquent or defaulted accounts current.  This includes the use of repayment plans, modification agreements, or refinancing, as appropriate. 
Repayment Plans

When the lender negotiates a repayment plan (evidenced by a copy of the lender’s letter to the borrower outlining the terms of the agreement), the delinquency should be cured in no later than six months from the date the payment plan is entered into by the lender.  The term cannot be extended.  These repayment plans may be entered into by lenders without HUD's permission.  Lenders are reminded that insurance claims must not be filed later than nine months after the date of default, and for that reason, it is critical to work with the borrower at the earliest stages of default.  

Homeowners may be considered for a repayment plan if they have recently experienced (1) an involuntary reduction in income or an unexpected increase in living expenses and (2) the lender determines the borrower has a reasonable ability to pay under the terms of the repayment plan to eliminate the arrearage within six months. 

Loan Modifications

The intent of a loan modification is to eliminate the arrearage and to reduce the monthly payment (by lowering the interest rate for the remaining term) which will allow the Title I loan to be brought current before or by the end of the loan term.  Homeowners may be considered for a loan modification if they have recently experienced (1) an involuntary reduction in income or an unexpected increase in living expenses and (2) the lender determines the borrower has a reasonable ability to pay under the terms of the loan modification plan to eliminate the arrearage.

As loan modifications do not make sense in every situation, lenders should carefully review each borrower to determine if this option is viable.  Loan modifications are most advantageous when implemented during periods of low interest rates and when the stability of the mortgage can be enhanced by modifying the debt over the remaining term.  The original principal balance, interest rate and term may not be exceeded in any modification agreement.  

Lenders may enter into these loan modifications without HUD’s permission and they do not have to be recorded.

Refinancing
A final option open to homeowners in financial distress is refinancing the loan.  Detailed guidance for refinancing can be found starting on page 2-9 of the Title I Handbook 1060.2 REV-6, published on June 3, 1996 or at §201.19 of the Federal Regulations governing the Title I Program.  Lenders are reminded that in the case of a refinance, they should maintain the note and all records associated with the original Title I loan.  Lenders also must list the transaction on form HUD 27029,  Title I Refinancing Report, which can be downloaded over the Internet at: http://www.hudclips.org. 

Expanded Review of Claims

An expanded review of claims has recently been instituted.  Underwriting reviews may take place on claims with any number of loan payments made by the borrower.    

Incontestability Clause

Pursuant to §201.54 (h) of the Federal Regulations, lenders are reminded that any insurance claim on a Title I loan shall be final and incontestable after two years from the date the claim was certified for payment by the Secretary,  unless a demand for repurchase of the loan obligation is made on behalf of the United States prior to the expiration of the two-year period.  This two-year window is only applicable in the absence of fraud or misrepresentation on the part of the lender.

Lenders must be aware that this clause relates to any action taken by a dealer on their behalf.  As the dealer acts as an agent for the lender, the lender remains directly responsible for any action taken by the dealer.  Finally, lenders purchasing Title I loans remain fully responsible for the portfolio of loans held.  The purchasing lender is not immune from claim denial or repurchase because of the improper actions of a dealer or previous lender.  These improper actions include imprudent underwriting. 

QUALITY CONTROL ISSUES

The Department reminds lenders that § 201.27(4) states that the lender shall supervise and monitor each approved dealer’s activities with respect to loans insured under this 

part.  To assure that this action is being performed, the lenders’ quality control plan must now provide for this review of the dealers performance.  The quality control plan must indicate a methodology for determining the depth of the review based on volume, past experience and other items.
The Department remains committed to offering a quality home improvement product.  These program changes, along with others that will be announced shortly, should permit the Title I program to continue to meet the needs of homeowners who wish to improve their homes without sacrificing the interests of FHA, the U.S. taxpayers or others.  


If you have questions about this letter, please contact the Home Mortgage Insurance Division at 202-708-6396.







Sincerely,







William C. Apgar







Assistant Secretary for Housing-







  Federal Housing Commissioner

Attachment:  Eligible and Ineligible Improvements

