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U S. Department of Housing and Urban Devel opnent
Washi ngton, D.C. 20410-8000

Decenber 2, 1996

OFFI CE OF THE ASSI STANT SECRETARY
FOR HOUSI NG FEDERAL HOUSI NG COVM SSI ONER

Mort gagee Letter 96-65
TO ALL APPROVED MORTGAGEES
ATTENTI ON: Single Fami |y Servicing Managers

SUBJECT: Procedural Changes for Single Family Servicing and Single Fanmily
C ai s

The purpose of this Mirtgagee Letter is to announce several substantive
changes in the policy and procedures related to single fanmly nortgage
servicing and in the subm ssion of clainms for insurance benefits. The
changes related to servicing policy are effective with the date of this
letter as are the revised instructions related to the date of clains
subm ssi on.

Also included in this Mrtgagee Letter is a revision to HUD s policy
regarding the interest curtailment that results froma nortgagee's failure
to provide proper notification of the institution of foreclosure (24 CFR
203. 356 and 24 CFR 203. 402).

Thi's

all single fam |y nortgages where the first public legal action to initiate
forecl osure takes place on or after Novenber 1, 1996

Al though it is not possible to issue i mediate changes to existing policy
and procedures regarding two other servicing i ssues, HUD has agreed with
the industry that the Department's existing policies need to be revised in
light of current technol ogy and busi ness needs. These issues, force-placed
hazard i nsurance and the requirenent of a face-to-face conference between
nort gagees and defaulting nortgagors, will require regul atory revision.
Therefore, these changes are being deferred pending action to be taken
shortly on the applicable regul ations.

1. REVI SED NOTI FI CATI ON OF FORECLOSURE REQUI REMENTS

HUD began enforcement of the foreclosure notification requirenment (24 CFR
203. 356) effective with the reporting cycle ending October 31, 1992. This
notification was acconpli shed when the nortgagee properly reported to HUD s
Single Fam |y Default Mnitoring System (SFDMS) within two reporting
cycles, that the first public legal action required to institute
foreclosure ("Status B") had occurred. Once non-conpliance was established,
t he Department had no option but to curtail interest on the claimto a date
30 days fromthe date of the foreclosure initiation

Included in the Federal Register dated July 9, 1996, were anmendnents to 24
CFR 203. 356 and 24 CFR 203.402(k) (1), which provided the Secretary with
authority to adnmnistratively set the date to which interest would be
conput ed when the nortgagee failed to neet the foreclosure reporting

requi renent.
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Mor t gagees shall be considered to be in conpliance with the reporting

requi renent of 24 CFR 203.356(a), when the case is properly reported to the
SFDMS for the reporting cycle (or in the follow ng reporting cycle) in
which the first public legal action required to initiate foreclosure is
taken. In accordance with Mrtgagee Letter 96-49 , dated Septenber 9, 1996
t he proper SFDVS status code for reporting the first public legal action
required to initiate foreclosure will change from"B" to "68".

Effective for all l[oans where the first public |ega
action to initiate foreclosure takes place on or after
Novermber 1, 1996, and where there is a finding of

non- conmpl i ance regarding the foreclosure reporting
requi rement 24 CFR 203. 356(a), the follow ng provisions

apply:

a. The calculation of interest will take into account the
date the first public action to initiate foreclosure was
taken and the reporting cycle in which the this action was
properly reported.

b. The nortgagee will be considered in non-conpliance with
this requirement until such time (the reporting cycle) as
t he nortgagee properly reports the foreclosure initiation

c. For each reporting cycle that the notification of
foreclosure is delayed, the nortgagee's claimw |l be
reduced by an anpunt equivalent to thirty days of
i nterest. \Where non-conpliance with this requirenent is
established, the mnimuminterest reduction will be equal
to 30 days of interest.

d. Mortgagees shall continue to be responsible for
"self-curtail ment”, where the reporting requirenment was
not met.

e. Self-curtailnent shall be acconplished by
identification of the interest curtail nent date on Form
HUD- 27011, Item 31. Please refer to the appendi x for
further explanation and exanpl es.

2. REQUI REMENTS FCOR SUBM SSI ON OF FORM HUD- 27011:
PART A - CONVEYANCES AND ASSI GNVENTS

Si nce HUD began accepting Clains for Insurance Benefits via Electronic Data
Interchange (EDI), new i ssues have surfaced which require adjustnents in
policies and procedures. Specifically, HUD s deternination of nortgagee
conpliance in the tinely subnmi ssion of Form HUD- 27011 will change,
effective with the date of this Mrtgagee Letter.

HUD regul ati ons provi de that nortgagees nust notify HUD of a conveyance on
the date the deed to HUD is filed for record. HUD policy has been to
consider this requirement as having been net by the nortgagee where the
claimwas submitted on the date the deed to HUD was recorded or the date
the deed to HUD was nmmiled directly to the recording authority. Because HUD
al | owed nortgagees to subnit all claims via the U S. Postal Service, all
clainms properly received by HUD within ten days fromthe date the deed to
HUD was filed for recorded (or nailed to the recording authority), were
consi dered tinmely.

Initially, no distinction was nade between paper clains and cl ains
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submitted via EDI in establishing subm ssion requirenments or in the
determ nati on of conpliance with those requirenments. HUD s previous strict
interpretation of claimsubmssion requirements resulted in technica

non- conpl i ance by nmany nortgagees submitting ED clains. In deferring
transm ssion until after mdnight (when subm ssion costs are often nuch

| ower) many nortgagees caused their interest to be curtailed when the
actual date of submission was reflected in Item6 of Form HUD 27011

HUD recogni zes the inequity of this situation and is changi ng severa
policies and procedures to inprove the claimprocess. Mrtgagees shal
continue to enter in Item 10 of Form HUD-27011 the date the deed to HUD was
filed for record (or mailed to the recording authority) and shall continue
to provide in Item6 of Form HUD-27011, the date the claimformwas
prepared and submitted. A claimw Il suspend (and the claimpaynment will be
del ayed) if either or both of these date fields are left blank

HUD s claimsystemw Il no longer automatically curtail the claimwhere the
date in Item6 is later than the date in Item 10. This change will affect
bot h conveyance clainms (claimtype 01) and assignnents (claimtype 02).
However, HUD will continue to nmonitor the tinmeliness of all claim

subm ssions. HUD shall continue to expect receipt of all clains within ten
days fromthe date the deed is filed for record (Item 10), and the
automatic curtailnent to the date in item 10, for failing to neet this time
requi renent shall continue w thout change.

The Secretary shall consider the nortgagee in conpliance with the claim
subm ssion requi rement of 24 CFR 203.360 if the date of claimsubmssionis
no |l ater than two business days following the date the deed was filed for
record. Under no circunmstances shall subm ssion be del ayed beyond two

busi ness days. The Department will continue to nonitor both the date of
subm ssion and the date of receipt in deternining conpliance.

3. SI MPLE ASSUMPTI ONS

HUD requires that |enders submt a nortgage record change (Form HUD- 92080 )
within 15 days of any change of nortgagor, nortgagee, or servicer. This is
a reasonable requirenent and is met in nost instances by nortgage
servicers. However, there are cases where | enders nay not becone aware of a
change in ownership for many weeks or nonths in cases where there are no
restrictions on assumability.

Therefore, HUD will consider nortgagees in conpliance with this requirenent
if the notification (Form HUD-92080) is submitted within 15 days of the
date the | ender receives actual or constructive know edge of the transfer
of ownershi p.

4. RECERTI FI CATI ON OF 235 MORTGAGES

In addition to the routine notification provided to Section 235 nortgagors
as a part of the annual recertification process, nortgagees have been
required to provide another additional notification rem nding nortgagors of
the recertification requirenents. This additional notification was required
annually within 30 days of the end of the cal endar year. Although HUD
indicated that this notification could be acconplished at the sane tine the
nortgagor was provided the annual tax and interest statenent, nost
nortgagees interpreted this to require a separate docunent and separate
mai | i ng.

Because the recertification process is so inportant to the proper paynent
of subsidy, sonme formof rem nder will be retained. However, there is no
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need for this duplication of effort and cost by the servicing nortgagee.
This informati on does not need to be provided on a separate docunent or by
a separate mailing.

Effective with the date of this letter, the additional notice rem nding
nortgagors of the recertification requirenents, now required within 30 days
after year end, nmay be incorporated into the annual statenment of account

t hat nortgagees routinely send to nortgagors.

5. RI SK- BASED PREM UM RECONCI LI ATI ON

Mort gagees have requested assistance for their reconciliation of periodic
and ri sk based nortgage insurance premuns. In this regard, HUD is

devel opi ng a new system Single Family Prem um Col |l ecti on Subsystem -
Periodic (SFPCS-P), to reconcile periodic premuns at the case |evel
Information will be used to generate nonthly bills with case | eve
information to all lenders. HUD is also in the process of devel oping a
mechanismto allow |l enders to access their portfolio via downl oad.

Addi tionally, HUD has devel oped an EDI mechani sm for processing

term nations and record changes, which has elim nated the need for tapes.

The system under devel opnent, SFPCS-Periodic, will elimnate virtually al
of the problenms associated with prem umcollection, and is schedul ed to be
released in the fall of 1997.

Pl ease direct any questions you may have to the attention of Joe MO oskey,
Director, Single Family Servicing Division, at (202) 708-1672

Si ncerely yours,

Ju\ﬂw [& ?-éu¢

Ni col as P. Retsinas
Assi stant Secretary for Housing-
Federal Housi ng Conmi ssi oner
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