HECM Servicing
Frequently Asked Questions (FAQs)

1. In some situations, adherence to the first legal action to initiate foreclosure
timeframes for HECM mortgages may appear to be contradictory to the
borrower or to his or her estate. Will HUD consider extensions to initiate
foreclosure? Revised 4/23/2013
This occurs most frequently where specific states have expanded or enhanced the
pre-foreclosure notification requirements. In many states, the HECM mortgagee
must begin the foreclosure process by sending the foreclosure notifications including
the Notice of Intent to Foreclose (NOI) earlier than required in the past. In some
situations, those notifications must be sent 60 to 90 days prior to taking the actual
first public legal action to initiate foreclosure, causing confusion and stress to the
borrower or their estate.
Effective May 22, 2013, HUD allows mortgagees servicing HECM loans a 90-day
extension to take the first public legal action to initiate foreclosure as required by 24
CFR 206.125(d), following expiration of the six month period during which the
mortgagor or mortgagor’s estate attempts to sell the property. This 90-day extension
to take first legal action for initiation of foreclosure is applicable only in cases where the
mortgagor or the mortgagor’s estate was actively marketing the subject property or
attempting to pay off the loan. The extension is not provided to allow the mortgagor or
the mortgagor’s estate additional time before they begin marketing the property or to
take the property off the market for a temporary period. It is provided for the
mortgagee to allow the mortgagor or their estate the full six months (plus any
additional time approved under the regulations) to market the property, and then have
sufficient time to perform the required notifications and meet the first legal deadline for
the jurisdiction as established in Mortgagee Letter 2005-30.
The authorization dated September 24, 2010 making 90-day “servicer” extensions to
take first legal action for initiation of foreclosure applicable on all cases, with the
exception of those in which the mortgagor or mortgagor’s estate has clearly indicated
that they will not pursue sale or deed in lieu of foreclosure, is rescinded
immediately. HUD will honor the extension on all cases which became due and
payable prior to April 22, 2013, the effective date of the new policy.
This clarification to existing policy will remain in effect until it is either revised or
rescinded by the Department. Where the mortgagee is filing a claim for insurance
benefits and is reflecting an approved extension of time based upon this clarification, a
copy of this issuance must be provided in the claim package. Mortgagees must
correctly identify the following dates in HERMIT: the date of the first legal action to
initiate foreclosure; the expiration date of the automatic extension period; the due and
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payable date; and the date of the mortgagor’s death.
2. Where can I find help with HUD’s new HECM loan system? New 4/10/2013
HUD’s new system for HECM mortgages is called the Home Equity Reverse Mortgage
Information
Technology,
or
HERMIT.
Help
is
available
online
at
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/sfh/h
ecm/HERMIT_user_guide and also by contacting the HERMIT Help Desk at
support@hecmsp.com.
3. Does adding a person to the deed make a HECM loan due and payable? New
4/10/2013
No, as long as one mortgagor retains title to the property and occupies the property as
their principal residence, the loan is not due and payable.
4. What is the length of time that a Short Sale appraisal is valid?
Revised 4/10/2013
As of the issuance of Mortgagee Letter 2009-30, dated September 18, 2009, the
validity period for all appraisals on existing, proposed and under construction
properties is 120 days. This change aligns FHA’s requirements pertaining to the
validity of an appraisal with current industry practices. The required short sale “AsIs” Appraisal is to be prepared by following HUD Handbook 4150.2 (Valuation
Analysis for Single Family One- to Four- Unit Dwellings) Appendix A.
HUD may grant an extension of the appraisal validity period if a sales contract is
scheduled to close within 15 days of the expiration date. Extension requests for
appraisals are not currently available in HERMIT. These extensions will need to be
submitted by email to the loan servicing contractor’s HECMServicing email box along
with supporting documentation of the closing date. Please note, this is the only
extension type that will continue to be submitted in this manner. All other extension
requests must be submitted in HERMIT.
5. What information is required to be included in HECM claims when HUD has
approved sale of an acquired property for less than the appraised value?
Revised 4/10/2013
With the implementation of HERMIT, claims submitted through the system
must contain the appropriate approvals in the system.
For any residual paper claims, please see below:
HECM claim type 21:
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a) If HUD approved a variance in the sales price (to sell the property for less than
the appraised value), mortgagees MUST include a copy of the approved variance in
the claim package and indicate the variance under “Mortgagee Comments.” This
information is essential to processing the claim for the appropriate amount.
b) If the mortgagee sold the property for less than the appraised value AND did not
obtain an approved variance, this detail must be annotated under “Mortgagee
Comments.” This information is essential to processing the claim for the appropriate
amount.
c) HECM 21 claims reviewed and processed on or after June 22, 2011: If the
mortgagee’s disposition sale price is less than the appraisal amount and the
mortgagee did not obtain HUD’s approval to sell at a price lower than the appraisal
amount, then HUD will calculate the HECM 21 claim by using the appraisal amount as
the disposition sale price.
Contact HUD’s Claims Branch at FHA_SFClaims@hud.gov for additional guidance or
questions regarding filing claims.
With the exception of paper HECM supplementals for claim types 21 and 23,
the “HECM Claims Enhancements” section in Mortgagee Letter 2012-17,
Home Equity Reverse Mortgage Information Technology (HERMIT) System
for the Home Equity Conversion Mortgage, notified mortgagees that original
paper claim types 21 and 23 had to be postmarked prior to the HERMIT golive date. As of October 9, 2012, mortgagees must submit HECM claims
through HERMIT.
6. There are instances when a borrower has permanently moved from their
property or communicated their intent to permanently move and, therefore,
immediately requested a Deed in Lieu (DIL) of Foreclosure. Does HUD
require mortgagees to request due and payable approval before accepting a
DIL? Revised 4/10/2013
The provisions of 24 CFR 206.125(f) state that in order to avoid the additional delays
and costs that would result from a foreclosure action the mortgagee shall accept a
DIL of foreclosure if the mortgagee can obtain good and marketable title. Therefore,
mortgagees may accept a DIL without having first obtained HUD’s due and payable
permission where doing so avoids the time delays and costs of foreclosure.
Mortgagees shall obtain a written request from mortgagors and shall identify the
date of the written request from the mortgagor in block 29 in the HERMIT claim
form.

7. Will HUD consider allowing the mortgagee to sell an acquired property for
an amount less than the appraised value? Revised 4/10/2013
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Upon acquisition of a property by foreclosure or a deed in lieu of foreclosure, the
mortgagee shall sell the property for an amount not less than the appraised value
unless written permission is obtained from The Secretary (24 CFR 206.125(g)).
HUD may review requests to accept an amount that is less than the appraised value on
a case-by-case basis and determine if the sale is in the best interest of all parties
involved. Please see below for the items required for review.









Cover Letter
Signed sales contract with a specified closing date
Estimated HUD-1 or Net to Mortgagee Sheet
Current appraisal completed by a HUD Roster Appraiser, no older than 6
months.
Length of time on market
Listing prices
Offers to Date
Market Statistics

The complete package must be submitted to HUD’s Loan Servicing Contractor, via
HERMIT, for review.

8. Which default(s) can be cured? Can due and payable approval be rescinded if
the reason for default has been cured? Revised 04/20/2012
The Code of Federal Regulations provides, that the Mortgagee shall permit the
Mortgagor to cure and reinstate the mortgage except that “The mortgagee may refuse
reinstatement by the mortgagor if: (i) The mortgagee has accepted reinstatement of
the mortgage within the past two years immediately preceding the current notification
to the mortgagor that the mortgage is due and payable; (ii) Reinstatement will
preclude foreclosure if the mortgage becomes due and payable at a later date; or (iii)
Reinstatement will adversely affect the priority of the mortgage lien.”
Mortgagees may submit requests to rescind HUD’s due and payable approval by email
or fax to HUD’s loan servicing contractor. Documentation supporting the cure must be
submitted with the request.
9. Who is HUD’s loan servicing contractor? New 04/20/2012
The loan servicing contractor HUD employs for the majority of its HECM related
functions changes periodically. Contact information for the current contractor is
available at HUD’s Secretary-Held Assets Servicing Contractor webpage or by clicking
the link anywhere in these FAQs that you see “loan servicing contractor”.
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10.FHA regulations at 24 CFR 206.125(c) permit a sale of the mortgaged
property for at least the lesser of the loan balance or 95% of current
appraised value if the loan is due and payable. Is a conveyance of the
mortgaged property by will or operation of law to the estate or heir after
the mortgagor’s death within the meaning of “sale?” New 07/19/2011
Yes. When a HECM loan becomes due and payable as a result of the mortgagor’s death
and the property is conveyed by will or operation of law to the mortgagor’s estate or
heirs (including a surviving spouse who is not obligated on the HECM note) that party
(or parties if multiple heirs) may satisfy the HECM debt by paying the lesser of the
mortgage balance or 95% of the current appraised value of the property. FHA
regulations at 24 CFR 206.125(b) address time requirements pertaining to a
mortgagee’s obligation to obtain an appraisal of the property. Every appraisal must be
performed by an appraiser whose name is on the FHA Appraiser Roster and must be
conducted in accordance with Handbook 4150.2.
HUD’s regulations at 24 CFR 206.125(c) state, in part, that “[i]f the mortgage is due
and payable at the time the contract for sale is executed, the borrower may sell the
property for at least the lesser of the mortgage balance or five percent under the
appraised value” (i.e., 95% of the appraised value of the mortgaged property). HUD
interprets the word “sale” to include any post-death conveyance of the mortgage
property (even by operation of law) to the borrower’s estate or heirs (including a
surviving spouse who is not obligated on the HECM note). A loan payoff that occurs
simultaneously with or immediately following such a post-death conveyance will be
regarded as a sale transaction for purposes of section 206.125(c).
11.What action constitutes “initiation of foreclosure” on HECM mortgages?
New 9/24/2010
Mortgagee Letter 2005-30, issued July 12, 2005, identifies what the Department
considers as the first public legal action required to initiate foreclosure in all states
and US territories. The same action identified in the mortgagee letter for forward
mortgages also applies for HECMs. As provided in 24 CFR 206.125(d)(1),
mortgagees are required to commence foreclosure within six months of giving notice
to the mortgagor that the mortgage is due and payable, or within six months from
the date of the mortgagor’s death if applicable. The Secretary may approve
additional time to meet this requirement.
12. When is it appropriate to proceed with foreclosure instead of honoring a
request for deed in lieu of foreclosure? Revised 06/30/2010
The provisions of 24 CFR 206.125(f) state that in order to avoid the additional delays
and costs that would result from a foreclosure action the mortgagee shall accept a DIL
of foreclosure if the mortgagee can obtain good and marketable title. Thus, Mortgagees
should assess the expediency of DIL versus foreclosure and proceed with whichever
option will result in the shortest timeframe and the least expense, so long as good and
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marketable title can be obtained.
13. Will HUD accept assignment on loans that have forced placed insurance?
Revised 6/30/2010
No. If the borrower does not maintain hazard insurance on their property, thus causing
the mortgagee to acquire insurance on their behalf (force placed insurance), that is a
failure to perform an obligation under the mortgage. The regulations prohibit
assignment of the loan to HUD when the borrower has failed to abide by the covenants
of the mortgage and maintain hazard insurance on their property (24 CFR 206.107).
Force placed insurance works as a master policy that insures the mortgagee rather than
the borrower’s property. These policies are generally not transferrable and are not
renewable by HUD.
14. Multiple defaults: If a HECM has been called due & payable for reasons other
than death, does the status change if the mortgagor(s) subsequently pass(es)
away? Revised 6/30/2010
If after receiving due and payable approval for reasons other than death, but before
foreclosure has been initiated, it is determined that the last surviving mortgagor
passed away, the mortgagee should allow time for the estate to sell the property. If
the estate does not demonstrate interest in selling the property or paying off the
loan within any time remaining under the legally required notification letters (i.e. the
repayment notice and notice of intent to foreclose) the foreclosure should continue.
In accordance with Mortgagee Letter 2003-22, mortgagees are required to notify the
Department of the death of the last surviving mortgagor (see 24 CFR 206.125(a)).
This Notice must occur as soon as possible following the death, but no later than 60
days from the date of the mortgagor's death.
15. What closing costs will HUD allow to be deducted from HECM sales proceeds
for either mortgagor or mortgagee sales? Revised 6/30/2010
HUD does not dictate what closing costs may be deducted from HECM sales proceeds,
but rather controls only what the mortgagee may be reimbursed through the claim
process. It is the mortgagee’s business decision to allow closing costs for which they
may not be reimbursed.
Allowable settlement costs HUD will generally allow reimbursement for include, but are
not limited to:
1. Sales commission consistent with the prevailing rate but, not to exceed 6%;
2. Real estate taxes prorated to the date of closing;
3. Local/state transfer tax stamps and other closing costs customarily paid by
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the seller including the seller’s costs for a title search and owner’s title
insurance;
4. Any charges required by state law or local ordinance to be paid by the seller,
such as, but not limited to, attorney fees, probate fees, representative fees
(i.e., personal representative for an estate).
Likewise, HUD will reimburse the mortgagee for costs that are customarily paid by the
seller on the buyer’s behalf in that jurisdiction. Those costs must be itemized on the
HUD-1 at closing and may not exceed actual costs. It is the mortgagee’s
responsibility to obtain satisfactory documentation to that effect and submit it
to HUD with the claim if they request reimbursement for these items. Lump
sum contributions will not be considered.
Unacceptable closing costs, which will not be reimbursed by HUD regardless of local
customary allowances, include, but are not limited to:
1.
2.
3.
4.
5.
6.
7.

Repair reimbursements or allowances;
Home Warranty fees;
Tax service fees;
Discount points or loan fees for non FHA-financing;
Wire transfer fees;
Courier or messenger fees;
Any items identified only by the term “miscellaneous” or “other”.

Claim Filing
All allowable settlement costs not claimed elsewhere in specified item numbers on the
claim, with a clear explanation that the cost is customary for the jurisdiction.
Documentation of customarily paid charges must be submitted to HUD with the claim
package.
16. Under normal conditions, if a mortgagor fails to pay taxes and/or insurance,
the mortgagee would adjust an existing payment plan to allow the mortgagee
to be reimbursed for any advances made. Under Mortgagee Letter 2006-06
mortgagees can’t make “forced” changes to a line of credit (LOC) or payment
plan changes in Texas after 03/01/06, without the borrower’s approval. Is
that correct? Revised 5/21/2009
That is correct. The Texas Constitution prohibits mortgagees from unilaterally
amending the terms of the document administering the extension of credit. Therefore,
“forced” changes to a tenure or term payment plan cannot be made without the
approval of the borrower. Payments for taxes and/or insurance made on or after March
1, 2006 from an existing Line of Credit are not considered a payment plan change.
17. When is a mortgagee required to obtain appraisals? New 1/22/2009
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Regulations at 24 CFR 206.125(b) state the mortgagee shall obtain an appraisal of the
property no later than 30 days after the mortgagor is notified that the mortgage is due
and payable, or no later than 30 days after the mortgagee becomes aware of the
mortgagor’s death, or upon the mortgagor’s request in connection with a pending sale.
The property shall be appraised no later than 15 days before a foreclosure sale.
18. What are mortgagees expected to do when mortgagors have completed Trust
documents on a HECM loan after closing?
Once the mortgagee has either discovered or been advised of the Trust, it is expected
to have its legal division review the documents. If there has been a violation of the
covenants of the mortgage due to the Trust, the mortgagee should take whatever steps
are necessary to rectify the violation. The mortgagor may change the terms of the
Trust, or revoke it, to cure the default.
If all attempts to rectify the violation fail, the mortgagee may request permission from
HUD to call the loan due and payable. HUD will evaluate the circumstances for
declaring the mortgage due and payable and will respond in writing to the mortgagee
within 30 days of receipt of the request either approving or denying the request. Until
the reason for the default is cured and the loan removed from a due and payable
status, the loan is not eligible for the assignment option.
19.Is there any provision for a mortgagee to be reimbursed more than 100% of
maximum claim amount?
No, the regulations at 24 CFR 206.129(b) prohibit payment of more than 100% of
maximum claim amount.
20. How does repair set-aside affect assignment?
Repairs required as a condition of endorsement must be completed within 12 months of
the closing date. The mortgagor’s failure to complete required repairs may cause a
mortgagee to suspend payments under the payment plan, as required at 24 CFR
206.26(b)(3). Continued failure to complete the repairs is a violation of the mortgage
covenants under 24 CFR 206.27(b) and may result in a mortgagee requesting due and
payable permission from HUD. Loans that are in due and payable status cannot be
assigned to the Department.
Reminder: If a mortgagee requests approval to assign a mortgage that shows funds
still set aside for repairs, HUD’s contractor will ask the mortgagee to confirm the repairs
are complete and the funds have been appropriately disbursed. If there are excess
funds after the repairs are complete, they should either be forwarded to the mortgagor
or applied to the principal balance of the mortgage.
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