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                                 Notice   H 92-26 (HUD)

                                 Issued:  March 11, 1992
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Field Office Managers

Directors of Housing Management       Cross References:
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Subject:   Supervisory Review and Management of the Assigned

           Single Family Mortgage Portfolio (Material Weakness

           89-15)

The Office of Insured Single Family Housing has developed

an action plan for the resolution of weaknesses found in the

management of the single-family mortgage portfolio assigned to

the Secretary.  The Secretary's Management Report on Material

Weaknesses found the following problems in the management of the

single family portfolio:  a lack of supporting documentation for

new and renewed forbearance agreements, inadequate justification

for the monthly payments required under those agreements, and

insufficient supervisory review of those agreements (Material

Weakness 89-15).

The purpose of this Notice is to address these problems.

The Notice delineates the minimum supporting documentation for

new and renewed forbearance agreements, explains how Field

Offices must calculate the monthly payments required under those

agreements, and sets out the acceptable level of supervisory

review of the forbearance process.  This Notice is effective

immediately.

HUD Handbook 4330.2, REV-1, Mortgage Assignment Processing

and Secretary-held Servicing, states that,, "The primary purpose

of mortgage servicing is to achieve the orderly liquidation of

single family home mortgage debt according to the terms of the

loan."  (HUD Handbook 4330.2, REV-1, 5-1.)  With the exception

of mortgages insured under Section 221(g)(4) of the National

Housing Act, all mortgages assigned to the Department are delinquent.

Field Offices must service these mortgages in a way that

eliminates the delinquency as soon as possible, limited only by

the mortgagor's ability to pay, and (during the first 36 months

of assignment) the "35% Rule".  See HUD Handbook 4330.2, REV-1,

6-3(D) for instructions and application of the rule.
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After a mortgage has been accepted for assignment, Field

Office loan specialists will regularly evaluate the mortgagor's

ability to pay the monthly mortgage installment, in order to

determine an appropriate monthly payment under a forbearance

agreement (also known as a payment plan).  "Regularly" means,

often enough to detect changes in the mortgagor's income and

expenses.  For some accounts, this may mean once every six

months.  Other accounts may require closer scrutiny.  All

accounts must be reviewed at least once each year.

When evaluating the mortgagor's ability to pay under a new

forbearance agreement, Field Offices must disregard debts and

expenditures incurred after the assignment acceptance date, unless

these expenses are related to basic living costs.  Examples

of debts and expenditures related to basic living costs include,

but are not limited to, child care, medical treatment, or utility

fees.  Some examples of unacceptable debts and expenditures are

charitable donations, tithes or church offerings, private school

tuition, and the purchase of luxury items such as jewelry.

Automobile loans (one loan, in any amount, for each person

who has signed the mortgage), or other debts secured by items

necessary to the mortgagor's work (i.e., tools) are basic living

costs, and Field Offices must consider them when evaluating

the mortgagor's ability to pay.  Field Offices must disregard

installments on other secured debts incurred after the assignment

acceptance date, including second mortgages, unless there is a

court order (such as a wage garnishment) mandating payment, or

the secured debt was related to basic living costs.  An example

Of such a debt is the purchase (by installments) of a furnace.

Field Offices must obtain the following documentation prior

to renewing any forbearance agreement:

1.   Tax documents, such as Form W-2 and/or the mortgagor's tax

return (Form 1040), which show the mortgagor's income for

the previous year.  Form 1040 may also show that the mortgagor

has income-producing assets, such as rental property

or savings accounts.  The Field Office must obtain these

forms from all individuals who will sign the new forbearance

agreement.

If tax documents are not available because of marital

separation, poor record-keeping, or other similar reasons,

Field Offices may still renew forbearance agreements.  In

such cases, the loan specialist must note the mortgagor's

case file with the reason(s) for the unavailability.

2.   FOR SELF-EMPLOYED MORTGAGORS ONLY, the Field Office must

also obtain documentation of the mortgagor's income for the

period of the previous forbearance agreement, such as income

and expense statements, or other business records.
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3.   A copy of the previous forbearance agreement.

4.   A payment history of the mortgagor's previous forbearance

agreement, unless the previous agreement suspended the

mortgagor's monthly payment.

5.   A credit report less than one month old on all individuals

who will sign the new forbearance agreement.  The credit

report will show terms, balances, and ratings on outstanding

debts.  By comparing the current report with previous

reports or other information, loan servicers may determine

whether the mortgagor is reducing or increasing his debt

burden.  Whenever possible, loan servicers also must use the

credit report to determine if newly-incurred debts are

related to basic living costs.  The Field Office Housing

Development Division shall provide credit reports for this

purpose.  Field Offices must not disclose the credit

report's contents to the mortgagor.

Loan specialists must submit all forbearance agreements and

renewals for approval by their immediate supervisor.  Each time a

forbearance agreement expires, a new agreement must be prepared.

Annotated versions of previous agreements are unacceptable.

Supervisors must review forbearance agreements and renewals to

ensure that:

1.   The agreement reflects the maximum amount permissible for

the Field Office to collect.  This amount is limited only by

the mortgagor's ability to pay, or (during the first 36

months of assignment) by the "35% Rule".

2.   If the mortgagor's income has increased, or the mortgagor's

expenses have decreased, then the new agreement must require

the mortgagor to pay more than the previous agreement.

3.   The servicer has gathered the necessary documentation to

support the new agreement.

Each time a forbearance agreement is about to expire, the

mortgagor must be notified, in writing, of the amount necessary

to bring the loan current.  Field Offices must require mortgagors

to pay the maximum amount permissible when renewing forbearance

agreements.

Mortgagors may retain a reasonable amount of income each

month to cope with unexpected expenditures related to basic

living costs.  A forbearance agreement is unrealistic if it

renders the mortgagor incapable of responding to financial

emergencies.  However, after the first thirty-six months of

assignment, all forbearance agreements must require a monthly

payment at least equal to the payment under the mortgage.
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Mortgagors may have assets available that might be used

to eliminate their mortgage delinquency.  Field Offices may

encourage mortgagors to liquidate these assets and apply the

income to the mortgage delinquency.  However, Field Offices must

ensure that mortgagors know that they are not required to

liquidate assets as a condition for remaining in the assignment

program.

If a mortgagor defaults on a forbearance agreement, then

Field Offices must follow the collection procedures stated in

Chapter 6-5 of HUD Handbook 4330.2, REV-1.  If the forbearance

agreement is realistic, and the mortgagor defaults on the agreement

for reasons within his control, then the Field Office must

attempt to collect the entire amount of the delinquency under

the defaulted forbearance agreement before making a new forbearance

agreement with the mortgagor.  If the mortgagor can not pay

this amount, then the Field Office must initiate foreclosure.

However, if the Field Office determines that the cost of

foreclosing, acquiring, and reselling the property is greater

than the cost of making a new forbearance agreement, the office

may make a new agreement.  This determination is similar to the

determination to recommend the acceptance of a compromise offer

(see HUD Handbook 4330.2, REV-1, Chapter 5-9(H)), but does not

require Headquarters approval or a formal appraisal of the

property.  The office must document this determination in the

mortgagor's file.

If the mortgagor has previously defaulted on a realistic

forbearance agreement with the Department for reasons within his

control, then the Field Office must initiate foreclosure, even if

the mortgagor can pay the entire amount of the delinquency under

the defaulted forbearance agreement.  However, if the Field

Office determines that the cost of foreclosing, acquiring, and

reselling the property is greater than the cost of making a new

forbearance agreement, the office may make a new agreement.  This

determination is similar to the determination to recommend the

acceptance of a compromise offer (see HUD Handbook 4330.2, REV-1,

Chapter 5-9(H)), but does not require Headquarters approval or

a formal appraisal of the property.  The office must document

this determination in the mortgagor's file.

After the thirty-sixth month of assignment, the mortgagor's

failure to pay at least the full monthly payment required under

the mortgage is not considered to be beyond his control.  Also,

after the thirty-sixth month of assignment, a forbearance agreement

under which the mortgagor must pay at least the full monthly

payment required under the mortgage is not considered to be

unrealistic.  Foreclosure is mandatory if the mortgagor does not

resume full payments after the thirty-sixth month of assignment.

When the same servicer who processes an assignment request

also services the mortgage, there is a possibility that the
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servicer might engage in lax collection and servicing efforts in

order to avoid foreclosure, under the belief that foreclosure

could be construed as evidence that the assignment should not

have been accepted in the first place.  Accordingly, the servicer

who processes an assignment request must not service the same

mortgage for twelve months after the Department accepts the

assignment of the mortgage.  Offices which have only one person

to process assignment requests and service Secretary-held

mortgages are exempt from this requirement.  Supervisors in these

exempt offices must ensure that proper procedures are followed by

annually reviewing a random sampling of at least five percent of

assignment request rejections and Secretary-held mortgage files

for adherence to standards in HUD Handbook 4330.2, REV-1.

All first-line supervisors and managers must review HUD

Handbook 2400.23, ADP Security.  Field Office Managers must

annually certify to the Regional Director of Housing that all

employees using the Single Family Mortgage Notes System (SFMNS)

have the SFMNS security level which is appropriate to their

duties.  Field Office Managers must also annually certify that

all employees who have been terminated, moved out of the program

area, or changed their program duties, have had their SFMNS

passwords and security levels canceled or appropriately revised.

Please direct any questions concerning this Notice to the

Secretary-held Servicing and Counseling Services Branch at

FTS 458-3664.

                      Sincerely yours,

                      Arthur J. Hill

                      Assistant Secretary for

                        Housing - Federal Housing Commissioner

