CHAPTER 10. MORTGAGE DEFAULT AND CLAI M5
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ORGANI ZATI ONAL RESPONSI BI LI TI ES

HFAs are responsible for filing Notices of Default and

Rei nstatenents, clainms for insurance benefits including
Partial Paynment of Claim (PPC), issuing debentures, paying
annual accrued interest on debentures, retiring bonds,
returni ng excess funds to Headquarters and submitting to
Headquarters HUD s share of repaynents. The Multifamly

I nsurance Operations Division, in Headquarters, is
responsible for nonitoring defaults, granting extensions for
filing an initial claim accepting PPCS, accepting
reinstatenments and notifying the Miultifam |y O ains Branch
of these transactions. The Multifamly Cains Branch in
Headquarters, is responsible for conputing and paying

i nsurance benefits, hol ding HFA Debentures and tracking
accrued interest received on debentures. The Multifamly
Accounting Branch (MAB), in Headquarters, is responsible for
receiving and nonitoring repaynments on HFA's second

nort gages.

NOTI CE OF DEFAULT AND FI LI NG AN | NSURANCE CLAI M
A NOTI CE OF DEFAULT

1. Ceneral - Wien a nortgage is in default, the HFA
is required to notify Headquarters nmonthly unti
the default is cured or the HFA files an
application for initial claimpaynment.

2. Definition of Default

a. A nonetary default exists when the nortgagor
fails to make any paynent due under the
nort gage.

b. A covenant default exists when the nortgagor
fails to perform any other covenant under the
provi sion of the nortgage or the regul atory
agreenent, which is incorporated in the
nort gage. An HFA becones eligible for
i nsurance benefits on the basis of the
covenant default only after the HFA has
accel erated the debt and the owner has failed
to pay the full amount due, thus converting a
covenant default into a nonetary default.

3. Date of Default - For the purpose of this chapter
the date of default is:

a. The date of the first uncorrected failure to
perform a nortgage covenant or obligation; or

b. The date of the first failure to make a
nmont hly paynent that is not covered by
subsequent paynents, when such subsequent
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paynents are applied to the overdue nonthly
paynents in the order in which they were due

Responsi bilities when a Default Qccurs

File a Notice of Default - If a default (as
defi ned above) continues for a period of 30
cal endar days, the HFA must notify the
Multifam |y I nsurance Operations Division by
submitting a Form HUD- 92426, Notice of
Default Status on Miltifam |y Housing
Projects, (Appendix 19) within 10 cal endar
days thereafter, unless the default is cured
within the 30-day period. Unless waived by
t he Commi ssi oner, the HFA nmust subnit nonthly
a Form HUD- 92426 until the default has been
cured or an application for initial claim
payment is fil ed.

Mort gage Acceleration - In cases of nortgage
accel eration, HFA nust first give notice of
default. Unless already accelerated (as in a
covenant default), the HFA nust accelerate
the debt when the owner has failed to pay the
amount due.

5. Miltifamly Insurance Operations D vision
Responsi bilities when Notified of a Default
Moni t ors Defaul ts.

B. APPLI CATION FOR I NI TIAL CLAIM
1. Cenera
a. |If the HFA has not previously received a

partial paynent of claim (PPC), the HFA nay
file for a PPC. Oherwi se, the HFA nust file
for an initial claimpaynent.

Application for the initial claimpaynent or
for a PPC (See Section 10-3) nust be filed
within 75 cal endar days fromthe date of
default or within the extended time granted
by HUD. The application may be filed as
early as the first day of the nonth follow ng
the nonth for the paynent was mi ssed.

Ti me extension must be granted before the 75
cal endar-day period expires. Additiona

ext ensi ons nust be granted al so before each
deadl i ne expires

Upon request, HUD may extend in witing, up
to 180 cal endar days, the deadline for filing
a claim The 180 days include the initia
75-day period. The deadline may be extended
beyond a 180 days, not to exceed 360 cal endar
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days fromthe date of default, in cases when
the HFA certifies that the project owner is
in the process of transacting a bond
refunder, refinancing the nortgage, or
changi ng the ownership for the purpose of
curing the default and bringi ng the nortgage
current.

Responsibilities

The HFA files for the initial claimpaynent
by completing and mailing to the Miultifanmly
Clains Branch a Form HUD- 94195, Application
for Initial daimPaynent (Appendix 20) and
the Paynment |nformation Form (Appendi x 21).
Mai ling instructions are given on Form HUD
941095.

The HFA nust request time extension(s) for
filing the initial claimapplication by
sending a letter to the

U. S. Departnment of Housing and
Ur ban Devel opnent
Mul tifam |y Insurance Operations
Di vi si on
451 Seventh Street, SW
Washi ngton, D.C. 20410

The letter nust specify the reason(s) for the
ext ension and the date upon which the
ext ensi on shall expire.

When filing for the initial claimpaynent
within tinme extensions granted by HUD, the
HFA rmust subnmit a copy of the granted

ext ensions along with Form HUD- 94195 and the
Paynment | nformation Form

3. Miltifanmly Insurance Operations Division
Responsi bilities - Wen requested by the HFA, the
Qperations Division may grant witten extensions

for filing for the initial claimpaynment.
10-3 I NI TI AL CLAI M PAYMENT AND BOND RETI REMENT
A I NI TI AL CLAI M PAYMENT
1. Cenera
a. The initial claimanount is based on the

unpai d principal balance (UPB) of the

nmort gage note as of the date of default, plus
interest at the nortgage note rate fromthe
date of default to the date of initial claim
paynent .
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b. In determning the nortgage note interest
conponent of the initial claimanount, if the
HFA fails to neet any of the requirenents of
this chapter within the specified tinme
(including any granted extension of tine) HUD
shall curtail the accrual of nortgage note
i nterest by the nunber of days by which the
required action was | ate.

The initial claimpaynment is the anount of
the initial claimas prescribed in Paragraph
10-3. A 1.(a), less MP delinquencies, late
charges and interest assessed under Paragraph
9-3.D of this Handbook.

Multifamily O ains Branch Responsibilities

a. Wen the Multifam|ly C ainms Branch receives
Form HUD- 94195, it conputes and pays the
initial claimpaynent.

b. The claimpaynent is wired to the Bank and
Account Number listed on the Paynent
Informati on Formthat the HFA has submtted.
The Multifamily Cains Branch is not
responsi ble for nisdirected funds due to HFA
error.

B. BOND RETI REMENT

1.

General - Proceeds fromthe initial claimpaynent
nmust be used, within 30 cal endar days after the
date of the initial claimpaynment, to retire any
bonds or any ot her financing mechani sns securing
the nortgage. Any excess funds resulting from
such retirenent or repaynent shall be returned to
HUD wi thin 30 cal endar days of the retirenent.

HFA Responsibilities - HFA retires bonds and w res
excess funds to the Multifanmily C ainms Branch

The Form HUD- 94193, Excess Funds from Redenpti on
of Bonds Part | (Appendix 22), nust be conpl eted
and sent to the Multifamly Cains Branch
Instructions for completing and sending form are
stated on the form Part Il of Form HUD 94193
gives wiring instructions.

C. PARTI AL PAYMENT OF CLAI M

1.

GENERAL

General - Wen a claimfor a partial paynent
(under Paragraph 10-2.) is received, the
Conmi ssi oner may make a PPC in accordance with the
requi renents of this section

One PPC - Only one PPC nay be nade under a



contract of insurance.

3. PPC Anpbunt - The anount of the PPC is equal to the
anount of relief provided by the HFA in the form
of a reduction in principal and a reduction of
del i nquent interest due on the insured nortgage
times the lesser of HUD s percentage of the risk
of loss or 50 percent.

4. HFA Second Mortgage - Repaynment of the relief
provi ded by the HFA nust be secured by a second
nort gage to the HFA

a. This second nortgage may provide for
post poned anortization and may not be
assigned to HUD by the HFA

b. This second nortgage is not insured under
this part and may not be insured under any
ot her HUD-rel ated insurance program

5. Administrative Guidelines - The HFA must foll ow
HUD s Adninistrative Cuidelines in Handbook
4350.1, Insured Project Servicing, Chapter 14 and
substitute HFA for HUD. To assist the HFA to neet
these adm nistrative requirenents, HUD has
devel oped an automated system Pl ease contact the
Asset Management Branch Chief in the |ocal HUD
Ofice and request a copy of the automnated
process.

HFA RESPONSI BI LI TI ES

1. daimfor a Partial Payment - HFA submits to
Mul tifami |y Insurance Operations Division an
application for PPC

2. HFA Submission - The HFA must provide the
following information with its application for a
PPC:

a. The anpbunt by which the HFA will reduce the
principal on the insured nortgage and the
anount of delinquent interest on the insured
nmort gage that the HFA will defer based on the
anticipated cl osing date; and
Certify that:

(1) The anount of the principal reduction of
the insured first nortgage does not
exceed 50 percent of the UPB

(2) The relief resulting fromthe PPC, when
consi dered with other resources
available to the project, are sufficient
to restore the financial viability of
the project;



(3) The project is or can (at reasonable
cost) be nade structurally sound;

(4) The managenment of the project is
sati sfactory;

(5) The default under the insured nortgage
was beyond the control of the nortgagor

b. A conpleted Paynent |nfornmation Form
(Appendi x 21).

Cl osing of Second Mrtgage - Wen the second
mortgage is closed, the HFA shall notify the
Multifamily I nsurance Qperations Division

Partial C ai m Repaynent

a. The HFA nust renmit to Miultifam |y Accounting
Branch a percentage of all anounts collected
on the HFA's second nortgage within 15
cal endar days of receipt by the HFA. The
remttance nust be by check nade payable to:

U.S. Departnment of Housing and
Urban Devel opnent Multifanmily
Accounting Branch

P. O Box 44804

Washi ngt on, DC 20026- 4804

b. The applicable percentage is equal to the
percentage used in Paragraph 10-4.A. 3. to
determ ne the PPC anpbunt. Paynents received
after the 15th cal endar day must include a 5
percent | ate charge plus accrued interest at
the debenture rate.

Certified Statenents of Anounts Collected - As

Il ong as the second nortgage remains of record, the
HFA rmust subnmit to the MAB (address in above

par agr aph) an annual certified statenent of the
anounts coll ected by the HFA. The HFA nust submit
a final certified statement within 30 cal endar
days after the second nortgage is paid in full
forecl osed, or otherw se termn nated.

MULTI FAM LY | NSURANCE OPERATI ONS DI VI SI ON
RESPONSI BI LI TI ES

1.

Acceptabl e Application - If the HFA's application
is acceptable, the Multifanm |y Insurance
Qperations Division notifies the HFA to process
the PPC, which includes the nodification of the
exi sting nortgage and the execution by the

nort gagor of a second nortgage payable to the HFA.
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2. Unacceptable Application - The Multifanmly
I nsurance Operations Division shall either advise
the HFA of information needed to make the
appl i cation acceptable or return the application
for further action. The HFA is granted an
ext ension of 30 cal endar days fromthe date of any
notification for further action.

3. Notification of Cosing - Wen notified by the HFA
that the second nortgage has cl osed, the
Multifami |y I nsurance Qperations Division notifies
the Multifamily Cains Branch to pay the partial
claim

MULTI FAM LY CLAI M5 BRANCH RESPONSI BI LI TI ES - Wen
notified by the Multifanm |y Insurance Operations
Division, Miultifamly Cdains Branch verifies and pays
the partial claim Paynment is wired as prescribed in
Par agraph 10-3. A. 2. (b).

MULTI FAM LY ACCOUNTI NG BRANCH RESPONSI BI LI TIES - The
MAB receives and nonitors repaynents and annual
collection statenments the HFA remts.

W THDRAWAL COF CLAIM

A

GENERAL - In case of a default and subsequent filing of
a claim the HFA shall inform HUD of the form of
nmortgage relief (e.g., workout or nodification)
determined to be appropriate. |f the default is cured
after the claimis nade but before the initial claimis
paid, the HFA may, in witing, withdraw the claim and
insurance will continue as if the default had not
occurr ed.

HFA RESPONSIBILITIES - Notifies the Multifamly d ains
Branch by tel efax (202-619-8259) immedi ately that the
claimis being withdrawn. In addition, HFA files a
Form HUD- 92426 with the Multifam |y d ainms Branch and
the Multifanmily Insurance Operations Division
requesting reinstatenent and follows-up with the
Multifami ly Insurance Qperations Division until receipt
and reinstatenment are confirned.

OPERATI ONS DI VI SI ON RESPONSI BI LI TI ES

1. The Multifam ly Insurance Qperations Division
notifies the Multifamily O ainms Branch to w t hdraw
the claim

2. The Multifamily Insurance Operations Division
confirnms with HFA recei pt of Form HUD- 92426.

REI NSTATEMENT OF THE CONTRACT OF | NSURANCE.

A

REI NSTATEMENT CONDI TIONS - After the initial claim
paynent, HUD may reinstate the contract of insurance on



the follow ng conditions:
1. The HFA has not acquired the project;
2. The nortgagor has cured the default; and

3. The HFA requests that HUD reinstates the contract
of insurance.

NOTI FI CATI ON OF REI NSTATEMENT - |If the reinstatenent is
acceptable to HUD, HUD notifies the HFA of the date the
contract of insurance will be reinstated and advi ses of
the paynment needed to reinstate the contract of

i nsur ance.

REI NSTATEMENT PAYMENT - The rei nstatenent paynent is an
anmount equal to the initial claimanount, plus an
anount equal to the accrued and unpaid interest on the
HFA Debenture through the reinstatenment date, plus an
anount equal to the nortgage insurance premumfor the
period fromthe date of reinstatenent of the contract
of insurance to the next anniversary date for paynent
of the nortgage insurance prem um

CANCELLATI ON OF DEBENTURE - Upon receipt of the
rei nstatenent anount stated in the above paragraph, HUD
cancel s and returns the debenture to the HFA

CONTI NUATI ON OF CONTRACT OF | NSURANCE - Upon
rei nstatenment, the contract of insurance shall continue
as if the default had not occurred.

HFA RESPONSI BI LI TI ES
1. The HFA requests a reinstatenent.

2. Wthin 30 cal endar days of the date of the
Notification of Reinstatenent, the HFA pays HUD
the reinstatenent anount as instructed by the
Mul tifami |y Insurance Operations Division

OPERATI ONS DI VI SI ON RESPONSI BI LITIES - If the
reinstatement is acceptable to HUD, the Miultifanmily

I nsurance Operations Division notifies the HFA of the
date the contract of insurance will be reinstated and
advi ses the HFA of the paynent needed to reinstate the
contract of insurance. The Multifanm|ly Insurance
Qperations Division al so provides paynment instructions.

MULTI FAM LY CLAI M5 BRANCH RESPONSI Bl LI Tl ES

1. Wien requested by the Miultifam |y | nsurance
Qperations Division, the Miltifamly O ains Branch
comput es reinstatenment amount and notifies the
Mul tifamily Insurance Operations Division of the
amount. The Multifanmily dains Branch al so
provi des paynent instructions to Multifamly
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I nsurance Operations Division

2. Upon receipt fromHFA of the reinstatenent
paynment, the Multifam ly O ainms Branch returns the
HFA Debenture to the HFA for cancellation.

I NSURI NG NEW LOANS FOR DEFAULTED PRQIECTS

The HFA may not make another loan that is insured under this
part to the same owner in the same project if HUD has paid a
clai munder this part.

| SSUANCE OF HFA DEBENTURE

A

CONDI TION TO I NI TI AL CLAI M PAYMENT - As a condition to
receiving an initial claimpaynent, the HFA nust issue
an instrument in the formof a Debenture to HUD within
30 cal endar days of the initial claimpaynment. The HFA
Debenture shall neet the follow ng requirenments and
shall be in a formthat has been approved by HUD as
part of the application approval process.

1. Terns of HFA Debenture

a. The HFA Debenture shall be dated the sane
date that the initial claimpaynment is
i ssued.

b. The HFA Debenture shall have a termof 5
years in order to afford the nortgagor anple
time to cure the default or afford the HFA
time to foreclose and/or resell the project.

(1) HUD rmay provide a witten extension of
the 5 year termif the HFA certifies and
provi des docunmentation that the project
owner has filed bankruptcy and the HFA
is taking action to have the project
di scharged fromthe bankruptcy.

(2) The HFA debenture shall, during this
ext ended period, continue to bear
interest as described below at HUD s
publ i shed debenture rate at the earlier
of initial endorsement or fina
endorsenent of the insured nortgage

(3) Interest shall be due and payabl e
annual ly on the anniversary date of the
initial claimpaynent. Interest is due

on the full face anount of the HFA
Debenture through the termof the HFA
Debenture or through the date an
application for final claimpaynent is
recei ved by the Commi ssi oner

2. HFA Debenture Ampunt
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a. The HFA Debenture shall be for the ful
initial claimanobunt as determined in
Par agraph 10-3. A1 (minus any excess funds
returned to HUD under Paragraph 10-3.B.1).

b. The full anmpbunt of the HFA Debenture shall be
payabl e to HUD upon maturity, unless the HFA
Debenture is cancel | ed because of:

(1) A reinstatenent of the contract of
i nsurance under Paragraph 10-6; or

(2) A final claimsettlement under Paragraph

HFA Debenture Interest Rate - The HFA Debenture
shal | bear interest at HUD s published debenture
rate at the earlier of initial endorsenent or
final endorsenent of the insured nortgage
Interest shall be due and payabl e annually on the
anni versary date of the initial claimpaynent and
on the date of redenption when redeened or
cancel ed before an anniversary date. Interest
shal |l be conputed on the full face amount of the
HFA Debenture through the term of the HFA

Debent ure.

Form of HFA Debenture - The HFA Debenture shoul d
follow the standard form of a State/Minicipal
Debenture issued under the Uniform Conmerci al
Code, where applicable, and shall be supported by
the full faith and credit of the HFA. For HFAs
that operate as departments or divisions of States
or units of local governnment and where such HFAs
cannot pledge the full faith and credit of the
HFA, such HFAs may collateralize their obligation
through a letter of credit, reinsurance, or other
forns of credit acceptable to the Commi ssioner
The form of debenture will be approved upon
recei pt of the HFA application to participate in
the Ri sk-Sharing Program as referenced in Chapter
2 of this Handbook

Debenture Regi stration - Unless otherw se required
by law, including State or local |aws, or other
governing bodies, HUD will not require the HFA
Debenture to be "Registered" (with the Securities
and Exchange Commission) as it is a direct, or
private, placenment, and not a public offering,
that is supported by the full faith and credit of
t he HFA.

RESPONSI BI LI TI ES

HFA i ssues HFA Debentures. The HFA Debenture
shal |l be sent to:
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U S. Departnment of Housing and Urban
Devel opnent

Multifam |y O ains Branch

P. O Box 44003

Washi ngton, D.C. 20026

2. Accrued interest on the debenture and the ful
amount of the matured Debenture are to be sent to
the address stated in the above paragraph

3. HFA certifies and provi des docunentation of
bankruptcy actions filed by the project owner and
certifies the HFA is taking action to have project
di scharged from bankruptcy. The HFA nust
imediately notify the Multifam |y |nsurance
Qperations Division (address stated in Paragraph
10- 2. B2b), the local HUD Counsel, and the Asset
Management Branch of all notifications and
bankr upt ci es.

OPERATI ONS DI VI SI ON RESPONSI BI LI TIES - The Multifamly
I nsurance Operations Division may provide witten
extension to the Debenture 5 year term 1In addition to
notifying the HFA, the Miltifam |y Insurance Operations
Division notifies the Multifanmily C ains Branch when an
extension is given. The extension by the Multifamly

I nsurance Operations Division will be based on the HFA
meeting the responsibilities as stated in paragraph 2
above.

MULTI FAM LY CLAI M5 BRANCH RESPONSI BI LI TIES - The
Multifami |y O ains Branch hol ds the HFA Debenture unti
the Debenture matures or is cancell ed.

FORECLOSURE AND ACQUI SI TI ON

The HFA is not required to forecl ose the insured nortgage.
It may accept a deed-in-lieu of foreclosure. Before a deed-
in-lieu can be accepted, the HFA nust ensure that the

project is free of all liens and the owner nust have

provided a final certified financial accounting of al

proj ect funds.

APPRAI SALS

A GENERAL - An appraisal nust be perforned to determ ne

the value of the project at its highest and best use.
The apprai sal nust reflect the market value of the
property on the date the appraisal is perfornmed and
shoul d assune a willing buyer and a willing seller. An
apprai sal nust be perfornmed by an i ndependent apprai ser
chosen from a panel of fee appraisers approved by the
HFA.

APPRAI SAL FEES - The apprai sal fees nmay not exceed the
custonmarily fees paid for an appraisal of a project of
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simlar type and size. These values will be used to
determ ne the clai manount.

C. WHEN APPRAI SALS SHOULD BE PERFORMED

1. \Were actions taken or caused to be taken by the
HFA have the effect of the recovery of |ess than
the face amount of the HFA Debenture held by HUD.
The apprai sal nust be done within 45 cal endar days
i medi ately preceding the date when the HFA files
an application for final claimsettlenent.

2. At the time of final claimsettl enent and the HFA
has not sold the project.

3. Wien the HFA files a claimfor final settlenent
and a foreclosure is not anticipated within 180
cal endar days of the claimfiling.

4. |If the property is not disposed of within 1 year
of the date of the appraisal, the appraisa
process nust be repeated (market val ue/ hi ghest and
best use).

FI LI NG CLAI M FOR FI NAL SETTLEMENT.

The HFA shall file a claimfor final settlement no

|l ater than 30 days after any of the following: (a)
Sal e of the property after acquisition by deed-in-lieu
or foreclosure; or (b) Expiration of the termof the
HFA debenture. To file a claim the HFA nust conplete
the forms |isted below These fornms and detail ed
instructions for their conpletion and mailing
instructions are shown in Appendi ces 23 through 30:

A Form HUD- 94196 - APPLI CATI ON FOR BENEFI TS AND FI SCAL
DATA | N SUPPORT OF FI NAL CLAI M SETTLEMENT. This Form
is shown in Appendix 23. The HFA uses this formto
summari ze all of the components of the clai mexcept
accrued interest. HUD will conpute accrued interest at
the tine of settlenment. The HFA should prepare this
Formonly after conpleting all of the supporting
schedul es di scussed in the follow ng paragraphs.

B. Form HUD- 2744A - ALLOCATI ON OF MORTGAGE RECEI PTS AND
DI SBURSEMENT (SCHEDULE A). This Formis shown in
Appendi x 24.

1. Contents - The HFA uses this formto list and
describe all nortgage transactions. This Schedul e
must show all recei pts and di sbursenents,

i ncludi ng any advances, for principal, interest,
M P, Hazard insurance, water charges, ground
rents, the reserve for replacenents and ot her
itens the nortgage requires the nortgagor to pay.

2. Required Docunentation



a. The HFA nust submt an explanation for del ay
start-up of accounting if there is a | apse of
more than 5 cal endar days between the date
the HFA acquired the nortgage and the date
HFA' s accounti ng begi ns.

b. The HFA nust retain the follow ng
docunentati on to support the anobunts shown on
Schedul e A

(1) recei pts or invoices, showi ng check
nunber and date paid, for

(a) any HFA advances not repaid prior
to the date of default; and

(b) all disbursenents nade on or after
the date of default.

(2) copies of HFA' s | edger record show ng
all nortgage transactions.

Form HUD- 2744B - MORTGACGEE' S REPORT OF PRQJECT
COLLECTI ONS (SCHEDULE B). This formis shown in
Appendi x 25.

1.

Contents - The HFA uses this formto list and
describe all rent collections, forfeited tenant
security deposits and other incone collected on
behal f of the project. The report nust cover the
period during the HFA's control or ownership of
the project. NOTE: HUD will accept conputer-
generated reports of project incone in lieu of
Schedule B, if the conmputer reports (1) provide
all the information required, (2) follow the
format of Schedule B, and (3) are | egible.

Requi red Docunentation - The HFA nust retain a
separate accounting for all security deposits on
hand during its control or ownership of the

proj ect.

For m HUD- 2744C - MORTGACGEE' S REPORT OF PRQJECT
Dl SBURSEMENTS ( SCHEDULE C). This formis shown in
Appendi x 26

1.

Contents - The HFA uses this formto describe and
list in chronol ogical order all disbursenents for
reasonabl e operating expenses which the HFA nmade
during its control or ownership of the project.
Expenses whi ch were reported on Schedul e A nust
not be shown on this Schedule. The HFA nust
prepare a separate disbursenments report for each
month it controlled or owned the project. NOTE
HUD wi || accept conputer-generated reports of

proj ect disbursenents in |lieu of Schedule C, if



the conputer reports (1) provide all the
information required, (2) follow the format of
Schedule C, and (3) are |egible.

Requi red Documentation - The HFA nmust retain the
foll owi ng docunentation to support the anobunts
shown on Schedul e C

a. Receipts or invoices, showi ng check nunber
and date paid, for all project disbursenments
during the period the HFA controlled the
project; and

b. Copies of the HFA's | edger record show ng al
proj ect di sbursenents.

For m HUD- 27009D - OTHER DI SBURSEMENTS BY MORTGACEE
(SCHEDULE D). This Formis shown in Appendix 27

1.

Contents - The HFA uses this formto list and
describe all reasonabl e di sbursenents nade by the
HFA fromits own funds for the acquisition
preservation, protection, repair and disposition
of the project. Expenses reported on Schedule A
or C nust not be shown on this Schedul e.

Requi red Docunentation - The HFA nust retain the
foll owi ng docunentati on to support anmounts shown
on Schedul e D

a. Receipts or invoices, showi ng check nunber
and date paid, for all dishursenents shown on
the Schedul e; and

b. |If expenditures for repairs in excess of a
cumul ative average of $500 per unit are shown
on Schedule D, HUD s approval letter
aut hori zing those repairs.

Form HUD- 2744E - MORTGACEE S REPORT OF SPECI AL ESCROW
(SCHEDULE E). This Formis shown in Appendi x 28.

1.

Contents - The HFA uses this formto show the
ori gi nal amount, anounts di sbursed, and bal ance on
hand for the follow ng special accounts:

a. Conpletion escrow or letter of credit;
b. Operating deficit escrow or letter of credit;

c. MP that HUD has refunded to the | ender; and
resi dual receipts.

Requi red Docunentation - The HFA nust submnit
copies of its |edger records showing all receipts
and di sbursenents fromthe special accounts
identified in Schedule E and a copy of the escrow



agreenent covering each escrow established.

For m HUD- 94194, MORTGAGEE' S REPORT OF NET SALES
PROCEEDS (SCHEDULE F). This formis shown in Appendi x

29.

1.

Contents - Except as provided in Paragraph 10-
11. G 2., the HFA nust use Form HUD- 27009F to show
the net proceeds fromthe sale of the project.
General ly, the HFA nust prorate incone and
expenses in the manner custonmary for real estate
sal es transactions. However, the HFA nay not
deduct any real estate conmi ssion or other

di sposition costs. These anounts are shown on
Schedul e D, Other Dishursenents by Mrtgagee.

Use of Appraised Value in Lieu of Sales

Price - Under the follow ng circunstances the
HFA nmust use the appraised value in |lieu of
the sales price on Schedul e F.

a. The HFA sold the project through a negoti ated
sale and the sales price was | ess than the
appr ai sed val ued; or

b. 5 years have el apsed since the issuance of
t he HFA Debenture.

Requi red Docunentation - The HFA nust retain the
fol |l owi ng docunentation to support the anobunts
shown of Schedul e F:

a. Copy of the appraisa

b. If the project has been sold,
(1) Copy of sales contract
(2) Copy of settlenment statenent
c. |If the project has been sold, docunentation

to support the prorated expenses.

Form HUD- 94192, CERTI FI CATI ON FOR SALE BY COWPETI Tl VE

Bl D.

This Certification is shown in Appendi x 30. The

HFA rmust execute this formonly if the property was
sol d by conpetitive bid.

1.

Contents - The HFA uses this formto certify that
it has conplied with HUD s procedures for
conpetitive sales and to provide HUD with
information on the sale (e.g., how and when the
proj ect was advertised; nunber of inquiries

recei ved; date of bid opening; and number of bids
recei ved).

Requi red Docunentation - The foll ow ng
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docunent ati on nust be retained by the HFA:

a. Control log required by Paragraph 10-
15.e.(9), HUD Handbook 4566.2, Managenent,
Servi cing and Di sposition Requirenments for
Projects with 223(f) Coinsured Loans; and

b. Tabul ation of bids required by Paragraph 10-
15. e. 10) of HUD Handbook 4566. 2.

l. DOCUMENTATI ON OF RECEI VERSHI P - |If a receiver has
operated the property, the HFA nust retain the
fol |l owi ng docunent ati on:

1. court order appointing the receiver;

2. receiver's accounting reports or reports to the
court;

3. court order's approving the receiver's accounting;
and

4. court orders discharging the receiver, fixing fees
and cancelling and the receiver's bond.

RECORD RETENTI ON

Docunent ati on supporting the nortgage default and claim
for insurance benefits nust be retained as specified in
Par agraph 8-3 of this Handbook. These records shoul d
be available for review by HUD or its agent.

DETERM NI NG THE AMOUNT OF LGOSS
The Multifanmily O ainms Branch shall determne the

anmount of total |loss to be shared by HUD and the HFA.
This anount is equal to:

A The anmount of initial claimpaynment;
B. Plus all items in Paragraph 10-14; and
C. Less the itenms in Paragraph 10-15.

| TEMS | NCLUDED I N TOTAL LGSS.

In conputing the total loss, the Miultifam |y Cains Branch
shall add the following itens to the initial claimpaynent.

A The amount of payments that the HFA made fromits own
funds and not from project inconme for:

1. Taxes, special assessnments, and water bills that
are liens before the Mrtgage; and

2. Fire and hazard insurance on the property.
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B. A reasonabl e anount of acquisition costs actually paid
by the HFA. These costs may not include | oss or damage
resulting fromthe invalidity or unenforceability of
the Mortgage lien or the unmarketability of the
Mortgagor's title.

C. Reasonabl e paynents that the HFA nade fromits own
funds and not from project income for

1. Preservation, operation and nai ntenance of the
property;

2. Repairs necessary to neet the requirenents of
| ocal | aws;

3. Expenses in connection with the sale of property;
and Bankruptcy expenses that have been approved by
the O fice of General Counsel.

4. The anount of HFA Debenture interest paid by the
HFA to HUD.

| TEMS DEDUCTED FROM TOTAL LCSS

In computing the loss, the following itens are deducted
fromthe amounts described in Paragraphs 10-13. A and B

A Al'l amounts received by the HFA on account of the
nmortgage after the date of default;

B. Al'l cash, and/or funds related to the nortgaged
property, including deposits and escrows nmade for the
account of the mortgagor that the HFA holds (or to
which it is entitled);

C. The anount of any undrawn bal ance under a letter of
credit that the HFA accepted in lieu of a cash deposit
for an escrow agreenent;

D. Any net income fromthe nortgaged property/project that
the HFA received after the date of default.

E. The proceeds fromthe sale of the project or the
apprai sed val ue of the project as provided in Paragraph
10-10 as fol | ows:

1. If the HFA disposes of the project through a
negoti ated sal e, the amobunt deducted shall be the
hi gher of the sales price or the appraised val ue.

2. |If the HFA disposes of the project through a
conpetitive bid procedure approved by the
Conmi ssi oner, the anount deducted shall be the
sales price, even if it is lower than the
appr ai sed val ue.

3. If the HFA has not disposed of the project within
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5 years fromthe date of issuance of the HFA
Debentures (unl ess an extension has been granted
pursuant to Paragraph 10-8. A 1), the anount
deduct ed shall be the apprai sed val ued.

Any and all clains that the HFA has acquired in
connection with the acquisition and sale of the
property. Cdains include but are not limted to
returned prem uns from cancell ed i nsurance policies,
interest on investnents of reserve for replacenent
funds, tax refunds, refunds of deposit left with
utility conpani es, and anounts received as proceeds of
a receivership.

The amount of daily HFA debenture interest accrued but
not paid fromthe anniversary date of the |last HFA
Debenture interest paynent to the date of fina

settl enent.

DETERM NI NG SHARE OF LGSS

The total |oss conputed in Paragraph 10-13 shall be
shared by HUD and the HFA in accordance with their
respective percentage of risk as specified in the note
and addendumto the R sk-Sharing Agreenent between HUD
and the HFA

FI NAL CLAI M SETTLEMENT AND DEBENTURE REDEMPTI ON

A

FI NAL C Al M PAYMENT - |If the initial claimanount, as
determined in Paragraph 10-3, is less than HUD s share
of the loss, the Miultifam |y dains Branch shall nmake a
final claimpaynment to the HFA that is equal to the

di fference between HUD s share of the |loss and the
initial claimanount and shall return the HFA Debenture
to the HFA for cancellation

HFA REI MBURSEMENT PAYMENT - If the initial claim
anount, as determined in Paragraph 10-3, is nore than
HUD s share of the loss, the Miultifamily C ainms Branch
shall notify HFA of the difference. The HFA shall
within 30 cal endar days of notification of anount due,
remit to HUD an anount that is equal to the difference
between the initial claimanmunt and HUD s share of the
loss. HUD s notification will include procedures for
sending renmittance. Upon receipt of cash paynent
(i.e., check or wire transfer), the HFA Debenture wll
be considered redeemed. A 5 percent penalty will be
charged and interest at the debenture rate will begin
to accrue if the cash paynment is not received within
the prescribed period.

LOSSES - Losses sustained as a consequence of the
(sole) negligence of the HFA (e.g., failure to acquire
adequat e hazard i nsurance where such insurance is
avai |l abl e) shall be the sole obligation of the HFA,
notw t hstandi ng the ri sk apportionnment otherw se agreed
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to by HUD and the HFA.

SUPPLEMENTAL CLAI M5 - Any suppl emental clai mnmust be
filed within 1 year after the date of final claim
settlenent. A supplenental claimnust include a letter
that explains the reason for filing the suppl enmental
claimalong with supporting docunentation. The claim
must be sent to the U S. Departnent of Housing and
Urban Devel opnent, Multifanmily C ainms Branch

Washi ngton, D.C. 20410-8000.

RECOVERY COSTS AFTER FI NAL CLAI M SETTLEMENT - |f, after
final claimsettlement, the HFA recovers additiona
sums as the result of the sale of the project or

ot herwi se, the total anount of such recovery shall be
shared by HUD and the HFA in accordance with the
prescri bed percentage. Wen this occurs, the HFA nust
contact the Multifam ly Cainms Branch for further
instructions. Cost nust be actual and reasonable for
the area.

SUPPLY OF FORMS - HUD will not maintain a supply of
claimforns listed in this chapter. Forns can be
obt ai ned by reproduci ng applicable forns in Appendi ces
21 through 33.



