4710.1

CHAPTER 4. SETTLEMENT OF CLAI M5

4-1. I NTRODUCTION. Wien a claimfor loss on a defaulted, repossessed,
and resol d Mbile Honme Loan insured under Title | of the Nationa
Housi ng Act, as Amended, is received by HUD FHA, every effort
is made to process it expeditiously so that its certification
for paynment by the Treasury Departnent can be nmade pronptly.
This chapter was prepared for the gui dance of the lender in
preparing its claimfor submission. It not only outlines the
requi red documents, forns, and papers, but al so expl ai ns what
information i s necessary so that the claimcan be processed, in
nost cases, without further correspondence. Careful adherence
to these procedures will result in paynent of Title | clains
within a mninmumof time and thereby reduce processing costs of
both the | enders and HUD FHA

a. |If the daimSubnmitted is Accurate and Conplete in every
detail, its exam nation for conpliance with statutory and
regul atory requirenents and the cal cul ation of the all owabl e
| oss can be conpleted within a few days. 1In such cases
the Il ender receives its check fromthe Treasury Depart nent
in arelatively short tinme. Wen inaccuracies and omni ssions
require correspondence with the lender to obtain clarification
or conpletion of information, payment of the claimis
unavoi dabl y del ayed

b. An Accurate and Conplete CaimRequires certain data and
docunent ati on whi ch nust be obtained at the inception of
the loan. Sone of these requirenents will vary, depending
on the HUD-FHA Title | Regulations in effect at the tinme the
|l oan was nmade. It is inportant, therefore, that personne
engaged in initiating transactions as well as those who are
responsible for preparing and submtting clains be fanmliar
with these requirenents. Chapters 1 and 2 contain the current
adm nistrative policy and requirenents concerning the
di sbursenment of eligible loans. For an explanation of insurance
reserves, and for other requirenents and information concerning
clains for loss including the cancellation or voluntary
repurchase of clains, also see Chapter 1.

4-2. ASSEMBLI NG THE NECESSARY PAPERS. When the | ender decides that it
has exhausted all collection efforts, and when default exists
either in nonpaynent of installnents on the nobile hone |oan or
failure to nake paynents of rents, taxes, or other charges incurred
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in connection with the ot or site where the nobile hone is

enpl aced, the | ender nust repossess and sell the nobile hone
prior to filing its application for reinbursenment of insurance

|l oss. The lender's next step is to assenble its conplete file,
this includes, all docunments, forns, certification, collection
hi story, and correspondence history, and correspondence rel ating
to the transaction.

4-3. EXAM NI NG PAPERS FOR COWVPLETI ON. The docunents in this file
shoul d be carefully exam ned for conpleteness with particul ar
enphasis on the itens |isted bel ow
a. Credit Application, FormFH1 (M.

(1) This form should be exani ned to deternine:

(a) that it has been properly dated;

(b) that the certification section has been conpl eted
indicating that the nobile hone will serve as the
applicant's principal residence and that the unit
will be located in an approved nobil e hone park or
privately owned site conplying with all |oca
requirenents;

(c) that the description of the nobile home unit with
accessories and furnishings together with their
costs have been fully stated,

(d) that all other itens on the form have been conpl et ed;

(e) that the application has been properly signed by
t he borrower, and

(f) that, the application has been signed by either
the person selling the nobile honme unit or by a
person other than the borrower who prepared the
credit application

(2) In all instances the credit application nust be

suppl enented by either a comrercial credit report on

the borrower or evidence of the |ender's investigation

of the borrower's credit.
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(3) If the exam nation discloses inaccuracies or om ssions,



an expl anation should be prepared for inclusion in the
Title | CaimFor Loss Transmittal Letter, FormFH 7

(Appendi x 4).

Obl i gation or Evidence of |ndebtedness. The obligation or
evi dence of indebtedness nay be in a formof a Conditiona
Sal es Contract, Chattel Mortgage, Purchase Money Mortgage,
Prom ssory Note, or other formwhich is conplete and regul ar
on its face and valid and enforceabl e agai nst the borrower
inthe jurisdiction issued. Sinmilarly, the obligation or
evi dence of indebtedness nmust be secured by a properly
recorded financing statenent or security agreenent which
creates a first lien against the nmobile hone and its

furni shings, equiprment, and accessori es.

(1) The obligation should be exanm ned to deternine:

(a) that it fully describes the nobile home unit and
f ur ni shi ngs;

(b) that full disclosure of itens are in conpliance
with the Truth in Lending Law,

(c) that the witten and nunerical gross anount of
the obligation are stated with the anount of
peri odi ¢ paynents;

(d) that it is otherwi se conpletely executed with the
genui ne signatures of the borrower(s).

(2) The reverse of the obligation should be examined to
assure that it bears a conpl ete endorsenent and transfer
of interest fromthe deal er-seller

Pl acenent Certificate For Mbile Home, FormFH 2 (Md). The
pl acenment Certificate should be exam ned to deternine that
it has been conpletely executed by the borrower and the
dealer-seller. As in the case of the obligation or evidence
of indebtedness all signatures to the certificate nust be
genui ne.

Page 4-3 9/ 73

HUD- Vash., D. C.

4710.

1 CHG 3

Deal er Contract, Purchase Orders

(1) This is generally the dealer-seller work order form
which reflects the overall cost to the purchaser
i ncl udi ng:



(a) the cost of the nobile hone, its furnishings,
equi pnent, and accessori es;

(b) the downpayment made
(c) insurance charges
(d) other fees and char ges;

(e) financing charges stated in dollars as well as
per cent ages; and

(f) warranty of the hone as guaranteed by the
manuf act urer and deal er-sell er

(2) This docunent should be exanmined to determine that the
amount to be financed does not exceed 115% of the
manuf acturer's invoice price of the nobile honme unit,
its furnishings, equipnment, and accessori es.

Manufacturer's Invoice. A docunent identifying the nobile
home unit by serial nunber and officially issued to the
deal er stating the true whol esale price of the nobil e hone,
its furnishings, equipnment, and accessori es.

Advance Notice to Borrower. At |east six cal endar days prior
to nmaki ng di sbursenment, the |l ender nust give the borrower
witten notice of the approval of his credit application

(1) It is not required that the borrower acknow edge recei pt
of such notice. The |ender nust, however, produce a
record of having mailed or delivered such notice. An
acceptabl e record of delivery would be a dated carbon
copy of the notice or a dated entry in the borrower's
| oan file.
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(2) Supplies of the advance notice are not furnished by
HUD- FHA since | enders should issue the notice on their
own | etterhead stationery. (Suggested fornms of this
notice are illustrated in Chapter 2.)

Certificate of Design and Construction - Mbile Honme Loan
Determ ne frominspection that the manufacturer's certificate
of design and construction has been conpl etely executed

and signed on behalf of the manufacturer. The certificate
must also state that the nobile home was constructed in
accordance with the requirenents prescribed in Mbile Hone



4-4.

4-5.

Standard No. A 119.1, as approved by the Anmerican Nationa
Standard I nstitute.

h. Docunent ati on Required Wien Mbile Hone Pl aced on Borrower's
Site. The two certificates which are required when a nobile
hone is enplaced on an owner's site should be inspected to
assure that they have been fully executed and signed.

(1) One certificate by an authorized | ocal official should
establish that the site has adequate sanitary facilities
and is in conformance with applicable sanitary codes
in the jurisdiction where the nobile honme is to be
| ocat ed.

(2) The second certificate by the dealer and the borrower
stating that the current zoning of the site does not
precl ude enpl acenent of a nobile hone.

i. Certificate of Origin - Mbile Home Loan. Determine from
i nspection that the manufacturer's certificate of origin has
been conpl etely executed and signed on behal f of the
manufacturer and states that the nobile hone is free and cl ear
of all |egal encunbrances.

CORRESPONDENCE FI LE. The file should contain a resunme or copies
of all collection correspondence pertaining to the account,
including letters exercising the | ender's option to accelerate
the maturity of the obligation

REPOSSESI ON COSTS. A statenent of expense incurred in repossesing
and selling the nobile honme unit should be included in the
claimfile. These expenses are reinbursable as a part of the
insurable loss and are not subject to the 10% co-insurance
feature.
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a. Allowabl e Expenses. The cost of repossessing and refurbishing
the nobil e hone not to exceed $500. Such as:

(1) Unpaid taxes or park rental fees
(2) Unpaid utility bills

(3) Lock replacenents

(4) deaning and painting

(5) Transportation or freight to relocated site



4- 6.

4-7.

4-8.

(6) Replacenent or repair of fixtures and/or appliances.

b. Attorney Fees. The cost of attorney fees incurred in
connection with court orders to repossess are not to exceed $100.

c. Uncollected Court Costs including fees paid for issuing,
serving, and filing sunmons.

d. Sale Commission. A sales conmission not to exceed 3% of the
sale price of the nobile hone unit. Wiile the conmmission in
nost instances will be paid to the dealer, it may, if
circunstances warrant, also be paid to nobile hone park
owner or recogni zed realty sal esnman

DEFI Cl ENCY JUDGVENTS. The regul ations do not specifically require
a lender to litigate on the renmai ning bal ance of an account

foll owi ng repossession and resale. However, in any instance

where a deficiency judgment or other security device has been
obtained, it rmust be assigned to the United States of America,

on a formrecordable in the jurisdiction in which the judgnent

or other security device was taken

| NSURANCE REFUNDS. Fol | owi ng repossession and resal e of the
nobi |l e home unit, insurance coverage should be cancell ed and

any refund of insurance prem uns, whether prepaid or escrowed,
nust be credited to the unpaid bal ance of the borrower's account.

TITLE I CLAIM FOR LCSS (FORM FH- 7). \When the exam nation of the
cl ai m papers has been conpleted, the next step is the preparation
of the subject form which includes a cover sheet and six parts
conprised of the Transmittal Letter (parts 1 and 2) and the
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Application Voucher (parts 3 through 6). This formis illustrated
in Appendix 4, with instructions for its preparation
and transmittal

COVPUTATI ON OF I NSURED LOSS. Fromthe information furni shed by

the I ender on Form FH 7, the conputation of the insured loss is

made by HUD- FHA. The HUD- FHA computation is entered on the
Application Voucher in the colum headed "FOR FHA USE ONLY

- Determ nation of Amount Due," and the claimnunber is also entered
by HUD-FHA. Part 4 is forwarded to the lender with the treasury
check issued in paynent of the claim

EXAMPLE OF COVPUTATI ON OF | NSURED LCSS. The foll owi ng hypot hetica
case is prepared for the information of |enders to



illustrate the manner in which an insured |oss is determ ned.
Let us assume that a 10 year note for $11, 766. 49 payable in
monthly installments of 598.06 with a date of first paynent
July 1, 1970 was executed on June 1, 1970. The financing
charge was $3, 766.49 and the deal er received net proceeds of
58,000. Installnments were paid when due up to and incl uding
the paynent of January 1, 1972, but the February paynent was
not made until April 10.

On May 2, 1972, the | ender having received no further paynents,
exercised its option to accelerate the maturity of the |oan, and
on May 10, 1972, instituted proceedings to repossess the nobile
hone. The mobile home was repossessed on June 20, 1972, and
resold on July 15, 1972 for $6,200. The cost of repossession
total ed $480, and the cancellation of a conprehensive insurance
policy resulted in a refund of $240. On August 10, 1972, the

| ender decided to file claimand furnish the required information
on the Title | Caimof Loss, Application Voucher, Form

FH 7.

a. Comments. The conputation is nade in accordance with the
following cooments and is inserted on Form FH-7 (Application
Voucher) as illustrated in Appendix 4. The item nunbers
listed relate to the nunbers in the left margin of the
Appli cation Voucher

(I'tem1). - In this case the maxi mum fi nanci ng charge
obtained fromFHA Title | Paynment Schedul e Booklet, FHA No.
1359 was taken.
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(4-10) (I'tem?2). - The charge is considered distributed over the
period of the loan and is prorated to the date of default.
The proration is based upon the outstanding bal ances for the
total period of time fromthe date of the note. Twenty of
the 120 regul ar paynents were received, the default being
in the 21st period. The factor to be used, therefore, is
0. 31818 based on the fornula in sub-paragraph b, below for
the 21st period of a "120" Period to Maturity Loan where the
nunber of days fromthe date of note to the date of first
paynment is 30 days. The charge to be prorated ($3, 766. 49)
multiplied by this factor represents the charge earned prior
to default.

The anmbunt that will be allowed under this claimis $3, 766. 49
X 0.31818, or $1,198.42

(Itenms 3 and 4) - Since the proceeds were $8,000, the tota



anount due up to the tinme of default was $9, 198.42 (the
proceeds paid to the borrower plus the earned charge).

(Itens 5 and 6) - Since $1,961.20 was received in regul ar
installnents, this anpbunt is subtracted fromthe tota
anount due to the tinme of default, |eaving a bal ance due
of $7,237.22.

(Itenms 7 and 8) - On July 15, 1972, the nobile hone unit
was resold for $6,200 and i nsurance refund of $240 was
received. The total of $6,440 subtracted fromthe tota
amount due to the tine of default reduced the bal ance
remai ning to $797. 22.

(Item9) - Interest at 7% was due, therefore, on $797.22
fromMrch 1, 1972 to August 10, 1972, the date on which
application for rei nbursenent was nmade. The tabl e headed
"Exact Nunber of Days in Fractional Parts of a Year"

(see Appendi x 4) shows the number of days between March 1,
1972 and August 10, 1972, to be 162 days. The interest
factor for 162 days at 7% per annum as shown in the interest
table (see Appendix 4) is .0310685. This factor nmultiplied
by the outstanding bal ance due as of March 1, 1972, $797.22
results in interest for this period of $24.77
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(4-10) (I'tem10) - The earned interest is added to the net unpaid
principal and prorated charge to determ ne the principa
prorated charge, and interest earned by the | ender

(ltems 11 and 12) - The co-insurance | oss 10, which is borne
by the | ender is deducted to determ ne the net unpaid principal
prorated charge, and interest due the lender. (The
co-insurance loss is not recoverable fromeither the borrower,
deal er or HUD FHA).

(I'tem 13) - The costs of repossession and resale are not

subj ect to the co-insurance deduction, therefore, the tota
costs are added to the net unpaid principal, prorated charge
and earned interest to arrive at the total insured |oss,
which in this case is $1,219.79

b. Fornmula for Determning Proration Factor. Qutlined bel ow
is the formula for determning the proration factor required
to conpute the earned charge to date of default.

m = nunber of days to first paynent



5
1

nunber of periods in |oan

d

nunber of payments made before default

mn+dn - d (1 + d)

30 2
= Proration Factor

mn + n (n-1) m + n(n-1)

30 2 30 2

(1) To illustrate howthis fornmula is used, the follow ng
shows how the factor was deternined for the hypothetica
case expl ai ned i n subparagraph a, above and illustrated
i n Appendi x 4.

30 x 120 + 20 X 120 - (20 (1 + 20)

30 2
= 0. 31818
30 x 120 + 120 (120-1)
30 2
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