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CHAPTER 19: CUSTODIAL AND

REAL ESTATE OWNED PROPERTY
7 CFR 3555.306

INTRODUCTION

inspection, preservation and protection. REO is property to whi
a result of foreclosure or conveyance by deed-in-lieu of foreclosurg.
requirements for managing these types of properties.

CFR 3555.306 (¢) and ()]

properties are effectively and

prudently managed and maintained. The Agency mi TA’s maximum allowable costs for
egarding their property and preservation cost

ert abandoned. The lender must inspect the property within 30 days
sibility the borrower abandoned the property in order to determine

ation and protection requirements for custodial property are as follows:

property should be secured by changing all exterior locks to prevent unauthorized entry,
nless otherwise prohibited by state law.

e Secure windows and doors. Boarding the property should be avoided unless it is necessary to
avert vandalism to the property.
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Determine if any emergency repairs are necessary to adequately preserve and protect the
property. Early detection of problems is critical to minimize loss in the event of acquisition.
Document emergency repairs performed with before and after repaired photographs. Repairs
exceeding $2,000.00 require Agency concurrence. If the property sustains insurable damage, the
lender is responsible to file a claim under the borrower’s insurance policy. If the |
redeems a property, the cost of any emergency repairs advanced will be the respon
borrower. Loss claim payments are paid when a lender legally acquires a,REO anc BNCesS a
loss in the resale.

Protect plumbing and other operating systems against damage by freezing.

Remove all debris (interior and exterior) that would pose a h
hazard. Examples include, but are not limited to, highly flamma
other organic matter, dead animals, broken glass or other sRarp obje
paint or paint products.

environmental, fire or safety
chemig@als, decaying food or
d large quantities of

Mow lawns, maintain shrubs and perform snow re

Perform monthly interior and exterior inspe
property and any actions required to adequatel
documentation must be maintain the lender 1

s to doemmént the general condition of the
tect and preserve the property. Proper
h claim review file on the performance of

Do not post signs or takeot that might call attention to a vacant property unless

ces for all costs incurred for preservation and protection of custodial
ed with preservation and protection of properties must be typical

Fhe goal of the lender and the Agency is to market and dispose of REO property in a manner that

maximizes recovery and minimizes loss. When the property is associated with a HOA, the lender will
communicate with the association to redirect future billings for HOA fees owed to the lender.
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Consequently, efforts to secure and preserve the property should begin once the lender has possession of
the property through a foreclosure sale or deed-in-lieu.

security
intenance of

The lender must make reasonable and prudent efforts to ensure that the condition of t
property is maintained during the REO marketing period. The lender must ensure proper
the security property by performing regular interior and exterior assessment inspections a
preservation actions as follows:

e Inspections during REO. Perform monthly interior and exterior inspégtions custody of the
property through foreclosure or deed-in-lieu has occurred.

e Securing. Secure properties to prevent unauthorized entry a tect against the elements.

boarded. Boarding
the property should be avoided unless it is necessary to avelt vandal the property.

photographs of the damage and
$2,000.00 require Agency co

ze apd/or damage as required by weather conditions in the area.

pilities. Utilities should be turned off unless required to protect the property and/or obtain
aximum exposure during the marketing period. Consideration must be given prior to turning
off the electricity as to whether any sump pumps are in the property that need to be maintained
and if the property needs de-humidification to decrease the likelihood for the growth of
mold/mildew.
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e Yard Maintenance. Yard maintenance activities such as grass cuts, shrub trimming and snow
removal are required for REO property. Lenders must comply with local code and ordinances
regarding yard maintenance.

e Grass Cuts. Lawn cutting (initial and subsequent cuts) includes mowi
weeding, edge-trimming, sweeping of all paved areas (e.g., sidewalks,
patios), and removal of all lawn clippings, related cuttings, an /litter
(e.g., newspapers. flyers, bottles). Lawn maintenance should i
dues cover this service.

¢ Initial Grass Cut. Upon notice of a vacancy, an initial grass

termination of the loan or loss payment. Initidl grass may Be completed when
needed during any month of the year in the foll territories: Alabama,
Arizona, California, Florida, Georgia, m, HaWaii, Loui8lana, Mississippi, Nevada,

New Mexico, Puerto Rico, South Car@lina, Vikgin\slands, and Texas. Initial grass
cuts are allowed from June 1 to Septemk ' tate of Alaska. In all other
States, initial grass cuts are all n Aprill 1 and October 31. Initial grass
cuts outside of the time frames'p e justified.

hould be typically re-cut twice a month
cuts in each area. Depending on the level of
ut per month may be sufficient, while in other areas, more

Inter season. Snow should be removed from the entry, walkway,
eway following a minimum three-inch accumulation. Lenders must

gund Pools. Comply with all local ordinances pertaining to swimming pools. In-
pools must be secured, but not drained. Pools must be covered with material in such a

strict access to the pool.

S€curing Above-Ground Pools. Properties with an above-ground pool in good condition should
be treated as an in-ground pool. Above ground pools in poor condition, or cannot be secured,
should be removed.
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e Maintenance of Pools. Lenders must perform monthly maintenance and chemical treatment of
operational pools. Lenders must comply with city, county and other local ordinances regarding
maintenance of non-operational swimming pools.

e Liability Insurance — Swimming Pools. The Agency will not reimburse lenders f cost of
insurance against potential liability arising from swimming pools. It remains the |

decision on whether to purchase such insurance.

e Receipts for Property and Preservation Expenses. Maintain an accurate audit'tfail of all expenses

e Ensure Property Insurance is Maintained. Take all actionSyrequirediin the mortgage clause of all
applicable property insurance policies in order to preserve the cover d its maximum
benefits during liquidation. File a claim with the able surance’company, if the property
sustalned damages Hazard insurance coverage ided on all REO through a blanket
rd insurance as an REO is

|nJury or death. The lender must carefully document all
order to ensure full reimbursement of costs at loss

19.3
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194 PROPERTY DISPOSITION [7 CFR 3555.306(f)]

Lenders should approach REO disposition of rural housing in the same manner as it would for its
portfolio of conventional and other government loans. Effective management and sale of acquired
properties should minimize costs and maximize recovery. The lender can negotiate a “cal
option with the former borrower for a maximum of up to $2,500. The property must be I€
swept condition with all personal property removed prior before the borrower can be eligi
“cash for keys.”

A. Property Disposition Plan

When a lender takes legal possession of a property by foreclosurgi@er deed-inslieu, within thirty days
of acquisition, the lender must submit a Property Disposition Pl the Agency. Lenders who
have been delegated authority will utilize an electronic method o

The lender may use a similar format as long as it contain eléments noted below. Additional pages
can be added to complete the plan as necessary. PDPs a Opporting documentation will be
submitted to CSC by e-mail at guarantee.svc@stl.usda.go h the fax secure imaging server
number at (314) 457-4463 or (314) 457-4473. L who & 2gated authority to electronically
submit a PDP will upload documentation electronical [y@ahen avallable The Guaranteed Rural Housing

1. Contents of a PDP

The plan should addr ing iterns and any additional information that could have an
impact on the amount of the lo hree types of value will be required to support the disposition plan —
IS, e, as is; and 3) market value, as-repaired. The purpose and use
of the three values are in Paragraph 19.4 C of this Chapter. Supporting documentation
should be held in the i

ervicer and Holder’s name and tax identification number(s).

o Contact person’s name, telephone number, fax number, and e-mail address.
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Loan and Property Information:
e Lender/Servicer’s loan number.

e Property street address including county.
o Date of foreclosure sale.

e Marketable title date, taking into account any redemption period or completed evictio
Property Value Summary:

e Appraiser’s name, company name and telephone number. \

e Foreclosure date.

e Appraised Market Value, As-Is and date.

e Appraised Liquidation Value, As-Is and date.

e Appraised Market Value, As-Repaired and date.

e List of repairs and estimated cost of repairs.

e Attach a copy of the URAR and any appraisal’revigws to .

Listing Summary:

e [f an asset management compan volved, provide: the company name, the name of the contact

e Proposed marke ing techniques to be used such as: an exclusive broker, open, or
ill be sold “as-is” or *“as improved”; the proposed advertising
3¢, broker tour, and any media or publicity frequency, including signs);

seller concessions that will be offered. The Agency encourages the use of

arketing expenses, including proposed advertising, real estate commissions, seller
and any contributions to closing costs. Seller concessions in excess of 6% require prior

other information related to the sale that might impact the amount of loss.
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Costs incurred by the lender’s in-house staff are not reimbursable. The Agency will review the
lender’s approach to property disposition during the monitoring process. A lender may risk loss claim
reduction or denial for failure to act prudently on REO property disposition.

2. Agency Concurrence of the PDP

performance. If a waiver is obtained by the lender, the lender must
property and make it available to Agency upon request.

3. Loss Administration — Recording the PDP in GLS

Some lenders have delegated authority by the Agency®®,input/report loss claim information. For those
lenders who do not have delegated authority, authorize cy staff will capture information provided
by the lender manually and populate GL& at'the Add/Update Property Disposition Summary Information
page. Refer to the User Documentati uide: Loss Claim Administration found at the following link

under the Training and Resource Library

iningResourceLib.do.

To determine the property’s value, the lender must arrange for an appraisal. Appraiser/client
confidentiality under USPAP Ethics Rules does not permit the appraiser to discuss the appraisal with
anyone other than the client, without the client’s permission. Therefore USDA/RD must be identified as
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both a client and an intended user with the lender in the appraisal report obtained. Appraisals that list
the clients other than USDA/RD and the Lender, such as servicers or management companies are not
acceptable._State law may prohibit access to the property for an internal inspection, when the property
remains occupied by the borrower.

e Obtain a URAR with all values as requested:
e Market Value As-Is
e Liquidation Value As-Is

e Market Value As-Repaired, along with a list of repairs and estimated cagts.

e The appraiser must provide support for each value and the analy r each value must be presented
in a summarized format. The different values required may regui se of different comparable
sales for each. Provide a thorough explanation to any value appgoach (s mparison, cost, and
income) not considered in the opinion of value determineg

e The definition of “Liquidation Value” can be found i
appraiser must perform a complete physical ingpectio
property. This duty can be performed with a
person.

e The contracted appraiser must perfor
comparable sales used. This duty be performed wi
another person.

exterior inspection of all of the
another person, but cannot be delegated to

e Provide interior photograp ms of the subject property.

e Comparable sales consi I of value require an original photograph. Multiple
Listing Service (MLS) ph aphs are unacceptable.

e Develop one opigi
must be detailed
hazards (emergen :
repairs f@minarketing the property. Include a general estimate for each repair item. Include

of v

inteFest, financial or otherwise in the property transaction.

ividual selected must be competent to perform the assignment. Consideration must be given
g'individual’s qualifications, experience and education background.

Jhe lender or the lender’s agent must directly engage the appraiser and is financially responsible for
payment to the appraiser. The lender’s appraisal regulations must address appraisal independence.
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¢ Include an itemization of the cost of any planned capital improvements, including the expected
amount of property value added.

When the property value or condition changes due to: deterioration; significant dama
the lender must obtain a new appraised value. The need for a new appraisal should be est
quickly as possible so that the property is offered at its true value.

vandalism
S

Fannie Mae Form 1004D/Freddie Mac Form 442, “Appraisal Update and{or Co tion Report”
may be utilized by lenders to report the completion of a repair and/or satisfactign of re ents and

conditions noted in the original appraisal report. \
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C. List Price

The Agency expects a Lender/Servicer to list and sell REO, given prevailing market conditions, in a
manner that maximizes recovery and minimizes the loss claim payment. The initial list prce will be
based on the market value of the property and may include a discount as further discusse i
Paragraph. All properties must be exposed to the market for a minimum marketing periodio
before any offers can be accepted._Lenders are encouraged to use auction services in conjubhcid
traditional REO marketing strategies. Any fees related to using auction servjce

purchaser.

e Market Value. The value used for the initial list price will b et value as-is
or market value as-repaired. When repairs are needed or rec iscussed in Section
19.2 B of this Chapter the list price will be based on “Market Val ired”. When no

e Marketing Discounts. The initial list price may ounted\by 120% of the market value, as |
determined by the appraisal. The REO list pri e be discounted 10% of the market
value each 30 days; Appra e )

This discount will allow an aggresswe marke
in the initial 90 day marketing period.

e Every 30 days the respectiy@current list price can be discounted a maximum of £85% of the

initial market value-unts ﬁ.” o-the-appraised-liguidation-value. RePFopety-ay o

alaWa' Qran a a ala a N N aYaYalallaa Qro aallalTaallTaalWa Q)
Ci v C . o A v IJ C C Ci O v

a
>
nroviaed-n aVaWWAValala
SH-OVetoy >

e Acceptable Offers. Thedlénder can accept offers that meet or exceed the current list price. The
lender may also consider fortk mmg discounts which could be applled within the next 30 days

N NNO atal & a a (al FalV) aliiTa Al Q_\A hin tha in ..l aa Q ll ala a¥a
IJ C waway ’ A C A A C var v

and-Aitheo .m"b. gpprovedPDP. As an example;

4 Ve
’ arket e (MV)- $200,000
=, CEAVEIEWIRY $140.000
lal List Price- $1860,000 (220% of $200,000 MV = $240,000)
List Price at 30 days- $1650,000 (205% of $200,000 MV = $210,000)
Offer Received at 50 days- $1547,000
19-11
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To determine if the offer of $1547,000 received at 50 days could be accepted by the Lender the
next discount to be offered (at 60 days) :
The discount calculation would be as follows;

Discount Price at 60 days- $140,000 (205% of $200,000 MV = $210,

Lict Price at 80 $140.000—mini

The $1547,000 offer received at 50 days could be accepted by the Lepder simee it either meets or
exceeds both the forthcoming discount within the next 30 days-and ‘“II”" n-valde.

If the offer at 50 days was $139,000 it would not be acceptab hep

e orbhesoldto e bhelow Lo n- Q \A --h OTAN, % m
c—o+—aHy Vot SaAa oreHoo Voo A o ooty o

If the property received an immediate offer of $1655,000 dlring the Mitidl offering at $1860,000
the Lender could accept the offer if the property hea p exposed to the market for the minimum
ten days since the offer meets or exceeds the fort ist price at 30 days of $1650,000.

D. Permissible Marketing Period

s from settlement dated is considered to be the most critical of
enders must make every attempt to aggressively sell the

The initial marketing period of 90
the overall permissible marketing
property in the initial 90 day m

n, properties affected by redemption rights, or located on
viction proceedings should be initiated on unlawfully occupied

merican Indian Restricted Land. The Agency allows a sale period of 12 months from the
oreclosure sale date or 12 months from the end of the redemption period, whichever is later.

The Agency expects lenders to undertake aggressive marketing and sales efforts to dispose of REO
properties within the required time frames. The optimum resale period is within the first 90 days from
the settlement date. Lenders will be assertive by listing the REO with market discounts as soon as
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possible following the settlement date of the REO. Therefore, the Agency will reimburse the lender for
additional interest from the settlement date to the date the claim is paid, but no more than 90 days from
the settlement date. If the REO sells by the end of the permissible marketing period, the Agency will
reimburse the lender customary and reasonable costs associated with holding and disposiag of the REO.

If the REO remains unsold at the end of the permissible marketing period, a liquidatio
appraisal will be ordered. An acquisition and management resale factor which egtimates h
disposition costs will be applied to the value to determine the amount of loss pa

Failure to comply with the established marketing timelines could result in'%eductio
claim. Additional interest accrued beyond the initial permissible marketing pertod of 90 days will be the
responsibility of the lender.

Lenders may request a loss payment, based upon liquidation value, any
marketing period.

uring the permissible

E. Exceeding the Permissible Sales Period

—The lender may encounter special circumstancesyn whic ional time is needed to sell the
property. The Agency can grant an extension to the al ble marketing period in the following two
situations.

Eviction. When a separate legal

lon is necessary to gain possession following foreclosure, an

irst public legal action to initiate the eviction or possessory action
re completion to qualify for this extension. When the loss claim is
mentation, such as a sheriff’s report, verifying the date that the

will be needed to get through the eviction or sale process. An extension to the marketing period may be
granted by the Agency with supportive documentation. However the Agency will reimburse additional

19-13
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interest for up to 90 days from settlement date to the date the claim is paid, but not more than 90 days
from the settlement date.

If the property remains unsold at the end of the maximum permissible sales/marketing period, a new
liquidation value appraisal following the appraisal guidelines found above in Section 19.44B of this
Chapter will be followed. Liquidation appraisals should be ordered within 15 days of theie
permissible marketing period. The lender must submit a loss claim request within 30 caleh
receiving the results of the liquidation value appraisal, which includes the apprai
Chapter 20 for information on loss claim processing.

F. Obtaining an Appraisal for a Loss Claim on Unsold REO

For REO properties that remain unsold at the expiration of the p ible sales/marketing period,
the lenderAgency will obtain a third party liquidation value appr vide e value to the lender
to calculate the loss. The liquidation value will be utilized for loss'¢lai
consideration market pressures on a distressed property. I
and general procedures the Agency follows when using a
loss claim is outlined in Chapter 20 of this Handbook.

fquidation value appraisal
lue appraisal report to calculate a

G. Reporting
Monthly default and quarterly loan s reporting th EDI must be maintained during the life
of the loan and during the REO mark period.
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Attachment 19-A
Page 1 of 2

ATTACHMENT 19-A

Property Disposition Plan Worksheet

Part A. Borrower Information

Borrower: Borrower SSN: Plan Date:

A /S

E-ma\
w ID’- Not SSN)

Part B. Lender Information
Servicer/Holder Name:

Prepared by:

Tax ID Number: Telephone Number: Fax Telephone Number:

Part C. Loan and Property Information
Lender Loan Number:

USDA

USDA Borrower ID:  (Uniqg

Street Address:

City: State: od\

Eviction Completed Date (if &e): y:

REO Date:

Part D. Property Value Summary

Appraisal Date:

Market Value “As Is” Value:

Estimated Cost of Repairs:

$

ket Value “As R«Wﬁ" Value:

$

Liquidation Value:
$

Appraiser:

ppraisal Company Name:

Telephone Number:

Foreclosure Date:

List Planned Repair(s) and

Amount(s) from Market Value,

As-Repaired Appraisal,

including any emergency
maintenance, if applicable.
Place a check or “X” to
denote (E) for emergency
maintenance or (M) for

marketing repairs !

recommended:

$ (E) or (M)
$ (E) or (M)
$ (E) or (M)
$ (E) or (M)
$ (E) or (M)
$ (E) or (M)

Part E. Listing Summary

Asset Managemen

Contact Name:

Asset Manager’s Telephone No.:

Agent’s Phone No.:

Agent’s Fax No.:

Listing Agency City and State:

Suggested List Price (apply
market discount):

Scheduled List Price
Reduction(s):

Date:
Date:
Date:
Date:

LR R

MLS Listing (Check or X):
Yes
No
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Attachment 19-A
Page 2 of 2

Advertising Methodology: (provide proposed detail)

Suggested Sales Commission: | Seller Concessions, if applicable:
%or$ %

Estimated 90-day REO Expenses Anticipated: Additional Comments:
Initial Cleaning $ Explain any “other” expenses noted:
Securing $
Utilities $
$
$
$

Lawn Service
Winterization
Other (Explain)
Total

This plan should be reviewed and approved by the Agency within five (5) business days from the d
unless Agency provides alternative recommendations. Resubmit plan for concurrence to indicate change
marketing period.

ceipt. Theplan may be implemented
arketingystrategy during the

Authorized Lender’s Signature Print or TypegNa \ L4 Date
Agency Approval Official Print or Type \ \ Date
./
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