HB-1-3555

CHAPTER 20: LOSS CLAIMS - COLLECTING ON
THE GUARANTEE
7 CFR 3555.351

20.1 OVERVIEW

A key part of the SFHGLP is ensuring that lenders who
under the program and incur losses receive reimbursem

ill their responsibilities
Kly and simply. At the

describes penalties that could be assessed for fal eet program requirements and
provides guidance on net recovery value. This ch also provides guidance on funds
recovered after loss claim payme

20.2 LOSS CLAIM COVERAGE
A. Loan Guarantee Limits

The maxim t from the Agency under the SFHGLP is the
lesser of:

ple, if the'original principal amount (OPA) guaranteed on a loan was

$50,000, the gitim loss payment would be $45,000, or the lesser of:

1. Ninety percent of principal
e OPA is $50,000.
e 90 percent of OPA is $45,000.

2. One hundred percent of 35 percent and 85 percent of 65 percent
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e OPA is $50,000.
e 35 percent of OPA is $17,500.
e 65 percent of OPA is $32,500.

e 85 percent of 65 percent of OPA is $27,625.

e Payment amount is 100 percent of 35 percent of
of 65 percent of OPA ($27,625). This equals

17,500) plus 85 percent

ag’outlined in Chapter 18 and 19 of this

e and customary for the area, liquidation and disposition
0 costs the lender incurs when liquidating non-guaranteed loans.
further guidance on customary costs related to the acquisition
O. Allowable costs might include:

e Securing the property;

e Real estate commissions to sell the REO of no greater than 6% of the sales price
unless incentives can be justified or a minimum of $2,000 commission for low
value sales. Incentives require Agency concurrence; or
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e Acquisition and management costs associated with property disposition.

Costs associated with lender in-house expenses (e.g. employee salaries, in-house
legal fees, travel, REO management fees and other company expenses) are not allowed.

Allowable liquidation and disposition costs differ for properties sold within the nine-

month marketing time frame from those that remain in the lend
of the loss claim.

s inventory at payment

1. Sold Properties

Sold to a Third Party:

for up to 45 days from the foreclosure sale date o ate the proceeds were disbursed
t paid will be based upon the

claims made beyond this period ma ected O he lender must retain
documentation of claimed expenses.

e Agéncy. Documentation of expenses associated with a loss
tained in the lender’s permanent file.

lender a nine month marketing period from legal acquisition of REO property. The
acquisition date is the date the lender acquires title to the property. For property located
on an American Indian restricted land, the Agency allows a 12 month marketing period
from foreclosure, or the from the expiration of a redemption period, whichever is later.

If the property remains unsold at the expiration of the marketing period, the Agency
will obtain a liquidation value appraisal and issue the lender a notice of value on which
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the loss claim should be based. A loss will be calculated on based upon an acquisition
and management factor. Foreclosure liquidation costs incurred should be documented for
inclusion in the loss claim calculation. In order to estimate disposition costs, a standard
acquisition and management factor of 14.95 percent of the liquidation appraised value is
used. Lenders must order a liquidation value appraisal within 15 days of the end of the
marketing period. Loss claims for unsold REO must be filed by the lender within 30
days of obtaining a liquidation value appraisal. The Agency tify the lender upon
obtaining a liquidation value appraisal. Loss claims filed nd this period of time will
be rejected by the Agency.

20.3 FILING A LOSS CLAIM

Lenders submit loss claim requests to the £5C located in St. Loui
Servicing contact information can be foung e following website:
https://usdalinc.sc.egov.usda.gov/USDAL.inc aingReSOurcel ib.do. The'resource is
titled “Guaranteed Servicing Contact Informatio

Requests for loss claim pay
documentation or through an electrg:
With either process, the Agency religs
lender/servicer on the claim. All inforg b€ claim form must be
supported by documeatation in the clai . tre 8 the lender/servicer’s
responsibility fo eteness and agcuracy of the claim submission.

an be made by Submitting a report with supportive
eb submission € opically through GLS.

racy of thesinformation provided by the

A loss cfai 5 5C will requirgitherlender to prepare and submit Form RD
3555-20, “Rural H@using of Loss.” JA detailed guide, “Loss Claim and Future
i d to in organizing and preparing information
pport of loss claims, future recoveries and additional
e lpss can be found at the following website under the

submit Form RD"3555-20. The Agency completes an approval process involving GLS
security clearance, training and monitoring of claim files during a conditional approval
stage before a lender receives written approval authority to fully utilize the automated
claim process. A guide “Loss Claim Administration User Guide” can be found at the
following website under the “Training and Resource Library” link:
https://usdalinc.sc.egov.usda.gov/USDAL.incTrainingResourceL ib.do.
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A claim can be submitted when a lender experiences a loss as a result of a pre-
approved pre-foreclosure sale (short sale), a third party purchase at a foreclosure sale,
acquisition through voluntary liquidation, or as a result of a purchase by the lender at a
foreclosure sale.

A. Property That Is Sold

For property that is sold before the end of the allowab
claim must be submitted within 45 days after the date
applies to properties that are sold through voluntary |

arketing period, the loss
e. This 45-day limit

collectively assembles the dates o A ation in the required loss
claim package.

Property

ghcy if an REO property remains unsold at the end of
otification to the Agency must be made within 30 days

ue appraisal of the unsold REO at the end of the marketing
Il notify the lender of the value obtained. The value established

(VA), which estimates REO expenses. The most current cost factor is 14.95 percent.
The loss claim must be submitted to the Agency within 30 days of the day the lender
receives the appraised liquidation value notification.

A guide “Loss Claim Administration User Guide” can be found at the following
website under the “Training and Resource Library” link:
https://usdalinc.sc.egov.usda.gov/USDAL incTrainingResourceLib.do. This guide
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outlines the manual and automated process of submitting loss claims. Within the guide, a
checklist of documentation required to process a loss claim request is included. Lenders
may utilize an optional Excel worksheet, included in a guide, which when utilized
collectively assembles the dates of action and monetary information in the required loss
claim package

C. Definition of Value Types in the Appraisal Process eneral Procedures

For a claim calculation on unsold REO, a third party M tion value appraisal
obtained by the lender will be the liquidation value as4 consideration market
pressures on a distressed property.

An authoritative source for the definition
Appraisal Institute’s 4™ Edition of The Di

Iquidation value app

ilable

e Consummation of a sale will G i imited future marketing
period specified by the client.

e Payment will be made in cash in U.S. dollars or in terms of financial
arrangements comparable thereto.

e The price represents the normal consideration for the property sold, unaffected by
special or creative financing or sales concessions granted by anyone associated
with the sale.”
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This definition clearly differs from that of market value due to the motivation of the
seller and the limited marketing period factors.

An appraisal report will be prepared by a Qualified State Licensed or Certified
Appraiser and comply with the USPAP. The Agency will order the liquidation value
appraisal. The first step in the appraisal process is to identify thejintended user, intended

use and the type of value for the appraisal. The following ar at should be

identified in an appraisal order process when ordering a li tion value appraisal
e When the appraisal assignment is to determin lue, the Agency’s
Statement of Work (SOW) should clearly e to be reported

(CSC) SOW.

bevdentified in the SOW. The
SFHGLP is 30 days and must be
ing period exceeds 30 days. If

isepas less than 30 days the

e The severely abbreviated marketing per
client specified marketing period as identi
used by the appraiser whéhe
the typical marketing perio
appraiser should base their € 3 3
time period used. The apprais gveloped based on the actual physical
condition of the property

hould be identified for the vendor. Appraisal
isign of one of the following:

: dominium Unit Appraisal Report (Fannie Mae Form 1073
e Mac Form 465)

As part of the appraisal assignment, the appraiser will be requested to complete the
following to support the value and condition of the property:

e  Market Conditions Addendum to Appraisal Report (Fannie Mae Form 1004MC
or Freddie Mac Form 71). This form will further enhance and document a clear
and accurate understanding of the market trends and conditions prevalent to
neighborhoods. If information is unavailable document the Appraisal Report on
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the attempts when information is not available to support completion of this
form.

. Photographs documenting the interior inspection are part of the appraisal
assignment. Interior photographs should include the living room, kitchen,
bathroom, furnace, central air unit (if applicable), water heater, electrical panel
and photographs of any damage or deferred maintena

ignment information and

for payment, verify
means of delivery and confirm any speciald i ignment conditions,
as discussed with the appraiser.

e The appraisal order should summarize the apprai

e Prior to ordering a liquidation ap approval offi

responsible for determining the need fo jquidation valdlie appraisal,
in accordance with Paragraph 20.3 C note e will request a certification of
funds from the Fiscal Conikol Branch (FCB) Office of the Deputy Chief
reguest should be sent to
24 hours certifying

pted appraisal fee.

S that funds are available to fund the request. Funding has been
ample to c0 iguidation value appraisal requests. However, to ensure funds are
available for quest, this step must be followed. Questions on this portion of the
process may beddirected to FCB at (314) 457-4143. States who order liquidation value
appraisals on behalf of the Centralized Servicing Center (CSC) are responsible for fund
certification.

e A confirmation of the residential appraisal order obtained from the vendor, once
an order is placed, is encouraged.
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The appraisal should be ordered by Agency personnel. The Agency may utilize
Attachment 20-A as an appraisal order form. The Department of Veterans Affairs’
Appraisal Fee Schedule represents the customary and reasonable fee associated with the
payment of a liquidation value appraisal. The fee schedule with timeline may be found
at: http://benefits.va.gov/homeloans/appraiser_fee_schedule.asp.

Payment to the vendor will be completed through use of Foum RD 3555-46, Report of

sending though encryption. The sender may
provided below.

e InBlock 1 insert the 14 digit case num i state, county’and SSN of
the borrower. This procedure differs from
Personally Identifiable | i rotected when working with
sensitive information. The <

HERBHHR RS,

3lished in the Forms Manual

Borrower |D: #Ht#H##HHH

e By e-mail, scan the document to either a .PDF or .TIF document type.
Forward the completed form and invoice requesting payment to:
RD.DCFO.GLB@stl.usda.gov

The form and invoice MUST be securely protected when utilizing the e-mail
method.
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e Forward the completed form and invoice requesting payment to:
USDA, Rural Development

DCFO - FC-350/GLB

PO Box 200011
St. Louis, MO 63120-0011

e By priority mail, forward the completed for
USDA, Rural Development

uesting payment to:

4300 Goodfellow Blvd.
Bldg. 104 South End

2" Floor, Post H
St. Louis MO 6312€

General Branch Telep
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D. Loss Administration — Record the Loss Claim in GLS

Authorized Agency staff will capture information provided by a lender submitting a
manual claim outlined in Paragraph 20.3 of this Chapter and populate GLS at the
Add/Update Loss Claim page. Refer to the User DocumentatiogGuide: Loss Claim
Administration found at the following link under the Trainin source Library link:
https://usdalinc.sc.egov.usda.gov/USDAL incTrainingReso@if€el ib.do. Lenders who are
approved to electronically submit a loss claim will pop LS page when
submitting their claim.

between the loss incurred by the lender and the n ery value of the property, within
unt the lender recovers from the
sale of a property after accounting
differently for properties that have
inventory at the time the loss claim i
actual net recovery value is used. Fo
estimated net recoye alue is used.

between:
e The value of the property based on a liquidation value appraisal; and

e Allowable liquidation costs.
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The lender is not obliged to market the property prior to submitting a loss claim. A
lender may file a loss claim using an estimated net recovery value at any time after
property liquidation and during the allowable marketing period. However, the filed claim
is considered a final claim. If the lender then sells the REO property for an amount
greater than the appraised amount used in calculating the loss, this recovery would be
paid to the Government in accordance with Section 3 of this Ch

20.5 AGENCY REVIEW

The Agency will review the loss claim package fr r. Loss claim checks
or electronic funds transfer (EFT) payments will bg,m ays of the lender’s
properly filed loss claim will be issued to the le ance office.
Agency staff will notify the lender of any ad d. The

Once all required information has been supp Agency must take the following
actions:

e Enter the loss.claim i laim Administration menu
his step is not applicable to

Thejestimated sale price (appraised value) used to calculate the claim,

e  That future recovery may be due if the actual sale price exceeds the estimated
sale price,

e  When and how to report future recovery of sale proceeds, and
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e  The consequences of failure to report future recoveries, including agency
monitoring and the possible termination of lender eligibility.

e Provide appropriate appeal rights for any adjustments, reductions, or denials with
specific reasons and clear explanation for the decision in accordance with
Appendix 3 of this handbook; and

e Issue payment as appropriate.

Payment of the loss claim simultaneously fulfills a tes the loan note
guarantee. A termination notice will be mailed to the ici er at the time of
payment.

A. When Claims Are Reduced or Deni

claim for adherence to program regulati eductions and/or denial of loss
claim as noted below.

lender to determine if the Ioss clalm a adjusted or denied. The Agency
must show that an i de im is @@mmensurate with the lender’s

used the reduction was the fault of the loan holder. Lenders can

refer to A is Handbook for reasons a reduction or denial of a claim will
occur.
C. on and Approval of Loss Payment

Agency staff will calculate the loss claim amount using Form RD 3555-20 and
supportive documentation submitted by the lender. Agency staff will utilize the
Add/Update Loss Claim transaction in the Loss Claim Administration menu of GLS to
document and create a loss payment to the lender. The Agency’s reviewer should contact
the lender if there are questions about the information submitted by the lender.
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D. Loss Claim Payment Process

The Agency will use the following procedures for loss claim processing and
disbursement of any loss claim checks.

1. Notification of Loss Payment Amount

aid within 60 days
aim has been reduced or
, including an analysis
of how the amount of any reduction was determine i tlflcatlon of appeal

The Agency will notify the lender in writing of the amo
of recelpt of a properly completed loss claim package If

Payments for approved claims will be distribu ithin 60 days of receipt of a
properly completed loss claim fd luntarily agreed to electronic
funds transfer (EFT) will receive p properly completed and
submitted loss claim within 3 work For all other lenders, a

check will be generated for approved and distri ithin 3 working days of
' Loss claim checks will be

issued to the lendef ing ice. Payment of the loss claim
i pan note guarantee. A termination notice will

s claim decision, the Agency will pay the approved portion of the
e frames described above. Interest will not accrue on any
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4. Supplemental Claims

The Agency may allow the lender to submit 1 supplemental loss claim in addition to
the original claim submitted. The supplemental claim must be received by the Agency
within six months from payment date of the initial claim The Agency reserves the right
to limit the payment of additional interest and expenses. Th th expiration period
may be exceeded if unusual circumstances exist such as a estic incident as defined by

E. Verification of REO Sale

The Agency will flag claims that werg#e : value

If the REO has been sold, the will request ender to submit a HUD-1, or
similar documentation as verificatign'@ ale amount.

ery Calculator of the Loss Claim
N0 are not approved to submit their claims

CTION 3: FUTURE RECOVERY

20.6 OVER

The Agencyrequires that the lender notify the Agency if they recover additional
funds after the loss claim has been paid. Future recovery can come in two different
forms:

e Actual Payment. For example, a check received for a delayed insurance
payment, a credit for prepaid real estate taxes would be reported as future
recovery.
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e Higher Than Liquidation Value Actual Sales Price. When the loss claim is
calculated for an unsold REO property, it is based on the liquidation value
appraisal. If the property is later sold for an amount greater than the liquidation
value in which the claim was calculated on. That difference must be reported to
the Agency as a future recovery. The Agency will not reimburse the lender after
the loss claim is paid if an REO property sells for a price lower than the
liquidation value appraisal.

The proceeds of any amounts recovered shall be sha oportion to the amount
of loss borne between the Agency and the lender. Thj

distribution of the proceeds depending upon what

In the future recovery calculation,,i i iquidation value appraisal was
less than 35 percent of the original{oan an b have reimbursed the
lender for its entire loss. Since the | uture recovery proceeds
must be returned to the Agency to offse
for the lender:

Agency and Lender Shared Original Loss

If the loss was greater than 35 percent of the original loan amount, the Agency will
have reimbursed the lender for any loss up to 35 percent of the original loan amount.
Losses in excess of that amount will be shared between the lender and the Agency.
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In such a situation, any recovery goes first to reimburse the lender and the Agency for
their respective portions of the loss over 35 percent of the original loan amount. The
remaining portion of the recovery amount, if any, goes entirely to the Agency to offset its
remaining loss.
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Attachment 20-A

Page 1 of 2
ATTACHMENT 20-A
Liquidation Value Appraisal Order Form
Date:
Client Information
USDA Contact: E-Mail Addrgss: Telephone and Fax No.

Rural Development
Mailing Address:

Billing Address (if
different from mailing):

Owner Information

Former Borrower
Information:

Foreclosure Sale Date:

Property Information

Contact Telephone:

Alternate Contact
Telephone:

Lockbox Combination:
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Appraisal, Property and Report Type

Appraisal Type: As-1s Value Property and Report O Single Family

Full Appraisal Type: Detached (FNMA 1004

Liquidation Value /Freddie Mac 70)

Marketing Time O Condo (FNMA 1073

Frame: /Freddie Mac 465)
O Manufactured Home
(FNMA 1004C)

Other Information
Other Information FNMA 1004MC / Appraisal Purpose
Required: Freddie Mac 71) Market Statement of Work: Loss payment
Condition Addendum consideration to owner.
Report

O Interior Photographs
O Supplemental Real
Estate Owned Appraisal
Addendum

Pricing/Delivery
Quoted Price:

Anticipated Delivery
$ Date:

Definition of Liquidation

The most probable price that a specified interest in real property is likely to bring

Value: under all of the following conditions:
» Consummation of a sale will occur within a » The buyer is acting in what he or she considers
severely limited future marketing period specified his or her best interest.
by the client.
» A limited marketing effort and time will be
» The actual market conditions currently prevailing allowed for the completion of a sale.

are those to which the appraised property interest

is subject. » Payment will be made in cash in U.S. dollars or
in terms of financial arrangements comparable
» The buyer is acting prudently and knowledgeably. thereto.
> The seller is under extreme compulsion to sell. > The price represents the normal consideration
for the property sold, unaffected by special or
» The buyer is typically motivated. creative financing or sales concessions granted

by anyone associated with the sale.”




