RD AN No0.4321(1980-D)
December 18, 2007

TO: State Directors
Rural Development

ATTENTION: Rural Housing Program Directors,
Rural Development Managers,
Community Development Managers, and
Guaranteed Rural Housing Specialists

FROM: Russell T. Davis (Signed by Russell T. Davis)
Administrator
Housing and Community Facilities Programs

SUBJECT: Single Family Housing Guaranteed Loan Program
Loss Mitigation Comprehensive Policy Clarification

PURPOSE/INTENDED OUTCOME:

Rural Development (Agency) encourages approved Single Family Housing Guaranteed
Loan Program (SFHGLP) lender/servicers to exercise loss mitigation techniques to the
fullest extent possible when servicing defaulted loans under SFHGLP. This Administrative
Notice (AN) clarifies the policies concerning loss mitigation actions. The attached Loss
Mitigation Guide (Exhibit A, herein referred to the “Guide”) describes loss mitigation
alternatives, identifies circumstances for use, and discusses situations in which each
alternative may be appropriate. Lender/servicers who service Section 502 Guaranteed Loans
should use this Guide to give guidance to SFHGLP borrowers when considering loss
mitigation alternatives. Agency staff that give guidance to lenders should refer to this Guide
when considering the appropriateness of a lender's loss mitigation alternatives.

EXPIRATION DATE: FILING INSTRUCTIONS:
December 31, 2008 Preceding RD Instruction 1980-D



COMPARISON WITH PREVIOUS AN:

This updates AN 4165, which expired on April 30, 2007 and introduces the availability of
a one-time loss mitigation incentive for either a pre-foreclosure sale or deed-in-lieu of
foreclosure, lifting of the 12 month seasoning requirement for a loan modification, and
clarification on lender/servicer monitoring of pre-foreclosure sale plans.

For the population of borrowers where by it has been determined that retention of the
home is no longer financially possible, loss mitigation in the form of a pre-foreclosure
sale or deed-in-lieu of foreclosure should be pursued by the lender/servicer. Effective
with the date of this AN all lender/servicers that assist a borrower by approving and
closing either a pre-foreclosure sale or deed-in-lieu of foreclosure will receive a one time
loss mitigation incentive. The following bullet points highlight amendments in this AN:

« All lender/servicers that have received prior approval from the Agency for either a
pre-foreclosure sale or a deed-in-lieu of foreclosure on a SFHGLP loan will
receive a one-time loss mitigation incentive at the time of loss claim filing. The
incentive will be included in the loss claim reimbursement amount received by the
lender/servicer. The following loss mitigation incentive amounts will be paid to
lender/servicers on closed pre-foreclosure sales and deeds-in-lieu of foreclosure:

Pre-foreclosure Incentive : $1,000.00
Deed-In-Lieu of Foreclosure Incentive : $250.00

e The requirement that a loan must be seasoned 12 months prior to a loan
modification being approved has been eliminated. Additional guidance can be
found in Chapter 3, Section B, and Part 2 of the Guide.

» Properties that are listed for sale under an Agency approved 90 day pre-
foreclosure sale plan, should be evaluated monthly by the lender and mortgagor in
order to ensure that the property is being marketed to reflect current local
economic conditions. Additional guidance can be found in Chapter 3, Section C,
and Part 1 of the Guide.

BACKGROUND:

As of December 31, 2006, the Rural Development staff located at the Centralized
Servicing Center (CSC) in St. Louis, Missouri, review all Single Family Housing
Guaranteed Loan Program Servicing Plan (p 2-87 of the Guide) and supporting
documentation, to determine whether the servicing plan submitted is reasonable and
customary. Any reference to “Agency” can be interpreted to be the CSC and may include
other Agency staff that may be involved in the claim incentive process.



Contact information for the CSC is:

1520 Market Street
FC 225

St. Louis, MO 63102
(866) 550-5887 (T)
(314) 206-2873 (F)

IMPLEMENTATION RESPONSIBILITIES:

The responsibility for servicing SFHGLP performing and non-performing loans lies with
approved SFHGLP lender/servicers. Managing loans in default, including loss mitigation
and reporting of loss mitigation actions, is one of the extensions of this responsibility.

RD Instruction 1980.371 defines default as occurring when the borrower fails to perform
under any covenant of the mortgage or deed of trust and the failure continues for 30 days.
Typically, a default is based on the borrower's failure to pay as scheduled. Proactive loss
mitigation is a critical loan servicing function as it may help borrowers who are in default
on their mortgages retain their homes while minimizing potential financial losses to the
lender and to the Agency.

Based on the parameters outlined in the attached Guide and in RD Instruction
1980.374(d), the Agency will evaluate the loss mitigation option recommended by the
lender/servicer based on an analysis of each borrower's financial circumstances and the
status of the loan. While an option or combination of options that enables a defaulted
borrower to retain ownership of their home is highly desirable, there may be situations
when the best action is to help the borrower make a transition to other housing.
Therefore, assessing the borrower’s willingness and ability to retain homeownership is
important when considering loss mitigation alternatives. Lender/servicers may have to
pursue the deed-in lieu of foreclosure or the pre-foreclosure sale option, when it has been
determined that home retention is no longer an option for a borrower or when other
alternatives have failed.

Lender/servicers may begin evaluating delinquent borrowers as early as the 1% day of
delinquency and should make every effort to offer loss mitigation alternatives within 90
days. Agency staff must review a lender's proposal to enter into a loss mitigation action
on a guaranteed loan that is 90-days or more past due. Single Family Housing
Guaranteed Loan Program Servicing Plan (page 2-87 of the Guide) provides a summary
information sheet that a lender should use to request consideration of a proposed loss
mitigation alternative with the Agency.

The Rural Development National Office will make available a copy of the Guide to
nationally approved lenders that are servicing SFHGLP loans. State offices should make
available a copy of the Guide to state approved lenders that service SFHGLP loans in
their jurisdictions. When the Guide is distributed to lenders, Agency telephone, facsimile



numbers and contact names should also be given to lenders so that the lenders may
contact or submit loss mitigation proposals to the appropriate Agency staff.

Questions concerning this AN should be directed to Michelle Corridon, Stuart Walden or
Susanne Wilson by calling (202) 720-1452 or by email at
michelle.corridon@wdc.usda.gov, stuart.walden@wdc.usda.gov or
susanne.wilson@wdc.usda.gov.
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