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SECTION 1    

Purpose and Scope 
 

 

1.1 Goals and Objectives 

 

The foregoing loss mitigation policy shall direct foreclosure prevention efforts of the institution 

and/or its third-party vendors. The purpose of this document is to establish minimum standards, 

guide the performance of loss mitigation personnel, maximize portfolio performance and minimize 

loss associated with delinquency, non-performance and foreclosure.  It is the intention of The 

institution that all loss mitigation policies and procedures be followed as directed to help ensure 

performance of the organization and meet the contractual obligations the institution has to its 

investors. 

 

The primary objective of loss mitigation policy is to return the loan to a performing status with 

minimum economic loss.  If it is determined that the loan cannot return to a performing status, then 

it is the institution’s objective to liquidate the loan for maximum value and minimal loss.  The policies 

and procedures reflected within this document are intended to establish a minimum set of 

performance standards and shall not be interpreted to limit existing standards from other sources 

which may apply.   

 

In most cases, loss mitigation efforts will be further guided by contracts with or policies set by 

investors such as Freddie Mac, Fannie Mae, FHA, VA, Ginnie Mae, USDA, U.S. Department of the 

Treasury, mortgage insurers or others.  In cases where such directives exist, they shall be followed, 

and any conflict between these policies and/or procedures and those directives shall defer to that 

of the institution’s servicing contract or investor policy.   

 

1.2 Required Review 

The institution requires this policy be reviewed no less than annually. 

• Last Date of Review – 01/01/20XX 

• Next Due for Review – 01/01/20XX 

The above required annual review shall include the compliance of this policy with current law, 

regulation or directive, the procedural implementation of this policy within the then current scope 

of the institution business lines and operations, internal audit results received during the previous 

year and then current industry trends or regulatory guidance. 
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1.3 Current Market Influences 

The mortgage market, regulatory environment, economic outlook and industry practices universally 

affect housing  finance and loan performance. Government programs have been created to assist 

traditional lender-supported loss mitigation programs, and programs have been amended in 

response results of such initiatives.  

 

1.4 Stakeholders and Their Perspective 

The institution along with lenders, investors, servicers, mortgage insurers, community leaders, 

regulators, and borrowers share the same objective—avoid foreclosure when possible, maintain 

homeownership, and minimize financial loss to all parties.  Industry accepted policy statements note 

that prudent workout arrangements that are consistent with safe and sound lending practices are 

generally in the long-term interests of both the financial the institution and the borrower.   

 

Regulatory agencies have identified prudent strategies for loss mitigation for servicers, including 

loan modifications, deferral of payments, extension of loan terms, capitalization of delinquent 

amounts, and conversion of adjustable-rate mortgages into fixed-rate mortgages or fully indexed, 

fully amortizing adjustable-rate mortgages.  The institution supports the collaborative efforts 

required to include the participation of all interested stakeholders in this complicated process.  

 

1.5 Failure to Engage in Loss Mitigation 

Any failure on the part of the institution to engage in loss mitigation efforts concerning any individual 

case may expose the institution to legal action and/or civil liability.  To help avoid such actions or 

the assessment of penalties, the institution’s Loss Mitigation Department shall perform, at a 

minimum, the following actions: 

1. Ensure that the loss mitigation evaluations are completed for all delinquent mortgages 

before four full monthly installments are due and unpaid. 

2. Ensure that the appropriate action is taken based on these evaluations by including 

follow-up on a specified periodic basis. 

3. Maintain documentation of all initial and subsequent loss mitigation evaluations and 

actions taken. 

 

 

 

 

SAMPLE



 

LOSS MITIGATION POLICY 
 

©  2026HOUSING RESEARCH,  LLC  Loss Mitigation Policy        Page 6 
         
 
 
 

1.6 Agency, Investor, or GSE Information 

Elements of Investor Servicing Guides (Fannie Mae, Freddie Mac, FHA, VA, etc.) or similar but 

otherwise titled documents have been included within this the institution policy manual. These 

references may feature differences between investors’ guidelines and the institution. Such  

references or procedures are not intended to replace the requirements mandated by an investor 

guide.  

 

1.7 Definitions 

Borrower Solicitation Package 

The Borrower Solicitation Package provides the borrower with information regarding 

foreclosure prevention alternatives and describes the documentation that must be 

submitted in order to be evaluated for a foreclosure prevention alternative.  

Breach Letter 

The breach letter is a formal letter sent to borrowers in the hopes of avoiding foreclosure 

action.  The letter encourages the borrower to contact the lender to discuss foreclosure 

prevention alternatives. 

Deed-in-lieu (mortgage release) 

A foreclosure prevention alternative that allows the borrower to voluntarily transfer title to 

satisfy the mortgage loan debt and avoid foreclosure. 

Forbearance 

A forbearance is a temporary reduction or suspension of payments which must be 

immediately be followed by an arrangement to cure the delinquency. 

Foreclosure Referral 

After 120 days of delinquency, the loan is referred to an attorney for foreclosure action. 

Judicial Foreclosure 

A foreclosure that takes place through court action rather than by the direct action of the 

lender or servicer. 

Non-Judicial Foreclosure 

In some states, non-judicial foreclosure is allowed, giving the lender the right to take direct 

action to foreclose the property, decreasing the time necessary to complete the 

foreclosure process.  
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Quality Right Party Contact 

Quality right party contact occurs when the lender establishes a rapport with the borrower 

expressing a desire to discuss the most appropriate options for delinquency resolution. 

Qualified Written Request (QWR) 

A qualified written request is written correspondence from a borrower to a lender to ask 

for information relating to the servicing of the loan or to dispute errors about the loan. 

Repayment Plan 

A repayment plan is an arrangement in which a borrower agrees to repay past due 

amounts while still making regularly scheduled payments, typically offered when the 

borrower’s temporary hardship has been resolved. 

Short Sale 

A short sale involves releasing the lien against a property in exchange for the proceeds 

from the sale of the property of less than the amount owed. 

Waterfall 

The waterfall is an escalation process which outlines the actions necessary for a loan to 

reach the desired terms for modification.  For example, a waterfall may incorporate an 

interest rate reduction, amortization term extension, and loan balance reduction. 
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SECTION 2    

Internal Controls 
 
 

2.1 Monitoring and Quality Control 

 

The institution requires that this Loss Mitigation Policy and all underlying policies or investor policies 

referenced herein have a monitoring and quality control component.  Ongoing adherence to these 

policies shall be documented such that adherence to policy can be audited or reviewed for accuracy, 

compliance, inefficiency or failure.  

 

2.2 Risk Audits 

 

The institution shall ensure that an annual audit is performed to examine compliance with this policy 

and all underlying regulations. The required audit, including any compliance testing, may be 

conducted by the institution personnel or by an outside party.  At minimum, the annual audit shall 

include a review to assess the following: 

1. Verifying the effectiveness of the monitoring process of communications with 

borrowers. 

2. Assuring the institution’s loan servicing system accurately documents collection and 

loss mitigation activities. 

3. Verifying that loss mitigation personnel consider options in the order prescribed by 

the institution or the investor as may apply. 

4. Assuring that, prior to deciding to foreclose, all appropriate foreclosure prevention 

alternatives have been considered. 

5. Determining that all required reporting regarding delinquency status, loss mitigation 

activity and any and all other reporting, that may from time to time be required, is 

submitted to management and any required and authorized third party.   
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2.3 Staff and Training 

 

The institution requires the ongoing training and education of its staff and third-party vendors.  A 

program shall be in place to ensure applicable staff members are knowledgeable in all aspects of 

collection, default servicing, and foreclosure prevention strategies as well as changes to this and 

other policies of the institution and its investors.  Required training may be provided internally by 

the institution personnel or by any approved third-party vendor. The institution’s Loss Mitigation 

management shall ensure that staffing levels are sufficient to handle inbound and outbound call 

traffic for all functions and/or departments.  Foreclosure prevention staff must be available to assist 

with all inbound and outbound activity. 

 

2.4 Management Training 

 

The institution requires initial and ongoing training for all management and staff concerning this 

policy, other related policies and underlying laws and/or regulations. Training may be conducted in 

a variety of settings utilizing any established education modality. Regardless the method of training 

delivery, all training must include the following: 

• Presentation of the subject material oriented for the adult learner 

• An assessment of the learner to validate command of the subject matter with a 

minimum passing grade of 70% 

• A certificate documenting satisfactory completion of all of the above 

The institution shall maintain adequate records of this training program to include the following: 

• A description of all training programs 

• Evidence of attendance and satisfactory completion for each employee subject to this 

policy 

• Management response relative to additional training, reassignment or other 

responses for those employees who may not have achieved a passing grade on the 

assessment and/or were not issued a completion certificate 
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SECTION 3    

Fraud 
 
3.1 Fraud Schemes 

 

Mortgage fraud schemes generally contain some type of material misstatement, misrepresentation 

or omission relied upon by an underwriter or lender to fund, purchase or insure a loan.  The FBI 

investigates mortgage fraud in two distinct areas: fraud for housing and fraud for profit. Fraud for 

profit is sometimes referred to as “Industry Insider Fraud” and the motive is to remove equity from 

the property, falsely inflate the value of the property or issue loans based on fictitious property.  

Fraud for housing represents illegal actions perpetrated solely by the borrower.  The simple motive 

behind this fraud is to acquire and maintain ownership of a house under false pretenses.  This type 

of fraud is typified by a borrower who makes misrepresentations regarding his or her income or 

employment history in order to qualify for a loan. 

 

3.2 Identifying Mortgage Fraud 

 

The institution is committed to the identification, recording, and reporting of mortgage fraud.  Since 

early payment default and default in general are indicators of and give rise to the discovery of 

mortgage fraud, loss mitigation personnel must be aware of historical and current trends in 

mortgage fraud. All suspected mortgage fraud shall be reported to the appropriate internal 

department of the institution for recording and reporting as may be appropriate. 

 

3.3 Trends in Mortgage Fraud 

 

The institution is committed to maintaining a high level of knowledge with respect to current trends 

in mortgage fraud and has established resources to support this effort.  Examples of mortgage fraud 

trends include the following: equity skimming, property flipping and mortgage-related identity 

theft.  Equity skimming is a tried and true method of committing mortgage fraud, and criminals 

continue to devise new schemes.  Today’s common equity skimming schemes involve the use of 

corporate shell companies, corporate identity theft and the use or threat of bankruptcy/foreclosure 

to dupe homeowners and investors.   
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SECTION 4    

Borrower Delinquency 
 

4.1 Delinquency Prevention 

 

The policies of the institution are intended to support the efforts of borrowers in meeting their 

obligations, avoiding foreclosure and, when feasible, remaining in their homes. Loss mitigation 

personnel shall at all times use appropriate tools and provide guidance that, under the individual 

circumstances, is deemed an appropriate means by which to avoid foreclosure, promote open and 

effective communication and provide borrowers the opportunity to resolve legitimate disputes. The 

specific timing, actions and requirements relating to borrow contact, the institution remedies and 

property preservation may be found in detail within this manual. 

 

4.2 Early Default Indicators 

 

Early default indicators each contribute, in varying degrees, to both the likelihood of default and 

the likelihood of the loss mitigation effort ending in foreclosure.  Mortgage loans shall be classified 

into risk categories, such as low risk, moderate risk or high risk, based upon a review of Early Default 

Indicators. The resulting risk category may be determined by manual review or the use of an 

evaluation tool such as those offered by Freddie Mac, Fannie Mae, FHA and others. 

 

 

4.3 Payment History 

 

Early payment default has been found to be a highly reliable indicator of both future default and 

fraud.  Mortgage loans experiencing early payment default shall be classified and monitored relative 

to an intrinsically higher degree of default risk. 
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4.4 Market Value 

 

Origination and current value shall be assessed for accuracy, market trends and potential fraud.  

Mortgages on homes exhibiting a declining value have been shown to have a higher likelihood of 

default and, for those with negative equity, a higher likelihood of foreclosure. The local market 

condition shall be reviewed for understanding of real estate, employment and other economic 

indicators.  Default due to overriding economic issues, as opposed to a singular event such as the 

death of a borrower, have been shown to have a higher likelihood of default and foreclosure.   

 

4.5 Other Characteristics 

 

An explanation of the impact of other characteristics upon default and/or foreclosure is beyond the 

scope of this policy.  However, it should be understood that the following characteristics will impact 

the performance of the mortgage loan either increasing or decreasing the likelihood of default and 

foreclosure. 

• Program: Prime, Sub-prime, Alt A, Non-QM, DSCR (debt service credit ratio) 

• Product: fixed rate, adjustable rate, or graduated payment mortgage 

• Documentation Level: full, alt, stated, no doc 

• Features: pre-payment penalty, negative amortization, interest only and other options 

• LTV; CLTV 

• Mortgage Insurance 

• Occupancy (weighted by economic factors) 

• Transaction: purchase, rate/term refinance or cash-out refinance 

• FICO scores 

• DTI ratio 
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4.11 Telephone Contact 

 

It is the policy of the institution that contact via telephone be made, and that automated message 

calls do not constitute a sufficient attempt at borrower contact.  Additionally, the call history to any 

one borrower must be of a sufficiently varying schedule to be considered as adequate outreach.  

Call attempts shall commence between three and 36 days after due date, targeting high-risk 

borrowers, and continue at least every three days until satisfactory arrangements have been made 

to cure the delinquency. If, during contact, borrower notifies the institution of an adverse change in 

financial circumstances that is likely to cause a long-term delinquency, the institution shall provide  

loss mitigation information to borrower either orally, in writing, or via electronic communication. 

 

4.12 Written Contact 

 

Under §1024.39(b) of the Early Intervention Rule, the institution requires that all written 

communication follow established requirements for type, timing and content as specified within this 

policy or the relevant investor policy. An individual letter shall be sent to all borrowers after the 45th 

day of delinquency to open communications and determine the borrower’s commitment and 

capacity to cure the delinquency. The institution’s written notice shall include the following: 

• A statement encouraging the borrower to contact the institution 

• The telephone number to access assigned servicing personnel according to §1024.40(a) 

along with the institution’s mailing address 

• A statement providing examples of loss mitigation options that may be available 

• Either application instructions or a statement informing the borrower how to obtain more 

information about loss mitigation options 

• The website to access either the Consumer Financial Protection Bureau’s website or the 

HUD list of homeownership counselors or counseling organizations 

• The HUD toll-free telephone number to access homeownership counselors or counseling 

organizations 

4.13 Continuity of Contact Rule 

 

The institution shall maintain policies and procedures designed to provide delinquent borrowers 

with access to personnel who can provide loss mitigation assistance in accordance with §1024.40(a). 
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4.14 Personnel Assignments 

The institution shall follow the procedure outlined below for delinquent loans: 

1. Assign personnel to a delinquent borrower by the time the servicer provides the borrower 

with the written notice required by § 1024.39(b), but in any event, not later than the 45th 

day of the borrower’s delinquency. 

2. Make the personnel assigned to borrower available to respond to the borrower’s inquiries 

and provide assistance with loss mitigation options until the borrower has made two 

consecutive mortgage payments without incurring a late charge, according to the terms 

of a permanent loss mitigation agreement. 

3. Provide a timely live response to borrowers who call and must leave a message when 

they cannot reach their assigned contact—whether that contact is a single person or a 

team of personnel who can provide loss mitigation assistance. 

4.15 Functional Duties 

 

The institution shall ensure that servicer personnel are capable of performing the following duties: 

• Provide accurate information, such as the following: 

o Specific loss mitigation options that may be available 

o Instructions for submitting a complete loss mitigation application 

o Status of a submitted application 

o The circumstances under which consumers may be referred to foreclosure 

o Loss mitigation deadlines set by the provisions of the Mortgage Servicing Rules 

o How to submit a written notice of error, an information request or an appeal for 

loan modification option denial  

• Retrieve information in a timely manner, such as the following: 

o Borrower’s complete pay history 

o All written information provided in connection with the loss mitigation application 
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4.16 CFFB Loss Mitigation Rule 

 

Under §1024.41 loss mitigation procedures, referred to as the Loss Mitigation Rule, the institution 

shall make the following provisions for federally related mortgage loans as defined in §1024.2(b): 

• Work with borrowers to complete timely application for loss mitigation options. 

• Acknowledge receipt of a loss mitigation application within five business days and notify 

borrowers of an incomplete application. 

• For an incomplete application, inform borrowers of 

o the additional documents or information required to complete the application; and 

o the date by which the application must be complete in order to delay the 

foreclosure sale process. 

• Evaluate complete and timely loss mitigation applications within 30 days for all loss 

mitigation options available to borrowers. 

• For complete and timely applications of loss mitigation options, inform borrowers of 

o The institution’s offer of a loss mitigation option, if available; 

o the reasons for a denial of any loan modification options; and 

o if necessary, how to issue an appeal of denial. 

• Evaluate timely appeals submitted by eligible borrowers by independent personnel, e.g., 

not the same personnel who evaluated the loss mitigation application. 

• Refrain from beginning or completing the foreclosure process in certain circumstances when 

a borrower is being evaluated for loss mitigation options as required under the rule. 

Refer to §1024.41(j) for small servicer exemption to the rule. 
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SECTION 5    

Foreclosure Alternatives 
 

 

5.1 Foreclosure Alternative Notice 

 

The institution shall send a Borrower Solicitation Package with information, including but not 

limited to, the availability of alternatives to foreclosure between the 31st and 35th day after 

the due date and again between the 61st and 65th day after the due date, should a 

completed package not yet be returned.  The institution must do the following: 

• In the cover letter included in the Borrower Solicitation Package, provide a specific 

date that is 30 days from the date of the communication by which the package must 

be returned. 

• In the event the 30th day falls on a non-business day, specify the following business 

day as the date by which the Borrower Response Package must be returned. 

The institution shall acknowledge receipt of a timely loss mitigation application, confirm its 

completeness, make proper evaluation, and notify the borrower of the result according to 

§1024.41. 

 

If the completed application is received 45 days or more before a foreclosure sale, The the 

institution shall review the application for completeness, notify the borrower within five days 

of receipt as to complete or incomplete status, and, if incomplete, state additional documents 

and information required for completion, including the earliest applicable deadline of 

submission for completeness pursuant to 1024.41(b)(2)(B)(ii).  The notice shall also advise the 

borrower to make contact with servicers of any subordinate liens securing subject property 

to discuss available loss mitigation options. 

 

Upon receipt of a completed loss mitigation application more than 37 days before a 

foreclosure sale, the institution shall evaluate the borrower for all available loss mitigation 

options and provide a written notice of determination regarding which loss mitigation options 

are offered. 

 

When the institution issues a written denial for any trial or permanent loan modification 

option, the institution must outline the specific reasons for determination as well as the 

deadline and requirements for borrower appeal. 
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Borrower acceptance or rejection of a loss mitigation offer must be received according to the 

timing of receipt for the completed loss mitigation application, so that the following is true: 

• A 14-day response period is allowed for completed loss mitigation applications 

received 90 days or more before a foreclosure sale. 

• A seven-day response period is allowed for completed loss mitigation applications 

received less than 90 days but more than 37 days before a foreclosure sale. 

Borrowers may appeal a denial of their loss mitigation application.  The institution shall make 

an independent evaluation of the completed application and notify the borrower in writing 

of the determination of the appeal within 30 days.  Borrowers will have 14 days to accept or 

reject any loan modification offered as a result of an independent evaluation. 

 

 

5.2 Property Inspection 

 

The institution shall order a property inspection no later than the 45th day of delinquency 

and obtain the complete inspection report by the 60th day of delinquency if a payment has 

not been received in the last 30 days or quality right party contact has not been achieved. 

The institution shall continue to obtain a complete property inspection report every 30 days 

if the mortgage remains 45 days or more delinquent until quality right party contact is 

achieved and the borrower and the institution agree to a prospective resolution to the 

delinquency. 

 

If the property is found to be vacant or tenant-occupied, property inspections must continue 

as long as the mortgage loan remains 45 or more days delinquent, regardless of the 

institution achieving quality right party contact or a prospective resolution to the delinquency. 
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5.3 Breach Letter 

 

The institution shall issue the breach letter (“notice of acceleration” or “demand letter”) no 

later than the 60th day of delinquency.  If state law requires the breach letter (or any other 

pre-breach letter) to be sent prior to the 60th day of delinquency in order to be able to refer 

the mortgage to foreclosure by the 120th day of delinquency, The institution must send the 

breach letter on such earlier date. 

 

When borrower has submitted a complete loss mitigation application during the pre-

foreclosure review period or before the servicer has made the first notice or filing required 

by applicable law for any judicial or non-judicial foreclosure process, the institution shall not 

make the first notice or filing required by applicable law for any judicial or non-judicial 

foreclosure process unless 

• The institution notified the borrower of ineligibility for any loss mitigation option and 

the appeal process is not applicable, the borrower has not requested an appeal 

within the applicable time period, or the appeal has been denied; or 

• the borrower rejects all loss mitigation options offered; or 

• the borrower fails to perform under an agreement on a loss mitigation option. 

If a borrower submits a complete loss mitigation application after the first notice or filing 

required by applicable law for any judicial or non-judicial foreclosure process but more than 

37 days before a foreclosure sale, the institution shall not move for foreclosure judgment or 

order of sale, or conduct a foreclosure sale, unless 

• The institution notified the borrower of ineligibility for any loss mitigation option and 

the appeal process is not applicable, the borrower has not requested an appeal 

within the applicable time period, or the appeal has been denied; or 

• the borrower rejects all loss mitigation options offered; or 

• the borrower fails to perform under an agreement on a loss mitigation option. 
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5.14 FHA Deed in Lieu Agreement 

• Borrower must not own any other FHA-insured mortgages and/or mortgage held by 

HUD. 

• There must be an agreed upon transfer date of property to the institution within the 

Agreement.  

• There must be notification to the borrower that there may be income tax consequences 

as a result of the deed-in-lieu of foreclosure. 

• There must be acknowledgment that borrowers who comply with all of the requirements 

of the Agreement shall not be pursued for deficiency judgments. 

• Borrower is to provide a statement describing the general physical condition in which the 

property will be conveyed. 

• Borrower will convey property vacant and free of personal property unless HUD has 

approved an occupied conveyance. 

• Itemization of the keys, built-in fixtures and equipment must be delivered to the 

institution on or before the transfer date. 

• There must be a borrower’s agreement to provide evidence that certain utilities, 

assessments, and homeowner’s association dues are paid in full to the transfer date 

unless otherwise agreed to by the parties. 

• The dollar amount of consideration payable to and/or on behalf of the borrower is not to 

exceed $2,000. 
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5.15 Freddie Mac Deed in Lieu 

 

If the property is located in a state requiring a judicial foreclosure, and the foreclosure process takes 

longer than six months, then a deed-in-lieu of foreclosure may be appropriate to avoid a lengthy 

and costly foreclosure.  Freddie Mac will not accept a deed-in-lieu of foreclosure on a mortgage 

secured by a manufactured home, unless the valuation indicates that the property is in very good 

condition, there are no other liens on the property and the borrower has been unable to sell the 

property.  If a borrower has been discharged from a Chapter 7 bankruptcy and the mortgage 

payments are not current, then Freddie Mac will consider a deed-in-lieu of foreclosure.  All deed-

in-lieu transactions must be submitted through Freddie Mac’s Workout Prospector® for approval. 

The institution may approve deed-in-lieu transactions that meet the Single-Family Seller/Servicer 

Guide requirements for eligible borrowers who meet the following criteria: 

• Are 90 or more days delinquent 

• Are current or less than 90 days delinquent if the borrower’s eligible hardship involves 

death of a borrower or primary or secondary wage earner; or long-term or permanent 

disability or serious illness of a borrower/co-borrower or dependent family member 

• Do not have an eligible hardship, but were previously discharged from the debt 

obligations in a Chapter 7 bankruptcy 

Standard deed-in-lieu requirements provide all borrowers, across all levels of delinquency, with 

eligibility for a deed-in-lieu if the following applies: 

• The institution complied with the evaluation hierarchy. 

• Borrower has an eligible hardship. 

• Borrower can convey a clear and marketable title to the property. 

• A borrower who is current or less than 31 days delinquent occupies the premises and his 

or her current monthly debt payment-to-income ratio is greater than 55%. 

Unless the borrower is unable to contribute, the borrower must contribute a minimum of $500 

toward the deficiency.  If the borrower is 31 or more days delinquent and when the borrower’s cash 

reserves exceed the greater of $10,000 or six times the borrower’s total monthly payment on the 

mortgage, a cash contribution of 20% will be requested.  If the borrower indicates financial 

circumstances that limit the borrower’s ability to meet the cash contribution requested, then The 

institution may accept a lower level of contribution.  A borrower who is current or less than 31 days 

delinquent is required to contribute 20% of his or her cash reserves unless the borrower’s financial 

hardship is due to the death of a borrower or death of either the primary or secondary wage earner 

in the household.  
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5.16 Fannie Mae Deed in Lieu 

 

The institution may offer a Mortgage Release™ (Standard Deed-in-Lieu of Foreclosure), which 

allows the borrower to voluntarily transfer title to Fannie Mae to satisfy the mortgage loan debt and 

avoid foreclosure.  When a short sale is not considered a viable option, Mortgage Release may be 

offered to borrowers who meet eligibility criteria and who have been considered for all other home 

retention alternatives.   

 

The institution must inform the borrower of three exit options as part of the Mortgage Release 

evaluation. The three exit options are as follows: 

• Immediate move (standard Mortgage Release) 

• Three-month transition with no rent payment required 

• Twelve-month lease with market rent payment 

The duties and responsibilities of the institution include the following: 

• Working with the title company to resolve any issues that may delay the closing including 

assisting the borrower in subordinate lien releases 

• Ensuring that the borrower can convey clear and marketable title 

• Ensuring the property is vacant (unless eligible for Mortgage Release transition options 

program) 

• Ensuring that the borrower agrees to assign and transfer to Fannie Mae any rents if the 

property is rented, and the servicer agrees to collect any rental income 

• Releasing the first lien mortgage within 30 business days  

• Compliance with specific written directions provided by Fannie Mae 

The institution must consider borrower’s delinquency status at the time of the evaluation to 

determine contribution requirements where permitted by law and in accordance with Fannie Mae. 

The institution must obtain a property inspection within 48-hours of Mortgage Release to determine 

subject property meets condition requirements. Properties with legal issues, environmental hazards 

or condition concerns must be sent to Fannie Mae for written approval.  If the borrower has left 

greater than or equal to $500 of personal property, the institution must seek Fannie Mae’s prior 

written approval before completing a Mortgage Release. 
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When it is necessary to request Fannie Mae’s approval, the institution must transmit a description 

of the borrower’s financial circumstances, a property valuation, general summary information about 

satisfaction of the eligibility criteria for Mortgage Release, an indication of whether the borrower 

can make a cash contribution to reduce Fannie Mae’s loss (or is willing to execute a promissory note 

for the amount of any required contribution), and its recommendation to Fannie Mae through Fannie  

Mae home saver solutions network.  

 

5.17 VA Deed in Lieu 

 

The institution must obtain prior VA approval when it is concluded that there is no alternative to 

terminating the loan, and a deed-in-lieu can be accomplished more quickly than a foreclosure.  VA 

states, in part, that obtaining the deed must be legally feasible and the borrower must be willing to 

cooperate.  A deed-in-lieu will usually not be accepted if there are any junior liens on the property.  

If the value of the property is substantially in excess of the debt, the borrower should be encouraged 

to sell the property rather than offer a deed.  

 

If the net value of the property does not exceed the unguaranteed portion of the indebtedness a 

voluntary conveyance will normally not be approved.  In such cases, however, VA may approve a 

voluntary conveyance only after The institution completes a partial debt waiver or reduction.  If  the 

institution does not intend to complete a partial debt waiver or reduction, VA may authorize the 

institution to accept a voluntary conveyance with no right to reconvey the property to VA.  Such 

authorization is limited to cases when the borrower either will not be legally liable to reimburse VA 

for the claim paid or lacks the financial resources to do so. VA requires the following information to 

consider a deed-in-lieu: 

• A signed financial statement showing the borrower’s assets, liabilities, income and 

expenses. (VA Form 26-6807 may be used.)  

• A written statement requesting a deed-in-lieu of foreclosure and advising the reason for 

default, explaining why it is necessary to give up the security property and what efforts 

have been made to dispose of it, and an agreement to vacate the property when the 

deed is recorded or to give possession of the property to VA immediately upon 

notification to do so.  

• VA Form 26-6851, Notice of Intention to Foreclose, if not previously filed, indicating that 

a deed-in-lieu is obtainable.  

• A statement of account (VA Form Letter 26-567).  
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• Occupancy status.  If occupied, the name and telephone number of the occupant; if 

vacant, the keys properly identified with the VA LIN and property address.  

• Title status.  If information about any liens on the property which could affect the decision 

to accept a voluntary conveyance is available, it should be sent to VA.  

• An appraisal must be ordered through VA.   

 

5.18 Short Sale (Pre-foreclosure Sale) 

 

A short sale is the sale of real estate in which the proceeds from selling the property will fall short 

of the balance of debts secured by liens against the property, and the property owner cannot afford 

to repay the liens’ full amounts.  The institution will consider a short sale as a means by which to 

avoid foreclosure or manage imminent default.  The institution requires, at a minimum, the following 

documents to evaluate a short sale request. 

• Hardship affidavit from all borrowers 

• Fully executed sales agreement 

• Estimated Settlement Statement 

 

5.19 FHA Short Sale 

 

The FHA will not only consider a pre-foreclosure sale, but allows The institution to order an FHA 

appraisal to determine the current fair market value before the property is listed for sale.  FHA then 

gives specific guidance to the institution as to the minimum percentage of fair market value that a 

servicer may accept as payment in full.   

• For the first 30 days of marketing, the institution may only approve offers that will result 

in a minimum net sales proceeds of 88% of the “as-is” appraised fair market value. 

• During the next 30 days of marketing, the institution may only approve offers that will 

result in minimum net sales proceeds of 86% of the “as-is” appraised fair market value. 

• For the duration of the pre-foreclosure sale marketing period, the institution may only 

approve offers that will result in minimum net sales proceeds of 84% of the as-is appraised 

fair market value. 
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5.20 Freddie Mac Short Sale 

 

Freddie Mac will consider a short payoff under the following circumstances: 

• The borrower’s involuntary inability to pay is permanent or long term and he or she 

cannot or does not want to retain ownership of the property, but is cooperative, and a 

sale of the property will net less than the borrower owes on the mortgage.  

• There is risk of property ownership or other special circumstances (for example, the 

property has deteriorated resulting in a decline in the property value) that make a short 

payoff a cost-effective alternative to foreclosure. 

• If the borrower had a buyer for the property and the mortgage is secured by a 

manufactured home even if the borrower is not experiencing or has not experienced an 

involuntary inability to pay. 

• If the mortgage had been modified under a Freddie Mac loan modification workout 

option and the borrower has become delinquent in his or her payments.  

• The borrower has not secured a new mortgage within the six months preceding the initial 

delinquency or if current, the pre-foreclosure sale evaluation, unless the new mortgage 

was secured for a new property due to relocation. 

• If the borrower is less than 31 days delinquent, additional restrictions apply as detailed 

in the Guide. 

 

5.21 Fannie Mae Short Sale 

 

The institution may pursue a pre-foreclosure sale at any time prior to the actual foreclosure sale if 

acquisition of the property is the only alternative and the proceeds from the sale, along with any 

mortgage insurance settlement, would make Fannie Mae whole—or, at least, would result in a loss 

that would be less than any loss Fannie Mae would incur if it had to acquire and dispose of the 

property.  As long as the proceeds from the transaction make Fannie Mae whole, the institution may 

negotiate and complete the pre-foreclosure sale without Fannie Mae's involvement.  However, the 

institution must obtain Fannie Mae’s prior written approval of any pre-foreclosure sale that will result 

in a loss to Fannie Mae. 
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5.25 FHA Assumptions 

 

Assumption of a mortgage occurs when the responsibility for paying the mortgage is taken over by 

another person.  Today, many mortgages are not assumable or are only assumable under certain 

limited conditions.  The institution will consider an assumption as a viable foreclosure prevention 

alternative when appropriate and allowed for within the terms of the note and mortgage. 

Assumption of an FHA-insured mortgage is managed via the servicing function.  The responsibility 

for paying for a mortgage is taken over by another person through simple assumption or 

creditworthiness assumption.  Individuals may assume FHA mortgages originated prior to 

December 1, 1986, by utilizing the “Simple Assumption” process.  For those FHA mortgages 

originated on December 1, 1986, and thereafter, HUD placed certain restrictions on the assumption 

of those FHA-insured mortgages and those mortgages have to go through the Creditworthiness 

Assumption process. 

 

5.26 Freddie Mac Assumptions 

 

Freddie Mac states, in part, it may be in the best interest of Freddie Mac to permit an assumption 

of a delinquent mortgage by a creditworthy applicant. Freddie Mac approval is necessary to 

approve or decline any request to assume a delinquent mortgage.  In these instances, refer to the 

Guide for workout mortgage assumption requirements and contact Freddie Mac to determine 

whether a workout mortgage assumption is an appropriate alternative to foreclosure. 

 

5.27 Fannie Mae Assumptions 

 

Fannie Mae states, in part, that it may be in Fannie Mae’s best interests to allow a delinquent 

mortgage loan that has an enforceable due-on-sale (or transfer) provision to be assumed, thus 

avoiding Fannie Mae’s acquisition of the property through foreclosure proceedings.  An assumption 

also may be considered when the current market value of the property is slightly less than the 

outstanding indebtedness since the property purchaser may be willing to make up the difference in 

cash because of the lower closing costs associated with a mortgage assumption.  In all cases, the 

property purchaser must qualify for the mortgage loan under Fannie Mae’s current underwriting 

guidelines. The institution requires the Fannie Mae Servicing Guide be consulted when an 

assumption is being considered as a viable foreclosure prevention alternative for loans owned or 

guaranteed by Fannie Mae. 
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When the due-on-sale clause is not enforceable because of an exempt transaction, and the 

mortgage loan is delinquent, and the new property owner is unable to bring the loan current, The 

institution may be able to resolve the delinquency through a foreclosure prevention alternative and 

make a recommendation to Fannie Mae for written approval.  

 

5.28 VA Assumptions 

 

VA will consider providing a “compromise claim” payment if an offer to purchase the property and 

assume the mortgage loan is received but the proceeds will not be sufficient to pay the delinquency.  

Where the fair market value is less than the unpaid principal balance of the loan, VA’s compromise 

claim payment will also include funds to be applied as a prepayment to principal to reduce the loan 

balance to the amount the purchaser has agreed to assume.  

 

Any purchaser assuming a VA loan involving a compromise claim must be found by VA to be an 

acceptable credit risk and must agree to assume full legal liability for repayment of the loan and to 

indemnify VA against loss in the event of a future default.  If the sale is approved, VA will pay the 

holder a compromise claim for the difference between the net sales proceeds and the mortgage 

balance.  The institution must obtain prior approval from the VA prior to completing the assumption.  

The following information is required by the VA: 

• A copy of the signed offer to purchase.  The offer should include a contingency clause 

which reads, “This offer is contingent on VA approval of a compromise agreement.”  

• Estimated closing date.  

• Statement of projected settlement costs.  

• VA Form Letter 26-567, Status of Loan Account – Foreclosure or Other Liquidation.  

• An appraisal or broker’s estimate of value.  

• If the loan is being assumed, a release of liability package must be completed by the 

seller and purchaser and submitted to the VA office of jurisdiction.  Only VA, on a prior 

approval basis, can process an assumption and release of liability in cases involving 

compromise claim payments.  
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SECTION 6   

Foreclosure  
 
6.1 Foreclosure 

 

Foreclosure should only be considered as a last resort and should not be initiated until all relief 

options have been exhausted.  When foreclosure cannot be avoided, it must be started quickly and 

prosecuted vigorously and in accordance with applicable state law to minimize losses to both The 

institution and to the lender/investor. 

 

When executing a foreclosure, the institution shall be diligent in all efforts to manage the foreclosure 

process to acquire title to the property in a cost-effective, expeditious and efficient manner and in 

compliance with state law requirements.  Further, The institution shall follow all requirements 

including but not limited to the following: 

• The terms and conditions of the mortgage documents 

• Applicable federal, state and local laws and customs 

• Requirements of Fannie Mae, Freddie Mac, FHA, VA, RHS or the mortgage insurer (MI), 

if applicable 

All foreclosures conducted by or on behalf of the institution shall be approved by the [the institution 

Foreclosure Contact] or other authorized manager or officer with appropriate delegated authority. 

 

6.2 Cash for Keys 

 

Cash for Keys is a deal in which the homeowner is given a cash settlement in exchange for vacating 

his or her foreclosed home and is used as an alternative to a legal eviction following foreclosure.  

The consideration represents the savings to the institution by avoiding most of the legal expenses 

associated with an eviction and other property expenses related to delayed possession of 

properties.  The institution's Loss Mitigation may offer a percentage of the appraised value or static 

payment per dwelling, on the condition that the occupant peacefully vacates a property for which 

the mortgage has been foreclosed.  Cash for Keys may not be utilized in conjunction with deed-in-

lieu or pre-foreclosure sale options.  Additionally, in jurisdictions with rent control ordinances, The 

institution Loss Mitigation must adhere to all applicable laws and regulations.   
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6.3 Servicemembers Civil Relief Act (SCRA) 

 

The Servicemembers Civil Relief Act provides protection and relief to civilians who enter the U.S. 

military, including members of the National Guard who are called to active duty by federal 

authorities.  Mortgage debts are covered under the Act if the borrower was a civilian when he or 

she became obligated under the mortgage and subsequently entered the military service, either 

voluntarily or involuntarily.  The relief begins when the individual reports for active duty and ends a 

short period of time after he or she is separated from active duty.   

 

One of the provisions of the Act requires the mortgage interest rate to be reduced to six percent 

during the service member’s active duty period, unless the creditor applies to the court for 

permission not to reduce the interest rate because it can demonstrate that the service member’s 

ability to repay the mortgage obligation has not been materially affected by his or her military 

service.  Another provision allows for a complete stay in the enforcement of the mortgage terms if 

the service member obtains a court order finding that his or her ability to maintain the obligation 

has been materially affected by entry into the military service.  

 

The institution’s military relief provisions follow the intent of the Servicemembers Civil Relief Act, 

except that it will apply most forbearance terms without the service member having to petition the 

court.  Servicemembers may be considered for options such as deed-in-lieu or pre-foreclosure sale 

without first being considered for a modification or other loss mitigation options.  The institution 

encourages the service member to pay as much as possible toward the mortgage obligation during 

his or her active duty tour to keep the accumulated arrearages manageable. 

 

6.4 Fannie Mae SCRA 

 

Fannie Mae has specific guidelines to address the application of the Servicemembers Civil Relief 

Act to mortgages owned or guaranteed by Fannie Mae.  
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