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MORTGAGE INSURANCE 

• PROBLEM:  Lower middle class Americans who 
are otherwise creditworthy can’t buy a home if it 
requires a large up front down-payment.   
– Lenders require the down payment because they want 

to make sure they can get the value of the loan back if 
they have to foreclose. 

• SOLUTION:  Banks get mortgage 
insurance/guarantee, which protects the bank 
from losing money if a homeowner w large LTV 
goes into foreclosure. 

• Relationship benefits all three parties 



FEDERALLY BACKED MORTGAGE 
INSURANCE / GUARANTEES 

• FHA LOANS 
– Federal Housing Administration (FHA) Single Family 

Insured Mortgage Program  

– Through Dept of Housing & Urban Development (HUD) 

• VA LOANS 
– Department of Veterans’ Affairs Loan Guarantee Home 

Loan Program 

• FARM LOANS / FmHA LOANS / RHS LOANS 
– Rural Housing Service Guaranteed Loan Program 

– Through United States Department of Agriculture (USDA) 



COMMON THEMES 

• Laws and regulations focus on  
– Origination Standards:  What kind of loans get 

insured? 

– Servicing / Loss mitigation: What does the bank have 
to do before it can get an insurance claim? 

 

• Loss Mitigation typically has two components: 
- Outreach to homeowners, and 

- Waterfall of workout options 

- Regular HAMP does NOT APPLY 



   
FHA LOANS 

Federal Housing 
Administration  



FHA LOANS 

• FHA Mortgage Insurance protects lenders 
against full loss in the event of default. 

• Borrowers are typically low income, first time 
home buyers with fair to good credit.   
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MULTISTATE FIXED-RATE FHA NOTE 

   



OHIO FHA MORTGAGE 

  



FHA LOANS: FACE TO FACE MEETING 

In some cases, the bank is required to set up a 
“face-to-face” meeting with the homeowner to talk 
about alternatives to foreclosure (“loss mitigation”). 

 

WHAT TO WATCH FOR: 

- Watch for a letter! (especially by certified mail) 

- Call the servicer back! (maybe with you on the 
line) 

- Refer to an attorney! 

 

 



FHA LOANS: “LOSS MITIGATION” 

The servicer is always required to conduct “loss 
mitigation” reviews in the first few months of a 
delinquency. 
WHAT TO WATCH FOR: 
- Return financial information early 
- Know the basics at least as well as the bank’s 

representatives:  NOT HAMP 
- If a person should be getting help but isn’t, 

escalate to the National Servicing Center and/or 
refer to a lawyer! 
- NSC: (877) 622-8525 

 



FHA LOSS MITIGATION WATERFALL 

• 1. Repayment Plan 

• 2. Forbearance Agreement 

• 3. Partial Claim– HUD pays a portion of the insurance 
claim early, to catch up, and adds an interest free 
balloon payment to the end of the loan. 

• 4. Standard Modification (ML 09-36; ML 12-22) 
– Might be rare after 3/15/13. 

• 5. FHA HAMP (ML 09-23; ML  12-22) 
– Combines reduced rate, longer term, and partial claim to 

reduce pmt to 25%-31% GMI, but no lower than 20% off 
earlier mortgage payment. 

 



FHA: RED FLAGS 

• “We can’t do anything because the loan is more than 12 
months behind” 
– FALSE under new rules effective 3/15/13 

• “We already looked at this loan last fall and there’s nothing 
we can do.” 
– FALSE, if prior review was before 3/15/13 and the loan isn’t 30 

days from SALE, then it must be re-evaluated under the new 
rules. 

• “You can never get more than one modification for FHA 
loans” 
– FALSE, although you can only do one option every 2 years 

• “We don’t have to do loss mitigation because the loan isn’t 
an FHA loan anymore” 
– FALSE? 



DASP: WHAT TO WATCH FOR 
Under DASP, HUD pays off the loan and sells it to a 
third party investor, supposedly stripping off FHA 
rules 
WHAT TO WATCH FOR:  
• Only for homeowners who are very far behind. 
• Homeowners might see their loan transferred to 

from well known lender to obscure “finance” or 
“investment” company. 

• Might see unusual loss mitigation offers 
 
• CALL ME!!! 

– (513) 362-2846 or  
– Steven Sharpe at (513) 362-2788. 

 



    

VA LOANS 

Veterans 
Administration 



VA LOANS 

• VA Home Loan Guaranty Program was created 
after WWII as part of the G.I. Bill 

• Loans are made by private lenders, and 
guaranteed by the U.S. Government via the 
Veteran’s Administration. 

• Loan documents look standard, except for 
large disclosures at the top of each, and 
language added about VA Regs. 

 



SPOTTING VA LOANS 
VA NOTE 

 



SPOTTING VA LOANS: 
MORTGAGE  

 



VA LOANS: OUTREACH: 
 

Lender should be sending out a specific letter with 
VA contact information early in the delinquency. 

WHAT TO WATCH FOR: 

- If the homeowner has had literally no contact, 
special rules apply. 

- Important for the homeowner to open mail! 

- The homeowner can contact the VA for help 

- Know the consequences:  could lose VA benefits 

 



VA LOANS: LOSS MITIGATION 
 

WHAT TO WATCH FOR: 

- Don’t let the servicer say there’s nothing they 
can do.  (refer to lawyer!) 

- VA-HAMP (slightly different, e.g., special VA-
NPV test, no trial plan, no 5-yr window) 

- BE CAREFUL WITH DEED IN LIEU / SHORT SALE:  
VA may pursue deficiencies even if bank 
waives.  Refer to an attorney and call the VA! 



  USDA LOANS 

United States Dep’t 
of Agriculture 

Direct / Guaranteed 



USDA LOANS 

• Run by Rural Housing Service (RHS), a 
subdivision of Rural Development (RD).  
Formerly run by Farmers Home Administration 
(FmHA). 

• Sometimes referred to as “farm loans.” 

• Two programs:  Direct Loans and Guarantee 
Program 

• Must be in “Rural” area to qualify. 



RURAL vs. NONRURAL IN OHIO 

 



USDA DIRECT LOANS 

• Mortgage loan made directly by the federal 
government to the borrower, and serviced by 
the USDA. 

• Very low interest rates, subsidized payments. 

• Spotting USDA Direct Loans:  Lender will be 
USDA, Plaintiff in f/c will be United States 

 



USDA DIRECT LOANS: 
LOSS MTIGATION 

• Due Process:  Multi-layered internal appeals 
process BEFORE acceleration.   
– Reconsideration, Mediation, Appeal 
– National Appeals Division  
– IMPORTANT TO CATCH BEFORE FORECLOSURE 

• Moratorium 
– Stops payments for up to 2 years, then re-amortizes 
– Only for specific hardships: 

• 20% reduction in income, beyond borrowers control 
• Illness or death of borrower or family member 
• Prohibitive repairs to property under some circumstances 

 



USDA GUARANTEED LOANS 

• Section 502 Rural Housing Guaranteed Loan 
Program 

• Lenders can recover 90% of outstanding 
principal balance 

• More like FHA/VA:  Private lenders, USDA 
guarantees behind the scenes. 

 



SPOTTING USDA GUARANTEED LOAN 

 

 

 

• Can’t tell whether a loan is USDA guaranteed from 
looking at the loan documents. 

• Can’t tell by looking to see if house is in “rural” area 
(map) 

• You have to find the HUD-1 from closing, either 
through borrower’s documents or through discovery. 

• Sometimes homeowners will know they have a “farm 
loan” 



SPOTTING USDA GUARANTEED LOAN: 
HUD-1 

• “FMHA” or “FmHA” Box Checked at top right  

 

 

 

 

• Rural Guarantee Fee in 800s: 

 



USDA GUARANTEED LOANS: 
LOSS MITIGATION 

Just like FHA loans, USDA guaranteed loans have their 
own completely separate system for loss mitigation. 

WHAT TO WATCH FOR: 

- Basic loss mitigation options are similar to FHA 

- No face to face meeting, but the servicer should be 
contacting the homeowner early. 

- If it seems like a homeowner should qualify for 
something but isn’t getting help, refer to a lawyer. 



USDA GUARANTEED LOANS 
LOSS MITIGATION WATERFALL 

• Just like VA loans, BE MINDFUL OF 
DEFICIENCIES! 



FHA/VA/USDA: 
QUESTIONS 

 

• Contact information: 

– Brian Howe, Legal Aid Society of Southwest Ohio 

– bhowe@lascinti.org 

– (513) 362-2846 
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