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time and from time to time, in whole 
or in part, but such amendment will 
not adversely affect the interests of a 
mortgagee under the contract of insur-
ance on any mortgage or loan already 
insured, and will not adversely affect 
the interest of a mortgagee on any 
mortgage or loan to be insured for 
which either the Direct Endorsement 
or Lender Insurance mortgagee has ap-
proved the mortgagor and all terms 
and conditions of the mortgage or loan, 
or the Secretary has issued a firm com-
mitment. In addition, such amendment 
will not adversely affect the eligibility 
of specific property if such property is 
covered by a conditional commitment 
issued by the Secretary, a certificate of 
reasonable value issued by the Sec-
retary of Veterans Affairs, or an ap-
praisal report approved by a Direct En-
dorsement or Lender Insurance under-
writer. 

[62 FR 30226, June 2, 1997] 

Subpart B—Contract Rights and 
Obligations 
DEFINITIONS 

§ 203.251 Definitions. 
As used in this subpart, the following 

terms shall have the meaning indi-
cated: 

(a) Commissioner means the Federal 
Housing Commissioner or his author-
ized representative. 

(b) Act means the National Housing 
Act, as amended. 

(c) FHA means the Federal Housing 
Administration. 

(d) Mortgage is defined at 
§ 203.17(a)(1). 

(e) Mortgagor means the original bor-
rower under a mortgage and his heirs, 
executors, administrators and assigns. 

(f) Mortgagee means the original lend-
er under a mortgage and its successors 
and such of its assigns as are approved 
by the Commissioner. 

(g)–(h) [Reserved] 
(i) Insured mortgage means a mort-

gage which has been insured as evi-
denced by the issuance of a Mortgage 
Insurance Certificate or by the en-
dorsement of the credit instrument for 
insurance by the Commissioner. 

(j) Contract of Insurance means the 
agreement evidenced by the issuance of 

a Mortgage Insurance Certificate or by 
the endorsement of the Commissioner 
upon the credit instrument given in 
connection with an insured mortgage, 
incorporating by reference the regula-
tions in this subpart and the applicable 
provisions of the Act. 

(k) MIP means the mortgage insur-
ance premium paid by the mortgagee 
to the Commissioner in consideration 
of the contract of insurance. 

(l)–(m) [Reserved] 
(n) Open-end advance means an in-

sured advance made by an approved 
mortgagee in connection with a pre-
viously insured mortgage, pursuant to 
an open-end provision in the mortgage. 

(o) Open-end insurance charge means 
the charge paid by the mortgagee to 
the Commissioner in consideration of 
the insurance of an open-end advance. 

(p) Beginning of amortization means 
the date one month prior to the date of 
the first monthly payment to principal 
and interest. 

(q) Maturity means the date on which 
the mortgage indebtedness would be 
extinguished if paid in accordance with 
periodic payments provided for in the 
mortgage. 

(r) Debentures means registered, 
transferable securities in certificated 
or book entry form which are valid and 
binding obligations, issued in the name 
of the Mutual Mortgage Insurance 
Fund in accordance with the provisions 
of this part; such debentures are the 
primary liability of the Mutual Mort-
gage Insurance Fund and are uncondi-
tionally guaranteed as to principal and 
interest by the United States. 

(s) State includes the several States, 
Puerto Rico, the District of Columbia, 
Guam, the Commonwealth of the 
Northern Mariana Islands, American 
Samoa, and the Virgin Islands. 

(t) TOTAL is an acronym that stands 
for ‘‘Technology Open to Approved 
Lenders.’’ TOTAL is a mortgage score-
card based on a mathematical equation 
that is to be used within an automated 
underwriting system (AUS). TOTAL is 
a tool to assist the mortgagee in man-
aging its workflow and expediting the 
endorsement process, and is not a sub-
stitute for the mortgagee’s reasonable 
consideration of risk and credit worthi-
ness. Direct Endorsement mortgagees 
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using TOTAL remain solely responsible 
for the underwriting decision. 

[36 FR 24508, Dec. 22, 1971, as amended at 37 
FR 8661, Apr. 29, 1972; 41 FR 49734, Nov. 10, 
1976; 49 FR 12697, Mar. 30, 1984; 53 FR 34282, 
Sept. 6, 1988; 59 FR 49815, Sept. 30, 1994; 61 FR 
36265, July 9, 1996; 68 FR 65826, Nov. 21, 2003] 

ENDORSEMENT AND CONTRACT OF 
INSURANCE 

§ 203.255 Insurance of mortgage. 
(a) Mortgages with firm commitments. 

For applications for insurance involv-
ing mortgages not eligible to be origi-
nated under the Direct Endorsement 
program under § 203.5, or under the 
Lender Insurance program under § 203.6, 
the Secretary will either endorse the 
mortgage for insurance by issuing a 
Mortgage Insurance Certificate, pro-
vided that the mortgagee is in compli-
ance with the firm commitment, or 
will electronically acknowledge that 
the mortgage has been insured. 

(b) Endorsement with Direct Endorse-
ment processing. For applications for in-
surance involving mortgages origi-
nated under the Direct Endorsement 
program under § 203.5, the mortgagee 
shall submit to the Secretary, within 
60 days after the date of closing of the 
loan or such additional time as per-
mitted by the Secretary, properly com-
pleted documentation and certifi-
cations as listed in this paragraph (b): 

(1) Property appraisal upon a form 
meeting the requirements of the Sec-
retary (including, if required, any addi-
tional documentation supporting the 
appraised value of the property under 
§ 203.37a), or a HUD conditional com-
mitment (for proposed construction 
only), or a Department of Veterans Af-
fairs certificate of reasonable value, 
and all accompanying documents re-
quired by the Secretary; 

(2) An application for insurance of 
the mortgage in a form prescribed by 
the Secretary; 

(3) A certified copy of the mortgage 
and note executed upon forms which 
meet the requirements of the Sec-
retary; 

(4) A warranty of completion, on a 
form prescribed by the Secretary, for 
proposed construction cases; 

(5) An underwriter certification, on a 
form prescribed by the Secretary, stat-

ing that the underwriter has personally 
reviewed the appraisal report and cred-
it application (including the analysis 
performed on the worksheets) and that 
the proposed mortgage complies with 
HUD underwriting requirements, and 
incorporates each of the underwriter 
certification items that apply to the 
mortgage submitted for endorsement, 
as set forth in the applicable handbook 
or similar publication that is distrib-
uted to all Direct Endorsement mort-
gagees, except that where the TOTAL 
Mortgage Scorecard is used by the 
mortgagee, and the TOTAL Mortgage 
Scorecard has determined that the ap-
plication represents an acceptable risk 
under terms and conditions agreed to 
by the FHA, a Direct Endorsement un-
derwriter shall not be required to cer-
tify that the underwriter has person-
ally reviewed the credit application 
(including the analysis performed on 
any worksheets). The following re-
quirements are also applicable to the 
use of the TOTAL Mortgage Scorecard: 

(i) Mortgagees and vendors must cer-
tify to compliance with these require-
ments: 

(A) Permissible users. Only automatic 
underwriting systems (AUSs) devel-
oped, operated, owned, or used by FHA- 
approved Direct Endorsement mortga-
gees, Fannie Mae, or Freddie Mac, may 
access TOTAL, and only FHA-approved 
mortgagees will be able to obtain risk- 
assessments using TOTAL; 

(B) Limitation on use. Results from 
TOTAL must not be used as the basis 
for rejecting any mortgage applicant. 
Mortgagees must provide full manual 
underwriting for mortgage applicants 
when TOTAL returns a ‘‘refer’’ risk 
score. 

(C) Vendor and mortgagee requirements. 
Both mortgagees and vendors must: 

(1) Use TOTAL to process FHA and 
other loan products specified by the 
FHA Commissioner only and for no 
other purpose; 

(2) Implement quality control proce-
dures for TOTAL usage and provide, at 
FHA’s request, reports and loan sam-
ples that enable FHA to evaluate pro-
gram operation; 

(3) Not use TOTAL to direct mortga-
gors into other non-FHA product offer-
ings (this requirement does not relieve 
a mortgagee from its obligations under 
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§ 203.10 concerning informed consumer 
choice for prospective FHA mortga-
gors); 

(4) Not disassemble, decompile, re-
verse engineer, derive or otherwise re-
produce any part of the source code or 
algorithm in TOTAL; 

(5) Not provide feedback messages 
that conflict with the Equal Credit Op-
portunity Act; and 

(6) Comply with any additional HUD/ 
FHA requirements or procedures that 
are applicable to the Scorecard and 
may be issued through handbooks, 
mortgagee letters, TOTAL User 
Guides, or TOTAL Developers Guide 
following appropriate advance notifica-
tion, where applicable. 

(ii) Loss of privilege to use TOTAL. 
Mortgagees and AUS vendors found to 
violate the requirements applicable to 
the use of TOTAL may have their ac-
cess to TOTAL and all associated privi-
leges terminated upon appropriate no-
tice in accordance with the following 
procedure: 

(A) Notice. HUD will provide a mort-
gagee or vendor with a 30-day notice of 
a violation and loss of privilege. The 
notice will state the nature of the vio-
lation, the effective date of the loss of 
the privilege, and the duration of the 
loss of the privilege. The notice will be-
come effective on the date provided in 
the notice, unless the mortgagee or 
vendor appeals the violation and loss of 
privilege in accordance with paragraph 
(b)(5)(ii)(B) of this section. 

(B) Appeal. A party receiving a notice 
of violation may appeal to the Deputy 
Assistant Secretary for Single Family 
Housing (DAS-SFH), or his or her des-
ignee, before the effective date of the 
notice by providing evidence to refute 
the violation. The loss of privilege is 
stayed until the DAS-SFH, or designee, 
notifies the party that the loss of privi-
lege has been affirmed, rescinded, or 
modified. 

(6) Where applicable, a certificate 
under oath and contract regarding use 
of the dwelling for transient or hotel 
purposes; 

(7) Where applicable, a certificate of 
intent to occupy by military personnel; 

(8) Where a mortgage for an existing 
property is to be insured under section 
221(d)(2) of the National Housing Act, a 
letter from the appropriate local gov-

ernment official that the property 
meets applicable code requirements; 

(9) Where an individual water or 
sewer system is being used, an approval 
letter from the local health authority 
indicating approval of the system in 
accordance with § 200.926d(f) of this 
chapter; 

(10) For proposed construction if the 
mortgage (excluding financed mort-
gage insurance premium) exceeds a 90 
percent loan to value ratio, evidence 
that the mortgagee qualifies for a high-
er ratio loan under one of the applica-
ble provisions in the appropriate regu-
lations; 

(11) A mortgage certification on a 
form prescribed by the Secretary, stat-
ing that the authorized representative 
of the mortgagee who is making the 
certification has personally reviewed 
the mortgage documents and the appli-
cation for insurance endorsement, and 
certifying that the mortgage complies 
with the requirements of paragraph (b) 
of this section. The certification shall 
incorporate each of the mortgagee cer-
tification items that apply to the 
mortgage loan submitted for endorse-
ment, as set forth in the applicable 
handbook or similar publication that is 
distributed to all Direct Endorsement 
mortgagees; 

(12) For a Home Equity Conversion 
Mortgage under part 206 of this chap-
ter, the additional documents required 
by § 206.15 of this chapter; and 

(13) The documentation required 
under § 203.37a providing that: 

(i) The seller is the owner of record; 
and 

(ii) That more than 90 days elapsed 
between the date the seller acquired 
the property (based upon the date of 
settlement) and the date of execution 
of the sales contract that will result in 
the FHA mortgage insurance. 

(14) Such other documents as the 
Secretary may require. 

(c) Pre-endorsement review for Direct 
Endorsement. Upon submission by an 
approved mortgagee of the documents 
required by paragraph (b) of this sec-
tion, the Secretary will review the doc-
uments and determine that: 

(1) The mortgage is executed on a 
form which meets the requirements of 
the Secretary; 
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(2) The mortgage maturity meets the 
requirements of the applicable pro-
gram; 

(3) The stated mortgage amount does 
not exceed the maximum mortgage 
amount for the area as most recently 
announced by the Secretary, except for 
mortgages under 24 CFR part 206; 

(4) All documents required by para-
graph (b) of this section are submitted; 

(5) All necessary certifications are 
made in accordance with paragraph (b) 
of this section; 

(6) There is no mortgage insurance 
premium, late charge or interest due to 
the Secretary; and 

(7) The mortgage was not in default 
when submitted for insurance or, if 
submitted for insurance more than 60 
days after closing whether the mort-
gage shows an acceptable payment his-
tory. 
In addition, the Secretary is authorized 
to determine if there is any informa-
tion indicating that any certification 
or required document is false, mis-
leading, or constitutes fraud or mis-
representation on the part of any 
party, or that the mortgage fails to 
meet a statutory or regulatory require-
ment. If, following this review, the 
mortgage is determined to be eligible, 
the Secretary will endorse the mort-
gage for insurance by issuance of a 
Mortgage Insurance Certificate. If the 
mortgage is determined to be ineli-
gible, the Secretary will inform the 
mortgagee in writing of this deter-
mination, and include the reasons for 
the determination and any corrective 
actions that may be taken. 

(d) Submission by mortgagee other than 
originating mortgagee. If the originating 
mortgagee assigns the mortgage to an-
other approved mortgagee before pre- 
endorsement review under paragraph 
(c) of this section, the assignee may 
submit the required documents for pre- 
endorsement review in the name of the 
originating mortgagee. All certifi-
cations must be executed by the origi-
nating mortgagee (or its underwriter, 
if appropriate). The purchasing mort-
gagee may pay any required mortgage 
insurance premium, late charge and in-
terest. 

(e) Post-Endorsement review for Direct 
Endorsement. Following endorsement 
for insurance, the Secretary may re-

view all documents required by para-
graph (b) of this section. If, following 
this review, the Secretary determines 
that the mortgage does not satisfy the 
requirements of the Direct Endorse-
ment program, the Secretary may 
place the mortgagee on Direct Endorse-
ment probation, or terminate the au-
thority of the mortgagee to participate 
in the Direct Endorsement program 
pursuant to § 203.3(d), or refer the mat-
ter to the Mortgagee Review Board for 
action pursuant to part 25 of this title. 

(f) Lender insurance—(1)Pre-insurance 
review. For applications for insurance 
involving mortgages originated under 
the Lender Insurance program under 
§ 203.6, the mortgagee is responsible for 
performing a pre-insurance review that 
would otherwise be performed by HUD 
under § 203.255(c) on the documents that 
would otherwise be submitted to HUD 
under § 203.255(b). The mortgagee’s staff 
that performs the pre-insurance review 
must not be the same staff that origi-
nated the mortgage or underwrote the 
mortgage for insurance. 

(2) Recordkeeping. Mortgagees must 
maintain records, including origina-
tion files, in a manner and for a time 
period to be prescribed by the Assist-
ant Secretary for Housing—Federal 
Housing Commissioner, and must make 
them available to authorized HUD staff 
upon request. 

(3) Insuring the mortgage. If, following 
this review, the mortgage is deter-
mined to be eligible, the mortgagee 
will electronically submit all required 
data to HUD regarding the mortgage. 
HUD’s electronic system will acknowl-
edge that the mortgage has been in-
sured. HUD’s electronic system may 
also issue a notice to the mortgagee 
that the mortgage has been selected for 
post-insurance technical review, and 
that the HUD case binder must be sent 
to the identified HUD office. 

(g) Indemnification—(1)General. By in-
suring the mortgage, a Lender Insur-
ance mortgagee agrees to indemnify 
HUD, in accordance with this para-
graph. 

(2) Definition of origination. For pur-
poses of indemnification under this 
paragraph, the term ‘‘origination’’ 
means the process of creating a mort-
gage, starting with the taking of the 
initial application, continuing with the 
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processing and underwriting, and end-
ing with the mortgagee endorsing the 
mortgage note for FHA insurance. 

(3) Serious and material violation. The 
mortgagee shall indemnify HUD for an 
FHA insurance claim paid within 5 
years of mortgage insurance endorse-
ment, if the mortgagee knew or should 
have known of a serious and material 
violation of FHA origination require-
ments, such that the mortgage loan 
should not have been approved and en-
dorsed by the mortgagee and irrespec-
tive of whether the violation caused 
the mortgage default. Such a serious 
and material violation of FHA require-
ments in the origination of the mort-
gage may occur if the mortgagee failed 
to, among other actions: 

(i) Verify the creditworthiness, in-
come, and/or employment of the mort-
gagor in accordance with FHA require-
ments; 

(ii) Verify the assets brought by the 
mortgagor for payment of the required 
down payment and/or closing costs in 
accordance with FHA requirements; or 

(iii) Address property deficiencies 
identified in the appraisal affecting the 
health and safety of the occupants or 
the structural integrity of the property 
in accordance with FHA requirements, 
or 

(iv) Ensure that the appraisal of the 
property serving as security for the 
mortgage loan satisfies FHA appraisal 
requirements, in accordance with 
§ 203.5(e). 

(4) Fraud or misrepresentation. The 
mortgagee shall indemnify HUD for an 
insurance claim if the mortgagee knew 
or should have known that fraud or 
misrepresentation was involved in con-
nection with the origination of the 
mortgage, regardless of whether the 
fraud or misrepresentation caused the 
mortgage default and regardless of 
when an insurance claim is filed. 

(5) Demand for indemnification. The 
demand for indemnification will be 
made by either the Secretary or the 
Mortgagee Review Board. Under indem-
nification, the Lender Insurance mort-
gagee agrees to either abstain from fil-
ing an insurance claim, or reimburse 
FHA if a subsequent holder of the 

mortgage files an insurance claim and 
FHA suffers a financial loss. 

[57 FR 58348, Dec. 9, 1992; 58 FR 13537, Mar. 12, 
1993, as amended at 60 FR 42759, Aug. 16, 1995; 
61 FR 36265, July 9, 1996; 62 FR 30227, June 2, 
1997; 63 FR 29507, May 29, 1998; 68 FR 23376, 
May 1, 2003; 68 FR 65827, Nov. 21, 2003; 69 FR 
5, Jan. 2, 2004; 77 FR 3605, Jan. 25, 2012; 77 FR 
51469, Aug. 24, 2012] 

§ 203.256 Insurance of open-end ad-
vance. 

Insurance on an open-end advance 
will be evidenced by delivery of a cer-
tificate stating the amount of the ad-
vance, the date of insurance, and the 
regulations under which the advance is 
insured. 

§ 203.257 Creation of the contract. 
The mortgage shall be an insured 

mortgage from the date of the issuance 
of a Mortgage Insurance Certificate, 
from the date of the endorsement of 
the credit instrument, or from the date 
of HUD’s electronic acknowledgement 
to the mortgagee that the mortgage is 
insured, as applicable. The Commis-
sioner and the mortgagee are there-
after bound by the regulations in this 
subpart with the same force and to the 
same extent as if a separate contract 
had been executed relating to the in-
sured mortgage, including the provi-
sions of the regulations in this subpart 
and of the Act. 

[62 FR 30227, June 2, 1997] 

§ 203.258 Substitute mortgagors. 
(a) Selling mortgagor. Except as pro-

vided in paragraph (d) of this section, 
the mortgagee may effect the release 
of a mortgagor from personal liability 
on the mortgage note, only if it obtains 
the Commissioner’s approval of a sub-
stitute mortgagor, as provided by this 
section. 

(b) Purchasing mortgagor. (1) The 
Commissioner may approve a sub-
stitute mortgagor with respect to any 
mortgage insured under § 203.43h or 
§ 203.43i only if the mortgagor is to oc-
cupy the dwelling as a principal resi-
dence (as defined in § 203.18(f)(1)). 

(2) The Commissioner may approve a 
substitute mortgagor with respect to 
any mortgage insured under this part 
(except a mortgage referred to in para-
graph (b)(1) of this section), only if the 
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substitute mortgagor is to occupy the 
dwelling as a principal residence or as 
a secondary residence (as these terms 
are defined in § 203.18(f)) or if the sub-
stitute mortgagor is an eligible non-oc-
cupant mortgagor (as defined in 
§ 203.18(f)). 

(3) With respect to any mortgage cov-
ering a dwelling to be occupied as a 
secondary residence, the loan to value 
ratio may not exceed 85 percent of the 
greater of: 

(i) The appraised value of the prop-
erty at the time the mortgage is ac-
cepted for insurance; or 

(ii) The appraised value of the prop-
erty at the time approval of a sub-
stitute mortgagor is requested. 

(c) Applicability-current mortgages. 
Paragraph (b) of this section applies to 
the Commissioner’s approval of a sub-
stitute mortgagor only if the mortgage 
executed by the original mortgagor 
was insured: 

(1) Pursuant to a conditional com-
mitment or master conditional com-
mitment issued on or after December 
15, 1989; or 

(2) In accordance with the Direct En-
dorsement program, where the under-
writer of the mortgagee signed the ap-
praisal report or master appraisal re-
port for the property on or after De-
cember 15, 1989; 

(3) Pursuant to a certificate of rea-
sonable value or master certificate of 
reasonable value issued by the Depart-
ment of Veterans Affairs on or after 
December 15, 1989. 

(d) Applicability—earlier mortgages. If 
the mortgage was insured: 

(1) Pursuant to a conditional com-
mitment or master conditional com-
mitment issued on or after February 5, 
1988, but before December 15, 1989; or 

(2) In accordance with the Direct En-
dorsement program, where the ap-
proved underwriter of the mortgagee 
signed the appraisal report or master 
appraisal report for the property on or 
after February 5, 1988, but before De-
cember 15, 1989, or 

(3) Pursuant to a certificate of rea-
sonable value or master certificate of 
reasonable value issued by the Depart-
ment of Veterans Affairs on or after 
February 5, 1988, but before December 
15, 1989, the Commissioner may approve 
a substitute mortgagor with respect to 

the mortgage only if the substitute 
mortgagor is to occupy the dwelling as 
a principal residence or a secondary 
residence (as these terms are defined in 
§ 203.18(f)), or is an eligible non-occu-
pant mortgagor (as defined in the fol-
lowing sentence), or if the mortgage 
has a principal balance that is not 
more than 75 percent of the greater of 
(i) the appraised value of the property 
at the time the mortgage is accepted 
for insurance, or (ii) the appraised 
value of the property at the time ap-
proval of a substitute mortgagor is re-
quested. For purposes of this paragraph 
(d), the term eligible non-occupant mort-
gagor has the meaning given in 
§ 203.18(f), except that paragraph 
(d)(3)(ii)(A) and (B) of this section 
apply in place of § 203.18(f)(3) (i) and (ii). 

(A) A public entity, as provided in 
section 214 or 247 of the National Hous-
ing Act; and 

(B) A private nonprofit or public en-
tity, as provided in section 221(h) or 
235(j) of the National Housing Act. 

If neither paragraph (b) nor the pre-
ceding portion of this paragraph (d) ap-
plies, the Commissioner may approve a 
substitute mortgagor without regard 
to whether the mortgagor is to occupy 
the dwelling. 

(e) Direct endorsement. Mortgagees ap-
proved for participation in the Direct 
Endorsement program under § 203.3 
may, subject to limitations established 
by the Commissioner, themselves ap-
prove an appropriate substitute mort-
gagor under this section for mortgages 
which they own or service, and need 
not obtain further specific approval 
from the Commissioner. 

(f) Definition. As used in this section, 
the term substitute mortgagor includes: 

(1) Persons who, upon the release by 
a mortgagee of a previous mortgagor 
from personal liability on the mort-
gage note, assume this liability and 
agree to pay the mortgage debt; and 

(2) Persons who purchase without as-
suming liability on the mortgage note 
or purchase where no release is given 
by the mortgagee to the previous mort-
gagor. 

[55 FR 34806, Aug. 24, 1990, as amended at 57 
FR 58349, Dec. 9, 1992; 58 FR 13537, Mar. 12, 
1993; 61 FR 36453, July 10, 1996] 

VerDate Sep<11>2014 08:54 Jul 06, 2015 Jkt 235083 PO 00000 Frm 00210 Fmt 8010 Sfmt 8010 Y:\SGML\235083.XXX 235083w
re

ie
r-

av
ile

s 
on

 D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R



201 

Office of Assistant Secretary for Housing, HUD § 203.264 

MORTGAGE INSURANCE PREMIUMS—IN 
GENERAL 

§ 203.259 Method of payment of MIP. 

The payment of any MIP under this 
subpart shall be made to the Commis-
sioner by the mortgagee either in cash 
or debentures at par plus accrued inter-
est. 

[48 FR 28805, June 23, 1983] 

§ 203.259a Scope. 

(a) The Commissioner shall charge a 
one-time MIP pursuant to § 203.280 for 
mortgages that: 

(1) Are insured pursuant to § 203.43(c) 
(if the mortgage to be refinanced was 
executed prior to July 1, 1991 and the 
new mortgage is executed on or after 
April 24, 1992); or insured pursuant to 
§ 203.43i; or 

(2)(i) Are obligations of the Mutual 
Mortgage Insurance Fund under this 
part (except insured open-end advances 
as provided by § 203.270); 

(ii) Are insured pursuant to: (A) An 
application for a conditional commit-
ment received on or after September 1, 
1983; or 

(B) An application for mortgage in-
surance endorsement under the single 
family Direct Endorsement program as 
provided in § 203.255, where the property 
appraisal report is signed by the mort-
gagee’s underwriter on or after Sep-
tember 1, 1983; and 

(iii) Are executed before July 1, 1991. 
(b) Except as provided in § 203.284(h) 

or § 203.285(d), the Commissioner shall 
charge an up-front MIP pursuant to 
§ 203.284 or § 203.285 for mortgages exe-
cuted on or after July 1, 1991 that are 
obligations of the Mutual Mortgage In-
surance Fund. In the cases that the 
Commissioner deems appropriate, the 
Commissioner may require, by means 
of instructions communicated to all af-
fected mortgages, that up-front MIP be 
remitted electronically. 

(c) The periodic MIP provision of 
§§ 203.260 through 203.268 shall not apply 
to mortgages referred to in paragraph 
(a) of this section, nor shall they apply 

to mortgages to which the provision of 
§ 203.284 or § 203.285 apply. 

[57 FR 15211, Apr. 24, 1992, as amended at 57 
FR 46983, Oct. 14, 1992; 58 FR 12902, Mar. 8, 
1993; 58 FR 41003, July 30, 1993; 59 FR 13882, 
Mar. 24, 1994; 60 FR 34138, June 30, 1995; 61 FR 
36453, July 10, 1996] 

MORTGAGE INSURANCE PREMIUMS— 
PERIODIC PAYMENT 

§ 203.260 Amount of mortgage insur-
ance premium (periodic MIP). 

The mortgagee shall pay to the Com-
missioner an initial MIP in an amount 
equal to one-half of one percent of the 
average outstanding principal obliga-
tion of the mortgage for the first year 
of amortization. After payment of the 
initial MIP, the mortgagee shall pay to 
the Commissioner an amount equal to 
one-half of one percent of the average 
outstanding principal obligation of the 
mortgage for the 12-month period pre-
ceding each subsequent anniversary 
date of the beginning of amortization. 

[48 FR 28805, June 23, 1983] 

§ 203.261 Calculation of periodic MIP. 

The amount of any periodic MIP 
shall be calculated in accordance with 
the original amortization provisions of 
the mortgage, without taking into ac-
count delinquent payments, prepay-
ments, agreements to postpone pay-
ments, or agreements to recast the 
mortgage. 

[48 FR 28805, June 23, 1983] 

§ 203.262 Due date of periodic MIP. 

The full initial and each annual MIP 
shall be due and payable to the Com-
missioner no later than the 10th day 
after the amortization anniversary 
date. 

[61 FR 37801, July 19, 1996] 

§ 203.264 Payment of periodic MIP. 

The mortgagee shall pay each MIP in 
twelve equal monthly installments. 
Each monthly installment shall be due 
and payable to the Commissioner no 
later than the tenth day of each 
month, beginning in the month in 
which the mortgagor is required to 
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make the first monthly mortgage pay-
ment. This will be effective for amorti-
zation beginning on or after September 
1, 1996. 

[61 FR 42787, Aug. 19, 1996] 

§ 203.265 Mortgagee’s late charge and 
interest. 

(a) Periodic MIP which are received 
by the Commissioner after the pay-
ment dates prescribed by §§ 203.262 and 
203.264 shall include a late charge of 
four percent of the amount paid. 

(b) In addition to the late charge pro-
vided in paragraph (a) of this section, 
the mortgagee shall pay interest on 
any periodic MIP which are remitted to 
the Commissioner more than 20 days 
after the payment dates prescribed in 
§ 203.264. Such interest rate shall be 
paid at a rate set in conformity with 
the Treasury Financial Manual. 

[48 FR 28805, June 23, 1983, as amended at 61 
FR 36265, July 9, 1996; 61 FR 37801, July 19, 
1996] 

§ 203.266 Period covered by periodic 
MIP. 

The initial MIP shall cover the pe-
riod beginning with the date of the 
issuance of a Mortgage Insurance Cer-
tificate and ending on the next anni-
versary of the beginning of amortiza-
tion. Subsequent premium payments 
shall cover the twelve-month period 
preceding each subsequent anniversary 
date. 

[48 FR 28805, June 23, 1983] 

§ 203.267 Duration of periodic MIP. 
The mortgagee shall pay the MIP to 

the Commissioner until the deed to the 
Commissioner is filed for record or the 
contract of insurance is terminated. 

[48 FR 28805, June 23, 1983] 

§ 203.268 Pro rata payment of periodic 
MIP. 

(a) If the insurance contract is termi-
nated before the due date of the initial 
MIP, the mortgagee shall pay a portion 
of the MIP prorated from the beginning 
of amortization, as defined in § 203.251, 
to the date of termination. 

(b) If the insurance contract is termi-
nated after the due date of the initial 
MIP, the mortgagee shall pay a portion 
of the current annual MIP prorated 

from the due date of the last annual 
MIP to the date of termination. 

(c) A pro rata MIP shall not be due or 
payable where the mortgagee notifies 
the Commissioner that foreclosure or 
other action to acquire the property 
has been completed and that the prop-
erty will not be conveyed to the Com-
missioner in exchange for insurance 
benefits. Any MIP due and paid after 
the institution of foreclosure or the 
date the property was otherwise ac-
quired by the mortgagee will be re-
funded to the mortgagee upon receipt 
by the Commissioner of the notice 
from the mortgagee that the property 
will not be conveyed to the Commis-
sioner. 

[48 FR 28805, June 23, 1983, as amended at 61 
FR 37801, July 19, 1996] 

§ 203.269 Method of payment of peri-
odic MIP. 

In cases that the Commissioner 
deems appropriate, the Commissioner 
may require, by means of instructions 
communicated to all affected mortga-
gees, that periodic MIP be remitted 
electronically. 

[60 FR 34138, June 30, 1995] 

OPEN-END INSURANCE CHARGES—ALL 
MORTGAGES 

§ 203.270 Open-end insurance charges. 
(a) Required charge. In the case of an 

insured open-end advance the mort-
gagee shall pay to the Commissioner 
an open-end insurance charge. 

(b) Payment of charge for mortgages 
with periodic MIP. The amount of any 
insured open-end advance shall be 
added to the average outstanding prin-
cipal obligation of the mortgage for 
the purpose of determining the amount 
of periodic MIP as provided in §§ 203.260 
through 203.268, except that the initial 
additional charge shall be prorated to 
cover the period beginning with the 
first day of the month following the 
issuance of a certificate evidencing the 
insurance of the open-end advance and 
ending on the due date of the next MIP. 

(c) Payment of charge for mortgages 
with one-time or up-front MIP. In the 
case of a mortgage with a one-time or 
up-front MIP pursuant to § 203.280, 
§ 203.284, or § 203.285 of this part, the in-
surance charge shall be in an amount 
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equal to 1⁄2 percent per annum of the 
outstanding principal obligation of the 
open-end advance. Sections 203.260 
through 203.268 shall apply to the open- 
end charge on a mortgage with a one- 
time or up-front MIP, except that all 
references to amortization dates shall 
refer to amortization dates of the open- 
end advance, references to MIP shall 
refer to the open-end insurance charge, 
and references to outstanding principal 
obligation of the mortgage shall refer 
to outstanding principal obligation of 
the open-end advance. 

(d) Method of payment—all mortgages. 
The payment of any open-end insur-
ance charge under this subpart shall be 
made to the Commissioner by the 
mortgagee either in cash or debentures 
issued by the Mutual Mortgage Insur-
ance Fund at par plus accrued interest. 

[48 FR 28806, June 23, 1983, as amended at 56 
FR 24624, May 30, 1991; 57 FR 15211, Apr. 24, 
1992; 57 FR 46983, Oct. 14, 1992; 58 FR 41003, 
July 30, 1993] 

MORTGAGE INSURANCE PREMIUMS—ONE- 
TIME PAYMENT 

§ 203.280 One-time or Up-front MIP. 
For mortgages for which a one-time 

or up-front MIP is to be charged in ac-
cordance with §§ 203.259a, 203.284, or 
203.285, the mortgagee shall, as a condi-
tion to the endorsement of the mort-
gage for insurance, pay to the Commis-
sioner for the account of the mort-
gagor, in a manner prescribed by the 
Commissioner, a premium representing 
the total obligation for the insuring of 
the mortgage by the Commissioner or 
the up-front portion of the total obliga-
tion, as applicable, within 10 calendar 
days after the date of loan closing or 
within 10 calendar days after the date 
of disbursement of the mortgage pro-
ceeds, whichever is later. 

[70 FR 19669, Apr. 13, 2005] 

§ 203.281 Calculation of one-time MIP. 
(a) The applicable premium percent-

age determined under paragraph (b) of 
this section assumes, for purposes of 
calculation, that the entire amount of 
the one-time MIP is added to the loan 
amount. The amount of the one-time 
MIP shall be determined by multi-
plying the loan amount otherwise in-
surable under this part by the applica-

ble premium percentage, subject to ad-
justment for the portion of the MIP, if 
any, that is not to be included in the 
insured mortgage. 

(b)(1) The Commissioner shall deter-
mine the applicable premium percent-
age in accordance with sound financial 
and actuarial practice. 

(2) Application of the premium per-
centage determined under paragraph 
(b)(1) of this section shall not result in 
a MIP in excess of an amount equiva-
lent to 1 per centum per annum of the 
amount of the principal obligation of 
the mortgage outstanding at any time, 
without taking into account delin-
quent payments or prepayments. 

(c) The applicable premium percent-
age will be published by notice at least 
annually in the FEDERAL REGISTER. 

[48 FR 28806, June 23, 1983, as amended at 61 
FR 36265, July 9, 1996] 

§ 203.282 Mortgagee’s late charge and 
interest. 

(a) Payment of a one-time or up-front 
MIP is late if not received by HUD 
within 10 calendar days after the date 
of loan closing or within 10 calendar 
days after the date of disbursement of 
the mortgage proceeds, whichever is 
later. Late payments shall include a 
late charge of four percent of the 
amount of the MIP. 

(b) If payment of the MIP is not re-
ceived by HUD within 30 days after the 
date of loan closing or within 30 cal-
endar days after the date of disburse-
ment of the mortgage proceeds, which-
ever is later, the mortgagee will be 
charged additional late fees until pay-
ment is received at an interest rate set 
in conformity with the Treasury Fiscal 
Requirements Manual. 

[70 FR 19669, Apr. 13, 2005] 

§ 203.283 Refund of one-time MIP. 

(a) The Commissioner shall provide 
for the refund to the mortgagor of a 
portion of the unearned MIP paid pur-
suant to § 203.280 if the contract of in-
surance covering the mortgage is ter-
minated: 

(1) By coveyance to one other than 
the Commissioner and a claim for the 
insurance benefits is not presented for 
payment (§ 203.315), 
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(2) By prepayment of the mortgage 
(§ 203.316), or 

(3) By voluntary agreement with the 
approval of the Commissioner 
(§ 203.317). 

(b) The Commissioner shall deter-
mine the amount of the premium re-
fund by multiplying the amount the 
premium paid at the time the mort-
gage was insured by the applicable pre-
mium refund percentage for mortgages 
insured in the year the mortgage was 
endorsed for insurance. The Commis-
sioner shall determine the applicable 
premium refund percentage for each 
year in an equitable manner and in ac-
cordance with sound financial and ac-
tuarial practice, taking into account: 
(1) Projected salaries and expenses, (2) 
prospective losses generated by insur-
ance claims, and (3) expected future 
payments of premium refunds. 

[48 FR 28806, June 23, 1983, as amended at 52 
FR 1327, Jan. 13, 1987] 

CALCULATION OF MORTGAGE INSURANCE 
PREMIUM ON OR AFTER JULY 1, 1991 

§ 203.284 Calculation of up-front and 
annual MIP on or after July 1, 1991. 

Except for insured mortgages with a 
term of 15 or fewer years executed on 
or after December 26, 1992, (see § 203.285 
of this part), up-front and annual MIP 
will be calculated in accordance with 
this section. 

(a) Permanent provisions. Any mort-
gage executed on or after October 1, 
1994, that is an obligation of the Mu-
tual Mortgage Insurance Fund, as well 
as any mortgage executed after Decem-
ber 27, 2005, which is insured under sec-
tions 203(k) or 234(c) of the National 
Housing Act (12 U.S.C. 1709(k) and 12 
U.S.C. 1715y(c)) shall be subject to the 
following requirements: 

(1) Up-Front. The Commissioner shall 
establish and collect a single premium 
payment in an amount not exceeding 
2.25 percent of the amount of the origi-
nal insured principal obligation of the 
mortgage. 

(2) Annual. In addition to the pre-
mium under paragraph (a)(1) of this 
section, the Commissioner shall estab-
lish and collect annual premium pay-
ments in an amount not exceeding .50 
percent of the remaining insured prin-
cipal balance (excluding the portion of 

the remaining balance attributable to 
the premium collected under paragraph 
(a)(1) of this section) for the following 
periods: 

(i) For any mortgage involving an 
original principal obligation (excluding 
any premium collected under para-
graph (a)(1) of this section) that is less 
than 90 percent of the appraised value 
of the property (as of the date of the 
mortgage is accepted for insurance), 
for the first 11 years of the mortgage 
term. 

(ii) For any mortgage involving an 
original principal obligation (excluding 
any premium collected under para-
graph (a)(1) of this section) that is 
greater than or equal to 90 percent of 
the appraised value of the property (as 
of the date the mortgage is accepted 
for insurance), for the lesser of the 
mortgage term or the first 30 years of 
the mortgage term; except that, for 
any mortgage involving an original 
principal obligation (excluding any 
premium collected under paragraph 
(a)(1) of this section) that is greater 
than 95 percent of the appraised value, 
the annual premium collected during 
the period determined under this 
clause shall be in an amount not ex-
ceeding 0.55 percent of the remaining 
insured principal balance (excluding 
the portion of the remaining balance 
attributable to the premium collected 
under paragraph (a)(1) of this section). 

(b) Transition provisions; savings provi-
sion. Mortgages that are obligations of 
the Mutual Mortgage Insurance Fund 
and that were insured during Fiscal 
Years 1991–1994, are governed by 24 CFR 
203.284(b) as in effect on April 1, 2003, 
(see 24 CFR parts 200–499 revised as of 
April 1, 2003). 

(c) Refunds. With respect to any 
mortgage subject to premiums under 
this section, the Commissioner shall 
refund all of the unearned premium 
charges paid on a mortgage upon ter-
mination of insurance by voluntary 
agreement or upon payment in full of 
the principal obligation of the mort-
gage before the maturity date. 

(d)–(e) [Reserved] 
(f) Applicability of other sections. The 

provisions of §§ 203.261, 203.262, 203.264, 
203.265, 203.266, 203.267, 203.268, 203.269, 
203.280, and 203.282 are applicable to 
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mortgages subject to premiums under 
this section. 

(g) Definition. As used in this section 
the term remaining insured principal bal-
ance means the average outstanding 
principal obligation of the mortgage 
for the first year of amortization, or 
for a 12-month period preceding a sub-
sequent anniversary date of the begin-
ning of amortization. 

(h) Exception for streamline refinance. 
This section shall not apply to any 
mortgage insured pursuant to § 203.43(c) 
if the mortgage to be refinanced was 
executed before July 1, 1991 and the 
new mortgage is executed on or after 
April 24, 1992. This exception does not 
have the effect of exempting stream-
line refinancing mortgages from the re-
quirement that a one-time MIP be paid 
in accordance with § 203.259a(a). 

[57 FR 15211, Apr. 24, 1992, as amended at 57 
FR 46983, Oct. 14, 1992; 58 FR 41003, July 30, 
1993; 60 FR 34138, June 30, 1995; 61 FR 36265, 
July 9, 1996; 61 FR 37801, July 19, 1996; 70 FR 
37156, June 28, 2005] 

§ 203.285 Fifteen-year mortgages: Cal-
culation of up-front and annual 
MIP on or after December 26, 1992. 

(a) Up-front. Any mortgage for a term 
of 15 or fewer years executed on or 
after December 26, 1992, that is an obli-
gation of the Mutual Mortgage Insur-
ance Fund, and any mortgage executed 
on or after December 27, 2005, to be in-
sured under sections 203(k) and 234(c) of 
the National Housing Act, shall be sub-
ject to a single up-front premium pay-
ment established and collected by the 
Commissioner in an amount not ex-
ceeding 2.0 percent of the amount of 
the original insured principal obliga-
tion of the mortgage. Upon termi-
nation of insurance by voluntary 
agreement, or upon payment in full of 
the principal obligation of the mort-
gage before the maturity date, the 
Commissioner shall refund all of the 
unearned premium charges paid on the 
mortgage pursuant to this paragraph 
(a). 

(b) Annual. In addition to the pre-
mium under paragraph (a) of this sec-
tion, the Commissioner shall establish 
and collect annual premium payments 
in amounts not exceeding the following 
percentages of the remaining insured 
principal balance (excluding the por-

tion of the remaining balance attrib-
utable to the premium collected under 
paragraph (a) of this section) for the 
following periods: 

(1) For any mortgage involving an 
original principal obligation (excluding 
any premium collected under para-
graph (a) of this section) that is less 
than 90 percent of the appraised value 
of the property (as of the date the 
mortgage is accepted for insurance), no 
annual premium will be charged. 

(2) For any mortgage involving an 
original principal obligation (excluding 
any premium collected under para-
graph (a) of this section) that is great-
er than or equal to 90 percent of such 
value, but less than or equal to 95 per-
cent of such value, an annual premium 
not exceeding .25 percent shall be col-
lected for the first four years of the 
mortgage term. 

(3) For any mortgage involving an 
original principal obligation (excluding 
any premium collected under para-
graph (a) of this section) that is great-
er than 95 percent of such value, an an-
nual premium not exceeding .25 percent 
shall be collected for the first eight 
years of the mortgage term. 

(c) Applicability of certain provisions. 
The provisions of §§ 203.261, 203.262, 
203.264, 203.265, 203.266, 203.267, 203.268, 
203.269, 203.280, 203.282, 203.284(c), and 
203.284(g) are applicable to mortgages 
subject to premiums under this sec-
tion. 

(d) Exception for streamline refinance. 
This section shall not apply to any 
mortgage insured pursuant to § 203.43(c) 
if the mortgage to be refinanced was 
executed before July 1, 1991 and the 
new mortgage is executed on or after 
December 26, 1992. 

[58 FR 41004, July 30, 1993, as amended at 60 
FR 34138, June 30, 1995; 61 FR 37801, July 19, 
1996; 70 FR 37156, June 28, 2005] 

ADJUSTED MORTGAGE INSURANCE 
PREMIUM 

§ 203.288 Discontinuance of adjusted 
premium charge. 

Notwithstanding any provision in the 
mortgage instrument, there shall be no 
adjusted mortgage insurance premium 
due the Commissioner on account of 

VerDate Sep<11>2014 08:54 Jul 06, 2015 Jkt 235083 PO 00000 Frm 00215 Fmt 8010 Sfmt 8010 Y:\SGML\235083.XXX 235083w
re

ie
r-

av
ile

s 
on

 D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R



206 

24 CFR Ch. II (4–1–15 Edition) § 203.295 

the prepayment of any mortgage on or 
after May 1, 1972. 

[37 FR 8662, Apr. 29, 1972] 

VOLUNTARY TERMINATION 

§ 203.295 Voluntary termination. 
Upon request by the mortgagor and 

mortgagee the Commissioner may ter-
minate the insurance contract on any 
mortgage under this part covering a 1- 
to-4 family residence. The mortgagee 
shall cancel the insurance endorsement 
on the mortgage insurance certificate 
or note upon receipt of notice from the 
Commissioner that the contract of in-
surance is terminated. Notwith-
standing any provision in a mortgage 
instrument, there shall be no vol-
untary termination charge due the 
Commissioner on account of the vol-
untary termination of any mortgage 
insurance contract where the request 
for termination is received by the Com-
missioner on or after May 1, 1972. 

[37 FR 8662, Apr. 29, 1972] 

TERMINATION OF INSURANCE CONTRACT 

§ 203.315 Termination by conveyance 
to other than Commissioner. 

(a) For those mortgages to which the 
provisions of § 203.368 apply, the con-
tract of insurance shall be terminated 
under the following circumstances: 

(1) The mortgagee notifies the Com-
missioner that it will not convey title 
to the Commissioner and will not file a 
claim for the insurance benefits when: 

(i) The mortgagee either acquires the 
property by any means, or 

(ii) Acquires the property and gives 
such notice during the redemption pe-
riod; or 

(2) The mortgagee notifies the Com-
missioner that it will not file a claim 
for the insurance benefits when: 

(i) The property is bid in and ac-
quired at foreclosure by a party other 
than the mortgagee, or 

(ii) After foreclosure of the mort-
gaged property by the mortgagee the 
property is redeemed. 

(b) For those mortgages to which the 
provisions as set forth in § 203.368 do 
not apply, the contract of insurance 
shall be terminated under the following 
circumstances: 

(1) The mortgagee acquires the mort-
gaged property but does not convey it 
to the Commissioner; 

(2) The property is bid in and ac-
quired at a foreclosure sale by a party 
other than the mortgagee; 

(3) After foreclosure the property is 
redeemed; 

(4) After foreclosure and during the 
redemption period the mortgagee gives 
notice that it will not tender the prop-
erty to the Commissioner. 

[52 FR 1327, Jan. 13, 1987] 

§ 203.316 Termination by prepayment 
of mortgage. 

The contract of insurance shall be 
terminated if the mortgage is paid in 
full prior to its maturity. 

§ 203.317 Termination by voluntary 
agreement. 

The contract of insurance shall be 
terminated if the mortgagor and mort-
gagee jointly request termination. 

§ 203.318 Notice of termination by 
mortgagee. 

No contract of insurance shall be ter-
minated until the mortgagee has given 
written notice thereof to the Commis-
sioner within 15 calendar days from the 
occurrence of one of the approved 
methods of termination set forth in 
this subpart. 

[45 FR 31716, May 14, 1980] 

§ 203.319 Pro rata payment of pre-
miums and charges. 

No contract of insurance shall be ter-
minated until the mortgagee has paid 
to the Commissioner the pro rata por-
tion of the current annual MIP or 
open-end insurance charge as set forth 
in this subpart. 

[37 FR 8662, Apr. 29, 1972] 

§ 203.320 Notice and date of termi-
nation by Commissioner. 

The Commissioner shall notify the 
mortgagee that the contract of insur-
ance has been terminated and the ef-
fective termination date. The termi-
nation date shall be the last day of the 
month in which one of the following 
events has occurred: 

(a)(1) For those mortgages to which 
the provisions of § 203.368 apply, the 
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date foreclosure proceedings were in-
stituted by the mortgagee, or the prop-
erty was otherwise acquired by the 
mortgagee or a party other than the 
mortgagee (including the mortgagor or 
other party as redemptor) if the mort-
gagee notifies the Commissioner that 
title will not be conveyed to the Com-
missioner and a claim for the insurance 
benefits will not be presented for pay-
ment. 

(2) For those mortgages to which the 
provisions of § 203.368 do not apply, the 
date foreclosure proceedings were in-
stituted, or the property was otherwise 
acquired by the mortgagee, if the mort-
gagee notifies the Commissioner that 
title will not be conveyed to the Com-
missioner. 

(b) The date the mortgage was pre-
paid in full. 

(c) The date a voluntary termination 
request is received by the Commis-
sioner. 

[36 FR 24508, Dec. 22, 1971, as amended at 52 
FR 1327, Jan. 13, 1987] 

§ 203.321 Effect of termination. 

Upon termination of the contract of 
insurance, the obligation to pay any 
subsequent periodic MIP or open-end 
insurance charge shall cease and all 
rights of the mortgagor and mortgagee 
shall be terminated, except as other-
wise provided in this part. 

[48 FR 28807, June 23, 1983] 

DEFAULT UNDER MORTGAGE 

§ 203.330 Definition of delinquency 
and requirement for notice of delin-
quency to HUD. 

(a) A mortgage account is delinquent 
any time a payment is due and not 
paid. 

(b) Once each month on a day pre-
scribed by HUD, the mortgagee shall 
report to HUD all mortgages insured 
under this part that were delinquent on 
the last day of the month, or that were 
reported as delinquent the previous 
month. The report shall be made in a 
manner prescribed by HUD. 

[71 FR 16234, Mar. 31, 2006] 

§ 203.331 Definition of default, date of 
default, and requirement of notice 
of default to HUD. 

(a) Default. If the mortgagor fails to 
make any payment or to perform any 
other obligation under the mortgage, 
and such failure continues for a period 
of 30 days, the mortgage shall be con-
sidered in default for the purposes of 
this subpart. 

(b) Date of default. For the purposes 
of this subpart, the date of default 
shall be considered as 30 days after: 

(1) The first uncorrected failure to 
perform any obligation under the mort-
gage; or 

(2) The first failure to make a month-
ly payment that subsequent payments 
by the mortgagor are insufficient to 
cover when applied to the overdue 
monthly payments in the order in 
which they became due. 

(c) Notice of default. Once each month, 
on a day prescribed by HUD, the mort-
gagee shall report to HUD all mort-
gages that were in default on the last 
day of the month, or that were re-
ported as in default the previous 
month. The report shall be made in a 
manner prescribed by HUD. 

(d) Number of days in month. For the 
purposes of this section, each month 
shall be considered to have 30 days. 

[71 FR 16234, Mar. 31, 2006] 

§ 203.332 [Reserved] 

§ 203.333 Reinstatement of defaulted 
mortgage. 

If after default and prior to the com-
pletion of foreclosure proceedings the 
mortgagor shall cure the default, the 
insurance shall continue as if a default 
had not occurred, provided the mort-
gagor pays to the mortgagee such ex-
penses as the mortgagee has incurred 
in connection with the foreclosure pro-
ceedings and the mortgagee gives writ-
ten notice of reinstatement to the 
Commissioner. 

CONTINUATION OF INSURANCE 

§ 203.340 Special forbearance. 

(a) If the conditions of § 203.614 are 
met and special forbearance relief is 
granted pursuant to that section, the 
contract of insurance shall continue in 
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force except as otherwise provided in 
this subpart. 

(b) The contract of insurance shall 
continue in force, except as otherwise 
provided in this subpart, when the con-
ditions of this section which were ef-
fective prior to January 1, 1977, have 
been met and special forbearance relief 
is granted pursuant thereto prior to 
January 1, 1977. 

[41 FR 49735, Nov. 10, 1976] 

§ 203.341 Partial claim. 
If the conditions of § 203.371 are met 

and a partial claim is paid pursuant to 
that section, the contract of insurance 
shall continue in force, except as other-
wise provided in this subpart. 

[62 FR 60129, Nov. 6, 1997] 

§ 203.342 Mortgage modification. 
If a mortgage is recast pursuant to 

§ 203.616, the principal amount of the 
mortgage, as modified, shall be consid-
ered to be the ‘‘original principal bal-
ance of the mortgage’’ as that term is 
used in § 203.401. 

[62 FR 60129, Nov. 6, 1997] 

§ 203.343 Partial release, addition or 
substitution of security. 

(a) Except as provided in § 203.389(n), 
a mortgagee shall not release the secu-
rity or any part thereof, while the 
mortgage is insured, without the prior 
consent of the Commissioner. 

(b) A mortgagee may, with the prior 
consent of the Commissioner, accept an 
addition to, or substitution of, security 
for the purpose of removing the dwell-
ing to a new lot under the following 
conditions: 

(1) The mortgagee obtains a good and 
valid first lien on the property to 
which the dwelling is removed. 

(2) All damages to the structure are 
repaired without cost to HUD. 

(3) The property to which the dwell-
ing is removed is in an area known to 
be reasonably free from natural haz-
ards or, if in a flood zone, the mort-
gagor will insure or reinsure under the 
Federal Flood Insurance Program. 

(c) A mortgagee may, without the 
prior consent of the Commissioner, ac-
cept an addition to, or substitution of, 
security for the purpose of removing 

the dwelling to a new lot under the fol-
lowing conditions. 

(1) The dwelling has survived an 
earthquake or other disaster with little 
damage, but continued location on the 
property might be hazardous. 

(2) The conditions stated in para-
graph (b) of this section exist. 

(3) Immediately following the emer-
gency removal the mortgagee notifies 
the Commissioner of the reasons for re-
moval. 

[41 FR 49735, Nov. 10, 1976] 

FORBEARANCE RELIEF FOR MILITARY 
PERSONNEL 

§ 203.345 Postponement of principal 
payments—mortgagors in military 
service. 

In addition to the special forbearance 
relief afforded by §§ 203.340 through 
203.342, if the mortgagor is a person in 
the military service (as defined in the 
Soldiers’ and Sailors’ Civil Relief Act 
of 1940), the mortgagee may, by written 
agreement with the mortgagor, post-
pone for the period of military service 
and three months thereafter any part 
of the monthly payment which rep-
resents amortization of principal. The 
agreement shall contain a provision for 
the resumption of monthly payments 
after such period in amounts which 
will completely amortize the mortgage 
debt within the maturity as provided 
in the original mortgage. The agree-
ment shall in no way affect the amount 
of the annual MIP which will continue 
to be calculated in accordance with the 
original amortization provisions of the 
mortgage. 

§ 203.346 Postponement of fore-
closure—mortgagors in military 
service. 

If at any time during default the 
mortgagor is a ‘‘Person in military 
service,’’ as such term is defined in the 
Soldiers’ and Sailors’ Civil Relief Act 
of 1940, the period during which the 
mortgagor is in such service shall be 
excluded in computing the period with-
in which the mortgagee shall com-
mence foreclosure or acquire the prop-
erty by other means as provided in 
§ 203.355 of this subpart. No postpone-
ment or delay in the prosecution of 
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foreclosure proceedings during the pe-
riod the mortgagor is in such military 
service shall be construed as failure on 
the part of the mortgagee to exercise 
reasonable diligence in prosecuting 
such proceedings to completion as re-
quired by this subpart. 

[36 FR 24508, Dec. 22, 1971, as amended at 61 
FR 36265, July 9, 1996] 

ASSIGNMENT OF MORTGAGE 

§ 203.350 Assignment of mortgage. 
(a) Assignment of modified mortgages 

pursuant to section 230, National Housing 
Act. HUD may accept an assignment of 
any mortgage covering a one-to-four 
family residence if the following re-
quirements are met: 

(1) The mortgage was in default; 
(2) The mortgagee has modified the 

mortgage under § 203.616 to cure the de-
fault and to provide for mortgage pay-
ments within the reasonable ability of 
the mortgagor to pay, at an interest 
rate not exceeding current market in-
terest rates; and 

(3) Such other conditions that HUD 
may prescribe, which may include the 
requirement that the mortgagee con-
tinue to be responsible for servicing 
the mortgage. 

(b) Assignments pursuant to section 248, 
National Housing Act. Notwithstanding 
the provisions of paragraph (a), the 
Commissioner shall, upon application 
by the mortgagee, approve the assign-
ment to the Commissioner of any 
mortgage insured pursuant to section 
248 of the National Housing Act (see 
§ 203.43h) where the mortgagor has been 
in default for more than 90 days. The 
mortgagee may not request the Com-
missioner to accept an assignment 
until the mortgagee has submitted doc-
uments to the Commissioner showing 
that the requirements of § 203.604 have 
been met. HUD shall then notify the 
mortgagee of its approval of the mort-
gagee’s actions under § 203.604 and that 
the mortgagee may assign the mort-
gage to the Secretary, or HUD will 
specify what further action the mort-
gagee must take to meet the require-
ments of § 203.604. 

(c) Assignment of mortgages insured 
pursuant to section 247, National Housing 
Act. Notwithstanding the provisions of 
paragraph (a) of this section, the Sec-

retary will, upon application by the 
mortgagee, agree to accept an assign-
ment of any mortgage insured pursu-
ant to section 247 of the National Hous-
ing Act (§ 203.43i of this part) where the 
mortgagor has been in default for more 
than 180 days, provided that the re-
quirements of § 203.665 are satisfied. 

(d) Assignment of mortgages authorized 
by section 203(q), National Housing Act. 
Notwithstanding the provisions of 
paragraph (a) of this section, the Sec-
retary will, upon application by the 
mortgagee, agree to accept assignment 
of any mortgage authorized by section 
203(q) of the National Housing Act 
(§ 203.43j of this part) if 

(1) The mortgagor has been in default 
for more than 90 days for failure to 
make a monthly payment, 

(2) The requirements of § 203.666 are 
satisfied, and 

(3) The date of default occurs before 
the mortgagor and the lessor execute a 
lease renewal or a new lease with a 
term of not less than five years beyond 
the maturity date of the mortgage, or 
with a term established by an arbitra-
tion award. 

If the default is non-monetary, the 
date of default occurs prior to an ac-
tion described in paragraph (d)(3) of 
this section, the requirements of 
§ 203.666 are satisfied, and the mort-
gagor has been in default for more than 
30 days, the Secretary may in his or 
her discretion, upon application by the 
mortgagee, agree to accept an assign-
ment of the mortgage. If the leasehold 
estate has terminated before the mort-
gage has been assigned, or title to the 
property conveyed, to the Secretary, 
and the mortgage is in default for any 
reason for more than 30 days, the Sec-
retary will, upon application by the 
mortgagee, agree to accept an assign-
ment of the mortgage. 

(e) Filing assignment for record. Within 
30 days of the Secretary’s written 
agreement to accept assignment of a 
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defaulted mortgage, or within such ad-
ditional time as the Secretary author-
izes in writing, the mortgagee must file 
the assignment for record. 

(Information collection requirements in 
paragraph (b) were approved by the Office of 
Management and Budget under control num-
ber 2502–0169) 

[51 FR 21872, June 16, 1986, as amended at 52 
FR 48202, Dec. 21, 1987; 53 FR 9869, Mar. 28, 
1988; 53 FR 13404, Apr. 25, 1988; 55 FR 282, Jan. 
4, 1980; 61 FR 35018, July 3, 1996] 

§ 203.351 Application for insurance 
benefits and fiscal data. 

On the date the assignment of the 
mortgage is filed for record, the mort-
gagee shall forward to the Commis-
sioner the prescribed application for 
insurance benefits and fiscal data per-
taining to the mortgage transaction, 
together with the receipts covering all 
disbursements, as required by the fiscal 
data form. In addition, the following 
requirements shall be met: 

(a) Items to be included with applica-
tion. The following items shall be for-
warded to the Commissioner with the 
application: 

(1) Credit and security instrument. The 
original credit and security instru-
ments assigned without recourse or 
warranty, except that no act or omis-
sion of the mortgagee shall have im-
paired the validity and priority of the 
mortgage. 

(2) Recorded assignment instrument. 
The original of the recorded assign-
ment of mortgage. If the original of the 
assignment is not available, a copy 
shall be furnished and the original for-
warded as soon as possible. 

(3) Hazard insurance. All hazard in-
surance policies held in connection 
with the mortgaged property, together 
with a copy of the mortgagee’s notifi-
cation to the carrier authorizing the 
amendment of the loss payable clause 
substituting the Commissioner as the 
mortgagee. 

(4) Rights and interests. An assign-
ment of all rights and interests arising 
under the mortgage, and all claims of 
the mortgagee against the mortgagor 
or others arising out of the mortgage 
transaction. 

(5) Property. All property of the mort-
gagor held by the mortgagee or to 
which it is entitled (other than the 

cash items which are to be retained by 
the mortgagee). 

(6) Records and accounts. All records, 
ledger cards, documents, books, papers 
and accounts relating to the mortgage 
transaction. 

(7) Additional information. Any addi-
tional information or data which the 
Commissioner may require. 

(8) Title evidence. All title evidence 
held by the mortgagee. It need not be 
extended to include the recordation of 
the assignment. If a mortgagee’s title 
policy is furnished, the Commissioner 
shall be a named insured under such 
policy. 

(b) Items to be retained by mortgagee. 
The mortgagee shall retain all cash 
amounts held or deposited for the ac-
count of the mortgagor or to which it 
is entitled under the mortgage trans-
action that have not been applied in re-
duction of the principal mortgage in-
debtedness. 

(c) Title evidence for mortgages in-
sured under § 203.43d as set forth in 
§ 203.385 shall accompany the applica-
tion for insurance benefits. 

[36 FR 24508, Dec. 22, 1971, as amended at 37 
FR 7693, Apr. 10, 1972; 42 FR 57435, Nov. 2, 
1977] 

§ 203.353 Certification by mortgagee. 
At the time of assignment of the 

mortgage, the mortgagee shall certify 
to the Commissioner that: 

(a) Priority of mortgage to liens. The 
mortgage is prior to all mechanics’ and 
materialmen’s liens filed of record, re-
gardless of when such liens attach, and 
prior to all liens and encumbrances, or 
defects which may arise except such 
liens or other matters as may have 
been approved by the Commissioner; 

(b) Amount due. The amount stated in 
the instrument of assignment is actu-
ally due and owing under the mort-
gage; 

(c) Offsets or counterclaims. There are 
no offsets or counterclaims thereto and 
the mortgagee has a good right to as-
sign. 

CLAIM PROCEDURE 

§ 203.355 Acquisition of property. 
(a) In general. Upon default of a mort-

gage, except as provided in paragraphs 
(b) through (i) of this section, the 
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mortgagee shall take one of the fol-
lowing actions within nine months 
from the date of default, or within any 
additional time approved by the Sec-
retary or authorized by §§ 203.345 or 
203.346. For mortgages where the date 
of default is on or after February 1, 
1998, the mortgagee shall take one or a 
combination of the following actions 
within six months of the date of de-
fault or within such additional time 
approved by HUD or authorized by 
§§ 203.345 or 203.346: 

(1) Obtain a deed-in-lieu of fore-
closure (see §§ 203.357, 203.389 and 
203.402(f) of this part) with title being 
taken in the name of the mortgagee or 
the Secretary; 

(2) Commence foreclosure; 
(3) Enter into a special forbearance 

agreement under § 203.614; 
(4) Complete a modification of the 

mortgage under § 203.616; 
(5) Complete a refinance of the mort-

gage under § 203.43(c); 
(6) Complete an assumption under 

§ 203.512; 
(7) File a partial claim under § 203.371; 

or 
(8) Initiate a pre-foreclosure sale 

under § 203.370. 
(b) Vacant or abandoned property. 

With respect to defaulted mortgages on 
vacant or abandoned property, if the 
mortgagee discovers, or should have 
discovered, that the property is vacant 
or abandoned, the mortgagee must 
commence foreclosure within the later 
of 120 days after the date the property 
became vacant, or 60 days after the 
date the property is discovered, or 
should have been discovered, to be va-
cant or abandoned; but no later than 
the number of months from the date of 
default as provided in paragraph (a) of 
this section. The mortgagee must not 
delay foreclosure on vacant or aban-
doned property because of the require-
ments of § 203.606. 

(c) Prohibition of foreclosure within 
time limits. If the laws of the State in 
which the mortgaged property is lo-
cated, or Federal bankruptcy law: 

(1) Do not permit the commencement 
of foreclosure within the time limits 
described in paragraphs (a), (b), (g), (h) 
and (i) of this section, the mortgagee 
must commence foreclosure within 90 
days after the expiration of the time 

during which foreclosure is prohibited; 
or 

(2) Require the prosecution of a fore-
closure to be discontinued, the mort-
gagee must recommence the fore-
closure within 90 days after the expira-
tion of the time during which fore-
closure is prohibited. 

(d) Property located on Indian land. 
Upon default of a mortgage on property 
located on Indian land insured pursu-
ant to section 248 of the National Hous-
ing Act (see § 203.43h of this part), the 
mortgagee must comply with 
§§ 203.350(b) and 204.664 of this part. 

(e) Property located on Hawaiian home 
lands. Upon default of a mortgage on 
property located on Hawaiian home 
lands insured pursuant to section 247 of 
the National Housing Act (see § 203.43i 
of this part), the mortgagee must com-
ply with §§ 203.350(c) and 203.665 of this 
part. 

(f) Property located on the Allegany 
Reservation of the Seneca Nation of Indi-
ans. Upon default of a mortgage on 
property located on the Allegany Res-
ervation of the Seneca Nation of Indi-
ans authorized by section 203(q) of the 
National Housing Act (see § 203.43j of 
this part), the mortgagee must comply 
with §§ 203.350(d) and 203.666 of this 
part, unless the mortgagor and the les-
sor have executed a lease renewal or a 
new lease either with a term of not less 
than five years beyond the maturity 
date of the mortgage, or with a term 
established by arbitration award. If a 
lease renewal or new lease has been ex-
ecuted, the mortgagee must comply 
with paragraph (a) of this section. 

(g) Pre-foreclosure sale procedure. 
Within 90 days of the end of a mortga-
gor’s participation in the pre-fore-
closure sale procedure, or within the 
time limit described in paragraph (a) of 
this section, whichever is later, if no 
closing of an approved pre-foreclosure 
sale has occurred, the mortgagee must 
obtain a deed in lieu of foreclosure, 
with title being taken in the name of 
the mortgagee or the Secretary, or un-
dertake one of the actions listed at 
§ 203.355(a). The end-of-participation 
date is defined as: 

(1) Four months after the date of 
commencement of participation, if 
there is no signed Contract of Sale at 
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that time, unless extended by the Com-
missioner; 

(2) Six months after the date of com-
mencement of participation, if there is 
a signed contract but settlement has 
not occurred by that date, unless ex-
tended by the Commissioner; 

(3) The date the mortgagee is notified 
of the mortgagor’s withdrawal from 
the Pre-foreclosure Sale procedure; or 

(4) The date of the letter sent by the 
mortgagee to the mortgagor prior to 
the expiration of the customary par-
ticipation period, terminating the 
mortgagor’s opportunity to participate 
in the Pre-foreclosure Sale procedure. 

(h) Special forbearance. If the mort-
gagor fails to meet the requirements of 
a special forbearance under § 203.614 and 
the failure continues for 60 days, the 
mortgagee must undertake one of the 
actions listed at § 203.355(a) within the 
time limit described in paragraph (a) of 
this section or 90 days after the mort-
gagor’s failure to meet the special for-
bearance requirements, whichever is 
later. 

(i) Modification under § 203.616, refi-
nance under § 203.43(c), or assumption 
under § 203.512. Provided that the mort-
gagee has established the mortgagor’s 
eligibility within the time frame pro-
vided in § 203.355(a), if a mortgagee en-
ters into a loss mitigation relief meas-
ure (i.e., modification under § 203.616, 
refinance under § 203.43(c), or assump-
tion under § 203.512) and it fails, the six- 
month period provided in § 203.355(a) is 
extended by an additional 90 days to 
allow the mortgagee to try another 
loss mitigation tool or go to fore-
closure. 

[57 FR 47970, Oct. 20, 1992, as amended at 59 
FR 50143, Sept. 30, 1994; 60 FR 57678, Nov. 16, 
1995; 61 FR 35018, July 3, 1996; 62 FR 60129, 
Nov. 6, 1997] 

§ 203.356 Notice of foreclosure and 
pre-foreclosure sale; reasonable 
diligence requirements. 

(a) Notice of foreclosure and pre-fore-
closure sale. The mortgagee must give 
notice to the Secretary, in a format 
prescribed by the Secretary, within 30 
days after the institution of fore-
closure proceedings. The mortgagee 
must give notice to the Secretary, in a 
format prescribed by the Secretary, 
within the time-frame prescribed by 

the Secretary, of the acceptance of any 
mortgagor into the pre-foreclosure sale 
procedure. 

(b) Reasonable diligence. The mort-
gagee must exercise reasonable dili-
gence in prosecuting the foreclosure 
proceedings to completion and in ac-
quiring title to and possession of the 
property. A time frame that is deter-
mined by the Secretary to constitute 
‘‘reasonable diligence’’ for each State 
is made available to mortgagees. 

[61 FR 36265, July 9, 1996] 

§ 203.357 Deed in lieu of foreclosure. 
(a) Mortgagors owning one property. In 

lieu of instituting or completing a fore-
closure, the mortgagee may acquire 
property from one other than a cor-
porate mortgagor by voluntary convey-
ance from the mortgagor who certifies 
that he does not own any other prop-
erty subject to a mortgage insured or 
held by FHA. Conveyance of the prop-
erty by deed in lieu of foreclosure is ap-
proved subject to the following require-
ments: 

(1) The mortgage is in default at the 
time the deed is executed and deliv-
ered; 

(2) The credit instrument is cancelled 
and surrendered to the mortgagor; 

(3) The mortgage is satisfied of 
record as a part of the consideration 
for such conveyance; 

(4) The deed from the mortgagor con-
tains a covenant which warrants 
against the acts of the grantor and all 
claiming by, through, or under him and 
conveys good marketable title; 

(5) The mortgagee transfers to the 
Commissioner good marketable title 
accompanied by satisfactory title evi-
dence. 

(b) Corporate mortgagors. A mortgagee 
may accept a deed in lieu of foreclosure 
from a corporate mortgagor in compli-
ance with the requirements of para-
graph (a) of this section, if the mort-
gagee obtains the prior written consent 
of the Commissioner. 

(c) Mortgagors owning more than one 
property. The mortgagee may accept a 
deed in lieu of foreclosure in compli-
ance with the provisions of paragraph 
(a) of this section, from an individual 
who owns more than one property 
which is subject to a mortgage insured 
or held by the FHA if the mortgagee 
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obtains the prior written consent of 
the Commissioner. 

§ 203.358 Direct conveyance of prop-
erty. 

In acquiring the property or con-
veying the property to the Commis-
sioner the mortgagee may arrange for 
the deed to be made directly to the 
Commissioner from the mortgagor or 
other grantor. The mortgagee shall be 
responsible for determining that such 
conveyance will comply with all of the 
provisions of this part conveying good 
marketable title and satisfactory title 
evidence. 

§ 203.359 Time of conveyance to the 
Secretary. 

(a) For mortgages insured under firm 
commitments issued prior to November 19, 
1992 or under direct endorsement proc-
essing where the credit worksheet was 
signed by the mortgagee’s approved un-
derwriter prior to November 19, 1992. 
After acquiring good marketable title 
to and possession of the property the 
mortgagee must transfer the property 
to the Secretary: 

(1) Within 30 days after acquiring 
possession of the mortgaged property 
by foreclosure or other means; or 

(2) Within such further time as may 
be necessary to complete the title ex-
amination and perfect the title. 

(b) For mortgages insured under firm 
commitments issued on or after November 
19, 1992, or under direct endorsement proc-
essing where the credit worksheet was 
signed by the mortgagee’s underwriter on 
or after November 19, 1992—(1) Convey-
ance by the mortgagee. The mortgagee 
must acquire good marketable title 
and transfer the property to the Sec-
retary within 30 days of the later of: 

(i) Filing for record the foreclosure 
deed; 

(ii) Recording date of deed in lieu of 
foreclosure; 

(iii) Acquiring possession of the prop-
erty; 

(iv) Expiration of the redemption pe-
riod; or 

(v) Such further time as the Sec-
retary may approve in writing. 

(2) Direct conveyance. In cases where 
the mortgagee arranges for a direct 
conveyance of the property to the Sec-
retary, the mortgagee must ensure 

that the property is transferred to the 
Secretary within 30 days of the reason-
able diligence time frame specified in 
§ 203.356 of this part. 

[57 FR 47971, Oct. 20, 1992, as amended at 61 
FR 36453, July 10, 1996] 

§ 203.360 Notice of property transfer 
or pre-foreclosure sale and applica-
tion for insurance benefits. 

(a) On the date the deed is filed for 
record the mortgagee shall notify the 
Commissioner on a form prescribed by 
him of the filing of such conveyance 
and shall assign, without recourse or 
warranty any or all claims which the 
mortgagee has acquired in connection 
with the mortgage transaction, and as 
a result of the foreclosure proceedings 
or other means by which the mort-
gagee acquired or conveyed such prop-
erty, except such claims as may have 
been released with the approval of the 
Commissioner. 

(b) Within 30 days of the closing of an 
approved pre-foreclosure sale, the 
mortgagee shall notify the Commis-
sioner on a form prescribed by him of 
the pre-foreclosure sale. 

[36 FR 24508, Dec. 22, 1971, as amended at 59 
FR 50144, Sept. 30, 1994] 

§ 203.361 Acceptance of property by 
Commissioner. 

Upon receipt of notice of property 
transfer the Commissioner shall accept 
title to and possession of the property 
as of the date of the filing for record of 
the deed to the Commissioner, subject 
to compliance with the regulations in 
this part. 

§ 203.362 Conditions for withdrawal of 
application for insurance benefits. 

With the consent of the Commis-
sioner, a mortgagee may withdraw an 
application for insurance benefits if 
the mortgagee agrees that it will: 

(a) Accept a reconveyance of the 
property under a deed which warrants 
against the acts of the Commissioner 
and all claiming by, through, or under 
him; and 

(b) Promptly file a reconveyance for 
record; and 

(c) Accept without continuation the 
title evidence which it furnished the 
Commissioner; and 
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(d) Reimburse the Commissioner for 
property expenditures as set forth in 
§ 203.364. 

§ 203.363 Effect of noncompliance with 
regulations. 

(a) For mortgages insured under firm 
commitments issued prior to November 19, 
1992 or under direct endorsement proc-
essing where the credit worksheet was 
signed by the mortgagee’s approved un-
derwriter prior to November 19, 1992. If, 
for any reason, the mortgagee fails to 
comply with the regulations in this 
subpart, the Secretary may hold proc-
essing of the application for insurance 
benefits in abeyance for a reasonable 
time in order to permit the mortgagee 
to comply, or, in the alternative, the 
Secretary may reconvey title to the 
property to the mortgagee, in which 
event the application for insurance 
benefits shall be considered as can-
celled without prejudice to the rights 
of the mortgagee to reapply for insur-
ance benefits at a subsequent date. 

(b) For mortgages insured under firm 
commitments issued on or after November 
19, 1992, or under direct endorsement proc-
essing where the credit worksheet was 
signed by the mortgagee’s underwriter on 
or after November 19, 1992. If, for any 
reason, the mortgagee fails to comply 
with the regulations in this subpart, 
the Secretary may hold processing of 
the application for insurance benefits 
in abeyance for a reasonable time in 
order to permit the mortgagee to com-
ply. In the alternative to holding proc-
essing in abeyance, the Secretary may 
reconvey title to the property to the 
mortgagee, in which event the applica-
tion for insurance benefits shall be con-
sidered as cancelled and the mortgagee 
shall refund the insurance benefits to 
the Secretary as well as other funds re-
quired by § 203.364 of this part. The 
mortgagee may reapply for insurance 
benefits at a subsequent date; provided, 
however, that the mortgagee may not 
be reimbursed for any expenses in-
curred in connection with the property 
after it has been reconveyed by the 
Secretary, or paid any debenture inter-
est accrued after the date of initial 
conveyance or after the date convey-
ance was required by § 203.359 of this 
part, whichever is earlier, and there 
will be deducted from the insurance 

benefits any reduction in the Sec-
retary’s estimate of the value of the 
property occurring from the time of re-
conveyance to the time of reapplica-
tion. 

[57 FR 47971, Oct. 20, 1992, as amended at 61 
FR 36453, July 10, 1996] 

§ 203.364 Mortgagee’s liability for 
property expenditures. 

Where the Secretary acquires a prop-
erty and thereafter it becomes nec-
essary for the Secretary to reconvey 
the property to the mortgagee due to 
the mortgagee’s noncompliance with 
these regulations or the application for 
insurance benefits is withdrawn with 
the consent of the Secretary, the mort-
gagee shall reimburse the Secretary for 
all expenses incurred in connection 
with such acquisition and reconvey-
ance. The reimbursement shall include 
interest on the amount of insurance 
benefits refunded by the mortgagee 
from the date the insurance benefits 
were paid to the date of refund at an 
interest rate set in conformity with 
the Treasury Fiscal Requirements 
Manual, and the Secretary’s cost of 
holding the property, accruing on a 
daily basis, from the date the deed to 
the Secretary was filed for record to 
the date of reconveyance. These costs 
are based on the Secretary’s estimate 
of the taxes, maintenance and oper-
ating expenses of the property, and ad-
ministrative expenses. Appropriate ad-
justments shall be made by the Sec-
retary on account of any income re-
ceived from the property. 

[57 FR 47971, Oct. 20, 1992] 

§ 203.365 Documents and information 
to be furnished the Secretary; 
claims review. 

(a) Items to be furnished the Secretary. 
Within 45 days after the deed is filed 
for record, in the case of a conveyance 
claim; or, in the case of a claim arising 
from a pre-foreclosure sale, within 30 
days after the closing of the pre-fore-
closure sale, unless extended by the 
Commissioner, the mortgagee must 
forward to the Secretary: 

(1) A copy of the deed to the Sec-
retary that has been filed for record 
and the title evidence continued so as 
to include recordation of the deed; or 
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evidence, as prescribed by the Sec-
retary, of the closing of the pre-fore-
closure sale. 

(2) Fiscal data pertaining to the 
mortgage transaction. 

(3) Any additional information or 
data that the Secretary may require. 

(b) Items to be retained by mortgagee. 
The mortgagee must retain all cash 
amounts, held or deposited for the ac-
count of the mortgagor or to which it 
is entitled under the mortgage trans-
action, that have not been applied in 
reduction of the principal mortgage in-
debtedness. 

(c) Claim file to be maintained by mort-
gagee. (1) The Secretary may verify the 
accuracy of information regarding the 
insurance claim either before payment 
of the claim or after payment by peri-
odic reviews of the mortgagee’s 
records. Mortgagees must reimburse 
the Secretary for any claim and inter-
est overpaid because of incorrect, un-
supported, or inappropriate informa-
tion provided by the mortgagee, or be-
cause of failure to provide correct in-
formation. 

(2) Mortgagees must maintain a 
claim file containing documentation 
supporting all information submitted 
for claim payment for at least three 
years after a claim has been paid. All 
claim files for claims paid during a pe-
riod relating to an unresolved or ongo-
ing claim review must be maintained 
until final resolution of such review. 
Information to be maintained in the 
claim file includes receipts covering all 
disbursements as required by the fiscal 
data form, ledger cards covering the 
mortgage transaction, and any addi-
tional information or data relevant to 
the mortgage transaction or insurance 
claim. 

(3) The Secretary may review any 
claim file at any time during the three- 
year period after the claim has been 
paid. Denial of access to any files will 
be grounds for withdrawal of the mort-
gagee’s approved lender status, debar-
ment by the Secretary, or immediate 
suspension of all claim payments. 

(4) Within 24 hours of a request by 
the Secretary, a mortgagee must make 
available for review, or forward to the 
Secretary, hard copies of identified 
claim files. 

(d) Statistical sampling. HUD may use 
statistical sampling in selecting claims 
to be reviewed and in determining the 
amount due the Secretary because of 
overpayment. 

[57 FR 47972, Oct. 20, 1992, as amended at 59 
FR 50144, Sept. 30, 1994] 

§ 203.366 Conveyance of marketable 
title. 

(a) Satisfactory conveyance of title and 
transfer of possession. The mortgagee 
shall tender to the Commissioner a sat-
isfactory conveyance of title and trans-
fer of possession of the property. The 
deed or other instrument of convey-
ance shall convey good marketable 
title to the property, which shall be ac-
companied by title evidence satisfac-
tory to the Commissioner. 

(b) Conveyance of property without 
good marketable title. (1) For mortgages 
insured under firm commitments 
issued on or after November 19, 1992, or 
under direct endorsement processing 
where the credit worksheet was signed 
by the mortgagee’s underwriter on or 
after November 19, 1992, if the title to 
the property conveyed by the mort-
gagee to the Secretary is not good and 
marketable, the mortgagee must cor-
rect any title defect within 60 days 
after receiving notice from the Sec-
retary, or within such further time as 
the Secretary may approve in writing. 

(2) If the defect is not corrected with-
in 60 days, or such further time as the 
Secretary approves in writing, the 
mortgagee must reimburse the Sec-
retary for HUD’s costs of holding the 
property, accruing on a daily basis, and 
interest on the amount of insurance 
benefits paid to the mortgagee at an 
interest rate set in conformity with 
the Treasury Fiscal Requirements 
Manual from the date of such notice to 
the date the defect is corrected or until 
the Secretary reconveys the property 
to the mortgagee, as described in para-
graph (b)(3) of this section. The daily 
holding costs to be charged a mort-
gagee shall include the costs specified 
in § 203.364 of this part. 

(3) If the title defect is not corrected 
within a reasonable time, as deter-
mined by HUD, the Secretary will, 
after notice, reconvey the property to 
the mortgagee and the mortgagee must 
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reimburse the Secretary in accordance 
with §§ 203.363 and 203.364 of this part. 

[36 FR 24508, Dec. 22, 1971, as amended at 57 
FR 47972, Oct. 20, 1992; 61 FR 36453, July 10, 
1996] 

§ 203.367 Contents of deed and sup-
porting documents. 

The deed and supporting accom-
panying documents shall be as follows: 

(a) Deed. A deed conveying the prop-
erty to the Federal Housing Commis-
sioner. The deed shall: 

(1) Contain covenants which warrant 
title against acts of the grantor, and 
all claiming by, through, or under said 
grantor, if the grantor is the mort-
gagee or mortgagor; if the grantor is a 
party other than the mortgagee or 
mortgagor, the special warranty cov-
enants may be limited or amended to 
accord with the law of the particular 
jurisdiction. 

(2) Recite nominal consideration, if 
such recital is adequate under the laws 
of the State in which the property is 
located or such other consideration as 
may be necessary to support the deed. 

(b) Maps or survey. A map or diagram 
showing property location with ref-
erence to public streets or roads or a 
survey, if available. When a part of the 
property has been taken by condemna-
tion proceedings or conveyance in lieu 
of condemnation, a map or diagram 
showing the part taken and the prop-
erty remaining is required. 

(c) Credit documents. The original 
credit and security instruments, if 
available or a deficiency judgment, if 
any, duly assigned or endorsed by the 
mortgagee, without recourse, to the 
Commissioner. 

§ 203.368 Claims without conveyance 
procedure. 

(a)(1) The requirements of this sec-
tion apply to any insured mortgage 
subject to this subpart which was ei-
ther insured pursuant to: 

(i) A conditional commitment issued 
on or after November 30, 1983 or, as ap-
propriate, 

(ii) An application for mortgage in-
surance endorsement under the Single 
Family Direct Endorsement Program, 
as provided in § 203.255(b), where the 
property appraisal report was signed by 

the mortgagee’s underwriter on or 
after November 30, 1983. 

(2) The requirements of this section 
shall also apply to any other mort-
gages subject to this subpart where the 
mortgagee elects to provide the notice 
to HUD required by paragraph (d) of 
this section. 

(b) Notwithstanding the provisions of 
paragraph (a) of this section, the re-
quirements of this section do not apply 
if the mortgaged property has been 
damaged as set out in § 203.378. 

(c) Nothing in this section shall af-
fect any rights or obligations arising 
under the procedures set forth in sub-
part C of this part. 

(d) After initiating proceedings to 
foreclose an insured mortgage within 
the coverage of paragraph (a)(1) of this 
section by judicial, statutory, or other 
means authorized by the mortgage in-
strument, the mortgagee shall furnish 
notice of the foreclosure to the Com-
missioner, containing such information 
as shall be prescribed by the Commis-
sioner, together with a copy of the no-
tice of sale, on or before the date of 
first publication, posting, or other no-
tice. The mortgagee foreclosing an in-
sured mortgage subject to this subpart 
and within the coverage of paragraph 
(a)(2) of this section may elect to be-
come subject to this section by pro-
viding such notices to the Commis-
sioner in accordance with the pre-
ceding sentence. 

(e) Where notice of the foreclosure 
sale is provided pursuant to paragraph 
(d) of this section, the Commissioner 
may elect to cause the mortgaged prop-
erty to be appraised and to give writ-
ten notice to the mortgagee, not less 
than five days prior to the date of the 
foreclosure sale, of the Commissioner’s 
estimate of the fair market value of 
the mortgaged property, less adjust-
ments as the Commissioner may deem 
appropriate (which may include, with-
out limitation, the Commissioner’s es-
timate of holding costs and resale costs 
that would be incurred if title to the 
mortgaged property were conveyed to 
the Commissioner). Such amount is re-
ferred to hereafter as the ‘‘Commis-
sioner’s adjusted fair market value.’’ 
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(f) If the Commissioner fails to pro-
vide notice of the Commissioner’s ad-
justed fair market value to the mort-
gagee not less than five days prior to 
the scheduled date of foreclosure sale, 
this section shall have no further appli-
cation and §§ 203.355 through 203.367 
shall apply: Provided, that a mortgagee 
which receives the Commissioner’s no-
tice at any time prior to the fore-
closure sale may waive late receipt by 
so notifying the Commissioner, in 
which case this section shall apply. 

(g) If the Commissioner provides no-
tice of the Commissioner’s adjusted 
fair market value in accordance with 
paragraph (e) of this section the fol-
lowing shall be applicable: 

(1) The mortgagee shall tender a bid 
at the foreclosure sale in the amount of 
the Commissioner’s adjusted fair mar-
ket value. 

(2) If the mortgagee acquires title to 
the mortgaged property pursuant to a 
bid at foreclosure sale in an amount 
equal to the Commissioner’s adjusted 
fair market value, the mortgagee may 
elect to retain title to the property and 
to file a claim for the insurance bene-
fits computed as provided in § 203.401(b). 

(3) If a party other than the mort-
gagee acquires title to the mortgaged 
property either pursuant to a bid at 
foreclosure sale or through the redemp-
tion of the property in an amount not 
less than the Commissioner’s adjusted 
fair market value, the mortgagee may 
file a claim for the insurance benefits 
computed as provided in § 203.401(b). 

(4) If the mortgagee acquires title to 
the mortgaged property pursuant to a 
bid at foreclosure sale in an amount in 
excess of the Commissioner’s adjusted 
fair market value, the mortgagee is 
deemed to have elected to retain title 
to the property and is limited to filing 
a claim for the insurance benefits com-
puted as provided in § 203.401(b). In the 
event the mortgagee can show good 
cause for having bid an amount in ex-
cess of the Commissioner’s adjusted 
fair market value, the Commissioner 
may, at his discretion, waive the provi-
sions of this subparagraph and allow 
the mortgagee to convey title to the 
Commissioner and file a claim for the 
insurance benefits computed as pro-
vided in § 203.401(a). A mortgagee which 
has elected to follow the provisions of 

this section pursuant to paragraph 
(a)(2) of this section and bids an 
amount in excess of the Commis-
sioner’s adjusted fair market value 
shall not be subject to the provisions of 
this subparagraph, and may elect to re-
tain or convey title in filing a claim 
for the insurance benefits. 

(5) In any other case, the mortgagee 
may file a claim for insurance benefits 
only upon conveyance of title to the 
mortgaged property to the Commis-
sioner. 

(h) If the Commissioner provides 
timely notice of the Commissioner’s 
adjusted fair market value in accord-
ance with paragraph (e), the Commis-
sioner may require the mortgagee to 
advertise the upcoming sale in addition 
to the standard legal notices which 
may be required by state law. 

(i) Where a mortgagee files a claim 
for the insurance benefits without con-
veying title to the property to the 
Commissioner, as authorized by this 
section: 

(1) Sections 203.358 through 203.367 
shall not be applicable. 

(2) The mortgagee shall assign to the 
Commissioner, without recourse or 
warranty, any or all claims which the 
mortgagee has acquired in connection 
with the mortgage transaction and as a 
result of the foreclosure proceedings or 
other means by which the mortgagee 
or party other than the mortgagee ac-
quired such property, except such 
claims as may have been released with 
the approval of the Commissioner. 

(3) The mortgagee shall forward to 
the Commissioner: 

(i) Fiscal data pertaining to the 
mortgage transaction; 

(ii) The original credit and security 
instruments, if available, or a defi-
ciency judgment, if any, duly assigned 
or endorsed by the mortgagee, without 
recourse, to the Commissioner; and 

(iii) Any additional information or 
data which the Commissioner may re-
quire. 

(4) The mortgagee shall retain all 
cash amounts held or deposited for the 
account of the mortgagor or to which 
the mortgagee is entitled under the 
mortgage transaction that have not 
been applied in reduction of the prin-
cipal mortgage indebtedness. Cash 
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amounts shall be itemized and de-
ducted from the claim pursuant to 
§ 203.403. Receipts for disbursements are 
to be retained by the mortgagee and 
are to be made available upon request 
by the Commissioner. 

(5) The mortgagee shall file its claim: 
(i) Within 30 days after the mort-

gagee acquired good marketable title 
to the property; or 

(ii) Within 30 days after a party other 
than the mortgagee acquired good mar-
ketable title to the property; or 

(iii) In redemption States, within 30 
days after the mortgagor or another 
party redeemed the property or the re-
demption period has expired; or 

(iv) Within such other time as may 
be determined by the Commissioner. 

(6) In any case in which the insurance 
benefits paid include, pursuant to 
§ 203.402(c), hazard insurance premiums 
paid by the mortgagee, the portion of 
the hazard insurance premium allo-
cable to the period after acquisition of 
title by the mortgagee or a third party 
shall be deducted from the mortgage 
insurance benefits otherwise payable. 

(Approved by the Office of Management and 
Budget under control number 2502–0347) 

[52 FR 1327, Jan. 13, 1987, as amended at 61 
FR 36453, July 10, 1996] 

§ 203.369 Deficiency judgments. 
(a) Mortgages insured on or after 

March 28, 1988. (1) For mortgages in-
sured pursuant to firm commitments 
issued on or after March 28, 1988, or 
pursuant to direct endorsement proc-
essing where the credit worksheet was 
signed by the mortgagee’s underwriter 
on or after March 28, 1988, the Sec-
retary may require the mortgagee dili-
gently to pursue a deficiency judgment 
in connection with any foreclosure. 
With respect to claims filed for insur-
ance benefits on such mortgages, any 
judgment obtained by the mortgagee 
must be assigned to the Secretary. 

(2) In cases where the Secretary re-
quires the pursuit of a deficiency judg-
ment and provides the mortgagee with 
the Secretary’s estimate of the fair 
market value of the property, less ad-
justments, in accordance with 
§ 203.368(e) of this part, the mortgagee 
must tender a bid at the foreclosure 
sale in that amount, and must take all 
other appropriate steps in accordance 

with State law to obtain a deficiency 
judgment. 

(b) Mortgages insured before March 28, 
1988. For mortgages insured pursuant 
to firm commitments issued before 
March 28, 1988, or pursuant to direct 
endorsement processing where the 
credit worksheet was signed by the 
mortgagee’s underwriter before March 
28, 1988, the Secretary may request 
that the mortgage diligently pursue a 
deficiency judgment in connection 
with the foreclosure. With respect to 
claims filed for insurance benefits on 
such mortgages, any judgment ob-
tained by the mortgagee must be as-
signed to the Secretary. 

(c) In cases where pursuit of a defi-
ciency judgment is requested or re-
quired under this section, the Commis-
sioner, where the Commissioner deter-
mines it appropriate under State law 
requirements, may extend the other-
wise applicable period of time within 
which a deficiency judgment (and other 
claims against the mortgagor) and re-
lated credit documents must be as-
signed to the Commissioner under 
§ 203.360, § 203.367 or § 203.368 of this sub-
part. 

(d) In addition to meeting the re-
quirements of § 203.356, in cases where 
the Commissioner determines it nec-
essary because of State law require-
ments, the Commissioner may also re-
quire (or request, as the Commissioner 
may determine) the mortgagee to pro-
vide the Commissioner with notice of 
the mortgagee’s intent to institute 
foreclosure proceedings a reasonable 
amount of time before proceedings are 
instituted, in order that the Commis-
sioner may be able effectively to re-
quire or request the mortgagee, in ap-
propriate cases, to seek a deficiency 
judgment. 

(The information collection requirements 
contained in this section have been approved 
by the Office of Management and Budget 
under control number 2535–0093) 

[53 FR 4387, Feb. 16, 1988, as amended at 57 
FR 47972, Oct. 20, 1992; 61 FR 36453, July 10, 
1996] 

§ 203.370 Pre-foreclosure sales. 
(a) General. HUD will pay FHA insur-

ance benefits to mortgagees in cases 
where, in accordance with all regula-
tions and procedures applicable to pre- 

VerDate Sep<11>2014 08:54 Jul 06, 2015 Jkt 235083 PO 00000 Frm 00228 Fmt 8010 Sfmt 8010 Y:\SGML\235083.XXX 235083w
re

ie
r-

av
ile

s 
on

 D
S

K
5T

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R



219 

Office of Assistant Secretary for Housing, HUD § 203.371 

foreclosure sales, the mortgaged prop-
erty is sold by the mortgagor, after de-
fault and prior to foreclosure, at its cur-
rent fair market value (less adjust-
ments as the Commissioner may deem 
appropriate) but for less than the mort-
gage loan amount currently out-
standing. 

(b) Notification of mortgagor. The 
mortgagee shall give notice, according 
to prescribed procedures, of the oppor-
tunity to be considered for the pre- 
foreclosure sale procedure to each 
mortgagor in default. All notices to 
mortgagors must be in an accessible 
format, if requested, or if required by 
the person’s known disability, as re-
quired by 24 CFR part 9. 

(c) Eligibility for the Pre-foreclosure 
Sale Procedure. In order to be consid-
ered for the pre-foreclosure sale proce-
dure, a mortgagor: 

(1) Must be an owner occupant in a 
single family residence that is security 
for a mortgage insured under this part, 
unless otherwise prescribed by the Sec-
retary. 

(2) Must have an account in default, 
for such period as determined by the 
Secretary, which default is the result 
of an adverse and unavoidable financial 
situation. 

(3) Must have, at the time applica-
tion is made to pursue a pre-fore-
closure sale, a mortgaged property 
whose current fair market value, com-
pared to the amount needed to dis-
charge the mortgage, meets the cri-
terion established by the Secretary, 
unless a variance is granted by the Sec-
retary. 

(4) Must have received an appropriate 
disclosure, as prescribed by the Sec-
retary. 

[59 FR 50144, Sept. 30, 1994, as amended at 61 
FR 35018, July 3, 1996; 72 FR 56161, Oct. 2, 
2007] 

§ 203.371 Partial claim. 

(a) General. Notwithstanding the con-
veyance, sale or assignment require-
ments for payment of a claim else-
where in this part, HUD will pay par-
tial FHA insurance benefits to mortga-
gees after a period of forbearance, the 
maximum length of which HUD will 
prescribe, and in accordance with this 
section. 

(b) Requirements. The following condi-
tions must be met for payment of a 
partial claim: 

(1) The mortgagor has been delin-
quent for at least 4 months or such 
other time prescribed by HUD; 

(2) The amount of the arrearage has 
not exceeded the equivalent of 12 
monthly mortgage payments; 

(3) The mortgagor is able to resume 
making full monthly mortgage pay-
ments; 

(4) The mortgagor is not financially 
able to make sufficient additional pay-
ments to repay the arrearage within a 
time frame specified by HUD; 

(5) The mortgagor is not financially 
qualified to support monthly mortgage 
payments on a modified mortgage or 
on a refinanced mortgage in which the 
total arrearage is included; and 

(6) The mortgagor must have made a 
minimum number of monthly pay-
ments as prescribed by the Secretary 
on a case-by-case basis. 

(c) Repayment of the subordinate lien. 
The mortgagor must execute a mort-
gage in favor of HUD with terms and 
conditions acceptable to HUD for the 
amount of the partial claim under 
§ 203.414(a). HUD may require the mort-
gagee to be responsible for servicing 
the subordinate mortgage on behalf of 
HUD. 

(d) Application for insurance benefits. 
Along with the prescribed application 
for partial claim insurance benefits, 
the mortgagee shall provide HUD with 
the original credit instrument no later 
than 60 days after execution. The mort-
gagee shall provide HUD with the origi-
nal security instrument, required by 
paragraph (c) of this section, no later 
than 6 months following the date of 
execution. If the mortgagee experi-
ences a delay from the recording au-
thority, it may request an extension of 
time, in writing, from HUD. If the 
mortgagee does not provide the origi-
nal of the note and security instrument 
within the prescribed deadlines, the 
mortgagee shall be required to reim-
burse the amount of the claim paid, in-
cluding the incentive. 

[61 FR 35018, July 3, 1996, as amended at 62 
FR 60130, Nov. 6, 1997; 72 FR 56161, Oct. 2, 
2007] 
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CONDITION OF PROPERTY 

§§ 203.375–203.376 [Reserved] 

§ 203.377 Inspection and preservation 
of properties. 

The mortgagee, upon learning that a 
property subject to a mortgage insured 
under this part is vacant or abandoned, 
shall be responsible for the inspection 
of such property at least monthly, if 
the loan thereon is in default. When a 
mortgage is in default and a payment 
thereon is not received within 45 days 
of the due date, and efforts to reach the 
mortgagor by telephone within that pe-
riod have been unsuccessful, the mort-
gagee shall be responsible for a visual 
inspection of the security property to 
determine whether the property is va-
cant. The mortgagee shall take reason-
able action to protect and preserve 
such security property when it is deter-
mined or should have been determined 
to be vacant or abandoned until its 
conveyance to the Secretary, if such 
action does not constitute an illegal 
trespass. ‘‘Reasonable action’’ includes 
the commencement of foreclosure 
within the time required by § 203.355(b) 
of this part. 

[57 FR 47972, Oct. 20, 1992] 

§ 203.378 Property condition. 
(a) Condition at time of transfer. When 

the property is transferred, or a mort-
gage is assigned to the Commissioner, 
the property shall be undamaged by 
fire, earthquake, flood, or tornado, ex-
cept as set forth in this subpart. 

(b) Damage to property by waste. The 
mortgagee shall not be liable for dam-
age to the property by waste com-
mitted by the mortgagor, its heirs, suc-
cessors or assigns in connection with 
mortgage insurance claims paid on or 
after July 2, 1968. 

(c) Mortgagee responsibility. The mort-
gagee shall be responsible for: 

(1) Damage by fire, flood, earthquake, 
hurricane, or tornado; 

(2) Damage to or destruction of secu-
rity properties on which the loans are 
in default and which properties are va-
cant or abandoned, when such damage 
or destruction is due to the mortga-
gee’s failure to take reasonable action 
to inspect, protect and preserve such 
properties as required by § 203.377 of 

this part, as to all mortgages insured 
on or after January 1, 1977; and 

(3) As to all mortgages insured under 
firm commitments issued on or after 
November 19, 1992, or under direct en-
dorsement processing where the credit 
worksheet was signed by the mortga-
gee’s underwriter on or after November 
19, 1992, any damage of whatsoever na-
ture that the property has sustained 
while in the possession of the mortgage 
if the property is conveyed to the Sec-
retary without notice to and approval 
by the Secretary as required by § 203.379 
of this part. 

(d) Limitation. The mortgagee’s re-
sponsibility for property damage shall 
not exceed the amount of its insurance 
claim as to a particular property. 

[36 FR 34508, Dec. 22, 1971. Redesignated and 
amended at 41 FR 49735, Nov. 10, 1976; 57 FR 
47973, Oct. 20, 1992; 58 FR 32057, June 8, 1993; 
61 FR 36265, July 9, 1996; 61 FR 36453, July 10, 
1996] 

§ 203.379 Adjustment for damage or 
neglect. 

(a) If the property has been damaged 
by fire, flood, earthquake, hurricane, 
or tornado, or, for mortgages insured 
on or after January 1, 1977, the prop-
erty has suffered damage because of 
the mortgagee’s failure to take action 
as required by § 203.377, the damage 
must be repaired before conveyance of 
the property or assignment of the 
mortgage to the Secretary, except 
under the following conditions: 

(1) If the prior approval of the Sec-
retary is obtained, there will be de-
ducted from the insurance benefits the 
Secretary’s estimate of the cost of re-
pairing the damage or any insurance 
recovery received by the mortgagee, 
whichever is greater. 

(2) If the property has been damaged 
by fire and was not covered by fire in-
surance at the time of the damage, or 
the amount of insurance coverage was 
inadequate to repair fully the damage, 
only the amount of insurance recovery 
received by the mortgagee, if any, will 
be deducted from the insurance bene-
fits, provided the mortgagee certifies, 
at the time that a claim is filed for in-
surance benefits, that: 

(i) At the time the mortgage was in-
sured, the property was covered by fire 
insurance in an amount at least equal 
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to the lesser of 100 percent of the insur-
able value of the improvements, or the 
principal loan balance of the mortgage; 
and 

(ii) The insurer later cancelled this 
coverage or refused to renew it for rea-
sons other than nonpayment of pre-
mium; and 

(iii) The mortgagee made diligent 
though unsuccessful efforts within 30 
days of any cancellation or non-re-
newal of hazard insurance, and at least 
annually thereafter, to secure other 
coverage or coverage under a FAIR 
Plan, in an amount described in para-
graph (a)(2)(i) of this section, or if cov-
erage to such an extent was unavail-
able at a reasonable rate, the greatest 
extent of coverage that was available 
at a reasonable rate; and 

(iv) The extent of coverage obtained 
by the mortgagee in accordance with 
paragraph (a)(2)(iii) of this section was 
the greatest available at a reasonable 
rate, or if the mortgagee was unable to 
obtain insurance, none was available at 
a reasonable rate; and 

(v) The mortgagee took the actions 
required by § 203.377 of this part. 

(3) The certification requirements set 
out in paragraph (a)(2) of this section 
apply to any mortgage insured by HUD 
on or after September 22, 1980, for 
which a claim has not been filed before 
September 30, 1986. Any mortgage in-
sured on or after September 22, 1980, for 
which a claim has been filed before 
September 30, 1986, but the claim has 
not been settled before that date, will 
be governed by § 203.379(b) (1986) Edition 
as it existed immediately before Sep-
tember 30, 1986. 

(4)(i) As used in this section, reason-
able rate means a rate that is not in ex-
cess of the rate or advisory rate set by 
the principal State-licensed rating or-
ganization for essential property insur-
ance in the voluntary market, or if 
coverage is available under a FAIR 
Plan, the FAIR Plan rate. 

(ii) If a State has neither a FAIR 
Plan nor a State-licensed rating orga-
nization for essential property insur-
ance in the voluntary market, the 
mortgagee must provide to the HUD 
Field Office having jurisdiction, infor-
mation concerning the lowest rates 
available from an insurer for the types 
of coverage involved, with a request for 

a determination of whether the rate is 
reasonable. HUD will determine the 
rate to be reasonable if it approximates 
the rate assessed for comparable insur-
ance coverage applicable to similarly 
situated properties in a State that of-
fers a FAIR Plan or maintains a State- 
licensed rating organization. 

(b) For mortgages insured under firm 
commitments issued on or after No-
vember 19, 1992, or under direct en-
dorsement processing where the credit 
worksheet was signed by the mortga-
gee’s underwriter on or after November 
19, 1992, the provisions of paragraph (a) 
of this section apply and, in addition, if 
the property has been damaged during 
the time of the mortgagee’s possession 
by events other than fire, flood, earth-
quake, hurricane, or tornado, or if it 
was damaged notwithstanding reason-
able action by the mortgagee as re-
quired by § 203.377 of this part, the 
mortgagee must provide notice of such 
damage to the Secretary and may not 
convey until directed to do so by the 
Secretary. The Secretary will either: 

(1) Allow the mortgagee to convey 
the property damaged; or 

(2) Require the mortgagee to repair 
the damage before conveyance, and the 
Secretary will reimburse the mort-
gagee for reasonable payments not in 
excess of the Secretary’s estimate of 
the cost of repair, less any insurance 
recovery. 

(c) In the event the damaged prop-
erty is conveyed to the Secretary with-
out prior notice or approval as pro-
vided in paragraphs (a) or (b) of this 
section, the Secretary may: 

(1) After notice, reconvey the prop-
erty to the mortgagee and the mort-
gagee must reimburse the Secretary in 
accordance with §§ 203.363 and 203.364 of 
this part, or 

(2) Require the mortgagee to reim-
burse the Secretary for the greater of 
the Secretary’s estimate of the cost of 
repair or any insurance recovery. 

[57 FR 47973, Oct. 20, 1992, as amended at 61 
FR 36265, July 9, 1996] 

§ 203.380 Certificate of property condi-
tion. 

(a) The mortgagee shall either: 
(1) Certify that as of the date of the 

filing of deed for record, or assignment 
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of the mortgage to the Secretary, the 
property was: 

(i) Undamaged by fire, flood, earth-
quake, hurricane or tornado; and 

(ii) As to mortgages insured or for 
which commitments to insure were 
issued on or after January 2, 1977, 
undamaged due to failure of the mort-
gagee to take action as required by 
§ 203.377; and 

(iii) As to mortgages insured under 
firm commitments issued on or after 
November 19, 1992, or under direct en-
dorsement processing where the credit 
worksheet was signed by the mortga-
gee’s underwriter on or after November 
19, 1992, undamaged while the property 
was in the possession of the mortgage; 
or 

(2) Attach to its claim a copy of the 
Secretary’s authorization to convey 
the property in damaged condition. 

(b) In the absence of evidence to the 
contrary, the mortgagee’s certificate 
or description of the damage shall be 
accepted by the Secretary as estab-
lishing the condition of the property, 
as of the date of the filing of the deed 
or assignment of the mortgage. 

[57 FR 47973, Oct. 20, 1992, as amended at 61 
FR 36265, July 9, 1996; 61 FR 36453, July 10, 
1996] 

§ 203.381 Occupancy of property. 

The mortgagee shall certify that the 
property is vacant and contains no per-
sonal property as of the date of filing 
for record of the deed to the Secretary 
or that the Secretary has consented to 
accept the property occupied. 

[45 FR 59563, Sept. 10, 1980] 

§ 203.382 Cancellation of hazard insur-
ance. 

The mortgagee shall cancel any haz-
ard insurance policy as of the date of 
the filing for record of the deed to the 
Commissioner subject to the following 
conditions: 

(a) The amount of the return pre-
mium due the mortgagee because of 
such cancellation may be calculated on 
a ‘‘short-rate’’ basis and reported on 
fiscal data supporting the application 
for debentures and the amount shall be 
deducted from the total amount 
claimed. 

(b) If the mortgagee’s calculation of 
the return premium is less than the ac-
tual return, the amount of the dif-
ference between the actual refund and 
the calculated amount shall be remit-
ted to the Commissioner, accompanied 
by the carrier’s or agent’s statement. 

(c) If the mortgagee’s calculation of 
the return premium is more than the 
actual return, the mortgagee may file 
with the Commissioner a claim, sup-
ported by the carrier’s or agent’s state-
ment of the amount of the refund, 
whereupon the Commissioner shall 
issue a check to the mortgagee in set-
tlement of the claim. 

PROPERTY TITLE TRANSFERS AND TITLE 
WAIVERS 

§ 203.385 Types of satisfactory title evi-
dence. 

The following types of title evidence 
shall be satisfactory to the Commis-
sioner: 

(a) Fee or owner’s title policy. A fee or 
owner’s policy of title insurance, a 
guaranty or guarantee of title, or a 
certificate of title, issued by a title 
company, duly authorized by law and 
qualified by experience to issue such 
instruments. If an owner’s policy of 
title insurance is furnished, it shall 
show title in the Commissioner and 
inure to the benefit of his successors in 
office. 

(b) Mortgagee’s policy of title insur-
ance. A mortgagee’s policy of title in-
surance supplemented by an Abstract 
and an Attorney’s Certificate of Title 
covering the period subsequent to the 
date of the mortgage, the terms of the 
policy shall be such that the liability 
of the title company will continue in 
favor of the Commissioner after title is 
conveyed to him. The policy may be 
drawn in favor of the mortgagee and 
the Federal Housing Commissioner, ‘‘as 
their interests may appear’’, with the 
consent of the title company endorsed 
thereon; 

(c) Abstract and legal opinion. An ab-
stract of title prepared by an abstract 
company or individual engaged in the 
business of preparing abstracts of title 
and accompanied by the legal opinion 
as to the quality of such title signed by 
an attorney at law experienced in ex-
amination of titles. If title evidence 
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consists of an Abstract and an Attor-
ney’s Certificate of Title, the search 
shall extend for at least forty years 
prior to the date of the Certificate to a 
well recognized source of good title; 

(d) Torrens of similar certificate. A 
Torrens or similar title certificate; or 

(e) Title standard of U.S. or State gov-
ernment. Evidence of title conforming 
to the standards of a supervising 
branch of the Government of the 
United States or of any State or Terri-
tory thereof. 

§ 203.386 Coverage of title evidence. 
Evidence of title shall be executed as 

of a date to include the recordation of 
the deed to the Commissioner. The evi-
dence of title shall show that according 
to the public records, there are not, at 
such date, any outstanding prior liens, 
including any past-due and unpaid 
ground rents, general taxes or special 
assessments. 

§ 203.387 Acceptability of customary 
title evidence. 

If the title and title evidence are 
such as to be acceptable to prudent 
lending institutions and leading attor-
neys generally in the community in 
which the property is situated, such 
title and title evidence shall be satis-
factory to the Secretary and shall be 
considered as good and marketable. In 
cases of disagreement, the Secretary 
will make the final decision. 

[57 FR 47974, Oct. 20, 1992] 

§ 203.389 Waived title objections. 
The Commissioner shall not object to 

title by reason of the following mat-
ters: 

(a) Violations of a restriction based 
on race, color or creed, even where 
such restriction provides for a penalty 
of reversion or forfeiture of title or a 
lien for liquidated damage. 

(b)(1) Aviation easements, which 
were approved by the Secretary at the 
time of the origination of the mort-
gage, and other customary easements 
for public utilities, party walls, drive-
ways, and other purposes. 

(2) Easements for public utilities 
along one or more of the property lines 
and extending not more than 10 feet 
therefrom and for drainage or irriga-
tion ditches along the rear 10 feet of 

the property, provided the exercise of 
the rights thereunder do not interfere 
with any of the buildings or improve-
ments located on the subject property. 

(c) Easements for underground con-
duits which are in place and do not ex-
tend under any buildings on the subject 
property; 

(d) Mutual easements for joint drive-
ways constructed partly on the subject 
property and partly on adjoining prop-
erty, provided the agreements creating 
such easements are of record; 

(e) Encroachments on the subject 
property by improvements on adjoining 
property where such encroachments do 
not exceed 1 foot, provided such en-
croachments do not touch any build-
ings or interfere with the use of any 
improvements on the subject property; 

(f) Encroachments on adjoining prop-
erty by eaves and overhanging projec-
tions attached to improvements on 
subject property where such encroach-
ments do not exceed 1 foot. 

(g) Encroachments on adjoining prop-
erty by hedges, wooden or wire fences 
belonging to the subject property; 

(h) Encroachments on adjoining prop-
erty by driveways belonging to subject 
property where such encroachments do 
not exceed 1 foot, provided there exists 
a clearance of at least 8 feet between 
the buildings on the subject property 
and the property line affected by the 
encroachment; 

(i) Variations between the length of 
the subject property lines as shown on 
the application for insurance and as 
shown by the record or possession 
lines, provided such variations do not 
interfere with the use of any of the im-
provements on the subject property 
and do not involve a deficiency of more 
than 2 percent with respect to the 
length of the front line or more than 5 
percent with respect to the length of 
any other line; 

(j) Encroachments by garages or im-
provements other than those which are 
attached to or a portion of the main 
dwelling structure over easements for 
public utilities, provided such en-
croachment does not interfere with the 
use of the easement or the exercise of 
the rights of repair and maintenance in 
connection therewith; 
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(k) Violations of cost or set back re-
strictions which do not provide a pen-
alty of reversion or forfeiture of title, 
or a lien for liquidated damages which 
may be superior to the lien of the in-
sured mortgage. Violations of such re-
strictions which do provide for such 
penalties, provided such penalty rights 
have been duly released or subordi-
nated to the lien of the insured mort-
gage, or provided a policy of title in-
surance is furnished expressly insuring 
the Commissioner against loss by rea-
son of such penalties. 

(l) Customary building and use re-
strictions which: 

(1) Are coupled with a reversionary 
clause, provided there has been no vio-
lation prior to the date of the deed to 
the Commissioner; or 

(2) Are not coupled with a rever-
sionary clause and have not been vio-
lated to a material extent. 

(m) Outstanding oil, water or mineral 
rights (or damage caused by the exer-
cise of such rights) which are custom-
arily waived by prudent leading insti-
tutions and leading attorneys in the 
community. 

(n) The voluntary or involuntary 
conveyance of a part of the subject 
property pursuant to condemnation 
proceedings or in lieu of condemnation 
proceedings, if: 

(1) The part conveyed does not exceed 
10 percent by area of the property; 

(2) No damage to existing structures, 
improvements, or unrepaired damage 
to sewage, water, or paving has been 
suffered; 

(3) All of the payment received as 
compensation for the taking by con-
demnation or conveyance in lieu of 
condemnation has been applied to re-
duction of the mortgage indebtedness; 

(4) The conveyance occurred subse-
quent to insurance of the mortgage; 
and 

(5) There is included with the docu-
ments and information furnished the 
Commissioner with the application for 
insurance benefits, a statement by the 
mortgagee that the requirements of 
this paragraph have been met. 

(o) Federal tax liens and rights of re-
demption arising therefrom if the fol-
lowing conditions are observed. If the 
mortgagee acquires the property by 
foreclosure the mortgagee shall give 

notice to the Internal Revenue Service 
(IRS) of the foreclosure action. The 
Commissioner will not object to an 
outstanding right of redemption in IRS 
if: (1) The Federal tax lien was per-
fected subsequent to the date of the 
mortgage lien, and (2) The mortgagee 
has bid an amount sufficient to make 
the mortgagee whole if the property is 
in fact redeemed by the IRS. 

[36 FR 34508, Dec. 22, 1971, as amended at 41 
FR 49736, Nov. 10, 1976; 72 FR 56161, Oct. 2, 
2007] 

§ 203.390 Waiver of title—mortgages or 
property formerly held by the Sec-
retary. 

(a) Mortgages sold by the Secretary. (1) 
If the Secretary sells a mortgage and 
such mortgage is later reassigned to 
him or the property covered by such 
mortgage is later conveyed to him, he 
will not object to title by reason of any 
lien or other adverse interest that was 
senior to the mortgage on the date of 
the original sale of such mortgage. 

(2) The Secretary will accept an as-
signment of a mortgage previously sold 
by him, where the mortgagee is unable 
to complete foreclosure because of a 
defect in the mortgage instrument, a 
defect in the mortgage transaction, or 
a defect in title which existed at or 
prior to the time the mortgage assign-
ment was filed for record. In such in-
stances, the Secretary will not object 
to title by reason of any such defect. 

(b) Property sold by the Secretary. (1) If 
a property held by the Secretary is sold 
by the Secretary who also insures a 
mortgage financing the sale, and the 
mortgage is later reassigned to the 
Secretary or the property covered by 
the mortgage is later conveyed to the 
Secretary, the Secretary will not ob-
ject to title by reason of any lien or 
other adverse interest that was senior 
to the mortgage on the date the mort-
gage was filed for record, except where 
the lien or other adverse interest arose 
from a lien or interest that had already 
been recorded against the mortgagor. 

(2) The Secretary will accept an as-
signment of a mortgage executed in 
connection with the sale of property by 
the Secretary, where the mortgagee is 
unable to complete foreclosure because 
of a defect in the mortgage instrument, 
a defect in the mortgage transaction, 
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or a defect in title which existed at or 
prior to the time the mortgage was 
filed for record, except where the de-
fect arose from a lien or interest that 
had already been recorded against the 
mortgagor on the date that the mort-
gage was filed for record. Except for 
the case of a lien or interest that had 
already been recorded against the 
mortgagor, the Secretary will not ob-
ject to title by reason of any of the 
above defects. 

[36 FR 24508, Dec. 22, 1971, as amended at 58 
FR 35370, July 1, 1993; 61 FR 36265, July 9, 
1996] 

§ 203.391 Title objection waiver with 
reduced insurance benefits. 

Payment of an insurance claim will 
not automatically be refused solely be-
cause the title evidence reveals a con-
dition of title not taken into consider-
ation in the original appraisal and not 
covered by the provisions of § 203.389 of 
this part, or not otherwise waived in 
writing by the Secretary. In such in-
stances, the Secretary may, at his or 
her option, approve the payment of a 
claim if the mortgagee agrees to accept 
a reduction in insurance benefits con-
sidered adequate by the Secretary to 
compensate for any anticipated loss to 
the Mutual Mortgage Insurance Fund 
as a result of the existence of the title 
condition at the time of claim. 

[57 FR 47974, Oct. 20, 1992] 

PAYMENT OF INSURANCE BENEFITS 

§ 203.400 Method of payment. 

If the application for insurance bene-
fits is acceptable to the Commissioner 
payment of the insurance claim shall 
be made in cash, in debentures or in a 
combination of both, as determined by 
the Commissioner at the time of pay-
ment except that where the mortgage 
is insured pursuant to section 223(e) of 
the Act such claim shall be paid in 
cash from the Special Risk Insurance 
Fund, unless the mortgagee files a 
written request with the application 
for payment in debentures. If such a re-
quest is made, the claim shall be paid 
by issuing debentures. 

[36 FR 24508, Dec. 22, 1971; 43 FR 13511, Mar. 
31, 1978] 

§ 203.401 Amount of payment—con-
veyed and non-conveyed properties. 

(a) Conveyed properties. Where a claim 
for the insurance benefits is filed in ac-
cordance with this subpart, based on 
the conveyance of title to the mort-
gaged property to the Commissioner, 
the amount of the insurance benefits 
shall be computed by adding to the 
original principal balance of the mort-
gage (as increased by the amount of 
open-end advances made by the mort-
gagee and approved by the Commis-
sioner) which was unpaid on the date of 
the institution of foreclosure pro-
ceedings, on the date of the acquisition 
of the property otherwise after default, 
or on the date the property was ac-
quired by the Commissioner under a di-
rect conveyance by the mortgagor, the 
amount of all payments made by the 
mortgagee and allowances for items set 
forth in § 203.402, less all applicable 
items set forth in § 203.403. 

(b) Claims without conveyance of title. 
(1) If the mortgagee acquires title to 
the mortgaged property pursuant to a 
bid amount equal to the Commis-
sioner’s adjusted fair market value and 
the mortgagee elects to retain title as 
provided in § 203.368(g)(2), or if the 
mortgagee acquires title pursuant to a 
bid in excess of the Commissioner’s ad-
justed fair market value (see 
§ 203.368(g)(4)), the amount of the insur-
ance benefits shall be determined by 
deducting the amount bid at the sale 
from the original principal balance of 
the mortgage (as increased by the 
amount of open-end advances made by 
the mortgagee and approved by the 
Commissioner) which was unpaid on 
the date of institution of the fore-
closure proceedings, and adding to the 
difference, if any, all applicable items 
set forth in § 203.402 and subtracting 
therefrom all applicable items set forth 
in § 203.403; provided however, that ap-
propriate adjustment shall be made for 
any such items covered by proceeds of 
the foreclosure sale. 

(2) If a party other than the mort-
gagee acquires title to the mortgaged 
property pursuant to a bid at fore-
closure sale not less in amount than 
the Commissioner’s adjusted fair mar-
ket value, the amount of the insurance 
benefits shall be determined by deduct-
ing the proceeds of the foreclosure sale 
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distributed to the mortgagee from the 
original principal balance of the mort-
gage (as increased by the amount of 
open-end advances made by the mort-
gagee and approved by the Commis-
sioner) which was unpaid on the date of 
the foreclosure proceedings, and adding 
to the difference, if any, all applicable 
items set forth in § 203.402 and sub-
tracting therefrom all applicable items 
set forth in § 203.403; provided, however, 
that appropriate adjustment shall be 
made for any such items covered by the 
proceeds of the foreclosure sale. 

(3) If the mortgagee acquires title to 
the mortgaged property pursuant to a 
bid not less in amount than the Com-
missioner’s adjusted fair market value, 
and the mortgagor or another party re-
deems the property, the amount of the 
insurance benefits shall be determined 
by deducting the amount paid to re-
deem the property and received by the 
mortgagee from the original principal 
balance of that mortgage (as increased 
by the amount of open-end advances 
made by the mortgagee and approved 
by the Commissioner) which was un-
paid on the date of the institution of 
foreclosure proceedings, and adding to 
the difference, if any, all applicable 
items set forth in § 203.402 and sub-
tracting therefrom all applicable items 
set forth in § 203.403; provided however, 
that appropriate adjustments shall be 
made for any such items covered by 
that amount paid by the mortgagor or 
other party to redeem the property. 

(c) Pre-foreclosure Sales. Where a 
claim for insurance benefits is filed in 
accordance with this subpart, based on 
a pre-foreclosure sale approved by or 
on behalf of the Secretary (under the 
provisions of § 203.370), the amount of 
insurance benefits shall be computed 
by adding to the original principal bal-
ance of the mortgage (as increased by 
the amount of open-end advances made 
by the mortgagee and approved by the 
Commissioner) which was unpaid on 
the date of closing of the pre-fore-
closure sale, the amount of all applica-
ble items set forth in § 203.402; provided 
however that appropriate adjustment 
shall be made for any such items cov-
ered by proceeds of the pre-foreclosure 
sale. 

(d) Final Payment. (1) The mortgagee 
may not file for any additional pay-

ments of its mortgage insurance claim 
after six months from payment by the 
Commissioner of the final payment ex-
cept for: 

(i) Cases where the Commissioner re-
quests or requires a deficiency judg-
ment. 

(ii) Other cases where the Commis-
sioner determines it appropriate and 
expressly authorizes an extension of 
time. 

(2) For the purpose of this section, 
the term final payment shall mean, in 
the case of claims filed for conveyed 
properties, the payment under subpart 
B of this part which is made by the 
Commissioner based upon the submis-
sion by the mortgagee of all required 
documents and information filed pursu-
ant to § 203.365. In the case of claims 
filed under claims without conveyance 
of title, final payment shall mean the 
payment which is made by the Com-
missioner based upon submission by 
the mortgagee of all required docu-
ments and information filed pursuant 
to §§ 203.368 and 203.401(b). In the case of 
claims filed pursuant to pre-foreclosure 
sales, final payment shall mean the pay-
ment which is made by the Commis-
sioner based upon submission by the 
mortgagee of all required documents 
and information filed pursuant to 
§§ 203.370 and 203.401(d). 

[52 FR 1328, Jan. 13, 1987, as amended at 56 
FR 3215, Jan. 29, 1991; 59 FR 50144, Sept. 30, 
1994] 

§ 203.402 Items included in payment— 
conveyed and non-conveyed prop-
erties. 

The insurance benefits paid in con-
nection with foreclosed properties, 
whether or not conveyed to the Com-
missioner; and those properties con-
veyed to the Commissioner as a result 
of a deed in lieu of foreclosure; and 
those properties sold under an ap-
proved pre-foreclosure sale shall in-
clude the following items: 

(a) Taxes, ground rents, water rates, 
and utility charges that are liens prior 
to the mortgage. 

(b) Special assessments, which are 
noted on the application for insurance 
or which become liens after the insur-
ance of the mortgage. 

(c) Hazard insurance premiums on 
the mortgaged property not in excess 
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of a reasonable rate as defined in 
§ 203.379(a)(4). 

(d) Periodic MIP or open-end insur-
ance charges; 

(e) Taxes imposed upon any deeds or 
other instruments by which said prop-
erty was acquired by the mortgagee 
and transferred or conveyed to the 
Commissioner, or was acquired by the 
mortgagee and retained pursuant to 
§ 203.368; 

(f) Foreclosure costs or costs of ac-
quiring the property otherwise (includ-
ing costs of acquiring the property by 
the mortgagee and of conveying and 
evidencing title to the property to 
HUD, but not including any costs borne 
by the mortgagee to correct title de-
fects) actually paid by the mortgagee 
and approved by HUD, in an amount 
not in excess of two-thirds of such 
costs or $75, whichever is the greater. 
For mortgages insured on or after Feb-
ruary 1, 1998, the Secretary will reim-
burse a percentage of foreclosure costs 
or costs of acquiring the property, 
which percentage shall be determined 
in accordance with such conditions as 
the Secretary shall prescribe. Where 
the foreclosure involves a mortgage 
sold by the Secretary on or after Au-
gust 1, 1969, or a mortgage executed in 
connection with the sale of property by 
the Secretary on or after such date, the 
mortgagee shall be reimbursed (in ad-
dition to the amount determined under 
the foregoing) for any extra costs in-
curred in the foreclosure as a result of 
a defect in the mortgage instrument, 
or a defect in the mortgage transaction 
or a defect in title which existed at or 
prior to the time the mortgage (or its 
assignment by the Secretary) was filed 
for record, if the mortgagee establishes 
to the satisfaction of the Commissioner 
that such extra costs are over and 
above those customarily incurred in 
the area. 

(g)(1) For mortgages insured under firm 
commitments issued before November 19, 
1992, or under direct endorsement proc-
essing where the credit worksheet was 
signed by the mortgagee’s underwriter be-
fore November 19, 1992, reasonable pay-
ments made by the mortgagee, with 
the approval of the Secretary, for the 
purpose of protecting, operating, or 
preserving the property, or removing 
debris from the property. 

(2) For mortgages insured under firm 
commitments issued on or after November 
19, 1992, or under direct endorsement proc-
essing where the credit worksheet was 
signed by the mortgagee’s underwriter on 
or after November 19, 1992, reasonable 
payments made by the mortgagee, with 
the approval of the Secretary, for the 
purpose of protecting, operating, or 
preserving the property, or removing 
debris from the property prior to the 
time of conveyance required by § 203.359 
of this part. 

(3) Reasonable costs for performing 
the inspections required by § 203.377 of 
this part and to determine if the prop-
erty is vacant or abandoned are consid-
ered to be costs of protecting, oper-
ating or preserving the property. 

(h) Any uncollected mortgage inter-
est allowed pursuant to an approved 
forbearance plan; 

(i) An amount which the Commis-
sioner finds to be sufficient to com-
pensate the mortgagee for any loss 
which it may have sustained on ac-
count of interest on debentures and the 
payment of any MIP and open-end in-
surance charge by reason of its having 
postponed the institution of fore-
closure proceedings or the acquisition 
of the property by other means under a 
mortgage to which the provisions of 
sections 302 and 306 of the Soldiers’ and 
Sailors’ Civil Relief Act of 1940, as 
amended, apply during any part or all 
of the period of the mortgagor’s mili-
tary service and three months there-
after; 

(j) Charges for the administration, 
operation, maintenance, or repair of 
community-owned property or the 
maintenance or repair of the mort-
gaged property, paid by the mortgagee 
for the purpose of discharging an obli-
gation arising out of a covenant filed 
for record prior to the issuance of the 
mortgage; and charges for the repair or 
maintenance of the mortgaged prop-
erty required by, and in an amount ap-
proved by, the Secretary under § 203.379 
of this part. 

(k)(1) Except as provided in para-
graphs (k)(1)(i) and (ii) of this section, 
for properties conveyed to the Sec-
retary and endorsed for insurance on or 
before January 23, 2004, an amount 
equivalent to the debenture interest 
that would have been earned, as of the 
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date such payment is made, on the por-
tion of the insurance benefits paid in 
cash, if such portion had been paid in 
debentures, and for properties con-
veyed to the Secretary and endorsed 
for insurance after January 23, 2004, de-
benture interest at the rate specified in 
§ 203.405(b) from the date specified in 
§ 203.410, as applicable, to the date of 
claim payment, on the portion of the 
insurance benefits paid in cash. 

(i) When the mortgagee fails to meet 
any one of the applicable requirements 
of §§ 203.355, 203.356(b), 203.359, 203.360, 
203.365, 203.606(b)(l), or 203.366 within 
the specified time and in a manner sat-
isfactory to the Secretary (or within 
such further time as the Secretary may 
approve in writing), the interest allow-
ance in such cash payment shall be 
computed only to the date on which 
the particular required action should 
have been taken or to which it was ex-
tended; 

(ii) When the mortgagee fails to meet 
the requirements of § 203.356(a) within 
the specified time and in a manner sat-
isfactory to the Secretary (or within 
such further time as the Secretary may 
specify in writing), the interest allow-
ance in such cash payment shall be 
computed to a date set administra-
tively by the Secretary. 

(2)(i) Where a claim for insurance 
benefits is being paid without convey-
ance of title to the Commissioner in 
accordance with § 203.368 and was en-
dorsed for insurance on or before Janu-
ary 23, 2004, an amount equivalent to 
the sum of: 

(A) The debenture interest that 
would have been earned, as of the date 
the mortgagee or a party other than 
the mortgagee acquires good market-
able title to the mortgaged property, 
on an amount equal to the amount by 
which an insurance claim determined 
in accordance with § 203.401(a) exceeds 
the amount of the actual claim being 
paid in debentures; plus 

(B) The debenture interest that 
would have been earned from the date 
the mortgagee or a party other than 
the mortgagee acquires good market-
able title to the mortgaged property to 
the date when payment of the claim is 
made, on the portion of the insurance 
benefits paid in cash if such portion 
had been paid in debentures, except 

that if the mortgagee fails to meet any 
of the applicable requirements of 
§§ 203.355, 203.356, and 203.368(i)(3) and (5) 
within the specified time and in a man-
ner satisfactory to the Commissioner 
(or within such further time as the 
Commissioner may approve in writing), 
the interest allowance in such cash 
payment shall be computed only to the 
date on which the particular required 
action should have been taken or to 
which it was extended. 

(ii) Where a claim for insurance bene-
fits is being paid without conveyance 
of title to the Commissioner in accord-
ance with § 203.368 and was endorsed for 
insurance after January 23, 2004, an 
amount equivalent to the sum of: 

(A) Debenture interest at the rate 
specified in § 203.405(b) from the date 
specified in § 203.410, as applicable, to 
the date that the mortgagee or a party 
other than the mortgagee acquires 
good marketable title to the mort-
gaged property, on an amount equal to 
the amount by which an insurance 
claim determined in accordance with 
§ 203.401(a) exceeds the amount of the 
actual claim being paid in debentures; 
plus 

(B) Debenture interest at the rate 
specified in § 203.405(b) from the date 
the mortgagee or a person other than 
the mortgagee acquires good market-
able title to the mortgaged property to 
the date when payment of the claim is 
made, on the portion of the insurance 
benefits paid in cash, except that if the 
mortgagee fails to meet any of the ap-
plicable requirements of §§ 203.355, 
203.356, and 203.368(i)(3) and (5) of this 
chapter within the specified time and 
in a manner satisfactory to the Com-
missioner (or within such further time 
as the Commissioner may approve in 
writing), the interest allowance in such 
cash payment shall be computed only 
to the date on which the particular re-
quired action should have been taken 
or to which it was extended. 

(3)(i) Where a claim for insurance 
benefits is being paid following a pre- 
foreclosure sale, without foreclosure or 
conveyance to the Commissioner in ac-
cordance with § 203.370, and the mort-
gage was endorsed for insurance on or 
before January 23, 2004, an amount 
equivalent to the sum of: 
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(A) The debenture interest that 
would have been earned, as of the date 
of the closing of the pre-foreclosure 
sale on an amount equal to the amount 
by which an insurance claim deter-
mined in accordance with § 203.401(a) 
exceeds the amount of the actual claim 
being paid in debentures; plus 

(B) The debenture interest that 
would have been earned, from the date 
of the closing of the pre-foreclosure 
sale to the date when payment of the 
claim is made, on the portion of the in-
surance benefits paid in cash, if such 
portion had been paid in debentures; 
except that if the mortgagee fails to 
meet any of the applicable require-
ments of § 203.365 within the specified 
time and in a manner satisfactory to 
the Commissioner (or within such fur-
ther time as the Commissioner may ap-
prove in writing), the interest allow-
ance in such cash payment shall be 
computed only to the date on which 
the particular required action should 
have been taken or to which it was ex-
tended. 

(ii) Where a claim for insurance bene-
fits is being paid following a pre-fore-
closure sale, without foreclosure or 
conveyance to the Commissioner, in 
accordance with § 203.370, and the mort-
gage was endorsed for insurance after 
January 23, 2004, an amount equivalent 
to the sum of: 

(A) Debenture interest at the rate 
specified in § 203.405(b) from the date 
specified in § 203.410, as applicable, to 
the date of the closing of the pre-fore-
closure sale, on an amount equal to the 
amount by which an insurance claim 
determined in accordance with 
§ 203.401(a) exceeds the amount of the 
actual claim being paid in debentures; 
plus 

(B) Debenture interest at the rate 
specified in § 203.405(b) from the date of 
the closing of the pre-foreclosure sale 
to the date when the payment of the 
claim is made, on the portion of the in-
surance benefits paid in cash, except 
that if the mortgagee fails to meet any 
of the applicable requirements of 
§ 203.365 within the specified time and 
in a manner satisfactory to the Com-
missioner (or within such further time 
as the Commissioner may approve in 
writing), the interest allowance in such 
cash payment shall be computed only 

to the date on which the particular re-
quired action should have been taken 
or to which it was extended. 

(l) Reasonable costs of appraisal 
under § 203.368(e) or pursuant to 
§ 203.370; 

(m) Costs of additional advertising 
under 203.368(h); 

(n) Costs of foreclosure as computed 
in paragraph (f) of this section where 
the acquiring party is one other than 
the mortgagee, as provided in § 203.368; 

(o) In any case in which the Commis-
sioner, pursuant to § 203.369, requires or 
requests that the mortgagee seek a de-
ficiency judgment, an amount nec-
essary to reimburse the mortgagee for 
those additional costs incurred that ex-
ceed the costs of foreclosure. In those 
jurisidictions that require the initi-
ation of a judicial foreclosure action in 
order to obtain a deficiency judgment, 
a mortgagee shall receive full reim-
bursement for the costs of the fore-
closure action, where, but for the re-
quested deficiency judgment, judicial 
foreclosure would not have been nec-
essary. 

(p) An amount approved by HUD and 
paid to the mortgagor as consideration 
for the execution of a deed in lieu of 
foreclosure and, if authorized by HUD, 
an administrative fee approved by HUD 
paid to the mortgagee for its role in fa-
cilitating a successful deed in lieu of 
foreclosure, not to be subject to the 
payment of debenture interest thereon. 

(q) Reasonable costs incurred in 
evicting occupants and in removing 
personal property from acquired prop-
erties; 

(r) Notwithstanding any other provi-
sion in this section, the mortgagee will 
not be reimbursed for any expenses in-
curred in connection with the property 
after a reconveyance from the Sec-
retary to the mortgagee as provided in 
§ 203.363(b) of this part. 

(s) Reasonable costs of the title 
search ordered by the mortgagee, in ac-
cordance with procedures prescribed by 
HUD, to determine the status of a 
mortgagor meeting all other criteria 
for approval to participate in the pre- 
foreclosure sale procedure, or to deter-
mine if a mortgagor meets the criteria 
for approval of the mortgagee’s accept-
ance of a deed in lieu of foreclosure. 
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(t) The administrative fee as author-
ized by the Secretary and payable to 
the mortgagee for its role in facili-
tating a successful pre-foreclosure sale, 
said fee not to be subject to the pay-
ment of debenture interest thereon. 

[36 FR 34508, Dec. 22, 1971, as amended at 41 
FR 49736, Nov. 10, 1976; 45 FR 56801, Aug. 6, 
1980; 48 FR 28806, June 23, 1983; 51 FR 28551, 
Aug. 8, 1986; 52 FR 1329, Feb. 13, 1987; 53 FR 
4388, Feb. 16, 1988; 57 FR 47974, Oct. 20, 1992; 
59 FR 50145, Sept. 30, 1994; 61 FR 35018, July 
3, 1996; 61 FR 36266, July 9, 1996; 61 FR 36453, 
July 10, 1996; 62 FR 60130, Nov. 6, 1997; 71 FR 
35993, June 22, 2006; 72 FR 56161, Oct. 2, 2007] 

§ 203.402a Reimbursement for uncol-
lected interest. 

The mortgagee shall be entitled to 
receive an allowance in the insurance 
settlement for unpaid mortgage inter-
est if the mortgagor fails to meet the 
requirements of a forbearance agree-
ment entered into pursuant to § 203.614 
and this failure continues for a period 
of 60 days. The interest allowance shall 
be computed to: 

(a) The earliest of the applicable fol-
lowing dates, except as provided in 
paragraph (b) of this section: 

(1) The date of the initiation of fore-
closure; 

(2) The date of the acquisition of the 
property by the mortgagee by means 
other than foreclosure; 

(3) The date the property was ac-
quired by the Commissioner under a di-
rect conveyance from the mortgagor; 

(4) Ninety days following the date the 
mortgagor fails to meet the require-
ments of the forbearance agreement, or 
such other date as the Commissioner 
may approve in writing prior to the ex-
piration of the 90-day period; or 

(5) The date the mortgagee sends the 
mortgagor notice of eligibility to par-
ticipate in the Pre-Foreclosure Sale 
procedure; or 

(b) The date foreclosure is initiated 
or a deed in lieu is obtained, or the 
date such actions were required by 
§ 203.355(c), whichever is earlier, if the 
commencement of foreclosure within 
the time limits described in § 203.355(a), 
(b), (g), or (h) is precluded by: 

(1) The laws of the State in which the 
mortgaged property is located; or 

(2) Federal bankruptcy law. 

[60 FR 57678, Nov. 16, 1995, as amended at 61 
FR 35019, July 3, 1996] 

§ 203.403 Items deducted from pay-
ment—conveyed and non-conveyed 
properties. 

There shall be deducted from the 
total of the added items in §§ 203.401 
and 203.402 the following cash items: 

(a) All amounts received by the mort-
gagee on account of the mortgage after 
the institution of foreclosure pro-
ceedings or the acquisition of the prop-
erty by direct conveyance or otherwise 
after default. 

(b) All amounts received by the mort-
gagee from any source relating to the 
property on account of rent or other 
income after deducting reasonable ex-
penses incurred in handling the prop-
erty. 

(c) All cash retained by the mort-
gagee including amounts held or depos-
ited for the account of the mortgagor 
or to which it is entitled under the 
mortgage transaction that have not 
been applied in reduction of the prin-
cipal mortgage indebtedness. 

(d) With regard to claims filed pursu-
ant to successful pre-foreclosure sales, 
all amounts received by the mortgagee 
relating to the sale of the property. 

[36 FR 24508, Dec. 22, 1971, as amended at 52 
FR 1329, Jan. 13, 1987; 59 FR 50145, Sept. 30, 
1994] 

§ 203.404 Amount of payment—as-
signed mortgages. 

Upon an acceptable assignment of a 
mortgage, the Commissioner shall pay 
to the mortgagee the unpaid principal 
balance of the loan at the time of as-
signment and an amount determined 
by: 

(a) Adding the following items: 
(1) Any accrued and unpaid mortgage 

interest. 
(2) Any advances made under the 

mortgage and approved by the Commis-
sioner. 

(3) Reimbursement for such costs and 
attorney’s fees as HUD finds were prop-
erly incurred in connection with the 
defaulted mortgage and its modifica-
tion and assignment to HUD. 

(4) For mortgages endorsed for insur-
ance on or before January 23, 2004, an 
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amount equivalent to the debenture in-
terest that would have been earned on 
the portion of the insurance benefits 
paid in cash, as of the date such pay-
ment is made, and for mortgages en-
dorsed for insurance after January 23, 
2004, debenture interest at the rate 
specified in § 203.405(b), from the date 
specified in § 203.410 to the date of 
claim payment on the portion of the 
insurance benefits paid in cash, except 
that when the mortgagee fails to meet 
any one of the requirements of 
§§ 203.350(e), 203.351, and 203.353 of this 
chapter within the specified time and 
in a manner satisfactory to the Com-
missioner (or within such further time 
as the Commissioner may approve in 
writing), the interest allowance in such 
cash payment shall be computed only 
to the date on which the particular re-
quired action should have been taken 
or to which it was extended. 

(5) An administrative fee to the 
mortgagee for modifying the mortgage. 

(6) A fee for servicing the mortgage 
assigned to HUD, if HUD requires such 
servicing. 

(b) Deducting all cash retained by the 
mortgagee, including amounts held or 
deposited for the account of the mort-
gagor or to which it is entitled under 
the mortgage transaction that have 
not been applied in reduction of the 
principal mortgage indebtedness. 

(c) The mortgagee may not file for 
any additional payments of its mort-
gage insurance claim after six months 
from final payment by the Commis-
sioner. For the purpose of this section, 
the term final payment shall mean the 
payment which is made by the Com-
missioner based upon the submission 
by the mortgagee of all required docu-
ments and information pursuant to 
§ 203.351 of this part. 

[36 FR 24508, Dec. 22, 1971, as amended at 55 
FR 283, Jan. 4, 1990; 56 FR 3215, Jan. 29, 1991; 
61 FR 35019, July 3, 1996; 71 FR 35994, June 22, 
2006] 

§ 203.405 Debenture interest rate. 
(a) Debentures shall bear interest 

from the date of issue, payable semi-
annually on the first day of January 
and the first day of July of each year 
at the rate in effect as of the day the 
commitment was issued, or as of the 
date the mortgage was endorsed for in-

surance, whichever rate is higher. For 
applications involving mortgages origi-
nated under the single family Direct 
Endorsement program, debentures 
shall bear interest from the date of 
issue, payable semiannually on the 
first day of January and on the first 
day of July of each year at the rate in 
effect as of the date the mortgage was 
endorsed for insurance; 

(b) For mortgages endorsed for insur-
ance after January 23, 2004, if an insur-
ance claim is paid in cash, the deben-
ture interest rate for purposes of calcu-
lating such a claim shall be the month-
ly average yield, for the month in 
which the default on the mortgage oc-
curred, on United States Treasury Se-
curities adjusted to a constant matu-
rity of 10 years. 

[71 FR 35994, June 22, 2006] 

§ 203.406 Maturity of debentures. 

Debentures shall mature 20 years 
from the date of issue. 

§ 203.407 Registration of debentures. 

Debentures shall be registered as to 
principal and interest. 

§ 203.408 Form and amounts of deben-
tures. 

Debentures issued under this part 
shall be in such form and amounts; and 
shall be subject to such term and con-
ditions; and shall include such provi-
sions for redemption, if any, as may be 
prescribed by the Secretary, with the 
approval of the Secretary of the Treas-
ury; and may be in book entry or cer-
tificated registered form, or such other 
form as the Secretary by regulation 
may prescribe. 

[59 FR 49816, Sept. 30, 1994] 

§ 203.409 Redemption of debentures. 

Debentures shall, at the option of the 
Commissioner and with the approval of 
the Secretary of the Treasury, be re-
deemable at par plus accrued interest 
on any semiannual interest payment 
date on three months’ notice of re-
demption given in such manner as the 
Commissioner shall prescribe. The de-
benture interest on the debentures 
called for redemption shall cease on 
the semiannual interest payment date 
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designated in the call notice. The Com-
missioner may include with the notice 
of redemption an offer to purchase the 
debentures at par plus accrued interest 
at any time during the period between 
the notice of redemption and the re-
demption date. If the debentures are 
purchased by the Commissioner after 
such call and prior to the named re-
demption date, the debenture interest 
shall cease on the date of purchase. 

§ 203.410 Issue date of debentures. 

(a) Conveyed properties, claims without 
conveyance, pre-foreclosure sales— Where 
the property is conveyed to the Com-
missioner, or the mortgagee or other 
party acquires title to the property 
under the claim without conveyance 
procedure or the pre-foreclosure sale 
procedure, debenture shall be dated: 

(1) If issued prior to September 2, 
1964, or issued on or after such date and 
a certificate of claim is also issued, as 
of one of the dates as follows: 

(i) The foreclosure proceedings were 
instituted; 

(ii) The property was otherwise ac-
quired by the mortgagee after default; 

(iii) The property was acquired by 
the Commissioner, if directly conveyed 
to the Commissioner from the mort-
gagor; or 

(iv) The property was acquired after 
default by a third party under the pre- 
foreclosure sale procedure. 

(2) If issued on or after September 2, 
1964, and a certificate of claim is not 
issued, as of the date of default as de-
fined in this part. 

(3) As of the day after the date to 
which mortgage interest is computed 
as specified in § 203.402a, if the insur-
ance settlement includes an allowance 
for uncollected interest in connection 
with a special forbearance. 

(b) Assigned mortgages. Where the 
mortgage is assigned to the Commis-
sioner, debentures shall be dated as of 
the date of the assignment. 

(c) Notwithstanding paragraph (a) of 
this section, in connection with con-
veyed properties and claims without 
conveyance, debentures issued as reim-
bursement for expenditures made by a 
mortgagee after the date of default 
shall be dated as of the date the ex-

penditure is actually made by the 
mortgagee. 

[36 FR 24508, Dec. 22, 1971, as amended at 50 
FR 3892, Jan. 29, 1985; 52 FR 1329, Jan. 13, 
1987; 59 FR 50145, Sept. 30, 1994; 60 FR 57678, 
Nov. 16, 1995] 

§ 203.411 Cash adjustment. 

Any difference of less than $50 be-
tween the amount of debentures to be 
issued to the mortgagee and the total 
amount of the mortgagee’s claim, as 
approved by the Commissioner, may be 
adjusted by the issuance of a check in 
payment thereof. 

[59 FR 49816, Sept. 30, 1994] 

§ 203.412 Payment for foreclosure al-
ternative actions. 

Notwithstanding the conveyance, 
sale, or assignment requirements for 
payment of a claim elsewhere in this 
part, HUD may pay the mortgagee, in 
accordance with procedures prescribed 
by HUD, for the following foreclosure 
alternative actions, in such amounts as 
HUD determines: 

(a) Assumptions under § 203.512; 
(b) Special forbearance under 

§§ 203.471 and 203.614; 
(c) Recasting or modification of de-

faulted mortgages under § 203.616, 
where the mortgagee is not reimbursed 
under § 203.405(a); 

(d) Refinancing under § 203.43(c). 

[61 FR 35019, July 3, 1996] 

§ 203.413 [Reserved] 

§ 203.414 Amount of payment—partial 
claims. 

(a) Claim amount. Where a claim for 
partial insurance benefits is filed in ac-
cordance with § 203.371, the amount of 
the insurance benefits shall consist of 
the arrearage not to exceed an amount 
equivalent to 12 monthly mortgage 
payments, and any costs prescribed by 
HUD related to the default. 

(b) Servicing fee. The claim may also 
include a payment for activities, such 
as servicing the subordinate mortgage, 
which HUD may require. 

[61 FR 35019, July 3, 1996, as amended at 62 
FR 60130, Nov. 6, 1997] 
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CERTIFICATE OF CLAIM 

§ 203.415 Delivery of certificate of 
claim. 

(a) If the mortgage was accepted for 
insurance pursuant to a commitment 
issued prior to September 2, 1964, the 
mortgagee may, by filing a written re-
quest with the application for deben-
tures, receive in addition to the deben-
tures and the cash adjustment check, a 
certificate of claim issued in accord-
ance with section 204(e) of the Act. 
This certificate shall become payable 
(if at all) as prescribed in section 204(f) 
of the Act. 

(b) If the mortgage was accepted for 
insurance pursuant to a commitment 
issued on or after September 2, 1964, or 
under the Direct Endorsement, Lender 
Insurance, or Coinsurance programs, 
no certificate of claim will be issued. 

[36 FR 24508, Dec. 22, 1971, as amended at 57 
FR 58349, Dec. 9, 1992; 62 FR 30227, June 2, 
1997] 

§ 203.416 Amount and items of certifi-
cate of claim. 

The certificate shall be for an 
amount which the Commissioner deter-
mines to be sufficient to pay all 
amounts due under the mortgage and 
not covered by the amount of deben-
tures and cash adjustment check. The 
certificate shall include a reasonable 
amount for necessary expenses in-
curred by the mortgagee in connection 
with the foreclosure proceedings or the 
acquisition of the mortgaged property 
otherwise and the conveyance thereof 
to the Commissioner, including reason-
able attorneys’ fees, unpaid interest, 
and cost of repairs to the property 
made by the mortgagee to remedy the 
waste. 

§ 203.417 Rate of interest of certificate 
of claim. 

Each certificate of claim shall pro-
vide that there shall accrue to the 
holder thereof with respect to the face 
amount of such certificate, an incre-
ment at the rate of 3 percent per 
annum. 

MUTUAL MORTGAGE INSURANCE FUND 
AND DISTRIBUTIVE SHARES 

§ 203.420 Nature of Mutual Mortgage 
Insurance Fund. 

The Mutual Mortgage Insurance 
Fund shall consist of the General Sur-
plus Account and the Participating Re-
serve Account. 

§ 203.421 Allocation of Mutual Mort-
gage Insurance Fund income or 
loss. 

For any semiannual period in which 
Mutual Mortgage Insurance operations 
shall result in a net income, or loss, 
the Commissioner shall allocate, after 
taking into account the actuarial sta-
tus of the entire Mutual Mortgage In-
surance Fund, such net income or such 
loss to the General Surplus Account 
and/or to the Participating Reserve Ac-
count as the Commissioner may deter-
mine to be in accord with sound actu-
arial and accounting practice. In deter-
mining net income or loss, the Com-
missioner shall take into consideration 
all income received from fees, pre-
miums and earnings on investments of 
the fund, operating expenses and provi-
sion for losses to the fund. 

[56 FR 18948, Apr. 24, 1991] 

§ 203.422 Right and liability under Mu-
tual Mortgage Insurance Fund. 

No mortgagor or mortgagee shall 
have any vested right in a credit bal-
ance in either the General Surplus Ac-
count or the Participating Reserve Ac-
count. No mortgagor or mortgagee 
shall be subject to any liability arising 
under the mutuality of the Mutual 
Mortgage Insurance Fund. 

§ 203.423 Distribution of distributive 
shares. 

(a) The Commissioner may provide 
for the distribution to the mortgagor 
of a share of the participating reserve 
account if the contract of insurance is 
terminated by: 

(1) Conveyance to one other than the 
Commissioner and a claim for the in-
surance benefits is not presented by 
the mortgage (§ 203.315), provided, how-
ever, in the case of a mortgage insured 
pursuant to an application for a condi-
tional commitment received on or 
after May 19, 1988, (or, as appropriate, 
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an application for mortgage insurance 
endorsement under the Single Family 
Direct Endorsement program, as pro-
vided in § 203.255, where the property 
appraisal report is signed by the mort-
gagee’s underwriter on or after May 19, 
1988, no distribution shall be made if 
the mortgagee forecloses the mortgage 
or accepts a deed-in-lieu of foreclosure; 

(2) Prepayment of the mortgage 
(§ 203.316); or 

(3) Voluntary agreement of the mort-
gagor and mortgagees (§ 203.317). 

(b) The Commissioner shall deter-
mine the amount of the distributive 
share by multiplying the amount of the 
premium or premiums paid by the ap-
plicable distributive share percentage 
for mortgages insured in the year the 
mortgage was endorsed for insurance. 
The Commissioner shall determine the 
applicable distributive share percent-
age in an equitable manner and in ac-
cordance with sound financial and ac-
tuarial practice, taking into account 
the cumulative actual financial and ac-
tuarial experiences through the end of 
the most recent calendar year. 

[48 FR 28806, June 23, 1983, as amended at 52 
FR 1329, Jan. 13, 1987; 53 FR 10530, Apr. 1, 
1988; 61 FR 36453, July 10, 1996] 

§ 203.424 Maximum amount of dis-
tributive shares. 

In no event shall a distributive share 
of the Participating Reserve Account 
exceed the aggregate scheduled annual 
premiums of the mortgagor to the year 
of termination of the insurance. 

§ 203.425 Finality of determination. 
The determination of the Commis-

sioner as to the amount to be paid to 
any mortgagor from the Mutual Mort-
gage Insurance Fund shall be final and 
conclusive. 

§ 203.426 Inapplicability to housing in 
older declining urban areas. 

The provisions of §§ 203.420 through 
203.425 shall not apply to mortgages fi-
nancing housing in declining urban 
areas meeting the requirements of 
§ 203.43a. 

§ 203.427 Statute of limitations on pay-
ment of distributive shares. 

The Commissioner shall not dis-
tribute any distributive share to an eli-

gible mortgagor under § 203.423 begin-
ning on the date which is six years 
after the date the Commissioner first 
transmitted written notification of eli-
gibility to the last known address of 
the mortgagor, unless the mortgagor 
has applied in accordance with proce-
dures prescribed by the Commissioner 
for payment of the share within the 
six-year period. The Commissioner 
shall transfer any amounts no longer 
eligible for distribution under this sec-
tion from the Participating Reserve 
Account to the General Surplus Ac-
count. 

[59 FR 49816, Sept. 30, 1994] 

SALE, ASSIGNMENT AND PLEDGE OF 
INSURED MORTGAGE 

§ 203.430 Sale of interests in insured 
mortgages. 

No mortgagee may sell or otherwise 
dispose of any insured mortgage, or 
group of insured mortgages, or any par-
tial interest in such mortgage or mort-
gages by means of any agreement, ar-
rangement or device except pursuant 
to this subpart. 

§ 203.431 Sale of insured mortgage to 
approved mortgagee. 

An insured mortgage may be sold to 
another approved mortgagee. The sell-
er shall notify HUD of the sale within 
15 calendar days, on a form prescribed 
by HUD and acknowledged by the 
buyer. 

[45 FR 27929, Apr. 25, 1980] 

§ 203.432 Effect of sale of insured 
mortgage. 

When an insured mortgage is sold to 
another approved mortgagee, the buyer 
shall thereupon succeed to all the 
rights and become bound by all the ob-
ligations of the seller under the con-
tract of insurance and the seller shall 
be released from its obligations under 
the contract, provided that the seller 
shall not be relieved of its obligation to 
pay mortgage insurance premiums 
until the notice required by § 203.431 is 
received by HUD. 

[45 FR 27929, Apr. 25, 1980] 
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§ 203.433 Assignments, pledges and 
transfers by approved mortgagee. 

(a) An assignment, pledge, or transfer 
of an insured mortgage or group of in-
sured mortgages, not constituting a 
final sale, may be made by an approved 
mortgagee to another approved mort-
gagee provided the following require-
ments are met: 

(1) The assignor, pledgor or trans-
feror shall remain the mortgagee of 
record. 

(2) The Commissioner shall have no 
obligation to recognize or deal with 
any party other than the mortgagee of 
record with respect to the rights, bene-
fits and obligations of the mortgagee 
under the contract of insurance. 

(b) An assignment or transfer of an 
insured mortgage or group of insured 
mortgages may be made by an ap-
proved mortgagee to other than an ap-
proved mortgagee provided the require-
ments under paragraphs (a)(1) and (2) of 
this section are met and the following 
additional requirements are met: 

(1) The assignee or transferee shall be 
a corporation, trust or organization 
(including but not limited to any pen-
sion trust or profit-sharing plan) which 
certifies to the approved mortgagee 
that: 

(i) It has assets of $100,000 or more; 
and 

(ii) It has lawful authority to hold an 
insured mortgage or group of insured 
mortgages. 

(2) The assignment or transfer shall 
be made pursuant to an agreement 
under which the transferor or assignor 
is obligated to take one of the fol-
lowing alternate courses of action 
within 1 year from the date of the as-
signment or within such additional pe-
riod of time as may be approved by the 
Commissioner: 

(i) The transferor or assignor shall 
repurchase and accept a reassignment 
of such mortgage or group of mort-
gages. 

(ii) The transferor or assignor shall 
obtain a sale and transfer of such mort-
gage or group of mortgages to an ap-
proved mortgagee. 

(c) Notice to or approval of the Com-
missioner is not required in connection 
with assignments, pledges or transfers 
pursuant to this section. 

§ 203.434 Declaration of trust. 
A sale of a beneficial interest in a 

group of insured mortgages, where the 
interest to be acquired is related to all 
of the mortgages as an entirety, rather 
than an interest in a specific mortgage 
shall be made only pursuant to a dec-
laration of trust, which has been ap-
proved by the Commissioner prior to 
any such sale. 

§ 203.435 Transfers of partial interests. 
A partial interest in an insured mort-

gage may be transferred under a par-
ticipation agreement without obtain-
ing the approval of the Commissioner, 
if the following conditions are met: 

(a) Principal mortgagee. The insured 
mortgage shall be held by an approved 
mortgagee which, for the purposes of 
this section, shall be referred to as the 
principal mortgagee. 

(b) Interest of principal mortgagee. The 
principal mortgagee shall retain and 
hold for its own account a financial in-
terest in the insured mortgage. 

(c) Qualification for holding partial in-
terest. A partial interest in an insured 
mortgage shall be issued to and held 
only by: 

(1) A mortgagee approved by the 
Commissioner; or 

(2) A corporation, trust or organiza-
tion (including, but not limited to any 
pension fund, pension trust, or profit- 
sharing plan) which certifies to the 
principal mortgagee that: 

(i) It has assets of $100,000 or more; 
and 

(ii) It has lawful authority to acquire 
a partial interest in an insured mort-
gage. 

(d) Participation agreement provisions. 
The participation agreement shall in-
clude provisions that: 

(1) The principal mortgagee shall re-
tain title to the mortgage and remain 
the mortgagee of record under the con-
tract of mortgage insurance. 

(2) The Commissioner shall have no 
obligation to recognize or deal with 
anyone other than the principal mort-
gagee with respect to the rights, bene-
fits and obligations of the mortgagee 
under the contract of insurance. 

(3) The mortgage documents shall re-
main in the custody of the principal 
mortgagee. 
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(4) The responsibility for servicing 
the insured mortgages shall remain 
with the principal mortgagee. 

GRADUATED PAYMENT MORTGAGES 

§ 203.436 Claim procedure—graduated 
payment mortgages. 

All of the provisions of this subpart 
are applicable to mortgages insured 
under the provisions of § 203.45 except 
as provided in this section. 

(a) Beginning of Amortization means 
the date one month prior to the date of 
the first monthly payment to principal 
or interest. 

(b) The phrases unpaid principal bal-
ance of the loan or principal of the mort-
gage which was unpaid as used in this 
subpart, shall be construed to refer to 
the outstanding mortgage amount as 
increased by any accrued mortgage in-
terest which was unpaid pursuant to a 
financing plan approved by the Sec-
retary. 

[41 FR 42949, Sept. 29, 1976] 

COOPERATIVE UNIT MORTGAGES 

§ 203.437 Mortgages involving a dwell-
ing unit in a cooperative housing 
development. 

(a) The provisions of §§ 203.251(d), 
203.366 and 203.440 through 203.495 shall 
not apply to mortgages insured pursu-
ant to section 203(n) of the National 
Housing Act. 

(b) References in this subpart to the 
term deed and deed in lieu of foreclosure, 
or the word property when found in the 
phrases conveyance of property, acquisi-
tion of property, or other phrases indi-
cating transfer of property, shall be 
construed to mean the assignment of 
the Corporate Certificate and Occu-
pancy Certificate. However, when the 
use of such terms, as interpreted in 
light of section 203(n) of the National 
Housing Act, clearly indicates that ref-
erence to the dwelling unit is intended, 
such terms shall mean the dwelling 
unit identified in the Occupancy Cer-
tificate. 

(c) In addition to the requirements of 
§ 203.365, the mortgagee shall forward 
to the Secretary within 45 days after 
the transfer of the Corporate Certifi-
cate: 

(1) A statement certified by the offi-
cer of the corporation charged with 
maintenance of the Corporate Certifi-
cate Transfer Book that such book cur-
rently shows that the Secretary is the 
owner of the Corporate Certificate; 
and, 

(2) The Occupancy Certificate in the 
name of the Secretary. 

(d) The mortgagee shall tender to the 
Secretary good and marketable title to 
the Corporate Certificate and the ex-
clusive right of permanent possession 
of the dwelling unit. 

(e) In lieu of the types of title evi-
dence provided in § 203.385, the Sec-
retary will accept a legal opinion 
signed by an attorney at law experi-
enced in the examination of titles that 
the Secretary has good and marketable 
title to the Corporate Certificate and 
the exclusive right of possession of the 
dwelling unit. 

(f) The Secretary may accept assign-
ment of mortgages insured under this 
part if it is determined by the Sec-
retary that it is in the Department’s 
interest to do so provided that the 
blanket mortgage is in default and the 
holder of such mortgage has announced 
an intention to foreclose. 

[42 FR 40432, Aug. 10, 1977; 42 FR 57435, Nov. 
2, 1977] 

MORTGAGES ON PROPERTY LOCATED ON 
INDIAN LAND 

§ 203.438 Mortgages on Indian land in-
sured pursuant to section 248 of the 
National Housing Act. 

(a) Exemptions. The provisions of 
§ 203.366 shall not apply to mortgages 
insured pursuant to section 248 of the 
National Housing Act. 

(b) Claim procedure. In addition to 
other actions which the mortgagee 
may take pursuant to this subpart in 
order to receive insurance benefits, a 
mortgagee shall be entitled to receive 
such benefits on a mortgage insured 
under § 203.43h when (1) the mortgagor 
is more than 90 days in default; (2) the 
mortgagee has submitted appropriate 
documentation to the Secretary in ac-
cordance with § 203.350(b); and (3) the 
Secretary has approved the assignment 
of the mortgage. 
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(c) Foreclosure by HUD. HUD may ini-
tiate foreclosure proceedings with re-
spect to any mortgage acquired under 
this section in a tribal court, a court of 
competent jurisdiction or Federal dis-
trict court. If the mortgagor remains 
on the property following foreclosure, 
HUD may seek an eviction order from 
the court hearing the foreclosure ac-
tion. 

[51 FR 21872, June 16, 1986, as amended at 61 
FR 35019, July 3, 1996] 

MORTGAGES ON PROPERTY LOCATED ON 
HAWAIIAN HOME LANDS 

§ 203.439 Mortgages on Hawaiian home 
lands insured pursuant to section 
247 of the National Housing Act. 

(a) Exemptions. The provisions of 
§§ 203.351(a)(8), 203.353(a), and 203.368, do 
not apply to mortgages insured pursu-
ant to section 247 of the National Hous-
ing Act. 

(b) Claim procedure. Where the mort-
gage is 180 days or more in default, the 
mortgagee may assign the mortgage to 
the Secretary and file its claim for in-
surance benefits in accordance with the 
provisions of this subpart. No claim on 
an insured mortgage will be paid other 
than through assignment of the mort-
gage. 

(c) Notice of delinquency. Once each 
month on a day prescribed by HUD, the 
mortgagee shall notify the Department 
of Hawaiian Home Lands of all mort-
gages insured pursuant to section 247 of 
the National Housing Act on leaseholds 
of Hawaiian home lands that are delin-
quent on the last day of the month, or 
that were reported as delinquent the 
previous month. The notice is in addi-
tion to the requirement in §§ 203.330 and 
203.331. 

[52 FR 8068, Mar. 16, 1987. Correctly des-
ignated at 52 FR 9989, Mar. 27, 1987 and 52 FR 
28470, July 30, 1987, and amended at 55 FR 283, 
Jan. 4, 1990; 71 FR 16234, Mar. 31, 2006] 

MORTGAGES ON PROPERTY IN ALLEGANY 
RESERVATION OF SENECA INDIANS 

§ 203.439a Mortgages on property in 
Allegany Reservation of Seneca Na-
tion of Indians authorized by sec-
tion 203(q) of the National Housing 
Act. 

(a) Applicability. This section shall 
apply to mortgages authorized by sec-

tion 203(q) of the National Housing Act 
(§ 203.43j of this part) only when the 
date of default occurs before the mort-
gagor and the lessor execute a lease re-
newal or a new lease either with a term 
of not less than five years beyond the 
maturity date of the mortgage, or with 
a term established by an arbitration 
award. 

(b) Claims. In addition to other ac-
tions which the mortgagee may take 
pursuant to this subpart in order to re-
ceive insurance benefits, a mortgagee 
shall be entitled to receive such bene-
fits when the Secretary has agreed to 
accept assignment of a mortgage in ac-
cordance with § 203.350(d) and the mort-
gagee has complied with §§ 203.351 and 
203.353. 

(c) Exceptions. Notwithstanding 
§ 203.366, title to a leasehold estate con-
veyed to the Commissioner is not re-
quired to be marketable as to the term 
of the lease, provided that the mort-
gagee has taken any actions required 
by the Secretary to attempt to obtain 
a long-term renewal of the lease. Title 
evidence will be required in a form sat-
isfactory to the Commissioner (see 
§ 203.385) unless the Commissioner 
agrees to accept title to a leasehold es-
tate without title evidence. 

[52 FR 48202, Dec. 21, 1987, and 53 FR 9869, 
Mar. 28, 1988] 

REHABILITATION LOANS 

§ 203.440 Definitions. 

All of the definitions contained in 
§ 203.50 of this subchapter shall apply to 
§§ 203.440 et seq. In addition the fol-
lowing terms shall have the meaning 
indicated: 

(a) Insured loan means a loan which 
has been insured as evidenced by the 
issuance of an Insurance Certificate or 
by the endorsement of the note for in-
surance by the Commissioner. 

(b) Contract of insurance means the 
agreement evidenced by the issuance of 
an Insurance Certificate or by the en-
dorsement of the Commissioner upon 
the note given in connection with an 
insured loan, incorporating by ref-
erence the regulations in §§ 203.440 et 
seq. and the applicable provisions of the 
Act. 
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1 Section 203.269 was removed at 48 FR 
35089, Aug. 3, 1983. 

(c) Insurance premium means the loan 
insurance premium paid by the finan-
cial institution to the Commissioner in 
consideration of the contract of insur-
ance. 

(d) Beginning of amortization means 
the date one month prior to the date of 
the first monthly payment to principal 
and interest. 

(e) Maturity means the date on which 
the loan indebtedness would be extin-
guished if paid in accordance with peri-
odic payments provided for in the 
original note and security instrument. 

(f) Debentures means registered, 
transferable securities in book entry or 
certificated form which are valid and 
binding obligations, unconditionally 
guaranteed as to principal and interest 
by the United States. 

[36 FR 24508, Dec. 22, 1971, as amended at 59 
FR 49816, Sept. 30, 1994] 

§ 203.441 Insurance of loan. 

Under compliance with the commit-
ment, or as provided in § 203.255(b) with 
respect to mortgages processed under 
the Direct Endorsement program, the 
Commissioner shall insure the loan ev-
idencing the insurance by the issuance 
of an insurance certificate which will 
identify the regulations under which 
the loan is insured and the date of in-
surance. 

[57 FR 58349, Dec. 9, 1992; 58 FR 13537, Mar. 12, 
1993] 

§ 203.442 Contract created by Insur-
ance Certificate or by endorsement. 

The loan is insured from the date of 
the issuance of an Insurance Certifi-
cate or from the date of the endorse-
ment of the note. The Commissioner 
and the lender shall thereafter be 
bound by the Act and the regulations 
in §§ 203.440 et seq. with the same force 
and to the same extent as if a separate 
contract had been executed relating to 
the insured loan. 

§ 203.443 Insurance premium. 

All of the provisions of §§ 203.260 
through 203.269 1 concerning mortgage 

insurance premiums, apply to loans in-
sured under § 203.50. 

[47 FR 30753, July 15, 1982] 

§ 203.457 Voluntary termination of 
contract. 

Upon request by the borrower and 
lender the Commissioner may termi-
nate the insurance contract on the 
loan. The lender shall cancel the insur-
ance endorsement on the insurance cer-
tificate or note upon receipt of notice 
from the Commissioner that the con-
tract of insurance is terminated. 

[37 FR 8662, Apr. 29, 1972] 

§ 203.458 Termination by prepayment 
of loan. 

The contract of insurance shall be 
terminated if the loan is paid in full 
prior to its maturity. 

§ 203.459 Notice of termination by 
lender. 

No contract of insurance shall be ter-
minated until the lender has given 
written notice thereof to the Commis-
sioner within 15 calendar days from the 
occurrence of one of the approved 
methods of termination set forth in 
this subpart. 

[45 FR 31716, May 14, 1980] 

§ 203.462 Pro rata payment of pre-
mium before termination. 

No contract of insurance shall be ter-
minated until the lender has paid to 
the Commissioner the pro rata portion 
of the current annual insurance pre-
mium. 

§ 203.463 Notice and date of termi-
nation by Commissioner. 

The Commissioner shall notify the 
lender that the contract of insurance 
has been terminated and the effective 
termination. The termination date 
shall be the last day of the month in 
which: 

(a) The loan was prepaid; or 
(b) A voluntary termination request 

is received by the Commissioner, or 
(c) The contract of insurance is oth-

erwise terminated with the consent of 
the Commissioner. 
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§ 203.464 Effect of termination. 

Upon termination of the contract of 
insurance, the obligation to pay any 
subsequent insurance premium shall 
cease and all rights of the borrower and 
lender shall be terminated. 

§ 203.466 Definition of delinquency 
and requirement for notice of delin-
quency to HUD. 

(a) A mortgage account is delinquent 
any time a payment is due and not 
paid. 

(b) Once each month on a day pre-
scribed by HUD, the mortgagee shall 
report to HUD all mortgages insured 
under this part that were delinquent on 
the last day of the month, or that were 
reported as delinquent the previous 
month. The report shall be made in a 
manner prescribed by HUD. 

[71 FR 16234, Mar. 31, 2006] 

§ 203.467 Definition of default, date of 
default, and requirement of notice 
of default to HUD. 

(a) Default. If the mortgagor fails to 
make any payment or to perform any 
other obligation under the mortgage, 
and such failure continues for a period 
of 30 days, the mortgage shall be con-
sidered in default for the purposes of 
this subpart. 

(b) Date of default. For the purposes 
of this subpart, the date of default 
shall be considered as 30 days after: 

(1) The first uncorrected failure to 
perform any obligation under the mort-
gage; or 

(2) The first failure to make a month-
ly payment that subsequent payments 
by the borrower are insufficient to 
cover when applied to the overdue 
monthly payments in the order in 
which they became due. 

(c) Notice of default. Once each month, 
on a day prescribed by HUD, the mort-
gagee shall report to HUD all mort-
gages that were in default on the last 
day of the month, or that were re-
ported as in default the previous 
month. The report shall be made on a 
form prescribed by HUD. 

(d) Number of days in month. For the 
purposes of this section, each month 
shall be considered to have 30 days. 

[71 FR 16234, Mar. 31, 2006] 

§ 203.468 [Reserved] 

§ 203.469 Reinstatement of defaulted 
loan. 

If after default and prior to assign-
ment by the lender of the loan to the 
Commissioner, the borrower shall pay 
to the lender all monthly payments in 
default, written notice shall be given 
to the Commissioner within 30 days 
and the insurance shall continue as if 
such default had not occurred. 

§ 203.471 Special forbearance. 
If the mortgagee finds that a default 

is due to circumstances beyond the 
mortgagor’s control, as defined by the 
Secretary, the mortgagee may grant 
special forbearance relief to the mort-
gagor in accordance with the condi-
tions prescribed by the Secretary. 

[61 FR 35019, July 3, 1996] 

§ 203.472 Relief for borrower in mili-
tary service. 

If the borrower is a person in mili-
tary service, as defined in the Soldiers’ 
and Sailors’ Civil Relief Act of 1940, the 
lender may, by written agreement with 
the borrower, postpone for the period 
of military service, and 3 months 
thereafter, any part of the monthly 
payment, which represents amortiza-
tion of principal. The agreement shall 
contain a provision for the resumption 
of monthly payments thereafter in 
amounts which will completely amor-
tize the obligation within its original 
maturity. The agreement shall in no 
way affect the amount of the annual 
insurance premium which shall con-
tinue to be calculated in accordance 
with the original amortization provi-
sions of the loan. 

§ 203.473 Claim procedure. 
(a) A claim for insurance benefits on 

a loan secured by a first mortgage shall 
be made, and insurance benefits shall 
be paid, as provided in §§ 203.350 
through 203.414. 

(b) A claim for insurance benefits on 
a loan secured by other than a first 
mortgage shall be made, and insurance 
benefits shall be paid, as provided in 
§§ 203.474 through 203.478. However, the 
lender may not, except with the ap-
proval of the Commissioner, proceed 
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against the security and also make 
claim under the contract of insurance, 
but shall elect which method it desires 
to pursue. 

[49 FR 21319, May 21, 1984, as amended at 61 
FR 35019, July 3, 1996] 

§ 203.474 Maximum claim period. 

A claim for insurance benefits on a 
loan secured by other than a first 
mortgage shall be filed within one year 
from the date of default, or within such 
additional period of time as may be ap-
proved by the Commissioner. 

[49 FR 21319, May 21, 1984] 

§ 203.476 Claim application and items 
to be filed. 

The claim for reimbursement on a 
loan secured by other than a first 
mortgage shall be made upon an appli-
cation form prescribed by the Commis-
sioner. The application shall be accom-
panied by: 

(a) The fiscal data pertaining to the 
loan transaction as required by the fis-
cal data form; 

(b) Receipts covering all disburse-
ments as required by the fiscal data 
form; 

(c) The original note and the security 
held, assigned to the Commissioner 
without recourse of warranty, except 
that no act or omission of the lender 
shall have impaired the validity and 
priority of such security; 

(d) Any hazard insurance policies 
held on property serving as security for 
the loan, together with a copy of the 
lender’s notification to the carrier au-
thorizing the amendment of the loss 
payable clause substituting the Com-
missioner as the holder of the security; 

(e) The assignment to the Commis-
sioner of all rights and interests aris-
ing under the loan, and all claims of 
the lender against the borrower or oth-
ers arising out of the loan transaction; 

(f) Any title evidence held by the 
lender; 

(g) All property of the borrower held 
by the lender or to which it is entitled 
and, if payment is requested in deben-
tures, all cash held by the lender or to 
which it is entitled, including deposits 
made for the account of the borrower 
and which have not been applied in re-

duction of the principal loan indebted-
ness; 

(h) All records, ledger cards, docu-
ments, books, papers and accounts re-
lating to the loan transaction; 

(i) Any additional information or 
data which the Commissioner may re-
quire. 

(Approved by the Office of Management and 
Budget under control number 2502–0051) 

[36 FR 24508, Dec. 22, 1971, as amended at 49 
FR 21319, May 21, 1984] 

§ 203.477 Certificate by lender when 
loan assigned. 

At the time of the assignment of the 
loan, the lender shall certify to the 
Commissioner that: 

(a) The amount stated in the instru-
ment of assignment is actually due and 
owing on the loan; 

(b) There are no offsets of counter-
claims thereto, and the financial insti-
tution has a good right to assign. 

(c) The mortgage transaction did not 
involve a first mortgage and the mort-
gage is prior to all mechanics’ and 
materialmen’s liens filed of record, re-
gardless of when such liens attach, and 
prior to all liens and encumbrances 
other than a first mortgage, or defects 
which may arise except such liens or 
other matters as may have been ap-
proved by the Commissioner. 

[36 FR 34508, Dec. 22, 1971, as amended at 45 
FR 33967, May 21, 1980; 49 FR 21320, May 21, 
1984] 

§ 203.478 Payment of insurance bene-
fits. 

(a) Claim computation, items included. 
Upon acceptable assignment of the 
note and security instruments, the 
Commissioner shall pay the lender an 
amount equal to the unpaid principal 
balance of the loan, plus: 

(1) Any accrued interest due as of the 
date of execution of the assignment of 
the loan to the Commissioner. 

(2) Any advances made previously 
under the provisions of the loan instru-
ment and approved by the Commis-
sioner. 

(3) Reimbursement for such reason-
able collection costs, court costs and 
attorney’s fees as may be approved by 
the Commissioner. 
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(4) Reimbursement for premiums 
paid on any hazard insurance policies 
held on the property. 

(5)(i) If payment is made in cash on a 
mortgage endorsed for insurance on or 
before January 23, 2004, an amount 
equivalent to the debenture interest 
that would have been earned, as of the 
date insurance settlement occurs, ex-
cept that where the lender fails to 
meet any one of the requirements of 
§§ 203.476 and 203.477 and such failure 
continues for more than 30 days (or 
such further time as the Commissioner 
may approve in writing), the debenture 
interest shall be computed for 30 days 
or the extended period; 

(ii) If payment is made in cash on a 
mortgage endorsed for insurance after 
January 23, 2004, debenture interest at 
the rate specified in § 203.479 from the 
date specified in § 203.486 to the date in-
surance settlement occurs, except that 
where the lender fails to meet any one 
of the requirements of §§ 203.476 and 
203.477 and such failure continues for 
more than 30 days (or such further 
time as the Commissioner may approve 
in writing), the debenture interest 
shall be computed for 30 days or the ex-
tended period. 

(b) Claim computation, items deducted. 
If the lender is to receive cash, there 
shall be deducted from the total of the 
added items in paragraph (a) of this 
section any cash held by the lender or 
to which it is entitled including depos-
its made for the account of the bor-
rower and which have not been applied 
in reduction of the principal loan in-
debtedness. 

(c) Method of payment. Payment of 
claim shall be made in the following 
manner: 

(1) Payment in cash. Unless a written 
request for payment in debentures is 
filed with the application, payment 
shall be made in cash. 

(2) Optional payment in debentures. 
Payment shall be made in debentures 
upon filing a written request with the 
application. 

(d) Special provision—payment in de-
bentures. All of the provisions of 
§§ 203.479 through 203.487 of this subpart 
shall be applicable in connection with 

the payment in debentures of insurance 
benefits under this subpart. 

[36 FR 24508, Dec. 22, 1971, as amended at 71 
FR 35994, June 22, 2006] 

§ 203.479 Debenture interest rate. 
(a) Debentures shall bear interest 

from the date of issue, payable semi-
annually on the first day of January 
and on the first day of July every year 
at the rate in effect as of the date the 
commitment was issued, or as of the 
date the loan was endorsed for insur-
ance, whichever rate is higher. The ap-
plicable rates of interest will be pub-
lished twice each year as a notice in 
the FEDERAL REGISTER. 

(b) For mortgages endorsed for insur-
ance after January 23, 2004, if an insur-
ance claim is paid in cash, the deben-
ture interest rate for purposes of calcu-
lating such a claim shall be the month-
ly average yield, for the month in 
which the default on the mortgage oc-
curred, on United States Treasury Se-
curities adjusted to a constant matu-
rity of 10 years. 

[71 FR 35994, June 22, 2006] 

§ 203.481 Maturity of debentures. 
Debentures shall mature 10 years 

from the date of issue. 

§ 203.482 Registration of debentures. 
Debentures shall be registered as to 

principal and interest. 

§ 203.483 Forms and amounts of deben-
tures. 

Debentures issued under this part 
shall be in such form and amounts; and 
shall be subject to such terms and con-
ditions; and shall include such provi-
sions for redemption, if any, as may be 
prescribed by the Secretary, with the 
approval of the Secretary of the Treas-
ury; and may be in book entry or cer-
tificated registered form, or such other 
form as the Secretary by regulation 
may prescribe. 

[59 FR 49816, Sept. 30, 1994] 

§ 203.484 Redemption of debentures. 
Debentures shall, at the option of the 

Commissioner and with the approval of 
the Secretary of the Treasury, be re-
deemable at par plus accrued interest 
on any semiannual interest payment 
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date on 3 months’ notice of redemption 
given in such manner as the Commis-
sioner shall prescribe. The debenture 
interest on the debentures called for 
redemption shall cease on the semi-
annual interest payment date des-
ignated in the call notice. The Com-
missioner may include with the notice 
of redemption an offer to purchase the 
debentures at par plus accrued interest 
at any time during the period between 
the notice of redemption and the re-
demption date. If the debentures are 
purchased by the Commissioner after 
such call and prior to the named re-
demption date, the debenture interest 
shall cease on the date of purchase. 

§ 203.486 Issue date of debentures. 
The debentures shall be issued as of 

the date of the execution of the assign-
ment of the loan in accordance with 
the requirements of § 203.476(c). 

§ 203.487 Cash adjustment. 
Any difference of less than $50 be-

tween the amount of debentures to be 
issued to the lender and the total 
amount of the lender’s claim, as ap-
proved by the Commissioner, may be 
adjusted by the issuance of a check in 
payment thereof. 

[59 FR 49816, Sept. 30, 1994] 

§ 203.488 Sale of interests in insured 
loans. 

No lender may sell or otherwise dis-
pose of any insured loan or group of in-
sured loans, or any partial interest in 
such loan or loans by means of any 
agreement, arrangement or device ex-
cept pursuant to this subpart. 

§ 203.489 Sale of insured loan to ap-
proved lender. 

An insured loan may be sold to an-
other approved lender. The seller shall 
notify HUD of the sale within 15 cal-
endar days, on a form prescribed by 
HUD and acknowledged by the buyer. 

[45 FR 27929, Apr. 25, 1980] 

§ 203.491 Effect of sale of insured loan. 
When an insured loan is sold to an-

other approved lender, the buyer shall 
thereupon succeed to all the rights and 
become bound by all the obligations of 
the seller under the contract of insur-

ance and the seller shall be released 
from its obligations under the con-
tract, provided that the seller shall not 
be relieved of its obligation to pay in-
surance premiums until the notice re-
quired by § 203.489 is received by HUD. 

[45 FR 27929, Apr. 25, 1980] 

§ 203.492 Assignments, pledges and 
transfers by approved lender. 

(a) An assignment, pledge or transfer 
of an insured loan or group of insured 
loans, not constituting a final sale, 
may be made by an approved lender to 
another approved lender provided the 
following requirements are met: 

(1) The assignor, pledgor or trans-
feror shall remain the lender of record. 

(2) The Commissioner shall have no 
obligation to recognize or deal with 
any party other than the lender of 
record with respect to the rights, bene-
fits and obligations of the lender under 
the contract of insurance. 

(b) An assignment or transfer of an 
insured loan or group of insured loans 
may be made by an approved lender to 
other than an approved lender provided 
the requirements under paragraphs (a) 
(1) and (2) of this section are met and 
the following additional requirements 
are met: 

(1) The assignee or transferee shall be 
a corporation, trust or organization 
(including but not limited to any pen-
sion trust or profit-sharing plan) which 
certifies to the approved lender that: 

(i) It has assets of $100,000 or more; 
and 

(ii) It has lawful authority to hold an 
insured loan or group of insured loans. 

(2) The assignment or transfer shall 
be made pursuant to an agreement 
under which the transferor or assignor 
is obligated to take one of the fol-
lowing alternate courses of action 
within one year from the date of the 
assignment or within such additional 
period of time as may be approved by 
the Commissioner: 

(i) The transferor or assignor shall 
repurchase and accept a reassignment 
of such loan or group of loans. 

(ii) The transferor or assignor shall 
obtain a sale and transfer of such loan 
or group of loans to an approved lend-
er. 

(c) Notice to or approval of the Com-
missioner is not required in connection 
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with assignments, pledges or transfers 
pursuant to this section. 

§ 203.493 Declaration of trust. 

A sale of a beneficial interest in a 
group of insured loans, where the inter-
est to be acquired is related to all of 
the loans as an entirety, rather than an 
interest in a specific loan, shall be 
made only pursuant to a declaration of 
trust, which has been approved by the 
Commissioner prior to any such sale. 

§ 203.495 Transfers of partial interests. 

A partial interest in an insured loan 
may be transferred under a participa-
tion agreement without obtaining the 
approval of the Commissioner, if the 
following conditions are met: 

(a) Principal mortgagee. The insured 
loan shall be held by an approved lend-
er which, for the purposes of this sec-
tion, shall be referred to as the prin-
cipal lender. 

(b) Interest of principal lender. The 
principal lender shall retain and hold 
for its own account a financial interest 
in the insured loan. 

(c) Qualification for holding partial in-
terest. A partial interest in an insured 
loan shall be issued to and held only 
by: 

(1) A lender approved by the Commis-
sioner; or 

(2) A corporation, trust or organiza-
tion (including, but not limited to any 
pension fund, pension trust, or profit- 
sharing plan) which certifies to the 
principal lender that: 

(i) It has assets of $100,000 or more; 
and 

(ii) It has lawful authority to acquire 
a partial interest in an insured loan. 

(d) Participation agreement provisions. 
The participation agreement shall in-
clude provisions that: 

(1) The principal lender shall retain 
title to the loan and remain the lender 
of record under the contract of loan in-
surance. 

(2) The Commissioner shall have no 
obligation to recognize or deal with 
anyone other than the principal lender 
with respect to the rights, benefits, and 
obligations of the lender under the con-
tract of insurance. 

(3) The loan documents shall remain 
in the custody of the principal lender. 

(4) The responsibility for servicing 
the insured loans shall remain with the 
principal lender. 

EXTENSION OF TIME 

§ 203.496 Actions to be taken by mort-
gagee or lender. 

With respect to any action required 
by the mortgagee or lender within a pe-
riod of time prescribed by this subpart 
the Commissioner may extend such pe-
riod. 

AMENDMENTS 

§ 203.499 Effect of amendments. 
The regulations in this subpart may 

be amended by the Secretary at any 
time and from time to time, in whole 
or in part, but such amendment will 
not adversely affect the interests of a 
mortgagee under the contract of insur-
ance on any mortgage or loan already 
insured, and will not adversely affect 
the interest of a mortgagee on any 
mortgage or loan to be insured for 
which either the Direct Endorsement 
or Lender Insurance mortgagee has ap-
proved the mortgagor and all terms 
and conditions of the mortgage or loan, 
or the Secretary has issued a firm com-
mitment. In addition, such amendment 
will not adversely affect the eligibility 
of specific property if such property is 
covered by a conditional commitment 
issued by the Secretary, a certificate of 
reasonable value issued by the Sec-
retary of Veterans Affairs, or an ap-
praisal report approved by a Direct En-
dorsement or Lender Insurance under-
writer. 

[62 FR 30227, June 2, 1997] 

Subpart C—Servicing 
Responsibilities 

SOURCE: 41 FR 49736, Nov. 10, 1976, unless 
otherwise noted. 

GENERAL REQUIREMENTS 

§ 203.500 Mortgage servicing generally. 
This subpart identifies servicing 

practices of lending institutions that 
HUD considers acceptable for mort-
gages insured by HUD. Failure to com-
ply with this subpart shall not be a 
basis for denial of insurance benefits, 
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