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act or omission of the lender has im-
paired the validity and priority of such
security instrument or instruments,
that the security instrument or instru-
ments are prior to all mechanics’ and
material-men’s liens filed of record
subsequent to the recording of such se-
curity instrument or instruments re-
gardless of whether such liens attached
prior to such recording date, and prior
to all liens and encumbrances which
may have attached or defects which
which may have arisen subsequent to
the recording of such security instru-
ment or instruments, except such liens
or other matters as may be approved
by the Commissioner, that the amount
stated in the instrument of assignment
is actually due and owing under the se-
curity instrument or instruments, that
there are no offsets or counterclaims
thereto, and that the lender has a good
right to assign such note and security
instrument or instruments;

(d) The assignment to the Commis-
sioner of all rights and interests aris-
ing under the note and security instru-
ment or instruments so in default and
all claims of the lender against the bor-
rower or others arising out of the loan
transaction;

(e) All policies of title or other insur-
ance or surety bonds, or other guaran-
tees and any and all claims thereunder;
including evidence satisfactory to the
Commissioner that the original title
coverage has been extended to include
the assignment of the note and secu-
rity instrument or instruments to the
Commissioner;

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

(g) Any additional information or
data which the Commissioner may re-
quire;

(h) The following cash items, held in
connection with the loan insured under
this subpart, shall either be retained
by the lender or delivered to the Com-
missioner in accordance with instruc-
tions to be issued by the Commissioner
at the time the insurance claim is
filed.

(1) Any cash held by the lender or its
agents or to which it is entitled includ-
ing deposits made for the account of
the borrower and which have not been

§232.885

applied in reduction of the principal of
the loan indebtedness.

(2) All funds held by the lender for
the account of the borrower received
pursuant to any other agreement.

§232.885 Insurance benefits.

(a) 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.

(b) Amount of payment. Upon an ac-
ceptable assignment of the note and se-
curity instrument, the Commissioner
shall pay the claim of the lender in an
amount equal to the unpaid principal
balance of the loan as of the date of de-
fault determined as follows:

(1) By adding the following items:

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

(ii) Any advances approved by the
Commissioner made previously by the
lender under the provisions of the note
or security instrument or instruments.

(iii) Reimbursement for such reason-
able collection costs, court costs, and
attorney’s fees as may be approved by
the Commissioner.

(iv) Any loan
paid after default.

(v) If payment is made in cash, an
amount equivalent to the debenture in-
terest which would have been earned
thereon, as of the date such cash pay-
ment is made, except when the lender
fails to meet any one of the applicable
requirements of §§232.850, 232.875, and
232.880, within the specified time and in
a manner satisfactory to the Commis-
sioner (or within such further time as
the Commissioner may approve in writ-
ing), 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.

(2) By deducting from the total of the
items computed under paragraph (b)(1)
of this section the following items:

insurance premiums
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(i) Any amount received by the lend-
er on account of the loan after the date
of default.

(ii) Any net income received by the
lender from the property covered by
the note or security instrument and
not applied to prior debts held by that
lender.

(iii) The sum of the cash items re-
tained by the lender pursuant to
§232.880(h) (i) (ii).

§232.890 Characteristics of
tures.

Debentures issued in settlement of
insurance claims under this subpart
shall have the same characteristics and
the same requirements for registration
and redemption as those issued pursu-
ant to subpart B of this part except
that debentures shall bear interest at
the rate in effect as of the date the
commitment was issued, or as of the
date the loan was first endorsed for in-
surance, whichever rate is higher and
shall mature 10 years from the date of
issue which date shall be the date of
execution of the assignment of the loan
to the Commissioner.

deben-

§232.893 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]
ASSIGNMENTS

§232.895 Assignment of insured loans.

(@) An insured loan may be trans-
ferred only to a transferee who is a
lender approved by the Commissioner.
Upon such transfer and the assumption
by the transferee of all obligations
under the contract of insurance the
transferor shall be released from its ob-
ligations under the contract of insur-
ance.

(b) The contract of insurance shall
terminate with respect to loans de-
scribed in paragraph (a) of this section
upon the happening of either of the fol-
lowing events:

(1) The transfer or pledge of the in-
sured loan to any person, firm, or cor-
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poration, public or private, other than
an approved lender.

(2) The disposal by a lender of any
partial interest in the insured loan to
other than an approved lender.

EXTENSION OF TIME

§232.897 Actions to be taken by lend-
er.

With respect to any action required
of the lender within a period of time
prescribed by this subpart, the Com-
missioner may extend such period.

Subpart E—Insurance of Mort-
gages Covering Existing
Projects

SOURCE: 53 FR 33735, Aug. 31, 1988, unless
otherwise noted.

§232.901 Mortgages covering existing
projects are eligible for insurance.

A mortgage executed in connection
with the purchase or refinancing of an
existing project without substantial re-
habilitation may be insured under this
subpart pursuant to section 223(f) of
the Act. A mortgage insured pursuant
to this subpart shall meet all other re-
quirements of this part except as ex-
pressly modified by this subpart.

[59 FR 61228, Nov. 29, 1994]

§232.902 Eligible project.

Existing projects (with such repairs
and improvements as are determined
by the Commissioner to be necessary)
are eligible for insurance under this
subpart. The project must not require
substantial rehabilitation and three
years must have elapsed from the date
of completion of construction or sub-
stantial rehabilitation of the project,
or from the beginning of occupancy,
whichever is later, to the date of appli-
cation for insurance. In addition, the
project must have attained sustaining
occupancy (occupancy that produces
income sufficient to pay operating ex-
penses, annual debt service and reserve
fund for replacement requirements) as
determined by the Commissioner, be-
fore endorsement of the project for in-
surance; alternatively, the mortgagor
must provide an operating deficit fund
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