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SUBPART E - LOAN ADM NI STRATI ON

§ 201. 40 Post-disbhursenent |oan requirenents.

(a)

(b)

Di scovery of misstatenents of fact. If, after a | oan has been nade,
the | ender discovers any material msstatenent of fact or that the

| oan proceeds have been mi sused by the borrower, dealer or any other
party, it shall pronptly report this to the Secretary. In such case
the insurance of the loan shall not be affected unless such nateria

m sstat enent of fact or misuse of |oan proceeds was caused by or was
knowi ngly sanctioned by the |l ender or its enpl oyees (see §
201.31(e)(3)), provided that the validity of any lien on the property
has not been i npaired.

Requi rements on direct property inprovenent |oans.

(1) After receiving the proceeds of a direct property inprovenent
| oan, and after the work is conpleted to the borrower's
sati sfaction, the borrower shall subnmit a conpletion certificate
to the lender, on a HUD approved form and signed by the borrower
under applicable crimnal and civil penalties for fraud and
m srepresentation, certifying that:

(i) The inprovenents have been conpl et ed;

(ii) The ampbunt borrowed has been spent on inprovenments eligible
under 8 201.20(b) and in accordance with the contract or
cost estinmate furnished to the | ender prior to disbursenent
of the | oan proceeds; and

(iii) The borrower has not obtained the benefit of and will not
recei ve any cash paynent, rebate, cash bonus, sales
conmi ssi on, or anything of nore than noninal value from any
contractor or supplier as an inducenent for the consumation
of the |l oan transaction

(2) The borrower shall submit the conpletion certificate pronptly
upon the work's conpl etion, but not later than six nonths after
the di shursenent of the |oan proceeds, with one six-nonth
extension if necessary. If the borrower fails to submit the
completion certificate within these tine limts, an on-site
i nspection shall be conducted in accordance with paragraph (c) of
this section.

(3) The borrower is not required to submit a conpletion certificate
when the property inprovenent |oan is made by or on behalf of a
State or |local government agency or a nonprofit organization
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the | oan proceeds are held in an escrow account pending
conpl etion of the inprovenents, and the | oan proceeds are
di sbursed fromthe escrow account in stages, with the witten



()

(d)

approval of the borrower and based upon the percentage of work
conpl et ed.

| nspection requirement on property inprovenent |oans. The | ender or
its agent shall conduct an on-site inspection on any property

i mprovenent | oan where the principal obligation is $7,500 or nore, and
on any direct property inprovenent |oan where the borrower fails to
submit a conpletion certificate as required under paragraph (b) of
this section. On a dealer |loan, the inspection shall be conpleted
within 60 days after the date of disbursenent. On a direct |oan, the

i nspection shall be conpleted within 60 days after receipt of the
conpletion certificate, or as soon as the |lender deternines that the
borrower is unwilling to cooperate in submtting the conpletion
certificate. The purpose of the inspection is to verify the
eligibility of the inprovenents and whet her the work has been
conpleted. If the borrower will not cooperate in pernmitting an on-site
i nspection, the lender shall report this fact to the Secretary.

I nspection requirement on deal er manufactured home | oans. For any
manuf act ured home purchase | oan or conbi nation | oan involving the sale
of a manufactured home by a dealer, the |ender (or an agent of the

| ender that is not a manufactured hone deal er) shall conduct a site-
of - pl acenment inspection within 60 days after the date of disbursenent
to verify that:

(1) The terns and conditions of the purchase contract have been net;

(2) The manufactured home and any item zed options and appurtenances
included in the purchase price of the honme or financed with the
| oan proceeds have been delivered and installed; and

(3) The placenent certificate executed by the borrower and the deal er
is in order.

§ 201.41 Loan servicing.

(a)
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(b)

General ly. The | ender shall service loans in accordance with accepted
practices of prudent lending institutions. It shall have adequate
facilities for contacting the borrower in the event of default, and
shal | otherw se exercise diligence in collecting the anount due. The

| ender shall renain responsible to the Secretary for proper collection
efforts, even though actual | oan servicing and collection may be
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performed by an agent of the lender. The | ender shall have an

organi zed means of identifying, on a periodic basis, the paynent
status of delinquent |oans to enable collection personnel to initiate
and followup on collection activities, and shall docunent its records
to reflect its collection activities on delinquent |oans.

Partial payments. The |l ender shall accept any partial paynent
(inclusive of late charges) under an executed nodification agreenent
or an acceptabl e repaynent plan, and either apply it to the borrower's
account or hold it in a trust account pending disposition. Wen
partial paynents held for disposition aggregate a full nonthly



installnent, they shall be applied to the borrower's account, thus
advancing the date of the oldest unpaid installnent. If a partia
paynment is received nore than 60 days after the date of default and
was not subnmitted under a repaynment plan or a nodification agreenent,
the partial paynment nmay be returned to the borrower, with a letter of
expl anati on.

§ 201. 42 Bankruptcy, insolvency or death of borrower.

(a) Bankruptcy or insolvency. The lender shall file a proof of claimwith
the court having jurisdiction when the lender has tinely information
that a borrower is involved in bankruptcy or insolvency proceedi ngs,
except that a proof of claimneed not be filed if the court notifies
the Il ender that the borrower has no assets and a proof of claimshould
not be filed. The notice of bankruptcy and a copy of the proof of
claim(or the notice fromthe court that a proof of claimis not
required) shall be retained in the loan file.

(b) Death of a borrower. The |l ender shall file a proof of claimwith the
court having jurisdiction when the | ender has tinely information that
a borrower is deceased, unless the | ender deternines that there wll
not be a probate proceeding. A copy of the proof of claim(or
docunentation as to why a proof of claimwas not filed) shall be
retained in the loan file.

(c) Responsibility of the lender after insurance claimis filed. After the
Secretary pays an insurance claim the Secretary will notify the
bankruptcy or probate court, as appropriate, that the | oan has been
assigned to the United States and will request substitution as the
party to whomthe claimis owed. Until the insurance claimis paid,
the I ender shall take all steps necessary to protect the interest of
the holder of the note in any bankruptcy or probate proceedi ng.
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§ 201.43 Adm nistrative reports and exam nati ons.

The Secretary may call upon a | ender for any reports deened necessary in
connection with the regulations in this part and may inspect the |oan
files, records, books and accounts of the |ender as they pertain to the
| oans reported for insurance.
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