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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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