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for the obligations made by HUD under 
this section. 

(d) Fraud and misrepresentation. This 
section may not be construed: 

(1) To preclude HUD from estab-
lishing defenses against the original 
lender based on fraud or material mis-
representation; or 

(2) To bar HUD from establishing reg-
ulations that are (on the date of 
issuance or disbursement, whichever is 
earlier) partial defenses to the amount 
payable on the guarantee. 

§ 1007.55 Guarantee fee. 

The lender shall pay to HUD, at the 
time of issuance of the guarantee, a fee 
for the guarantee of loans under this 
part, in an amount equal to 1 percent 
of the principal obligation of the loan. 
This amount is payable by the bor-
rower at closing. 

§ 1007.60 Liability under guarantee. 

The liability under a guarantee pro-
vided under this section shall decrease 
or increase on a pro rata basis accord-
ing to any decrease or increase in the 
amount of the unpaid obligation under 
the provisions of the loan agreement 
involved. 

§ 1007.65 Transfer and assumption. 

Notwithstanding any other provision 
of law, any loan guaranteed under this 
section, including the security given 
for the loan, may be sold or assigned by 
the lender to any financial institution 
subject to examination and supervision 
by an agency of the Federal Govern-
ment or of any State or the District of 
Columbia. 

§ 1007.70 Disqualification of lenders 
and civil money penalties. 

(a) In general—(1) Grounds for action. 
HUD may take action under paragraph 
(a)(2) of this section if HUD determines 
that any lender or holder of a guar-
antee certificate: 

(i) Has failed: 
(A) To maintain adequate accounting 

records; 
(B) To service adequately loans guar-

anteed under this section; or 
(C) To exercise proper credit or un-

derwriting judgment; or 

(ii) Has engaged in practices other-
wise detrimental to the interest of a 
borrower or the United States. 

(2) Actions. Upon a determination by 
HUD that any of the grounds for action 
in paragraph (a)(1)(i), of this section 
apply to the holder of a guarantee cer-
tificate, HUD may: 

(i) Refuse, either temporarily or per-
manently, to guarantee any further 
loans made by such lender or holder; 

(ii) Bar such lender or holder from 
acquiring additional loans guaranteed 
under this part; and 

(iii) Require that such lender or hold-
er assume not less than 10 percent of 
any loss on further loans made or held 
by the lender or holder that are guar-
anteed under this part. 

(b) Civil money penalties for intentional 
violations—(1) In general. HUD may im-
pose a civil monetary penalty on a 
lender or holder of a guarantee certifi-
cate if HUD determines that the holder 
or lender has intentionally failed: 

(i) To maintain adequate accounting 
records; 

(ii) To adequately service loans guar-
anteed under this section; or 

(iii) To exercise proper credit or un-
derwriting judgment. 

(2) Penalties. A civil monetary pen-
alty imposed under this section shall 
be imposed in the manner and be in an 
amount provided under section 536 of 
the National Housing Act (12 U.S.C.A. 
1735f-1) with respect to mortgagees and 
lenders under that Act. 

(c) Payment on loans made in good 
faith. Notwithstanding paragraphs (a) 
and (b) of this section, if a loan was 
made in good faith, HUD may not 
refuse to pay a lender or holder of a 
valid guarantee on that loan, without 
regard to whether the lender or holder 
is barred under this section. 

§ 1007.75 Payment under guarantee. 
(a) Lender options—(1) Notification. If 

a borrower on a loan guaranteed under 
this part defaults on the loan, the hold-
er of the guarantee certificate shall 
provide written notice of the default to 
HUD. 

(2) Payment. Upon providing the no-
tice required under paragraph (a)(1), of 
this section, the holder of the guar-
antee certificate shall be entitled to 
payment under the guarantee (subject 
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to the provisions of this section) and 
may proceed to obtain payment in one 
of the following manners: 

(i) Foreclosure. The holder of the cer-
tificate may initiate foreclosure pro-
ceedings (after providing written no-
tice of that action to HUD). Upon a 
final order by the court authorizing 
foreclosure and submission to HUD of a 
claim for payment under the guar-
antee, HUD will pay to the holder of 
the certificate the pro rata portion of 
the amount guaranteed (as determined 
under § 1007.60) plus reasonable fees and 
expenses as approved by HUD. HUD’s 
rights will be subrogated to the rights 
of the holder of the guarantee, who 
shall assign the obligation and security 
to HUD. 

(ii) No foreclosure. Without seeking 
foreclosure (or in any case in which a 
foreclosure proceeding initiated under 
paragraph (a)(2)(i) of this section con-
tinues for a period in excess of 1 year), 
the holder of the guarantee may sub-
mit to HUD a request to assign the ob-
ligation and security interest to HUD 
in return for payment of the claim 

under the guarantee. HUD may accept 
assignment of the loan if HUD deter-
mines that the assignment is in the 
best interest of the United States. 
Upon assignment, HUD will pay to the 
holder of the guarantee the pro rata 
portion of the amount guaranteed (as 
determined under § 1007.60). HUD’s 
rights will be subrogated to the rights 
of the holder of the guarantee, who 
shall assign the obligation and security 
to HUD. 

(b) Requirements. Before any payment 
under a guarantee is made under para-
graph (a) of this section, the holder of 
the guarantee shall exhaust all reason-
able possibilities of collection. Upon 
payment, in whole or in part, to the 
holder, the note or judgment evidenc-
ing the debt shall be assigned to the 
United States and the holder shall have 
no further claim against the borrower 
or the United States. HUD will then 
take such action to collect as HUD de-
termines to be appropriate. 
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