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38 CFR Ch. I (7–1–10 Edition) § 36.4277 

§ 36.4277 Release of security. 
(a) Except upon full payment of the 

indebtedness the holder shall not re-
lease a lien or other right in or to prop-
erty held as security for a guaranteed 
loan, or grant a fee or other interest in 
such property, without the prior ap-
proval of the Secretary, unless in the 
opinion of the holder such release does 
not involve a decrease in the value of 
the security in excess of $500: Provided, 
That the aggregate of the reduction in 
the original value of the security re-
sultant from such releases without the 
Secretary’s prior approval does not ex-
ceed $500. 

(b) Except upon full payment of the 
indebtedness or upon the prior ap-
proval of the Secretary, the holder 
shall not release a lien under para-
graph (a) of this section unless the con-
sideration received for the release is 
commensurate with the fair market 
value of the property released and the 
entire consideration is applied to the 
indebtedness, or if encumbrance on 
other property is accepted in lieu of 
that released it shall be the holder’s 
duty to acquire such lien on property 
of substantially equal value which is 
reasonably capable of serving the pur-
pose for which the property released 
was utilized. 

(c) Failure of the holder to comply 
with the provisions of this section shall 
not in itself affect the validity of the 
title of a purchaser to the property re-
leased. 

(d) The holder shall notify the Sec-
retary of any such release or substi-
tution of security within 30 days after 
completion of such transaction. 

(e) The release of the personal liabil-
ity of any obligor on a guaranteed obli-
gation resultant from the act or omis-
sion of any holder without the prior ap-
proval of the Secretary shall release 
the obligation of the Secretary as guar-
antor, except when such act or omis-
sion consists of 

(1) Failure to establish the debt as a 
valid claim against the assets of the es-
tate of any deceased obligor, provided 
no lien for the guaranteed debt is 
thereby impaired or destroyed; or 

(2) An election and appropriate pros-
ecution of legally available effective 
remedies with respect to the reposses-
sion or the liquidation of the security 

in any case, irrespective of the identity 
or the survival of the original or of any 
subsequent debtor, if holder shall have 
given such notice as required by 
§ 36.4280 and if, after receiving such no-
tice, the Secretary shall have failed to 
notify the holder within 15 days to pro-
ceed in such manner as to effectively 
preserve the personal liability of the 
parties liable, or such of them as the 
Secretary indicates is such notice to 
the holder; or 

(3) The release of an obligor, or obli-
gors, from liability on an obligation se-
cured by a lien on property, which re-
lease is an incident of and contempora-
neous with the sale of such property to 
an eligible veteran who assumed such 
obligation, which assumed obligation 
is guaranteed on his or her account 
pursuant to 38 U.S.C. 3712; or 

(4) The release of an obligor or obli-
gors as provided in § 36.4279. 

(5) The release of an obligor, or obli-
gors, incident to the sale of property 
which the holder is authorized to ap-
prove under the provisions of 38 U.S.C. 
3714. 

(Authority: 38 U.S.C. 3714) 

[36 FR 1253, Jan. 27, 1971, as amended at 53 
FR 34295, Sept. 6, 1988; 55 FR 37474, Sept. 12, 
1990] 

§ 36.4278 Servicing procedures for 
holders. 

(a) Establishment of loan servicing pro-
gram. The holder of a loan guaranteed 
or insured by the Secretary shall de-
velop and maintain a loan servicing 
program which follows accepted indus-
try standards for servicing of similar 
type conventional loans. The loan serv-
icing program established pursuant to 
this section may employ different serv-
icing approaches to fit individual bor-
rower circumstances and avoid estab-
lishing a fixed routine. However, it 
must incorporate each of the provi-
sions specified in paragraphs (b) 
through (l) of this section. 

(b) Procedures for providing informa-
tion. (1) Loan holders shall establish 
procedures to provide loan information 
to borrowers, arrange for individual 
loan consultations upon request and 
maintain controls to assure prompt re-
sponses to inquiries. One or more of the 
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