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the payment made on behalf of the bor-
rower accurately reflects the escrow 
amount required for taxes and insur-
ance. 

(6) The following terms apply to the 
repayment of mortgage recovery ad-
vances: 

(i) The mortgage recovery advance 
note and subordinate mortgage or 
deed-of-trust shall be interest-free. 

(ii) Borrowers are not required to 
make any monthly or periodic pay-
ments on the mortgage recovery ad-
vance note; however, borrowers may 
voluntarily submit partial payments 
without incurring any prepayment pen-
alty. 

(iii) The due date for the mortgage 
recovery advance note shall be the due 
date of the guaranteed note held by the 
lender, as modified by the special loan 
servicing. Prior to the due date on the 
mortgage recovery advance note, pay-
ment in full under the note is due at 
the earlier of the following: 

(A) When the first lien mortgage and 
the guaranteed note are paid off; or 

(B) When the borrower transfers title 
to the property by voluntary or invol-
untary means. 

(iv) Repayment of all or part of the 
mortgage recovery advance must be re-
mitted directly to the Agency by the 
borrower. 

(v) The Agency will collect this Fed-
eral debt from the borrower by any 
available means if the mortgage recov-
ery advance is not repaid based on the 
terms outlined in the promissory note 
and mortgage or deed-of-trust. 

(7) The lender may request reim-
bursement from the Agency for a mort-
gage recovery advance. A fully sup-
ported and documented claim for reim-
bursement must be submitted to the 
Agency within 60 days of the advance 
being executed by the borrower. The 
borrower must execute a promissory 
note payable to the Agency and a 
mortgage or deed-of-trust in recordable 
form perfecting a lien naming the 
Agency as the secured party for the 
amount of the mortgage recovery ad-
vance. The lender shall properly record 
the mortgage or deed-of-trust in the 
appropriate local real estate records 
and provide the original promissory 
note to the Agency. 

(8) A loss claim filed by a lender will 
be adjusted by any amount of mortgage 
recovery advance reimbursed to the 
lender by the Agency. 

§ 3555.305 Voluntary liquidation. 

The lender must have exhausted the 
servicing options outlined in §§ 3555.302 
through 3555.304 to cure the delin-
quency before considering voluntary 
liquidation. The methods of voluntary 
liquidation of the security property 
outlined in this section may be used to 
protect the interests of the Govern-
ment. The lender must obtain prior 
Agency concurrence or a waiver as pro-
vided by § 3555.301(h). 

(a) Eligibility. To be eligible for vol-
untary liquidation, the following con-
ditions must be met: 

(1) The loan must be at least 30 days 
delinquent; 

(2) The default was caused by an in-
voluntary reason; and 

(3) The borrower must presently oc-
cupy the property except in situations 
where the borrower does not occupy 
the property due to the same involun-
tary reason that led to the default. 

(b) Pre-foreclosure or short sale. The 
borrower may sell the security prop-
erty for a price that represents its fair 
market value. The sale price, less any 
reasonable and customary sale or clos-
ing costs incurred by the borrower, 
must be applied to the borrower’s ac-
count. 

(c) Deed in lieu of foreclosure. The 
lender may accept a deed in lieu of 
foreclosure if it will result in a lesser 
loss claim than if foreclosure occurs. 

(d) Offer by junior lienholder. If a jun-
ior lienholder makes an offer in the 
amount of at least the anticipated net 
recovery value, as calculated in accord-
ance with § 3555.353, the lender may as-
sign the note and mortgage to the jun-
ior lienholder. 

(e) Other methods of voluntary liquida-
tion. The lender may propose other 
methods of voluntary liquidation that 
are consistent with this section if the 
lender fully documents how the pro-
posal will result in a savings to the 
Government. 
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