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(b) Acquisition of title. If the mort-
gagee or a party other than the mort-
gagee acquires title at a foreclosure
sale, or the mortgagee acquires title by
a deed in lieu of foreclosure, and the
mortgagee notifies the Secretary that
a claim for the payment of the insur-
ance benefits will not be presented, the
contract of insurance shall be termi-
nated.

(c) Mortgagee fails to make payments. If
the mortgagee fails to make the pay-
ments to the mortgagor as required
under the mortgage, and does not reim-
burse the Secretary or assign the mort-
gage to the Secretary within 30 days
from the demand by the Secretary for
reimbursement or assignment, the con-
tract of insurance shall automatically
terminate. The Secretary may later re-
instate the contract of insurance,
which shall continue in force as if no
termination had occurred, upon reim-
bursement with interest as provided in
§206.121. Upon reinstatement, the mort-
gagee shall be liable for all MIP which
would have been due if no termination
had occurred, including late charge and
interest as provided in §206.113.

(d) Notice of termination. The mort-
gagee shall give written notice to the
Secretary within 15 days of the occur-
rence of an event under paragraphs (a)
and (b) of this section. No contract of
insurance shall be terminated under
paragraphs (a) or (b) of this section un-
less such notice is given.

(e) Voluntary termination. The mort-
gagor and the mortgagee may jointly
request the Secretary to approve the
voluntary termination of the mortgage
insurance contract. Prior to approval,
the Secretary shall make certain that
the mortgagor is aware of the con-
sequences which could arise out of the
voluntary termination of the contract
of insurance. The provisions of §203.295
of this chapter concerning voluntary
termination shall apply when a con-
tract of insurance under this part is
voluntarily terminated.

(f) Effect of termination. When the in-
surance contract is terminated, the
mortgagee shall pay the monthly MIP
which has accrued for the current
month and which has not yet been paid
to the Secretary, but the obligation to
pay any subsequent MIP shall cease
and all rights of the mortgagor and
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mortgagee shall be terminated except
as otherwise provided in this part.

(Approved by the Office of Management and
Budget under control number 2528-0133)

[54 FR 24833, June 9, 1989, as amended at 61
FR 49034, Sept. 17, 1996]

Subpart D—Servicing
Responsibilities

§206.201 Mortgage servicing generally;
sanctions.

(a) General. This subpart identifies
servicing practices that the Secretary
considers acceptable mortgage serv-
icing practices of lending institutions
servicing mortgages insured by the
Secretary. Failure to comply with this
subpart shall not be a basis for denial
of the insurance benefits, but a pattern
of refusal or failure to comply will be
cause for withdrawal of HUD mort-
gagee approval.

(b) Importance of timely payments. The
paramount servicing responsibility is
the need to make timely payments in
full as required by the mortgage. Any
failure of a mortgagee to make all pay-
ments required by the mortgage in a
timely manner will be grounds for ad-
ministrative sanctions authorized by
regulations, including part 24 (Debar-
ment, Suspension and Limited Denial
of Participation), and part 25 (Mort-
gagee Review Board).

(c) Responsibility for servicing. The
provisions of §203.502 of this chapter
pertaining to the responsibility for
servicing shall apply to mortgages in-
sured under this part, except that ref-
erences in that section to payments by
a mortgagor shall mean payments to
the mortgagor.

§206.203 Providing information.

(a) Annual statement. The mortgagee
shall provide to the mortgagor an an-
nual statement regarding the activity
of the mortgage for each calendar year.
The statement shall summarize the
total principal amount for the year
which has been paid to the mortgagor
under the mortgage, the MIP paid to
the Secretary and charged to the mort-
gagor, the total amount of deferred in-
terest added to the mortgage balance,
the total mortgage balance and the
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current principal limit. If the mort-
gagor has elected to have the mort-
gagee pay property charges pursuant to
§206.205, the mortgagee shall include an
accounting of all payments for prop-
erty charges for the year. The state-
ment shall be provided to the mort-
gagor no later than January 31 for each
preceding year until the mortgage is
paid in full by the mortgagor.

(b) Line of credit and payment
change statements. The mortgagee
shall provide the mortgagor with a
statement of the account every time it
makes a line of credit payment. The
mortgagee shall provide the mortgagor
with a new payment plan every time it
recalculates monthly payments.

(c) Servicing. The provisions of
§203.508 (a) and (b) of this chapter per-
taining to loan information to mortga-
gors shall also be applicable to mort-
gages insured under this part. The
mortgagee, as part of the information
required under §203.508(b) of this chap-
ter, shall provide the mortgagor with
the name of the mortgagee’s employee
who has been specifically designated to
respond to inquiries concerning mort-
gages insured under this part. Such in-
formation shall be provided annually
and whenever the servicer or the des-
ignated employee changes.

(Approved by the Office of Management and
Budget under control number 2528-0133)

[54 FR 24833, June 9, 1989, as amended at 60
FR 42762, Aug. 16, 1995]

§206.205 Property charges.

(a) General. The mortgagor shall pay
all property charges consisting of
taxes, ground rents, flood and hazard
insurance premiums, and special as-
sessments in a timely manner and shall
provide evidence of payment to the
mortgagee as required in the mortgage.

(b) Election. A mortgagor may elect
to require the mortgagee to pay prop-
erty charges by withholding funds from
monthly payments due to the mort-
gagor or by charging such funds to a
line of credit. The mortgagor may
make or rescind such an election at
any time. If the sum of the mortgage
balance and any unused set asides for
repairs and servicing charges has
reached the principal limit or the
mortgage funds are otherwise insuffi-
cient to pay the property charges, the

§206.205

mortgagor shall pay such items as pro-
vided in paragraph (a) of this section,
even though the mortgagor elected
payment to be made by the mortgagee.

(c) Mortgagor’s failure to make pay-
ments. If the mortgagor fails to pay the
property charges in a timely manner,
and has not elected to have the mort-
gagee make the payments, the mort-
gagee may make the payment for the
mortgagor and charge the mortgagor’s
account. If a pattern of missed pay-
ments occurs, the mortgagee may es-
tablish procedures to pay the property
charges from the mortgagor’s funds as
if the mortgagor elected to have the
mortgagee pay the property charges
under this section.

(d) Assignment of mortgage to the Sec-
retary. If the insured first mortgage is
assigned to the Secretary under
§206.107(a)(1) or §206.121(a), or if pay-
ments are made through the second
mortgage under §206.121(c), the Sec-
retary is not required to assume the
mortgagee’s responsibility under para-
graph (b) of this section, despite the
election by the mortgagor.

(e) Mortgagee’s responsibilities. (1)
Funds withheld from payments due to
the mortgagor for property charges
under paragraph (b) of this section
shall not be paid into an escrow ac-
count. When property charges are actu-
ally paid, the mortgagee may add the
amount paid to the mortgage balance.

(2) It is the mortgagee’s responsi-
bility to make disbursements for prop-
erty charges before bills become delin-
quent. Mortgagees must establish con-
trols to ensure that the information
needed to pay such bills is obtained on
a timely basis. Penalties for late pay-
ments for property charges must not be
charged to the mortgagor unless it can
be shown that the penalty was the di-
rect result of the mortgagor’s error or
omission. Early payment of a bill to
take advantage of a discount should be
made whenever it is to the mortgagor’s
benefit.

(3) Not later than the end of the sec-
ond loan year the mortgagee shall es-
tablish a system for the periodic anal-
ysis of the amounts withheld from
monthly payments. The analysis shall
be performed at least once a year
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