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(b) Lender insurance. This procedure,
which is described in §203.6, is available
for mortgagees that are eligible for the
Direct Endorsement program under
§203.5, and that are also approved ac-
cording to §203.4.

(c) Issuing of commilments through
HUD offices. Processing through HUD
offices as described in §203.7, with
issuance of commitments, is available
only for mortgages that are not eligi-
ble for Direct Endorsement processing
under §203.5(b) or to the extent re-
quired in §203.3(b)(4), §203.3(d)(1), or as
determined by the Secretary.

[62 FR 30225, June 2, 1997]

§203.3 Approval of mortgagees for Di-
rect Endorsement.

(a) Direct Endorsement approval. To be
approved for the Direct Endorsement
program set forth in §203.5, a mort-
gagee must be an approved mortgagee
meeting the requirements of §§202.13,
202.14 or 202.17 and this section.

(b) Special requirements. The mort-
gagee must establish that it meets the
following qualifications.

(1) The mortgagee has five years of
experience in the origination of single
family mortgages. The Secretary will
approve a mortgagee with less than
five years experience in the origination
of single family mortgages if a prin-
cipal officer has had a minimum of five
yvears of managerial experience in the
origination of single family mortgages.

(2) The mortgagee has on its perma-
nent staff an underwriter that is au-
thorized by the mortgagee to bind the
mortgagee on matters involving the
origination of mortgages through the
Direct Endorsement procedure and
that is registered with the Secretary
and such registration is maintained
with the Secretary. The technical staff
may be employees of the mortgagee or
may be hired on a fee basis from a ros-
ter maintained by the Secretary. The
mortgagee shall use appraisers per-
mitted by §203.5(e).

(3) [Reserved]

(4) The mortgagee must submit ini-
tially 15 mortgages processed in ac-
cordance with §§203.5 and 203.255. Sepa-
rate approval is required to originate
mortgages under part 206 of this chap-
ter through the Direct Endorsement
program unless at least 50 mortgages
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closed by the mortgagee have been in-
sured under part 206 of this chapter
prior to September 15, 1995. Other
mortgagees who have not closed at
least 50 mortgages under part 206 of
this chapter must submit five (5) Home
Equity Conversion Mortgages, proc-
essed in accordance with §§203.3 and
203.255. The documents required by
§203.2556 will be reviewed by the Sec-
retary and, if acceptable, commitments
will be issued prior to endorsement of
the mortgages for insurance. If the un-
derwriting and processing of these 15
mortgages (or the 5 Home Equity Con-
version Mortgages) is satisfactory,
then the mortgagee may be approved
to close subsequent mortgages and sub-
mit them directly for endorsement for
insurance in accordance with the proc-
ess set forth in §203.255. Unsatisfactory
performance by the mortgagee at this
stage constitutes grounds for denial of
participation in the program, or for
continued pre-endorsement review of a
mortgagee’s submissions. If participa-
tion in the program is denied, such de-
nial is effective immediately and may
be appealed in accordance with the pro-
cedures set forth in paragraph (d)(2) of
this section. Unsatisfactory perform-
ance solely with respect to mortgages
under 24 CFR part 206 may, at the op-
tion of the Secretary, be grounds for
denial of participation or for continued
pre-endorsement review for 24 CFR
part 206 mortgages without affecting
the mortgagee’s processing of mort-
gages under other parts.

(6) The mortgagee shall promptly no-
tify those HUD offices which have
granted approval under this section of
any changes that affect qualifications
under this section.

(c) [Reserved]

(d) Mortgagee sanctions. Depending
upon the nature and extent of the non-
compliance with the requirements ap-
plicable to the Direct Endorsement
process, as determined by the Sec-
retary, the Secretary may take any of
the following actions:

(1) Probation. The Secretary may
place a mortgagee on Direct Endorse-
ment probation for a specified period of
time for the purpose of evaluating the
mortgagee’s compliance with the re-
quirements of the Direct Endorsement
procedure. Such probation is distinct
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from probation imposed by the Mort-
gagee Review Board under part 25 of
this chapter. During the probation pe-
riod specified by this section, the mort-
gagee may continue to process Direct
Endorsement mortgages, subject to
conditions required by the Secretary.
The Secretary may require the mort-
gagee to:

(i) Process mortgages in accordance
with paragraph (b)(4) of this section;

(ii) Submit to additional training;

(iii) Make changes in the quality con-
trol plan required by §202.5(h) of this
chapter; and

(iv) Take other actions, which may
include, but are not limited to, peri-
odic reporting to the Secretary, and
submission to the Secretary of internal
audits.

(2) Termination of Direct Endorsement
approval. (i) A mortgagee’s approval to
participate in the Direct Endorsement
program may be terminated in a par-
ticular jurisdiction by the local HUD
office or on a nationwide basis by HUD
Central Office. The HUD office insti-
tuting the termination action shall
provide the mortgagee with written no-
tice of the grounds for the action and
of the right to an informal hearing be-
fore the office initiating the termi-
nation action. Such hearing shall be
expeditiously arranged, and the mort-
gagee may be represented by counsel.
Any termination instituted under this
section is distinct from withdrawal of
mortgagee approval by the Mortgagee
Review Board under part 25 of this
title.

(ii) After consideration of the mate-
rials presented, the decision maker
shall advise the mortgagee in writing
whether the termination is rescinded,
modified or affirmed.

(iii) The mortgagee may appeal such
decision to the Deputy Assistant Sec-
retary for Single Family Housing or
his or her designee. A decision by the
Deputy Assistant Secretary or designee
shall constitute final agency action.

(iv) Termination of an origination
approval agreement under part 202 of
this chapter for a mortgagee or one or
more branch offices automartically ter-
minates Direct Endorsement approval
for the mortgagee or the branch office

24 CFR Ch. Il (4-1-19 Edition)

or offices without any further require-
ment to comply with this paragraph.

(Approved by the Office of Management and
Budget under control number 2502-0005)

[67 FR 58345, Dec. 9, 1992, as amended at 60
FR 42758, Aug. 16, 1995; 61 FR 2651, Jan. 26,
1996; 62 FR 20088, Apr. 24, 1997; 62 FR 65182,
Dec. 10, 1997]

§203.4 Approval of mortgagees for

Lender Insurance.

Each mortgagee that chooses to par-
ticipate in the Lender Insurance pro-
gram must use the Lender Insurance
process to insure all of the mortgages
that it underwrites, unless the mort-
gages are ineligible for the Direct En-
dorsement program as provided in
§203.5(b), or unless HUD determines
that the mortgages are ineligible for
the Lender Insurance program.

(a) Direct Endorsement approval. To be
approved for the Lender Insurance pro-
gram described in §203.6, a mortgagee
must be unconditionally approved for
the Direct Endorsement program as
provided in §203.3.

(b) Performance: Claim and default
rate. (1) In addition to being uncondi-
tionally approved for the Direct En-
dorsement program, a mortgagee must
have had an acceptable claim and de-
fault rate (as described in paragraph
(b)(3) of this section) for at least 2
years prior to its application for par-
ticipation in the Lender Insurance pro-
gram, and must maintain such a claim
and default rate in order to retain
Lender Insurance approval.

(2) HUD may approve a mortgagee
that is otherwise eligible for Lender In-
surance approval, but has an accept-
able claim and default record of less
than 2 years, if:

(i) The mortgagee is an entity cre-
ated by a merger, acquisition, or reor-
ganization completed less than 2 years
prior to the date of the mortgagee’s ap-
plication for Lender Insurance ap-
proval;

(ii) One or more of the entities par-
ticipating in the merger, acquisition,
or reorganization had Lender Insurance
approval at the time of the merger, ac-
quisition, or reorganization;

(iii) All of the lending institutions
participating in the merger, acquisi-
tion, or reorganization that had Lender
Insurance approval at the time of the
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from probation imposed by the Mort-
gagee Review Board under part 25 of
this chapter. During the probation pe-
riod specified by this section, the mort-
gagee may continue to process Direct
Endorsement mortgages, subject to
conditions required by the Secretary.
The Secretary may require the mort-
gagee to:

(i) Process mortgages in accordance
with paragraph (b)(4) of this section;

(ii) Submit to additional training;

(iii) Make changes in the quality con-
trol plan required by §202.5(h) of this
chapter; and

(iv) Take other actions, which may
include, but are not limited to, peri-
odic reporting to the Secretary, and
submission to the Secretary of internal
audits.

(2) Termination of Direct Endorsement
approval. (i) A mortgagee’s approval to
participate in the Direct Endorsement
program may be terminated in a par-
ticular jurisdiction by the local HUD
office or on a nationwide basis by HUD
Central Office. The HUD office insti-
tuting the termination action shall
provide the mortgagee with written no-
tice of the grounds for the action and
of the right to an informal hearing be-
fore the office initiating the termi-
nation action. Such hearing shall be
expeditiously arranged, and the mort-
gagee may be represented by counsel.
Any termination instituted under this
section is distinct from withdrawal of
mortgagee approval by the Mortgagee
Review Board under part 25 of this
title.

(ii) After consideration of the mate-
rials presented, the decision maker
shall advise the mortgagee in writing
whether the termination is rescinded,
modified or affirmed.

(iii) The mortgagee may appeal such
decision to the Deputy Assistant Sec-
retary for Single Family Housing or
his or her designee. A decision by the
Deputy Assistant Secretary or designee
shall constitute final agency action.

(iv) Termination of an origination
approval agreement under part 202 of
this chapter for a mortgagee or one or
more branch offices automartically ter-
minates Direct Endorsement approval
for the mortgagee or the branch office
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or offices without any further require-
ment to comply with this paragraph.

(Approved by the Office of Management and
Budget under control number 2502-0005)

[67 FR 58345, Dec. 9, 1992, as amended at 60
FR 42758, Aug. 16, 1995; 61 FR 2651, Jan. 26,
1996; 62 FR 20088, Apr. 24, 1997; 62 FR 65182,
Dec. 10, 1997]

§203.4 Approval of mortgagees for

Lender Insurance.

Each mortgagee that chooses to par-
ticipate in the Lender Insurance pro-
gram must use the Lender Insurance
process to insure all of the mortgages
that it underwrites, unless the mort-
gages are ineligible for the Direct En-
dorsement program as provided in
§203.5(b), or unless HUD determines
that the mortgages are ineligible for
the Lender Insurance program.

(a) Direct Endorsement approval. To be
approved for the Lender Insurance pro-
gram described in §203.6, a mortgagee
must be unconditionally approved for
the Direct Endorsement program as
provided in §203.3.

(b) Performance: Claim and default
rate. (1) In addition to being uncondi-
tionally approved for the Direct En-
dorsement program, a mortgagee must
have had an acceptable claim and de-
fault rate (as described in paragraph
(b)(3) of this section) for at least 2
years prior to its application for par-
ticipation in the Lender Insurance pro-
gram, and must maintain such a claim
and default rate in order to retain
Lender Insurance approval.

(2) HUD may approve a mortgagee
that is otherwise eligible for Lender In-
surance approval, but has an accept-
able claim and default record of less
than 2 years, if:

(i) The mortgagee is an entity cre-
ated by a merger, acquisition, or reor-
ganization completed less than 2 years
prior to the date of the mortgagee’s ap-
plication for Lender Insurance ap-
proval;

(ii) One or more of the entities par-
ticipating in the merger, acquisition,
or reorganization had Lender Insurance
approval at the time of the merger, ac-
quisition, or reorganization;

(iii) All of the lending institutions
participating in the merger, acquisi-
tion, or reorganization that had Lender
Insurance approval at the time of the
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merger, acquisition, or reorganization
had an acceptable claim and default
record for the 2 years preceding the
mortgagee’s application for Lender In-
surance approval; and

(iv) The claim and default record of
the mortgagee derived by aggregating
the claims and defaults of the entities
participating in the merger, acquisi-
tion, or reorganization, for the 2-year
period prior to the mortgagee’s appli-
cation for Lender Insurance approval,
constitutes an acceptable rate of
claims and defaults, as defined by this
section.

(3) A mortgagee has an acceptable
claim and default rate if its rate of
claims and defaults is at or below 150
percent of the average rate for insured
mortgages in the state(s) in which the
mortgagee operates.

(¢c) Reviews. HUD will monitor a
mortgagee’s eligibility to participate
in the Lender Insurance program on an
ongoing basis.

(d) Termination of approval. (1) HUD
may immediately terminate the mort-
gagee’s approval to participate in the
Lender Insurance program, in accord-
ance with section 256(d) of the National
Housing Act (12 U.S.C. 17156z-21(d)), if
the mortgagee:

(i) Violates any of the requirements
and procedures established by the Sec-
retary for mortgagees approved to par-
ticipate in HUD’s Lender Insurance
program, Direct Endorsement program,
or the Title II Single Family mortgage
insurance program; or

(ii) If HUD determines that other
good cause exists.

(2) Such termination will be effective
upon receipt of HUD’s notice advising
of the termination. Within 30 days
after receiving HUD’s notice of termi-
nation, a mortgagee may request an in-
formal conference with the Deputy As-
sistant Secretary for Single Family
Housing or designee. The conference
will be conducted within 30 days after
HUD receives a timely request for the
conference. After the conference, the
Deputy Assistant Secretary (or des-
ignee) may decide to affirm the termi-
nation action or to reinstate the mort-
gagee’s Lender Insurance program ap-
proval. The decision will be commu-
nicated to the mortgagee in writing,
will be deemed a final agency action,

§203.5

and, pursuant to section 256(d) of the
National Housing Act (12 U.S.C. 1715z~
21(d)), is not subject to judicial review.

(3) Lender Insurance authority is
automatically terminated for a mort-
gagee whose nationwide Direct En-
dorsement approval under §203.3(d)(2) is
terminated, without imposing any fur-
ther requirement on the mortgagee to
comply with this paragraph.

(4) Any termination instituted under
this section is distinct from with-
drawal of mortgagee approval by the
Mortgagee Review Board under 24 CFR
part 25.

(e) Reinstatement. A mortgagee whose
Lender Insurance authority is termi-
nated under this section may apply for
reinstatement if the Lender Insurance
authority for the mortgagee has been
terminated for at least 6 months. In ad-
dition to addressing the criteria for
Lender Insurance approval specified in
paragraphs (a) and (b) of this section,
the application for reinstatement must
be accompanied by a corrective action
plan addressing the issues resulting in
the termination of the mortgagee’s
Lender Insurance authority, along with
evidence that the mortgagee has imple-
mented the corrective action plan.
HUD may grant the mortgagee’s appli-
cation for reinstatement if the mortga-
gee’s application is complete and HUD
determines that the underlying causes
for the termination have been satisfac-
torily remedied.

[62 FR 30226, June 2, 1997, as amended at 62
FR 65182, Dec. 10, 1997; 77 FR 3604, Jan. 25,
2012]

§203.5 Direct Endorsement process.

(a) General. Under the Direct En-
dorsement program, the Secretary does
not review applications for mortgage
insurance before the mortgage is exe-
cuted or issue conditional or firm com-
mitments, except to the extent re-
quired by §203.3(b)(4), §203.3(d)(1), or as
determined by the Secretary. Under
this program, the mortgagee deter-
mines that the proposed mortgage is
eligible for insurance under the appli-
cable program regulations, and submits
the required documents to the Sec-
retary in accordance with the proce-
dures set forth in §203.255. This subpart
provides that certain functions shall be
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performed by the Secretary (or Com-
missioner), but the Secretary may
specify that a Direct Endorsement
mortgagee shall perform such an ac-
tion without specific involvement or
approval by the Secretary, subject to
statutory limitations. In each case, the
Direct Endorsement mortgagee’s per-
formance is subject to pre-endorsement
and post-endorsement review by the
Secretary under §203.255 (¢) and (e).

(b) Eligible programs. (1) All single
family mortgages authorized for insur-
ance under the National Housing Act
must be originated through the Direct
Endorsement program, except the fol-
lowing:

(i) Mortgages underwritten for insur-
ance by mortgagees that have applied
for participation in, and have been ap-
proved for, the Lender Insurance pro-
gram;

(ii) Mortgages authorized under sec-
tions 203(n), 203(p), 213(d), 221(h), 221(3),
225, 233, 237, 809, or 810 of the National
Housing Act, or any other insurance
programs announced by FEDERAL REG-
ISTER notice; or

(iii) As provided in §203.1.

(2) The provision contained in §221.55
of this chapter regarding deferred sales
to displaced families is not available in
the Direct Endorsement program.

(¢) Underwriter due diligence. A Direct
Endorsement mortgagee shall exercise
the same level of care which it would
exercise in obtaining and verifying in-
formation for a loan in which the mort-
gagee would be entirely dependent on
the property as security to protect its
investment. Mortgagee procedures that
evidence such due diligence shall be in-
corporated as part of the quality con-
trol plan required under §202.5(h) of
this chapter. The Secretary shall pub-
lish guidelines for Direct Endorsement
underwriting procedures in a hand-
book, which shall be provided to all
mortgagees approved for the Direct En-
dorsement procedure. Compliance with
these guidelines is deemed to be the
minimum standard of due diligence in
underwriting mortgages.

(d) Mortgagor’s income. The mort-
gagee shall evaluate the mortgagor’s
credit characteristics, adequacy and
stability of income to meet the peri-
odic payments under the mortgage and
all other obligations, and the adequacy

24 CFR Ch. Il (4-1-19 Edition)

of the mortgagor’s available assets to
close the transaction, and render an
underwriting decision in accordance
with applicable regulations, policies
and procedures.

(e) Appraisal. (1) A mortgagee shall
have the property appraised in accord-
ance with such standards and require-
ments as the Secretary may prescribe.
A mortgagee must select an appraiser
whose name is on the FHA Appraiser
Roster, in accordance with 24 CFR part
200, subpart G.

(2) The mortgagee shall not discrimi-
nate on the basis of race, color, reli-
gion, national origin, sex, age, or dis-
ability in the selection of an appraiser.

(3) A mortgagee and an appraiser
must ensure that an appraisal and re-
lated documentation satisfy FHA ap-
praisal requirements, and both bear re-
sponsibility for the quality of the ap-
praisal in satisfying such require-
ments. A Direct Endorsement Mort-
gagee that submits, or causes to be
submitted, an appraisal or related doc-
umentation that does not satisfy FHA
requirements is subject to administra-
tive sanction by the Mortgagee Review
Board pursuant to parts 256 and 30 of
this title.

[57 FR 58346, Dec. 9, 1992; 58 FR 13537, Mar. 12,
1993, as amended at 59 FR 50463, Oct. 3, 1994;
60 FR 42759, Aug. 16, 1995; 61 FR 36263, July 9,
1996; 62 FR 20088, Apr. 24, 1997; 62 FR 30226,
June 2, 1997; 69 FR 43509, July 20, 2004; 77 FR
51469, Aug. 24, 2012]

§203.6 Lender Insurance process.

Under the Lender Insurance program,
a mortgagee approved for the program
conducts its own pre-insurance review,
insures the mortgage, and agrees to in-
demnify HUD in accordance with
§203.255(f).

[62 FR 30226, June 2, 1997]

§203.7 Commitment process.

For single family mortgage programs
that are not eligible for Direct En-
dorsement processing under §203.5, or
for Lender Insurance processing under
§203.6, the mortgagee must submit an
application for mortgage insurance in a
form prescribed by the Secretary prior
to making the mortgage loan. If:

(a) A mortgage for a specified prop-
erty has been accepted for insurance

148



Office of Assistant Secretary for Housing, HUD

through issuance of a conditional com-
mitment by the Secretary or a certifi-
cate of reasonable value by the Depart-
ment of Veterans Affairs, and

(b) A specified mortgagor and all
other proposed terms and conditions of
the mortgage meet the eligibility re-
quirements for insurance as deter-
mined by the Secretary, the Secretary
shall approve the application for insur-
ance by issuing a firm commitment
setting forth the terms and conditions
of insurance.

[567 FR 58346, Dec. 9, 1992; 58 FR 13537, Mar. 12,
1993, as amended at 62 FR 30226, June 2, 1997]

MISCELLANEOUS REGULATIONS

§203.9 Disclosure regarding interest
due upon mortgage prepayment.

Each mortgagee with respect to a
mortgage under this part shall at or
before closing with respect to any such
mortgage, provide the mortgagor with
written notice in a form prescribed by
the Commissioner describing any re-
quirements the mortgagor must fulfill
upon prepayment of the principal
amount of the mortgage to prevent the
accrual of any interest on the principal
amount after the date of such prepay-
ment. This paragraph shall apply to
any mortgage executed after August 22,
1991, and before January 21, 2015.

[66 FR 18947, Apr. 24, 1991, as amended at 79
FR 50837, Aug. 26, 2014]

§203.10 Informed consumer choice for
prospective FHA mortgagors.

(a) Mortgagee to provide disclosure no-
tice. A mortgagee must provide a pro-
spective FHA mortgagor with an in-
formed consumer choice disclosure no-
tice if, in the mortgagees’s judgment,
the prospective FHA mortgagor may
qualify for similar conventional mort-
gage products offered by the mort-
gagee. The mortgagee should base this
judgment on the mortgagee’s initial as-
sessment of the prospective FHA mort-
gagor’s eligibility for a conventional
mortgage product. If a mortgagee is
unsure about a prospective FHA mort-
gagor’s eligibility for a conventional
mortgage product, the mortgagee
should provide the prospective FHA
mortgagor with an informed consumer
choice disclosure notice.

§203.10

(b) Informed consumer choice disclosure
notice—(1) Contents of mnotice. The in-
formed consumer choice disclosure no-
tice must:

(i) Provide a one page generic anal-
ysis comparing the mortgage costs of
an FHA-insured mortgage with the
mortgage costs of similar conventional
mortgage products offered by the mort-
gagee that the prospective FHA mort-
gagor may qualify for;

(ii) Provide information about when
the requirement to pay FHA mortgage
insurance premiums terminates; and

(ii1) Meet the requirements of section
203(b)(2) of the National Housing Act
(12 U.S.C. 1709(b)(2)).

(2) Format of disclosure notice. The in-
formed consumer choice disclosure no-
tice must be provided in a format pre-
scribed by the Commissioner. HUD has
prepared a model informed consumer
choice disclosure mnotice that rep-
resents this format and that meets the
requirements of section 203(b)(2) of the
National Housing Act (@12 TU.S.C.
1709(b)(2)). The model informed con-
sumer choice disclosure notice con-
tains the minimum elements of an in-
formed consumer choice disclosure no-
tice. These elements must be included
in a mortgagee’s informed consumer
choice disclosure notice. A mortgagee,
however, may include additional ele-
ments in an informed consumer choice
disclosure notice to better reflect the
mortgagee’s products or to provide in-
formation that the mortgagee believes
is meaningful and helpful to the mort-
gagee’s customers.

(3) Availability of model disclosure no-
tice. HUD’s model informed consumer
choice disclosure notice is made avail-
able to FHA-approved mortgagees
through Mortgagee Letter and is avail-
able to the public through the internet
at HUD’s web site at http://www.hud.gov
or by contacting: Home Mortgage In-
surance Division, Office of Insured Sin-
gle Family Housing, U.S. Department
of Housing and Urban Development, 4561
Seventh Street, SW, Washington, DC
20410-8000; telephone (202) 708-2700 (this
is not a toll-free number), or the near-
est HUD Homeownership Center (At-
lanta, GA (888) 696-4687; Denver, CO
(800) 543-9378; Philadelphia, PA (800)
440-8647; or Santa Ana, CA (888) 827-
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performed by the Secretary (or Com-
missioner), but the Secretary may
specify that a Direct Endorsement
mortgagee shall perform such an ac-
tion without specific involvement or
approval by the Secretary, subject to
statutory limitations. In each case, the
Direct Endorsement mortgagee’s per-
formance is subject to pre-endorsement
and post-endorsement review by the
Secretary under §203.255 (¢) and (e).

(b) Eligible programs. (1) All single
family mortgages authorized for insur-
ance under the National Housing Act
must be originated through the Direct
Endorsement program, except the fol-
lowing:

(i) Mortgages underwritten for insur-
ance by mortgagees that have applied
for participation in, and have been ap-
proved for, the Lender Insurance pro-
gram;

(ii) Mortgages authorized under sec-
tions 203(n), 203(p), 213(d), 221(h), 221(3),
225, 233, 237, 809, or 810 of the National
Housing Act, or any other insurance
programs announced by FEDERAL REG-
ISTER notice; or

(iii) As provided in §203.1.

(2) The provision contained in §221.55
of this chapter regarding deferred sales
to displaced families is not available in
the Direct Endorsement program.

(¢) Underwriter due diligence. A Direct
Endorsement mortgagee shall exercise
the same level of care which it would
exercise in obtaining and verifying in-
formation for a loan in which the mort-
gagee would be entirely dependent on
the property as security to protect its
investment. Mortgagee procedures that
evidence such due diligence shall be in-
corporated as part of the quality con-
trol plan required under §202.5(h) of
this chapter. The Secretary shall pub-
lish guidelines for Direct Endorsement
underwriting procedures in a hand-
book, which shall be provided to all
mortgagees approved for the Direct En-
dorsement procedure. Compliance with
these guidelines is deemed to be the
minimum standard of due diligence in
underwriting mortgages.

(d) Mortgagor’s income. The mort-
gagee shall evaluate the mortgagor’s
credit characteristics, adequacy and
stability of income to meet the peri-
odic payments under the mortgage and
all other obligations, and the adequacy
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of the mortgagor’s available assets to
close the transaction, and render an
underwriting decision in accordance
with applicable regulations, policies
and procedures.

(e) Appraisal. (1) A mortgagee shall
have the property appraised in accord-
ance with such standards and require-
ments as the Secretary may prescribe.
A mortgagee must select an appraiser
whose name is on the FHA Appraiser
Roster, in accordance with 24 CFR part
200, subpart G.

(2) The mortgagee shall not discrimi-
nate on the basis of race, color, reli-
gion, national origin, sex, age, or dis-
ability in the selection of an appraiser.

(3) A mortgagee and an appraiser
must ensure that an appraisal and re-
lated documentation satisfy FHA ap-
praisal requirements, and both bear re-
sponsibility for the quality of the ap-
praisal in satisfying such require-
ments. A Direct Endorsement Mort-
gagee that submits, or causes to be
submitted, an appraisal or related doc-
umentation that does not satisfy FHA
requirements is subject to administra-
tive sanction by the Mortgagee Review
Board pursuant to parts 256 and 30 of
this title.

[57 FR 58346, Dec. 9, 1992; 58 FR 13537, Mar. 12,
1993, as amended at 59 FR 50463, Oct. 3, 1994;
60 FR 42759, Aug. 16, 1995; 61 FR 36263, July 9,
1996; 62 FR 20088, Apr. 24, 1997; 62 FR 30226,
June 2, 1997; 69 FR 43509, July 20, 2004; 77 FR
51469, Aug. 24, 2012]

§203.6 Lender Insurance process.

Under the Lender Insurance program,
a mortgagee approved for the program
conducts its own pre-insurance review,
insures the mortgage, and agrees to in-
demnify HUD in accordance with
§203.255(f).

[62 FR 30226, June 2, 1997]

§203.7 Commitment process.

For single family mortgage programs
that are not eligible for Direct En-
dorsement processing under §203.5, or
for Lender Insurance processing under
§203.6, the mortgagee must submit an
application for mortgage insurance in a
form prescribed by the Secretary prior
to making the mortgage loan. If:

(a) A mortgage for a specified prop-
erty has been accepted for insurance
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through issuance of a conditional com-
mitment by the Secretary or a certifi-
cate of reasonable value by the Depart-
ment of Veterans Affairs, and

(b) A specified mortgagor and all
other proposed terms and conditions of
the mortgage meet the eligibility re-
quirements for insurance as deter-
mined by the Secretary, the Secretary
shall approve the application for insur-
ance by issuing a firm commitment
setting forth the terms and conditions
of insurance.

[567 FR 58346, Dec. 9, 1992; 58 FR 13537, Mar. 12,
1993, as amended at 62 FR 30226, June 2, 1997]

MISCELLANEOUS REGULATIONS

§203.9 Disclosure regarding interest
due upon mortgage prepayment.

Each mortgagee with respect to a
mortgage under this part shall at or
before closing with respect to any such
mortgage, provide the mortgagor with
written notice in a form prescribed by
the Commissioner describing any re-
quirements the mortgagor must fulfill
upon prepayment of the principal
amount of the mortgage to prevent the
accrual of any interest on the principal
amount after the date of such prepay-
ment. This paragraph shall apply to
any mortgage executed after August 22,
1991, and before January 21, 2015.

[66 FR 18947, Apr. 24, 1991, as amended at 79
FR 50837, Aug. 26, 2014]

§203.10 Informed consumer choice for
prospective FHA mortgagors.

(a) Mortgagee to provide disclosure no-
tice. A mortgagee must provide a pro-
spective FHA mortgagor with an in-
formed consumer choice disclosure no-
tice if, in the mortgagees’s judgment,
the prospective FHA mortgagor may
qualify for similar conventional mort-
gage products offered by the mort-
gagee. The mortgagee should base this
judgment on the mortgagee’s initial as-
sessment of the prospective FHA mort-
gagor’s eligibility for a conventional
mortgage product. If a mortgagee is
unsure about a prospective FHA mort-
gagor’s eligibility for a conventional
mortgage product, the mortgagee
should provide the prospective FHA
mortgagor with an informed consumer
choice disclosure notice.

§203.10

(b) Informed consumer choice disclosure
notice—(1) Contents of mnotice. The in-
formed consumer choice disclosure no-
tice must:

(i) Provide a one page generic anal-
ysis comparing the mortgage costs of
an FHA-insured mortgage with the
mortgage costs of similar conventional
mortgage products offered by the mort-
gagee that the prospective FHA mort-
gagor may qualify for;

(ii) Provide information about when
the requirement to pay FHA mortgage
insurance premiums terminates; and

(ii1) Meet the requirements of section
203(b)(2) of the National Housing Act
(12 U.S.C. 1709(b)(2)).

(2) Format of disclosure notice. The in-
formed consumer choice disclosure no-
tice must be provided in a format pre-
scribed by the Commissioner. HUD has
prepared a model informed consumer
choice disclosure mnotice that rep-
resents this format and that meets the
requirements of section 203(b)(2) of the
National Housing Act (@12 TU.S.C.
1709(b)(2)). The model informed con-
sumer choice disclosure notice con-
tains the minimum elements of an in-
formed consumer choice disclosure no-
tice. These elements must be included
in a mortgagee’s informed consumer
choice disclosure notice. A mortgagee,
however, may include additional ele-
ments in an informed consumer choice
disclosure notice to better reflect the
mortgagee’s products or to provide in-
formation that the mortgagee believes
is meaningful and helpful to the mort-
gagee’s customers.

(3) Availability of model disclosure no-
tice. HUD’s model informed consumer
choice disclosure notice is made avail-
able to FHA-approved mortgagees
through Mortgagee Letter and is avail-
able to the public through the internet
at HUD’s web site at http://www.hud.gov
or by contacting: Home Mortgage In-
surance Division, Office of Insured Sin-
gle Family Housing, U.S. Department
of Housing and Urban Development, 4561
Seventh Street, SW, Washington, DC
20410-8000; telephone (202) 708-2700 (this
is not a toll-free number), or the near-
est HUD Homeownership Center (At-
lanta, GA (888) 696-4687; Denver, CO
(800) 543-9378; Philadelphia, PA (800)
440-8647; or Santa Ana, CA (888) 827-
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which the area is situated is partici-
pating in the National Flood Insurance
Program and such insurance is ob-
tained by the mortgagor. Such require-
ment for flood insurance shall be effec-
tive one year after the date of notifica-
tion by FEMA to the chief executive
officer of a flood prone community
that such community has been identi-
fied as having special flood hazards.

(¢c) The flood insurance must be
maintained during such time as the
mortgage is insured in an amount at
least equal to either the outstanding
balance of the mortgage, less esti-
mated land costs, or the maximum
amount of the NFIP insurance avail-
able with respect to the property im-
provements, whichever is less.

[64 FR 56111, Oct. 15, 1999]
ELIGIBLE MORTGAGES

§203.17 Mortgage provisions.

(a) Mortgage form. (1) The term mort-
gage as used in this part, except
§203.43c, means a first lien as is com-
monly given to secure advances on, or
the unpaid purchase price of, real es-
tate under the laws of the jurisdiction
where the property is located, and may
refer both to a security instrument cre-
ating a lien, whether called a mortgage,
deed of trust, security deed or another
term used in a particular jurisdiction,
as well as the credit instrument, or
note, secured thereby.

(2)(i) The mortgage shall be in a form
meeting the requirements of the Com-
missioner. The Commissioner may pre-
scribe complete mortgage instruments.
For each case in which the Commis-
sioner does not prescribe complete
mortgage instruments, the Commis-
sioner

(A) Shall require specific language in
the mortgage which shall be uniform
for every mortgage, and

(B) May also prescribe the language
or substance of additional provisions
for all mortgages as well as the lan-
guage or substance of additional provi-
sions for use only in particular juris-
dictions or for particular programs.

(ii) Each mortgage shall also contian
any provisions necessary to create a
valid and enforceable secured debt
under the laws of the jurisdiction in
which the property is located.
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(b) Mortgage multiples. A mortgage
shall involve a principal obligation in a
multiple of $1.

(c) Payments. The mortgage shall:

(1) Come due on the first of the
month.

(2) Contain complete amortization
provisions satisfactory to the Sec-
retary and an amortization period not
in excess of the term of the mortgage.

(3) Provide for payments to principal
and interest to begin not later than the
first day of the month following 60
days from the date the mortgage is ex-
ecuted (or the date a construction
mortgage is converted to a permanent
mortgage, if applicable).

(d) Maturity. The mortgage shall have
a term of not more than 30 years from
the date of the beginning of amortiza-
tion.

(e) Property Standards. The mortgage
must be a first lien upon the property
that conforms with property standards
prescribed by the Commissioner.

(f) Disbursement. The entire principal
amount of the mortgage must have
been disbursed to the mortgagor or to
his or her creditors for his or her ac-
count and with his or her consent.

[36 FR 24508, Dec. 22, 1971, as amended at 45
FR 29278, May 2, 1980; 48 FR 28804, June 23,
1983; 49 FR 21319, May 21, 1984; 53 FR 34281,
Sept. 6, 1988; 54 FR 39525, Sept. 27, 1989; 57 FR
58347, Dec. 9, 1992; 61 FR 36263, July 9, 1996]

§203.18 Maximum mortgage amounts.

(a) Mortgagors of principal or sec-
ondary residences. The principal amount
of the mortgage must not exceed the
lesser of the following amounts that
apply:

(1) The dollar amount limitation that
applies for the area under section
203(b)(2)(A) of the National Housing
Act including any increase in the dol-
lar limitation under §203.29, as an-
nounced in accordance with §203.18(h);

(2)(i) The amount based on appraised
value that is permitted by section
203(b)(10) of the National Housing Act,
if that provision is in effect and applies
to the mortgage; or

(ii) If section 203(b)(10) is not in effect
or otherwise does not apply to the
mortgage, the lesser of the amounts
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which the area is situated is partici-
pating in the National Flood Insurance
Program and such insurance is ob-
tained by the mortgagor. Such require-
ment for flood insurance shall be effec-
tive one year after the date of notifica-
tion by FEMA to the chief executive
officer of a flood prone community
that such community has been identi-
fied as having special flood hazards.

(¢c) The flood insurance must be
maintained during such time as the
mortgage is insured in an amount at
least equal to either the outstanding
balance of the mortgage, less esti-
mated land costs, or the maximum
amount of the NFIP insurance avail-
able with respect to the property im-
provements, whichever is less.

[64 FR 56111, Oct. 15, 1999]
ELIGIBLE MORTGAGES

§203.17 Mortgage provisions.

(a) Mortgage form. (1) The term mort-
gage as used in this part, except
§203.43c, means a first lien as is com-
monly given to secure advances on, or
the unpaid purchase price of, real es-
tate under the laws of the jurisdiction
where the property is located, and may
refer both to a security instrument cre-
ating a lien, whether called a mortgage,
deed of trust, security deed or another
term used in a particular jurisdiction,
as well as the credit instrument, or
note, secured thereby.

(2)(i) The mortgage shall be in a form
meeting the requirements of the Com-
missioner. The Commissioner may pre-
scribe complete mortgage instruments.
For each case in which the Commis-
sioner does not prescribe complete
mortgage instruments, the Commis-
sioner

(A) Shall require specific language in
the mortgage which shall be uniform
for every mortgage, and

(B) May also prescribe the language
or substance of additional provisions
for all mortgages as well as the lan-
guage or substance of additional provi-
sions for use only in particular juris-
dictions or for particular programs.

(ii) Each mortgage shall also contian
any provisions necessary to create a
valid and enforceable secured debt
under the laws of the jurisdiction in
which the property is located.
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(b) Mortgage multiples. A mortgage
shall involve a principal obligation in a
multiple of $1.

(c) Payments. The mortgage shall:

(1) Come due on the first of the
month.

(2) Contain complete amortization
provisions satisfactory to the Sec-
retary and an amortization period not
in excess of the term of the mortgage.

(3) Provide for payments to principal
and interest to begin not later than the
first day of the month following 60
days from the date the mortgage is ex-
ecuted (or the date a construction
mortgage is converted to a permanent
mortgage, if applicable).

(d) Maturity. The mortgage shall have
a term of not more than 30 years from
the date of the beginning of amortiza-
tion.

(e) Property Standards. The mortgage
must be a first lien upon the property
that conforms with property standards
prescribed by the Commissioner.

(f) Disbursement. The entire principal
amount of the mortgage must have
been disbursed to the mortgagor or to
his or her creditors for his or her ac-
count and with his or her consent.

[36 FR 24508, Dec. 22, 1971, as amended at 45
FR 29278, May 2, 1980; 48 FR 28804, June 23,
1983; 49 FR 21319, May 21, 1984; 53 FR 34281,
Sept. 6, 1988; 54 FR 39525, Sept. 27, 1989; 57 FR
58347, Dec. 9, 1992; 61 FR 36263, July 9, 1996]

§203.18 Maximum mortgage amounts.

(a) Mortgagors of principal or sec-
ondary residences. The principal amount
of the mortgage must not exceed the
lesser of the following amounts that
apply:

(1) The dollar amount limitation that
applies for the area under section
203(b)(2)(A) of the National Housing
Act including any increase in the dol-
lar limitation under §203.29, as an-
nounced in accordance with §203.18(h);

(2)(i) The amount based on appraised
value that is permitted by section
203(b)(10) of the National Housing Act,
if that provision is in effect and applies
to the mortgage; or

(ii) If section 203(b)(10) is not in effect
or otherwise does not apply to the
mortgage, the lesser of the amounts
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based on appraised value that are per-
mitted by section 203(b)(2)(B) of the Na-
tional Housing Act and paragraph (g)
of this section;

(3) An amount equal to 85 percent of
the appraised value if the mortgage
covers a dwelling that is to be occupied
as a secondary residence (as defined in
paragraph (f)(2) of this section).

(b) Veteran qualifications. The special
veteran terms provided in section
203(b)(2) of the National Housing Act
shall apply only if the mortgagor sub-
mits one of the following certifi-
cations:

(1) A certification issued by the Sec-
retary of Defense establishing that the
veteran performed extra hazardous
service while serving in the armed
forces for a period of less than 90 days;
or

(2) A Certificate of Eligibility from
the Department of Veterans Affairs es-
tablishing that the person served 90
days or more on active duty in the
armed forces (U.S. Army, Navy, Marine
Corps, Air Force, Coast Guard, the
Army Reserve, the Naval Reserve, the
Marine Corps Reserve, the Air Force
Reserve, the Coast Guard Reserve, the
National Guard of the United States,
or the Air National Guard of the
United States); that he or she enlisted
before September 8, 1980; and that he or
she was discharged or released under
conditions other than dishonorable (a
copy of the veteran’s discharge papers
or Form DD-214 shall be submitted
with the certificate); or

(3) A Certificate of Eligibility from
the Department of Veterans Affairs es-
tablishing that the person:

(1)(A) Originally enlisted in a regular
component of the armed forces after
September 7, 1980; or entered on active
duty after October 16, 1981, and he or
she had not previously completed a pe-
riod of active duty of at least 24
months or been discharged or released
from active duty under 10 U.S.C. 1171;
and

(B) Has completed, since enlistment
or entering on active duty, either:

(1) Twenty-four months of contin-
uous active duty, or the full period for
which he or she was called or ordered
to active duty, whichever is shorter; or

(2) Any other period of active duty if
he or she was discharged or released

§203.18

from duty under 10 U.S.C. 1171 or 1173;
was discharged or released from duty
for disability incurred or aggravated in
the line of duty; or has a disability
which the Department of Veterans Af-
fairs has determined to be compensable
under 38 U.S.C. chap. 11; and

(i1) Was discharged or released under
conditions other than dishonorable (a
copy of the veteran’s discharge papers
or Form DD-214 shall be submitted
with the certification).

(c) Eligible non-occupant mortgagors. A
mortgage may be executed by an eligi-
ble non-occupant mortgagor (as that
term is defined in paragraph (f)(3) of
this section) for up to an amount au-
thorized for the appropriate loan type
in paragraph (a) of this section except
where a lesser amount is expressly pro-
vided for in this part.

(d) Outlying area properties. A mort-
gage covering a single family residence
located in an area in which the Com-
missioner finds that it is not prac-
ticable to obtain conformity with
many of the requirements essential to
the insurance of mortgages in built-up,
urban areas; or a mortgage covering a
single family dwelling that is to be
used as a farm home on a plot of land
that is two and one-half or more acres
in size and adjacent to an all-weather
public road, may not exceed:

(1) In the case of a mortgagor who is
to occupy the dwelling as a principal
residence (as defined in paragraph (f)(1)
of this section):

(i) 75 percent of the dollar limitation
under (a)(1).

(ii) 97 percent of the appraised value
of the property as of the date the mort-
gage is accepted for insurance, if:

(A) The Commissioner approved the
dwelling for insurance before the be-
ginning of construction; or

(B) Construction was completed more
than one year before the date of the ap-
plication for insurance; or

(C) The Secretary of Veterans Affairs
approved the dwelling for guaranty, in-
surance, or direct loan before the be-
ginning of construction.

(iii) If the property does not meet the
requirements of paragraph (d)(1)(ii) of
this section, 90 percent of the appraised
value of the property as of the date the
mortgage is accepted for insurance.
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(2) In the case of a mortgagor who is
to occupy the dwelling as a secondary
residence (as defined in paragraph (f)(2)
of this section):

(i) The amount permitted in para-
graph (d)(1)(i) of this section, or

(ii) 85 percent of the appraised value
of the property as of the date the mort-
gage is accepted for insurance.

(e) Disaster victims. A mortgage cov-
ering a single family dwelling, in an
amount not in excess of the maximum
dollar limitation specified in paragraph
(a)(1) of this section (unless a higher
maximum mortgage amount is author-
ized under §203.29), and not in excess of
the lesser of 100 percent of the ap-
praised value of the property or the
cost of acquisition as of the date the
mortgage is accepted for insurance,
shall be eligible for insurance if:

(1) The mortgage is executed by a
mortgagor who is to occupy the dwell-
ing as a principal residence (as defined
in paragraph (f)(1) of this section);

(2) The mortgagor establishes that
the home which he or she previously
occupied as owner or tenant was de-
stroyed or damaged to such an extent
that reconstruction or replacement is
required as a result of a flood, fire, hur-
ricane, earthquake, storm, riot or civil
disorder or other catastrophe which
the President has determined to be a
major disaster; and

(3) The application for insurance is
filed within one year from the date of
such presidential determination, or
within such additional period of time
as the period of federal assistance with
respect to such disaster may be ex-
tended.

(f) Definitions. As used in this section:

(1) Principal residence means the
dwelling where the mortgagor main-
tains (or will maintain) his or her per-
manent place of abode, and typically
spends (or will spend) the majority of
the calendar year. A person may have
only one principal residence at any one
time.

(2) Secondary residence means a
dwelling: (i) Where the mortgagor
maintains or will maintain a part-time
place of abode and typically spends (or
will spend) less than a majority of the
calendar year; (ii) which is not a vaca-
tion home; and (iii) which the Commis-
sioner has determined to be eligible for
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insurance in order to avoid undue hard-
ship to the mortgagor. A person may
have only one secondary residence at a
time.

(3) Eligible mnon-occupant mortgagor
means a mortgagor (or co-mortgagor,
as appropriate) who is not to occupy
the dwelling as a principal residence or
a secondary residence and who is—

(i) A public entity, as provided in sec-
tion 214 or 247 of the National Housing
Act, or any other State or local gov-
ernment or agency thereof;

(ii) A private nonprofit or public en-
tity, as provided in section 221(h) or
235(j) of the National Housing Act, or
other private nonprofit organization
that is exempt from taxation under
section 501(c)(3) of the Internal Rev-
enue Code of 1986 and intends to sell or
lease the mortgaged property to low or
moderate income persons, as deter-
mined by the Secretary;

(iii) An Indian tribe, as provided in
section 248 of the National Housing
Act;

(iv) A serviceperson who is unable to
meet the occupancy requirement be-
cause of his or her duty assignment, as
provided in section 216 of the National
Housing Act or subsection (b)(4) or (f)
of section 222 of the National Housing
Act;

(v) A mortgagor or co-mortgagor
under subsection 203(k) of the National
Housing Act; or

(vi) A mortgagor who, pursuant to
§203.43(c) of this part, is refinancing an
existing mortgage insured under the
National Housing Act for not more
than the outstanding balance of the ex-
isting mortgage, if the amount of the
monthly payment due under the refi-
nancing mortgage is less than the
amount due under the existing mort-
gage for the month in which the refi-
nancing mortgage is executed.

(4) Appraised value means the sum of:

(i) The lesser of sales price (with any
adjustments required by the Secretary)
or the amount set forth in the written
statement required under §203.15; and

(i) Borrower-paid closing costs al-
lowed under §203.27(a)(1)-(3), except
that closing costs do not apply if sec-
tion 203(b)(10) of the National Housing
Act is in effect and neither sales price
nor closing costs apply for purposes of
paragraph (g) of this section.
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(6) Undue hardship means that afford-
able housing which meets the needs of
the mortgagor is not available for
lease, or within reasonable commuting
distance from the mortgagor’s home to
his or her work place.

(6) Vacation home means a dwelling
that is used primarily for recreational
purposes and enjoyment, and that is
not a primary or secondary residence.

(g) Maximum principal obligation. Ex-
cept for mortgages meeting the re-
quirements of §203.18(b), §203.18(e) or
§203.50(f), and notwithstanding any
other provision of this section, a mort-
gage may not involve a principal obli-
gation in excess of 98.75 percent of the
appraised value of the property (97.75
percent, in the case of a mortgage with
an appraised value in excess of $50,000),
plus the amount of the mortgage insur-
ance premium paid at the time the
mortgage is insured.

(h) Notice of maximum mortgage
amount. A maximum mortgage amount
based on the 1-family median house
price for an area under paragraph (a)(1)
of this section may be made effective
by:
(1) Providing direct notice to affected
mortgagees through an administrative
issuance; or

(2) Publishing a notice in the FED-
ERAL REGISTER.

(i) Energy efficient mortgages. The
principal amount of energy efficient
mortgages may exceed the maximum
amounts determined under paragraph
(a)(1) of this section under conditions
prescribed by the Secretary in accord-
ance with section 106 of the Energy
Policy Act of 1992.

[36 FR 24508, Dec. 22, 1971]

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting §203.18. see the List of CFR
Sections Affected, which appears in the
Finding Aids section of the printed volume
and at www.govinfo.gov.

§203.18a Solar energy system.

(a) The dollar limitation provided in
§203.18(a) may be increased by up to 20
percent if such an increase is necessary
to account for the increased cost of the
residence due to the installation of a
solar energy system.

(b) Solar energy system is defined as
any addition, alteration, or improve-
ment to an existing or new structure

§203.18b

which is designed to utilize wind en-
ergy or solar energy either of the ac-
tive type based on mechanically forced
energy transfer or of the passive type
based on convective, conductive, or ra-
diant energy transfer or some combina-
tion of these types to reduce the en-
ergy requirements of that structure
from other energy sources and which is
in conformity with such criteria and
standards as shall be prescribed by the
Secretary in consultation with the Sec-
retary of Energy.

[45 FR 51770, Aug. 5, 1980]

§203.18b Increased mortgage amount.

(a) If any party believes that a mort-
gage limit established by the Secretary
under §203.18(a)(1) does not accurately
reflect the median house prices in an
area, the party may submit docu-
mentation in support of an alternative
mortgage limit. For purposes of this
section, an area (1) must be at least the
size of a county, whether or not the
area is located within a metropolitan
statistical area, as established by the
Office of Management and Budget; and
(2) may be an area for which the mort-
gage limits established under
§203.18(b)(1) apply.

(b)(1) The documentation referred to
in paragraph (a) of this section must
consist of sufficient housing sales price
data for the entire geographic area for
which the request is made to justify an
alternative mortgage limit. The docu-
mentation should include a listing of
actual sales prices in the area for all or
nearly all new and existing 1-family
homes and condominiums, over a pe-
riod of time varies with sales volume,
as follows:

(i) For 500 or more sales per month, a
one-month reporting period;

(ii) For 250 through 499 sales per
month, a two-month reporting period.

(iii) For less than 250 sales per
month, a three-month reporting period.

The listing should contain a brief ad-
dress for each property, its county lo-
cation, its sale price, the month and
year of its sale, and whether it is new
or existing. In areas where the ratio of
existing sales to new sales is three-to-
one or greater, an increase in the mort-
gage limit may be based on 95 percent

155



§203.18¢c

of the average of the new and the exist-
ing median sales prices. In these areas,
the documentation referred to in this
paragraph may also include separate
median sales prices for both the new
and existing homes.

(2) Requests for an increased mort-
gage limit based upon documentation
of median house prices for the area
should be sent to the appropriate HUD
field office.

(c) In the case of an area where the
Commissioner determines that the me-
dian one-family house price does not
reasonably reflect the sales prices of
newly constructed homes because of an
existing stock whose value is static or
declining, the Commissioner may give
greater weight to the sales prices of
new homes in determining median
house price in such area. Without lim-
iting the discretion of the Commis-
sioner in fashioning appropriate meth-
ods of implementing the foregoing au-
thority in particular circumstances
based upon a demonstration of good
cause satisfactory to the Commis-
sioner, in areas where evidence satis-
factory to the Commissioner indicates
that existing home sales outnumber
new home sales by three-to-one or bet-
ter, the median sales price will be cal-
culated as the greater of (1) the aver-
age of the median sales price for new
and existing homes, and (2) the com-
posite median price of all sales.

(Approved by the Office of Management and
Budget under control number 2502-0302)

[45 FR 76377, Nov. 18, 1980, as amended at 47
FR 917, Jan. 7, 1982; 49 FR 12697, Mar. 30, 1984;
49 FR 14338, Apr. 11, 1984; 563 FR 8880, Mar. 18,
1988; 56 FR 18947, Apr. 24, 1991; 58 FR 41002,
July 30, 1993; 59 FR 13882, Mar. 24, 1994; 60 FR
16033, Mar. 28, 1995]

§203.18¢c One-time or up-front mort-
gage insurance premium excluded
from limitations on maximum mort-
gage amounts.

After determining any maximum in-
surable mortgage amount under the
provisions of this subpart, the max-
imum insurable amount of any mort-
gage may be increased by the amount
of any one-time or up-front mortgage
insurance premium that will be fi-
nanced as part of the mortgage.

[57 FR 15211, Apr. 24, 1992]
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§203.18d Minimum
amount.

principal loan

A mortgagee may not require, as a
condition of providing a loan secured
by a mortgage insured under this part,
that the principal amount of the mort-
gage exceed a minimum amount estab-
lished by the mortgagee.

[563 FR 8880, Mar. 18, 1988]

§203.19 Qualified mortgage.

(a) Definitions. As used in this sec-
tion:

(1) Average prime offer rate means an
annual percentage rate that is derived
from average interest rates, points, and
other loan pricing terms currently of-
fered to mortgagors by a representa-
tive sample of mortgagees for mort-
gage transactions that have low-risk
pricing characteristics as published by
the Consumer Financial Protection Bu-
reau (CFPB) from time to time in ac-
cordance with the CFPB’s regulations
at 12 CFR 1026.35, pertaining to prohib-
ited acts or practices in connection
with higher-priced mortgage loans.

(2) Annual percentage rate is the meas-
ure of the cost of credit, expressed as a
yearly rate, that relates the amount
and timing of value received by the
mortgagor to the amount and timing of
payments made and is the rate re-
quired to be disclosed by the mortgagee
under 12 CFR 1026.18, pertaining to dis-
closure of finance charges for mort-
gages.

(3) Points and fees has the meaning
given to ‘‘points and fees’” in 12 CFR
1026.32(b)(1) as of January 10, 2014. Any
changes made by the CFPB to the
points and fees definition may be
adopted by HUD through publication of
a notice and after providing FHA-ap-
proved mortgagees with time, as may
be determined necessary, to imple-
ment.

(b) Qualified mortgage. (1) Limit. For a
single family mortgage to be insured
under title II of the National Housing
Act (12 U.S.C. 1701 et seq.), except for
mortgages for manufactured housing
and mortgages under paragraph (c) of
this section, the total points and fees
payable in connection with a loan used
to secure a dwelling shall not exceed
the CFPB’s limit on points and fees for
qualified mortgage in its regulations at
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dwelling is subject to any insured
mortgage.

[66 FR 27692, June 17, 1991, as amended at 61
FR 36264, July 9, 1996]

§203.43 Eligibility
type mortgages.

(a) A mortgage which meets the re-
quirements of this subpart, except as
modified by this section, shall be eligi-
ble for insurance under this subpart
subject to compliance with the addi-
tional requirements of this section.

(b) The mortgage may be accepted for
insurance if:

(1) Executed in connection with the
sale by the Government, or any agency
or official thereof, of any housing ac-
quired or constructed under Public
Law 849, Seventy-sixth Congress, as
amended; Public Law 781, Seventy-
sixth Congress, as amended; or Public
Law 9, 73 or 353, Seventy-seventh Con-
gress, as amended (including any prop-
erty acquired, held or constructed in
connection with such housing or to
serve the inhabitants thereof); or

(2) Executed in connection with the
sale by the Public Housing Administra-
tion, or by any public housing agency
with the approval of the said Adminis-
tration, or any housing (including any
property acquired, held or constructed
in connection with such housing or to
serve the inhabitants thereof) owned or
financially assisted pursuant to the
provisions of Public Law 671, Seventy-
sixth Congress; or

(3) Executed in connection with the
sale by the Government, or any agency
or official thereof, or any of the so-
called Greenbelt towns, or parts there-
of, including projects, or parts thereof,
known as Greenhills, OH; Greenbelt,
MD; and Greendale, WI, developed
under the Emergency Relief Appropria-
tion Act of 1935; or of any of the village
properties or employee’s housing under
the jurisdiction of the Tennessee Val-
ley Authority; or of any housing under
the jurisdiction of the Department of
the Interior located within the town
area of Coulee Dam, WA, acquired by
the United States for the construction,
operation, and maintenance of Grand
Coulee Dam and its appurtenant works
or of any permanent housing under the
jurisdiction of the Department of the
Interior constructed under the Boulder

of miscellaneous

24 CFR Ch. Il (4-1-19 Edition)

Canyon Project Act of December 21,
1928, as amended and supplemented, lo-
cated within the Boulder City munic-
ipal area; or

(4) Executed in connection with the
sale by the Government, or any agency
or official thereof, of any housing (in-
cluding any property acquired, held, or
constructed in connection therewith or
to serve the inhabitants thereof) pursu-
ant to the Atomic Energy Community
Act of 19565, as amended: Provided, That
such insurance shall be issued without
regard to any preferences or priorities
except those prescribed by the National
Housing Act or the Atomic Energy
Community Act of 1955, as amended; or

(5) Executed in connection with the
sale by a State or municipality, or an
agency, instrumentality, or political
subdivision of either, of a project con-
sisting of any permanent housing (in-
cluding any property acquired, held or
constructed in connection therewith or
to serve the inhabitants thereof), con-
structed by or on behalf of such State,
municipality, agency, instrumentality
or political subdivision, for the occu-
pancy of veterans (persons who have
served in the active military or naval
service of the United States at any
time on or after September 16, 1940, and
prior to July 26, 1947, or on or after
June 27, 1950, and prior to February 1,
1955) their families and others: Pro-
vided, That the principal obligation of
a mortgage referred to in this para-
graph shall not exceed 90 percent of the
appraised value of the mortgaged prop-
erty; or

(6) Executed in connection with the
first resale, within two years from the
date of its acquisition from the Gov-
ernment, of any portion of a project or
property of the character described in
paragraphs (b) (1), (2), (3), and (4) of
this section.

(¢) The Commissioner may insure
under this part, without regard to any
limitation upon eligibility contained in
the other provisions of this subpart,
any mortgage given to refinance an ex-
isting mortgage insured under the Na-
tional Housing Act. The refinancing
mortgage must meet the following spe-
cial requirements:

(1)(i) Except as provided by para-
graph (¢)(1)(ii) of this section, the refi-
nancing mortgage must be in an
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amount that does not exceed the least
of (A) the original principal amount of
the existing mortgage; (B) the sum of
the outstanding principal balance of
the existing mortgage, plus loan clos-
ing charges approved by the Commis-
sioner; or (C) in the case of an eligible
non-occupant mortgagor (as defined in
§203.18(f)), the outstanding balance of
the existing mortgage.

(ii) In the case of graduated payment
mortgages insured under section 203 of
the Act pursuant to section 245 (a) or
(b) of the Act (§203.45 or §203.46 [as in
effect immediately before its removal
at 52 FR 32754, published August 28,
1987]), the refinancing mortgage must
have a principal amount that does not
exceed the outstanding balance of the
existing mortgage.

(iii) If a one-time mortgage insurance
premium (MIP) was financed as part of
the existing mortgage referred to in
paragraphs (¢)(1) (i) and (ii) of this sec-
tion, the amount of the premium re-
fund to which the mortgagor is entitled
must be deducted in determining the
original principal amount and the un-
paid principal balance of the existing
mortgage under paragraph (c)(1)(i) of
this section and the outstanding bal-
ance of the existing mortgage under
paragraph (c)(1)(ii) of this section.
However, the maximum amount of the
refinancing mortgage computed in ac-
cordance with this paragraph (c)(1)
may be increased by the amount of the
one-time MIP (if any) associated with
the refinancing mortgage;

(2) It must have a term which does
not exceed the unexpired term of the
existing mortgage, except that in any
case where the Commissioner deter-
mines that an extension of the term of
the mortgage will inure to the benefit
of the applicable insurance fund, tak-
ing into consideration the outstanding
insurance liability under the existing
insured mortgage, the term may be ex-
tended to the lesser of (i) 30 years or
(ii) the unexpired term of the existing
mortgage, plus 12 years;

(3) The mortgage must result in a re-
duction in regular monthly payments
by the mortgagor, except:

(i) When a fixed rate mortgage is
given to refinance an adjustable rate
mortgage held by a mortgagor who is
to occupy the dwelling as a principal

§203.43a

residence or secondary residence, as
these terms are defined in §203.18(f); or

(ii) When refinancing a mortgage for
a shorter term will result in an in-
crease in the mortgagor’s regular
monthly payments of no more than $50.
In the case of a graduated payment
mortgage, the reduction in regular
monthly payments means a reduction
from the payment due under the exist-
ing mortgage for the month in which
the refinancing mortgage is executed.

(4) It must be made by a mortgagor
whose record of payment on the exist-
ing mortgage meets standards estab-
lished by the Commissioner; and

(5) The mortgagee may not require a
minimum principal amount to be out-
standing on the loan secured by the ex-
isting mortgage.

(d)-(f) [Reserved]

(2) The provisions of §203.28 shall not
apply to mortgages insured under this
section.

(h) The provisions of §203.38 shall not
apply to mortgages of the character de-
scribed in paragraph (b) of this section
and at the time any such mortgage is
insured there must be located on the
mortgaged property a dwelling unit de-
signed principally for residential use
for not more than eight families.

(i)—(j) [Reserved]

(k) The Commissioner may insure
under this part, without regard to any
limitation upon eligibility contained in
this subpart, any mortgage assigned to
the Commissioner in connection with
payment under a contract of mortgage
insurance, or executed in connection
with a sale by the Commissioner of any
property acquired in the settlement of
an insurance claim under any section
or title of the National Housing Act.

[36 FR 24508, Dec. 22, 1971, as amended at 45
FR 30602, May 8, 1980; 47 FR 29525, July 17,
1982; 52 FR 4139, Feb. 10, 1987, 52 FR 37287,
Oct. 6, 1987; 52 FR 44861, Nov. 23, 1987; 53 FR
8880, Mar. 18, 1988; 55 FR 34805, Aug. 24, 1990;
56 FR 38033, Sept. 14, 1990; 61 FR 36264, July
9, 1996]

§203.43a Eligibility of mortgages cov-
ering housing in certain neighbor-
hoods.

(a) A mortgage financing the repair,
rehabilitation, construction, or pur-
chase of property located in an older
declining urban area shall be eligible
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for insurance under this subpart sub-
ject to compliance with the additional
requirements of this section.

(b) The mortgage shall meet all of
the requirements of this subpart, ex-
cept such requirements as are judged
to be not applicable on the basis of the
following determinations to be made
by the Commissioner:

(1) That the conditions of the area in
which the property is located prevent
the application of certain eligibility re-
quirements of this subpart.

(2) That the area is reasonably via-
ble, and there is a need in the area for
adequate housing for families of low
and moderate income.

(3) That the mortgage to be insured
is an acceptable risk.

(c) Mortgages complying with the re-
quirements of this section shall be in-
sured under this subpart pursuant to
section 223(e) of the National Housing
Act. Such mortgages shall be insured
under and be the obligation of the Spe-
cial Risk Insurance Fund.

(d) For restrictions against approving
mortgage insurance for a certain cat-
egory of newly legalized alien, see 24
CFR part 49.

[36 FR 24508, Dec. 22, 1971, as amended at 55
FR 18493, May 2, 1990]

§203.43b [Reserved]

§203.43c Eligibility of mortgages in-
volving a dwelling unit in a cooper-
ative housing development.

A mortgage involving a dwelling unit
in a cooperative housing development
which meets the requirements of this
subpart, except as modified by this sec-
tion, shall be eligible for insurance
under section 203(n) of the National
Housing Act.

(a) The provisions of §§203.16a, 203.17,
203.18, 203.18a, 203.23, 203.24, 203.26,
203.37, 203.38, 203.43h, 203.43i, 203.43j,
203.44, 203.49, and 203.50 of this part do
not apply to mortgages insured under
section 203(n) of the National Housing
Act.

(b) As used in connection with the in-
surance of mortgages under this sec-
tion and §203.437 of this part: (1) The
term mortgage shall mean a first lien
given to secure a loan made to finance
the unpaid purchase price of a Cor-
porate Certificate together with the

24 CFR Ch. Il (4-1-19 Edition)

applicable Occupancy Certificate of a
cooperative ownership housing cor-
poration in which the permanent occu-
pancy of the dwelling units is re-
stricted to members of such corpora-
tion, and may refer both to a security
instrument creating a lien, whether
called a mortgage, deed of trust, security
deed or another term used in a par-
ticular jurisdiction, as well as the cred-
it instrument, or note, secured there-
by.

(2) Corporation shall mean an organi-
zation which holds title to a coopera-
tive housing development which is cov-
ered by a blanket mortgage or mort-
gages insured by FHA under the Na-
tional Housing Act.

(3) Corporate Certificate shall mean
such stock certificates, membership
certificates, or other instruments
which the laws of the jurisdictions in
which the cooperative housing develop-
ment is located require to evidence
ownership of a specified interest in the
corporation.

(4) Occupancy Cerlificate shall mean a
written instrument provided by the
corporation to each holder of a Cor-
porate Certificate which grants an ex-
clusive right of possession of a specific
dwelling unit in the cooperative hous-
ing development.

(5) References in this subpart to a
dwelling, residence or property which
is sold, conveyed, covered by a mort-
gage or subject to a lien shall be con-
strued to mean the Corporate Certifi-
cate together with the Occupancy Cer-
tificate, except that where such ref-
erences when interpreted in light of
section 203(n) of the National Housing
Act clearly indicate the intent to be
the dwelling unit, such reference shall
mean the dwelling unit identified in
the Occupancy Certificate.

(c) The organizational documents of
the cooperative corporation must pro-
vide that: (1) Either the Secretary or a
mortgagee under a mortgage insured
under this section shall be a member of
the cooperative corporation for so long
as either owns a Corporate Certificate;

(2) A mortgage insured under this
section shall be a first lien upon the
property covered by the mortgage;

(3) The Secretary may exercise the
voting rights which are attributable to
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each Corporate Certificate owned by
the Secretary;

(4) The Secretary may designate as
her proxy an agent for the purpose of
exercising the voting rights of the Sec-
retary which are attributable to the
corporate Certificate or Certificates
owned by the Secretary;

(6) The Secretary may cease making
monthly payments attributable to any
dwelling unit for which the Secretary
owns a Corporate Certificate six
months after the Secretary notifies the
corporation to sell the Corporate Cer-
tificate or upon default by the corpora-
tion on the blanket mortgage covering
the dwelling unit;

(6) The Secretary or a mortgagee
shall not be obligated to make pay-
ments to the corporation for any
amounts unpaid by a mortgagor under
a mortgage insured under this section
prior to the date the Secretary or the
mortgagee becomes the owner of the
Corporate Certificate.

(d) The corporation shall have en-
tered into an agreement with the Sec-
retary and the mortgagee which: (1)
Requires that the corporation shall
furnish the Secretary with the most re-
cent annual financial report certified
to have been based on generally accept-
ed accounting principles and the most
recent monthly or quarterly financial
report;

(2) Waives any option or right of first
refusal the corporation may have to
purchase any Corporate Certificate
covered by a mortgage insured under
section 203(n) of the National Housing
Act, unless the corporation pays the
full amount due under such mortgage
or pays the full amount of the Sec-
retary’s investment if the Secretary is
the owner of the Corporate Certificate,
whichever is greater.

(3) Except with the approval of the
Secretary, waives all authority the
corporation may have to approve or re-
ject the buyer of a Corporate Certifi-
cate owned by the Secretary or the
buyer of a Corporate Certificate cov-
ered by a mortgage insured under Sec-
tion 203(n) of the National Housing
Act.

(4) Requires the corporation on no-
tice by the Secretary to act as her
agent for a fee to be determined by the
Secretary for the limited purposes of:

§203.43c

(i) Selling all Corporate Certificates
of the corporation owned by the Sec-
retary;

(ii) Renting and collecting rents on
any dwelling unit for which the Sec-
retary owns the Corporate Certificate.

(6) Provides that the Secretary shall
not be obligated to make payments to
the corporation for outstanding debts
of the mortgagor;

(6) Requires the corporation to fur-
nish to a mortgagee or to the Sec-
retary, on request:

(i) A statement, certified by the offi-
cer charged with maintenance of the
Corporate Certificate Transfer Book,
that such book currently shows that
the mortgagee or the Secretary is the
owner of any Corporate Certificate
transferred to the mortgagee or the
Secretary; and

(ii) The Occupancy Certificate in the
name of the mortgagee or the Sec-
retary.

(7) Requires the corporation to notify
the mortgagee, whose name and ad-
dress has been provided, of any default
in corporation fee payments by the
mortgagor within 15 days of such de-
fault;

(8) Requires the mortgagee to notify
the corporation of any default in mort-
gage payments by the mortgagor with-
in 15 days of such default;

(9) Requires the corporation upon no-
tice by the Secretary or the mortgagee,
when the Secretary or the mortgagee is
the owner of the Corporate Certificate,
and for a fee to be determined by the
Secretary to evict any person or per-
sons from a dwelling unit identified in
the Occupancy Certificate.

(10) Contains such other provisions as
the Secretary may require.

(e) The mortgagee shall obtain such
security and other undertakings as
may be required to establish a first lien
on the Corporate Certificate and the
Occupancy Certificate under the laws
of the State where the Cooperative
Housing Development is located.

(f) The mortgage involves a one-fam-
ily dwelling unit in a cooperative hous-
ing development which is covered by a
blanket mortgage or mortgages insured
under the National Housing Act.

(g) The mortgage shall not exceed the
balance remaining after subtracting,
from the amount determined under
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§§203.18(a), 203.18(g) and 203.18a of this
part, an amount equal to the portion of
the unpaid balance of the blanket
mortgage covering the cooperative de-
velopment which is attributable to the
dwelling unit the mortgagor is entitled
to occupy as of the date the mortgage
is accepted for insurance.

(h) The mortgage shall be executed
upon a form conforming to the applica-
ble provisions of this part and shall:

(1) Involve a principal obligation in
multiples of $50.

(2) Come due on the first of the
month.

(3) Contain complete amortization
provisions satisfactory to the Sec-
retary and an amortization period not
in excess of the term of the mortgage.

(4) Be for a term not to exceed 30
years or the remaining term of the
blanket mortgage covering the cooper-
ative development or three-quarters of
the remaining economic life of the
building improvements, whichever is
less.

(56) Provide for payments to principal
and interest to begin not later than the
first day of the month following 60
days from the date the mortgagee’s
certificate on the commitment was ex-
ecuted.

(6) Contain a provision stating that
the failure of the mortgagor to pay the
mortgagor’s share of the common ex-
penses or assessments and charges im-
posed by the corporation as provided in
the instruments establishing the coop-
erative shall be considered a default.

(i) The entire principal amount of the
mortgage must have been disbursed to
the mortgagor or to his creditors for
his account and with his consent.

(j) The mortgage must be executed by
a mortgagor who intends to be an occu-
pant of the unit.

(k) The mortgagee shall collect from
the mortgagor upon the execution of
the mortgage: (1) A sum that will be
sufficient to pay the mortgage insur-
ance premium for the period beginning
on the date of the closing of the loan
and ending on the date of the first
monthly payment under the mortgage
or (2), where applicable, the one-time
mortgage insurance premium payable
pursuant to §203.280.

(1) The mortgagee shall upon applica-
tion for a mortgage insurance commit-

24 CFR Ch. Il (4-1-19 Edition)

ment provide true copies of the fol-
lowing organizational documents of the
cooperative corporation for examina-
tion and approval by the appropriate
HUD Field Office:

(1) Certificate of Incorporation;

(2) Regulatory Agreement;

(3) By-Laws as amended;

(4) The financial statements required
in paragraph (d)(1) of this section;

(5) Proposed Occupancy Certificate;
(6) Proposed Corporate Certificate;
Provided that one or more of the re-
quirements of this paragraph may be
waived by the Secretary if the docu-
ments have been approved by the Sec-
retary and the mortgagee submits with
the application a statement certified
by an officer of the cooperative cor-
poration that no changes have been
made in the documents since such ap-

proval.

[42 FR 40431, Aug. 10, 1977, as amended at 45
FR 29278, May 2, 1980; 45 FR 76377, Nov. 18,
1980; 48 FR 12085, Mar. 23, 1983; 48 FR 28804,
June 23, 1983; 49 FR 23584, June 6, 1984; 52 FR
48201, Dec. 21, 1987; 53 FR 8881, Mar. 18, 1988;
53 FR 9869, Mar. 28, 1988; 53 FR 34282, Sept. 6,
1988; 56 FR 24631, May 30, 1991; 58 FR 41002,
July 30, 1993]

§203.43d Eligibility of mortgages in
certain communities.

Notwithstanding any other require-
ments of this subpart, a mortgage cov-
ering a one- to four-family dwelling oc-
cupied by the mortgagor as a principal
residence (as defined in §203.18(f)(1)) is
eligible for insurance if the following
requirements are met:

(a) The property is located in a com-
munity where the Secretary deter-
mines that:

(1) Temporary adverse economic con-
ditions exist throughout the commu-
nity as a direct and primary result of
outstanding claims to ownership of
land in the community by an American
Indian tribe, band, or Nation;

(2) Such ownership claims are reason-
ably likely to be settled, by court ac-
tion or otherwise;

(3) As a direct result of the commu-
nity’s temporarily impaired economic
condition, owners of homes in the com-
munity occupied as principal resi-
dences (as defined in §203.18(f)(1)) have
been involuntarily unemployed or un-
deremployed and have, thus, incurred
substantial reductions in income that
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significantly impair their ability to
continue timely payment of their
mortgages;

(4) As a result, widespread mortgage
foreclosures and distress sales of homes
are likely in the community; and

(5) Fifty or more individuals were
joined as parties defendant or were
members of a defendant class prior to
December 31, 1976 in litigation involv-
ing claims to ownership of land in the
community by an American Indian
tribe, band or Nation.

(b) The mortgagor, as a direct result
of the community’s temporarily im-
paired economic condition, has been in-
voluntarily unemployed or under-
employed and has thus incurred a sub-
stantial reduction in income which sig-
nificantly impairs the owners ability
to continue timely payment of the
mortgage.

(c) The mortgagee certifies that the
security instrument has been recorded
and is a good and valid first lien on the
property except for the claims specified
in paragraph (a)(1) of this section.

(d) The mortgagee agrees upon insur-
ance of the mortgage to assign such
mortgage to the Secretary within 30
days from the date of the issuance of
the insurance certificate and if such as-
signment does not take place, the con-
tract of insurance is terminated and
becomes null and void.

(e) Any individual, organization, in-
stitution or governmental agency shall
be considered a mortgagee for the pur-
poses of this section.

(f) Mortgages complying with the re-
quirements of this section shall be in-
sured under this subpart pursuant to
section 203(o) of the National Housing
Act. Such mortgages shall be insured
under and be the obligation of the Spe-
cial Risk Insurance Fund.

(g) The mortgage was executed and
filed for record on or before October 12,
19717.

[42 FR 57434, Nov. 2, 1977, as amended at 55

FR 34805, Aug. 24, 1990]

§203.43e¢ [Reserved]

§203.43f Eligibility of mortgages cov-
ering manufactured homes.

A mortgage covering a one-family
manufactured home (as defined in 24
CFR 3280.2(a)(16)) that meets the re-

§203.43f

quirements of this subpart, except as
modified by this section, shall be eligi-
ble for insurance pursuant to this sub-
part.

(a) The manufactured home, when
erected on site, shall have floor space
area of not less than four hundred
square feet and shall have been con-
structed in conformance with the Na-
tional Manufactured Home Construc-
tion and Safety Standards as evidenced
by a certification label affixed thereto
in accordance with 24 CFR 3280.8.

(b) The mortgage shall cover the
manufactured home and site, shall con-
stitute a mortgage on a property clas-
sified and taxed as real estate, and
shall have a term of not more than 30
years from the date of the beginning of
amortization.

(¢) In the case of a manufactured
home which has not been permanently
erected on a site for more than one
year prior to the date of the applica-
tion for mortgage insurance:

(i) The manufactured home shall be
erected on a site-built permanent foun-
dation that meets or exceeds applicable
requirements of the Minimum Property
Standards for One- and Two-Family
Dwellings, 4900.1 (see 24 CFR
200.929(b)(1)) (MMPS) and shall be perma-
nently attached thereto by anchoring
devices adequate for all loads identified
in the MPS. The towing hitch or run-
ning gear, which includes axles, brakes,
wheels and other parts of the chassis
that operate only during transpor-
tation, shall have been removed. The
finished grade level beneath the manu-
factured home shall be at or above the
100-year return frequency flood ele-
vation. The site, site improvements,
and all other features of the mortgaged
property not addressed by the Manu-
factured Home Construction and Safe-
ty Standards shall meet or exceed ap-
plicable requirements of the MPS.

(ii) The space beneath the manufac-
tured home shall be enclosed by contin-
uous foundation-type construction de-
signed to resist all forces to which it is
subject without transmitting forces to
the building superstructure. The enclo-
sure shall be adequately secured to the
perimeter of the manufactured home
and be constructed of materials that
conform to MPS requirements for foun-
dations.

173



§203.43f

(iii) The manufactured home shall
have an overall coefficient of heat
transmission (‘‘U,’" value) calculated in
accordance with the procedures of
NFPA 501 BM-1976 (‘“Mobile Home
Heating, Cooling Load Calculations’)
that does not exceed the following for
all locations within the following cli-
matic zones:

NFPA 501 BM-1976 is incorporated by
reference and is issued by and available
from the National Fire Protection As-
sociation, Batterymarch Park, Quincy,
MA 02269.

(iv) The manufactured home shall be
braced and stiffened before it leaves
the factory to resist racking and poten-
tial damage during transportation.

(v) The conditions of §203.18(a)(2) (i)
and (ii) of this subpart shall not apply
to construction of the manufactured
home but shall be applicable to im-
provement of the site, including con-
struction of the site-built foundation.

(vi) Section 203.14 of this subpart is
modified to the extent provided in this
paragraph. Applications relating to in-
surance of mortgages under this para-
graph (c) must be accompanied by an
agreement in form satisfactory to the
Commissioner executed by the seller or
builder or such other person as the
Commissioner may require agreeing
that in the event of any sale or convey-
ance of the dwelling within a period of
one year beginning with the date of ini-
tial occupancy, the seller, builder, or
such other person will at the time of
such sale or conveyance deliver to the
purchaser or owner of such property
the manufacturer’s warranty on a form
prescribed by the Commissioner, which
shall provide that the manufacturer’s
warranty is in addition to and not in
derogation of all other rights and rem-
edies the purchaser or owner may have,
and a warranty in form satisfactory to
the Commissioner warranting that the
manufactured home, the foundation,
positioning and anchoring of the manu-
factured home to its permanent foun-

1Zone III includes Alaska, Montana, Wyo-
ming, North and South Dakota, Minnesota,
Wisconsin, Michigan, Maine, New Hamp-
shire, and Vermont.

24 CFR Ch. Il (4-1-19 Edition)

dation, and all site improvements are
constructed in substantial conformity
with the plans and specifications (in-
cluding amendments thereof or
changes and variations therein which
have been approved in writing by the
Commissioner) on which the Commis-
sioner has based his valuation of the
dwelling. The warranty shall also in-
clude provisions that the manufactured
home sustained no hidden damage dur-
ing transportation, and if the manufac-
tured home is a double-wide, that the
sections were properly joined and
sealed. Such agreement must provide
that upon the sale or conveyance of the
dwelling and delivery of the warranty,
the seller, builder or such other person
will promptly furnish the Commis-
sioner with a conformed copy of the
warranty establishing by the pur-
chaser’s receipt thereon that the origi-
nal warranty has been delivered to the
purchaser in accordance with this sec-
tion.

(d) In the case of a manufactured
home which has been permanently
erected on a site for more than one
year prior to the dae of the application
for mortgage insurance:

(i) The manufactured home shall be
permanently anchored to and sup-
ported by permanent footings and shall
have permanently installed utilities
that are protected from freezing. The
space beneath the manufactured home
shall be a properly enclosed crawl
space.

(ii) The site, site improvements, and
all other features of the mortgaged
property not addressed by the Manu-
factured Home Construction and Safe-
ty Standards shall meet or exceed ap-
plicable requirements of the Require-
ments for Existing Housing—One to
Four Family Living Units (Handbook
4905.1). The finished grade level be-
neath the manufactured home shall be
at or above the 100-year return fre-
quency flood elevation.

(iii) The manufactured home shall
have been occupied only at the location
subject to the mortgage sought to be
insured.

[48 FR 7735, Feb. 24, 1983, as amended at 61
FR 36264, July 9, 1996]
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§203.43g Eligibility of mortgages in
certain communities.

(a) A mortgage which meets the re-
quirements of this subpart shall be eli-
gible for insurance without regard to
the limitation in this part relating to
marketability of title under the fol-
lowing conditions:

(1) The mortgagor is to occupy the
dwelling as a principal residence (as de-
fined in §203.18(f)(1)).

(2) The defect or potential defect in
title is a direct and primary result of
outstanding claims to ownership of
land in the community by an American
Indian tribe, band, group or Nation.

(3) Fifty or more individual owners
were joined as parties defendant or
were members of a defendant class be-
fore April 1, 1980 in litigation involving
claims to ownership of land in the com-
munity in which the property is lo-
cated by an American Indian tribe,
band, group or Nation pursuant to a
dispute involving the Articles of Con-
federation, the Trade and Intercourse
Act of 1790 or any similar State or Fed-
eral law.

(4) Such ownership claims are reason-
ably likely to be settled by court ac-
tion or otherwise.

(5) Temporary adverse economic con-
ditions exist throughout the commu-
nity as a direct and primary result of
such claims.

(b) Mortgages complying with the re-
quirements of this subpart as modified
by this section shall be the obligation
of the Special Risk Insurance Fund.

[49 FR 21319, May 21, 1984, as amended at 55
FR 34805, Aug. 24, 1990]

§203.43h Eligibility of mortgages on
Indian land insured pursuant to
section 248 of the National Housing
Act.

A mortgage covering a one- to four-
family residence located on Indian land
shall be eligible for insurance pursuant
to section 248 of the National Housing
Act (12 U.S.C. 1716z-13), notwith-
standing otherwise applicable require-
ments related to marketability of title,
if the mortgage meets the require-
ments of this subpart as modified by
this section and is made by an Indian
Tribe or on a leasehold estate, by an
Indian who will occupy it as a principal
residence. Mortgage insurance on coop-
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erative shares is not authorized under
this section.

(a) Eremptions. (1) The provisions of
subparts I, J, and M of part 200, and
§203.30, shall not apply to approval of
mortgagors for mortgages insured
under this section if the Indian tribe to
which the prospective mortgagor be-
longs is subject to the Indian Civil
Rights Act.

(2) In the case of an Indian tribe
which is not subject to the Indian Civil
Rights Act, the authorities cited in
paragraph (a)(1) of this section shall
apply, but any preference in the tribe’s
approval of the sale or assumption of a
lease and mortgage under this section
in favor of an eligible Indian over a
non-Indian shall not be considered to
be a violation of subpart I, J or M.

(b) Ewviction procedures. Before HUD
will insure a mortgage on Indian land,
the tribe having jurisdiction over such
property must certify to the HUD Field
Office that it has adopted and will en-
force procedures for eviction of de-
faulted mortgagors where the insured
mortgage has been foreclosed.

(c) Approval of lease and mortgage. The
lease must be on a form prescribed by
HUD.

The mortgage must be on a form
which meets the requirements of
§203.17(a)(2). Before HUD will insure
any mortgage under this section, the
mortgagee must demonstrate that the
Bureau of Indian Affairs, U.S. Depart-
ment of Interior, has approved both the
lease and mortgage.

(d) Construction advances. The Com-
missioner may issue a commitment for
the insurance of advances made during
construction and a Direct Endorsement
mortgagee may request insurance of a
mortgage that will involve the insur-
ance of advances made during con-
struction. The Commissioner will in-
sure advances made by the mortgagee
during construction if all of the fol-
lowing conditions are satisfied:

(1) The mortgage shall be a first lien
on the leasehold;

(2) The mortgagor and the mortgagee
execute a building loan agreement, ap-
proved by the Commissioner, setting
forth the terms and conditions under
which advances will be made;
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(3) The advances are made only as
provided in the commitment or the ap-
proval by the Direct Endorsement un-
derwriter;

(4) The principal amount of the mort-
gage is held by the mortgagee in an in-
terest bearing account, trust, or escrow
for the benefit of the mortgagor, pend-
ing advancement to the mortgagor or
to his or her creditors as provided in
the loan agreement;

(5) The mortgage shall bear interest
on the amount advanced to the mort-
gagor or to his or her creditors and on
the amount held in an account or trust
for the benefit of the mortgagor; and

(6) The Secretary had determined
that no feasible financing alternative
is available.

(e) Assumption or sale of leasehold. The
form of lease must contain a provision
requiring tribal consent before any as-
sumption of an existing lease, except
where title to the leasehold interest is
obtained by the Secretary through
foreclosure of the insured mortgage. A
mortgagee other than the Secretary
must obtain tribal consent before ob-
taining title through a foreclosure sale.
Tribal consent must be obtained on
any subsequent transfer from the pur-
chaser, including the Secretary, at
foreclosure sale. The lease may not be
terminated by the lessor without
HUD’s approval while the mortgage is
insured or held by the Secretary.

(f) First lien. The first lien require-
ment under this part is implemented
where the mortgage is filed in the
State recording system and is a first
lien under that system, even though
the leasehold interest securing the
mortgage is located on Indian land and
filed with Bureau of Indian Affairs,
U.S. Department of the Interior. Any
tribal government whose courts have
jurisdiction to hear foreclosures must
also:

(1) Enact a law satisfactory to the
Commissioner providing for the satis-
faction of FHA-insured and Secretary-
held mortgages before other obliga-
tions (other than tribal leasehold taxes
against the property assessed after the
property is mortgaged) are satisfied; or

(2) Enact a law providing that State
law shall determine the priority of
liens against the property.

24 CFR Ch. Il (4-1-19 Edition)

(g) Definitions. As used in this section
and elsewhere in this part, the term:

(1) Indian means and individual mem-
ber of any Indian tribe and that mem-
ber’s family.

(2) Indian land means trust or other-
wise restricted land (i) as defined by
the Secretary of the Interior, over
which an Indian tribe is recognized by
the United States as having govern-
mental jurisdiction; (ii) held in trust
for the benefit of any Indian tribe or
individual or held by any Indian tribe
or individual subject to a restriction by
the United States against alienation;
or (iii) acquired by Alaska natives
under the Alaska Native Claims Settle-
ment Act or any other land acquired by
Alaska natives pursuant to statute by
virtue of their unique status as Alaska
natives.

(3) Indian tribe means any Indian or
Alaska native tribe, band, nation, or
other organized group or community of
Indians or Alaskan natives recognized
as eligible for the services provided to
Indians or Alaska natives by the Sec-
retary of the Interior because of its
status as such an entity, or that is an
eligible recipient under chapter 67 of
title 31, United States Code. For pur-
poses of engaging in section 248 insured
mortgage transactions under this sec-
tion, an Indian tribe may act through
its duly authorized representative.

(Approved by the Office of Management and
Budget under control number 2502-0340)

[61 FR 21871, June 16, 1986, as amended at 53
FR 34282, Sept. 6, 1988; 57 FR 58347, Dec. 9,
1992; 61 FR 36264, July 9, 1996]

§203.43i Eligibility of mortgages on
Hawaiian Home Lands insured pur-
suant to section 247 of the National
Housing Act.

(a) Eligibility. A mortgage on a home-
stead lease granted by the Department
of Hawaiian Home Lands covering a
one- to four-family residence located
on Hawaiian home lands is eligible for
insurance pursuant to section 247 of
the National Housing Act (12 U.S.C.
1715z-12) if the mortgagor is a native
Hawaiian who will occupy it as a prin-
cipal residence, and if the mortgage
meets the requirements of this subpart
as modified by this section. Mortgage
insurance on cooperative shares under
§203.43c on homes in federally impacted
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areas under §203.43e is not authorized
under this section.

(b) Exemptions from other regulations.
The provisions of subparts I, J, and M
of part 200, and §203.30, to the extent
that these provisions would otherwise
prohibit preferences in favor of Native
Hawaiians in the leasing, sale or other
disposition of Hawaiian home lands, do
not apply to mortgages insured pursu-
ant to section 247 of the National Hous-
ing Act. The first lien requirement con-
tained in §203.17 also does not apply to
mortgages insured pursuant to section
247 of the National Housing Act.

(¢) Definitions. (1) Department of Ha-
waitan Home Lands (DHHL) is a Depart-
ment of the State of Hawaii responsible
for management of Hawaiian home
lands for the benefit of native Hawai-
ians.

(2) Hawaiian home lands means all
lands given the status of Hawaiian
home lands under section 204 of the Ha-
waiian Homes Commission Act of 1920
(42 Stat. 110), or under the cor-
responding provision of the Constitu-
tion of the State of Hawaii adopted
under section 4 of the Act entitled ‘“‘An
Act to provide for the admission of the
State of Hawaii into the Union,” ap-
proved March 18, 1959 (73 Stat. 5).

(3) Native Hawaiian means any de-
scendant of not less than one-half part
of the blood of the races inhabiting the
Hawaiian islands before January 1,
1778, or, in the case of an individual
who is awarded an interest in a lease of
Hawaiian home lands through transfer
or succession, such lower percentage as
may be established for such transfer or
succession under section 208 or 209 of
the Hawaiian Homes Commission Act
of 1920 (42 Stat.111), or under the cor-
responding provision of the Constitu-
tion of the State of Hawaii adopted
under section 4 of the Act entitled ‘“‘An
Act to provide for the admission of the
State of Hawaii into the Union,” ap-
proved March 18, 1959 (73 Stat. 5).

(d) Conditions for insurance. Mort-
gages will be eligible for insurance
under this section, according to the
procedures in §§203.5, 203.6, or 203.7 (as
applicable), only where the Depart-
ment of Hawaiian Home Lands:

(1) Will be a comortgagor;

(2) Guarantees or reimburse the Sec-
retary for any mortgage insurance

§203.43i

claim paid in connection with a prop-
erty on Hawaiian home lands; or

(3) Offers other security acceptable to
the Secretary.

(e) Acceptable security. Any agreement
by the Secretary to accept alternative
security under paragraph (d)(3) of this
section must contain provisions de-
signed to ensure that the insurance of
mortgages under this section has a
neutral impact on the appropriate in-
surance funds. These provisions may
require the Department of Hawaiian
Home Lands to make an initial deposit
of funds with HUD and to maintain ad-
ditional funds in reserve for subsequent
deposits with HUD. The initial and sub-
sequent deposits shall be used to pay
obligations incurred by HUD in connec-
tion with the insurance of mortgages
under this section and any associated
costs, including refunds of insurance
premiums to mortgagors. If the De-
partment of Hawaiian Home Lands
agrees to make deposits in amounts ac-
ceptable to HUD, then the Secretary
may agree to use a portion of the pre-
miums received for insurance of mort-
gages under this section solely for pay-
ment of such obligations and associ-
ated costs.

(f) Recordation. The mortgagee must
certify that the mortgage has been re-
corded with the Department of Hawai-
ian Home Lands.

(g) Construction advances. Advances
made by the mortgagee during con-
struction are eligible for insurance, ac-
cording to the procedures in §§203.5,
203.6, or 203.7 (as applicable), if the Sec-
retary determines that no feasible fi-
nancing alternative is available and if:

(1) The mortgagor and the mortgagee
execute a building loan agreement, ap-
proved by the Secretary, setting forth
the terms and conditions under which
advances will be made;

(2) The advances are made only as
provided in the commitment or the ap-
proval by the Direct Endorsement or
Lender Insurance underwriter;

(3) The principal amount of the mort-
gage is held by the mortgagee in an in-
terest bearing account, trust, or escrow
for the benefit of the mortgagor, pend-
ing advancement to the mortgagor or
to his or her creditors as provided in
the loan agreement; and
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(4) The mortgage bears interest on
the amount advanced to the mortgagor
or to his or her creditors and on the
amount held in an account or trust for
the benefit of the mortgagor.

(h) Form of lease. The form of lease
must be approved by both HUD and the
Department of Hawaiian Home Lands
(DHHL). The lease may not be termi-
nated by DHHL without the approval
of the Secretary while the mortgage is
insured or held by the Secretary.

(i) Eligibility of mortgagor. In addition
to the eligibility requirements con-
tained in this subpart, possession of a
lease of Hawaiian home lands issued
under section 207(a) of the Hawaiian
Homes Commission Act of 1920 (42
Stat.110) that has been certified by the
Department of Hawaiian Home Lands
as being valid, current, and not in de-
fault, shall be sufficient to certify eli-
gibility to receive a mortgage to be in-
sured under this section.

(Approved by the Office of Management and
Budget under control number 2502-0358)

[52 FR 8067, Mar. 16, 1987, and 52 FR 28470,
July 30, 1987, as amended at 53 FR 8881, Mar.
18, 1988; 53 FR 34282, Sept. 6, 1988; 57 FR 58347,
Dec. 9, 1992; 61 FR 36264, July 9, 1996; 62 FR
30226, June 2, 1997; 69 FR 33525, June 15, 2004]

§203.43j Eligibility of mortgages on Al-
legany Reservation of Seneca Na-
tion of Indians.

A mortgage on a leasehold estate
covering a one- to four-family resi-
dence located on the Allegany Reserva-
tion of the Seneca Nation of Indians in
the State of New York is eligible for in-
surance if the mortgage meets the re-
quirements of this subpart as modified
by this section.

(a) Title. This section applies only to
a mortgage which:

(1) Does not meet the requirements of
§203.37;

(2) Is on a leasehold under a lease
with a termination date in February
1991, which provides for renewal in ac-
cordance with the Act of February 19,
1875 (18 Stat. 330) and the Act of Sep-
tember 30, 1890 (26 Stat. 558).

A mortgage may not be on a leasehold
created by a lease which is executed
after the effective date of this section
as a renewal or replacement of a lease
described in paragraph (a)(2) of this
section. A mortgage may not be se-
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cured by any other right of occupancy
created in lieu of a leasehold after the
effective date of this section by agree-
ment of the Seneca Nation, court
order, law or any other means.

(b) Provisions of mortgage. The Sec-
retary will prescribe special mortgage
provisions in the form of a mortgage
rider in order better to secure the
mortgagee, including:

(1) Authorization for the mortgagee
to exercise the option of lease renewal
if the mortgagor fails to do so, and to
recover from the mortgagor authorized
expenses incurred to obtain lease re-
newal; and

(2) Making a mortgagor failure to
take steps necessary for less renewal
an event of default under the mort-
gage.

(c) Secretary agreement with mortgagor.
The mortgagor must enter into an
agreement with the Secretary and such
other parties as the Secretary may re-
quire regarding actions to be taken to
obtain either a renewal of the lease or
a new lease.

(d) Certification. The borrower must
certify that it has received disclosures,
in a form prescribed by the Secretary,
explaining the status of the lease and
the consequences of nonrenewal. The
disclosure shall include a discussion of
the fact that a mortgagor who does not
obtain a lease renewal and loses the
right of occupancy will remain liable
for the outstanding balance of the
mortgage.

(e) Purchase for principal residence.
The mortgagor must be a purchaser
who intends to occupy the property as
a principal residence (as defined in
§203.18(f)(1)), or a current owner-occu-
pant refinancing a mortgage which is
now due or which will become due be-
fore the lease termination date in Feb-
ruary 1991.

(f) Relationship of income to housing
expense. For purposes of §203.33(a), the
total prospective housing expense shall
include the Secretary’s estimate of fu-
ture lease payments during the term of
the mortgage rather than lease pay-
ments in effect at the time of applica-
tion.

(g) Suspension of commitments. The
Secretary may suspend the issuance of
commitments to insure mortgages
under this section, for the entire period
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mortgages), 203.43c (mortgages involv-
ing a dwelling unit in a cooperative
housing development), 203.43d (mort-
gages in certain communities), 203.43e
(mortgages covering houses in feder-
ally impacted areas), 203.45 (graduated
payment mortgages), or 203.47 (growing
equity mortgages).

(j) Aggregate amount of mortgages in-
sured. The aggregate number of adjust-
able rate mortgages insured pursuant
to this section and 24 CFR part 234 in
any fiscal year may not exceed 30 per-
cent of the aggregate number of mort-
gages and loans insured by the Sec-
retary under Title II of the National
Housing Act during the preceding fiscal
year.

(k) Insurance authority. Mortgages
complying with the requirements
ofthis section shall be insured under
this subpart pursuant to section 251 of
the National Housing Act.

[49 FR 23584, June 6, 1984, as amended at 53
FR 8881, Mar. 18, 1988; 54 FR 111, Jan. 4, 1989;
55 FR 34805, Aug. 24, 1990; 61 FR 36264, July 9,
1996; 69 FR 11501, Mar. 10, 2004; 70 FR 16082,
Mar. 29, 2005; 72 FR 40050, July 20, 2007; 79 FR
50840, Aug. 26, 2014]

§203.50 Eligibility of
loans.

rehabilitation

A rehabilitation loan which meets
the requirements of this subpart, ex-
cept as modified by this section, shall
be eligible for insurance under section
203(k) of the National Housing Act.

(a) For the purpose of this section:

(1) The term rehabilitation loan means
a loan, advance of credit, or purchase
of an obligation representing a loan or
advancement of credit, made for the
purpose of financing:

(i) The rehabilitation of an existing
one-to-four unit structure which will
be used primarily for residential pur-
poses;

(ii) The rehabilitation of such a
structure and refinancing of the out-
standing indebtedness on such struc-
ture and the real property on which the
structure is located; or

(iii) The rehabilitation of such a
structure and the purchase of the
structure and the real property on
which it is located; and

(2) The term rehabilitation means the
improvement (including improvements
designed to meet cost-effective energy
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conservation standards prescribed by
the Secretary and improvements for
accessibility to the handicapped) or re-
pair of a structure, or facilities in con-
nection with a structure, and may in-
clude the provision of such sanitary or
other facilities as are required by ap-
plicable codes, a community develop-
ment plan, or a statewide property in-
surance plan to be provided by the
owner or tenant of the project.

(b) The provisions of §203.18 (except
as otherwise provided in paragraphs (f)
(1) and (2) of this section) and §203.43c
shall not apply to loans insured under
this section.

(c) The loan shall cover a dwelling
which was completed more than one
year preceding the date of the applica-
tion for mortgage insurance and which
was approved for mortgage insurance
prior to the beginning of rehabilita-
tion.

(d)(1) The buildings on the mortgaged
property must, upon completion of re-
habilitation, conform with standards
prescribed by the Secretary.

(2) Improvements or repairs made
under this section must be designed to
meet cost-effective energy conserva-
tion standards prescribed by the Sec-
retary.

(e) The loan transaction shall be an
acceptable risk as determined by the
Commissioner.

(f) The loan may not exceed an
amount which, when added to any out-
standing indebtedness of the borrower
that is secured by the property, creates
an outstanding indebtedness in excess
of the lesser of:

(1)(i) The limits prescribed in
§203.18(a)(1) (in the case of a dwelling
to be occupied as a principal residence,
as defined in §203.18(f)(1));

(ii) The limits prescribed in
§203.18(a)(1) and (3) (in the case of a
dwelling to be occupied as a secondary
residence, as defined in §203.18(£)(2));

(iii) 85 percent of the limits pre-
scribed in §203.18(c), or such higher
limit, not to exceed the limits set forth
in §203.18(a)(1), as Commissioner may
prescribe (in the case of an eligible
non-occupant mortgagor as defined in
§203.18(£)(3));

(iv) The limits prescribed in §203.18a,
based upon the sum of the estimated
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cost of rehabilitation and the Commis-
sioner’s estimate of the value of the
property before rehabilitation; or

(2) The limits prescribed in the au-
thorities listed in this paragraph (f),
based upon 110 percent of the Commis-
sioner’s estimate of the value of the
property after rehabilitation.

(g) The loan limitation prescribed by
paragraph (f)(2) of this section shall
not be applicable where a unit of local
government demonstrates to the satis-
faction of the Commissioner that:

(1) The property is located within an
area which is subject to a community
sponsored program of concentrated re-
development or revitalization, and,

(2) The loan limitation prescribed by
paragraph (f)(2) of this section, pre-
vents the utilization of the program to
accomplish rehabilitation in the sub-
ject area, and,

(3) The interests of the mortgagor
and the Commissioner are adequately
protected.

(h) Insurance may be available for
advances made during rehabilitation or
upon completion of rehabilitation, ac-
cording to the procedures in §203.5,
203.6, or 203.7 (as applicable).

(i) Rehabilitation loans which do not
involve the insurance of advances, the
refinancing of outstanding indebted-
ness or the purchase of the property
need not be a first lien on the property
but shall not be junior to any lien
other than a first mortgage. The provi-
sions of §§203.15, 203.19, 203.23, 203.24,
203.26, and 203.43j shall not be applica-
ble to such loans.

(j) The Commissioner may insure ad-
vances made by the mortgagee during
rehabilitation if the following condi-
tions are satisfied:

(1) The mortgage shall be a first lien
on the property.

(2) The mortgagor and the mortgagee
shall execute a rehabilitation loan
agreement, approved by the Commis-
sioner, setting forth the terms and con-
ditions under which advances will be
made.

(3) The advances shall be made as
provided in the reliabilitation loan
agreement.

(4) The principal amount of the mort-
gage shall be held by the mortgagee in
an interest bearing account, trust, or
escrow for the benefit of the mortgagor

§203.50

pending advancement to the mortgagor
or his creditors as provided in the reha-
bilitation loan agreement.

(5) The loan shall bear interest at the
rate prescribed in §203.20 on the
amount advanced to the mortgagor or
its creditors, and the amount held in
an account or trust for the benefit of
the mortgagor.

(6) If paragraph (k) of this section ap-
plies, the rehabilitation loan agree-
ment shall restrict advancement to the
mortgagor, or to creditors other than
the mortgagee, so that any loan pro-
ceeds in excess of the 85 percent set
forth in paragraph (f)(1)(iii) of this sec-
tion shall not be advanced until the
property is sold to a purchaser de-
scribed in paragraph (k)(2) of this sec-
tion.

(k) In the case of a dwelling (1) to be
occupied neither as a principal resi-
dence nor as a secondary residence and
(2) where the loan is approved for a
limit higher than the 85 percent set
forth in paragraph (f)(1)(iii) of this sec-
tion, the eligible non-occupant mort-
gagor (as defined in §203.18(f)(3)) shall
certify to the Commissioner that:

(1) The mortgagor will not rent (ex-
cept for a rental term of not less than
30 days and not more than 60 days), sell
(except where the insured mortgage is
paid in full as an incident of the sale),
or occupy the property before a due
date approved by the Commissioner,
except with the prior written approval
of the Commissioner;

(2) The mortgagor agrees that, if the
property is not sold before a due date
approved by the Commissioner to a
purchaser, acceptable to the Commis-
sioner, who will occupy the property,
assume personal liability, and agree to
pay the mortgage indebtedness, any
amount held in escrow, trust, or spe-
cial account under paragraph (j) of this
section will be applied in reduction of
the outstanding principal amount of
the mortgage as of the due date ap-
proved by the Commissioner;

(3) The mortgagee agrees that any
portion of the fund held in escrow,
trust, or special account, not applied to
the mortgage in accordance with the
provisions of this paragraph (k), shall
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be deducted from the amount of the in-
surance benefits to which the mort-
gagee would otherwise be entitled if a
claim for insurance benefits is filed.

(1) Rehabilitation loan consultants.
HUD maintains a list of qualified con-
sultants, in accordance with §§200.190
through 200.193 of this title. When the
borrower elects to use the services of a
consultant, the lender must select a
consultant on the list to perform one
or more of the following tasks:

(1) Conduct a preliminary feasibility
analysis before or after the submission
of a sales contract;

(2) Prepare the cost estimate, work
write-up, and architectural exhibits re-
quired for the rehabilitation of the
property;

(3) Conduct a plan review; and

(4) Conduct the draw inspections for
the release of funds during the con-
struction phase of the project.

(m) With regard to loans under this
section executed on or after December
27, 2005, the Commissioner shall charge
an up-front and annual MIP in accord-
ance with 24 CFR 203.284 or 203.285,
whichever is applicable.

[45 FR 33966, May 21, 1980, as amended at 45
FR 76378, Nov. 18, 1980; 50 FR 19926, May 13,
1985; 52 FR 48201, Dec. 21, 1987; 53 FR 8881,
Mar. 18, 1988; 53 FR 9869, Mar. 28, 1988; 556 FR
34806, Aug. 24, 1990; 57 FR 58347, Dec. 9, 1992;
58 FR 41003, July 30, 1993; 59 FR 13882, Mar.
24, 1994; 62 FR 30226, June 2, 1997; 67 FR 52381,
Aug. 9, 2002; 70 FR 37156, June 28, 2005; 83 FR
64272, Dec. 14, 2018]

§203.51 Applicability.
The provisions of §§203.18 (a), (¢), (d),

(e)1), and (f); §203.29(c); §203.31;
§203.43(c); 203.43(k); §203.43c(g);
§203.43d(a), §203.43g(a)(1); §203.43j(e);
§203.45(g); §203.49(h); §203.50(f); and

§203.50(k) of this subpart apply to
mortgages insured:

(1) Pursuant to a conditional com-
mitment or master conditional com-
mitment issued on or after September
24, 1990; or

(2) In accordance with the Direct En-
dorsement program, if the underwriter
of the mortgagee signs the appraisal
report or master appraisal report for
the property on or after September 24,
1990; or

(3) Pursuant to a certificate of rea-
sonable value or master certificate of
reasonable value issued by the Depart-
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ment of Veterans Affairs on or after
September 24, 1990.

[66 FR 34806, Aug. 24, 1990, as amended at 57
FR 58347, Dec. 9, 1992; 61 FR 36453, July 10,
1996]

§203.52 Acceptance of individual resi-
dential water purification equip-
ment.

If a property otherwise eligible for
insurance under this part does not have
access to a continuing supply of safe
and potable water without the use of a
water purification system, the require-
ments of this section must be complied
with as a condition to acceptance of
the mortgage for insurance. The mort-
gagee must provide appropriate docu-
mentation with the submission for in-
surance endorsement to address each of
the requirements of this section.

(a) Equipment. Water purification
equipment must be approved by a na-
tionally recognized testing laboratory
acceptable to the local or state health
authority.

(b) Certification by local (or state)
health authority. A local (or state)
health authority certification must be
submitted to HUD which certifies that:

(1) A point-of-entry or point-of-use
water purification system is currently
in operation on the property. If the
system in operation employs point-of-
use equipment, the purification system
must be employed on each water sup-
ply source (faucet) serving the prop-
erty. Where point-of-entry systems are
used, separate water supply systems
carrying untreated water for flushing
toilets may be constructed.

(2) The system is sufficient to assure
an uninterrupted supply of safe and po-
table water adequate to meet house-
hold needs.

(3) The water supply, when treated by
the equipment, meets the requirements
of the local (or state) health authority,
and has been determined to meet local
or state quality standards for drinking
water. If neither state nor local stand-
ards are applicable, then quality shall
be determined in accordance with
standards set by the Environmental
Protection Agency (EPA) pursuant to
the Safe Drinking Water Act. (EPA
standards are prescribed in the Na-
tional Primary Drinking Water re-
quirements, 40 CFR parts 141 and 142.)
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