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the insured mortgage and the sec-
ondary mortgage or lien shall not ex-
ceed the mortgagor’s reasonable abil-
ity to pay as determined by the Sec-
retary. 

(c) With the prior approval of the 
Secretary, the mortgaged property 
may be subject to a second mortgage 
held by a mortgagee not described in 
paragraph (b) of this section. Unless 
the mortgage is for the purpose de-
scribed in paragraph (d) of this section, 
it shall meet the following require-
ments: 

(1) The required monthly payments 
under the insured mortgage and the 
second mortgage shall not exceed the 
mortgagor’s reasonable ability to pay, 
as determined by the Commissioner; 

(2) Periodic payments, if any, shall be 
collected monthly and be substantially 
the same; 

(3) The sum of the principal amount 
of the insured mortgage and the second 
mortgage shall not exceed the loan-to- 
value limitation applicable to the in-
sured mortgage, and shall not exceed 
the maximum mortgage limit for the 
area; 

(4) The repayment terms shall not 
provide for a balloon payment before 
ten years, or for such other term as the 
Commissioner may approve, except 
that the mortgage may become due and 
payable on sale or refinancing of the 
secured property covered by the in-
sured mortgage; and 

(5) The mortgage shall contain a pro-
vision permitting the mortgagor to 
prepay the mortgage in whole or in 
part at any time, and shall not provide 
for the payment of any charge on ac-
count of such prepayment. 

(d)(1) With the prior approval of the 
Commissioner, the mortgaged property 
may be subject to a junior (second or 
third) mortgage securing the repay-
ment of funds advanced to reduce the 
mortgagor’s monthly payments on the 
insured mortgage following the date it 
is insured, if the junior mortgage 
meets the following requirements: 

(i) The junior mortgage shall not pro-
vide for any payment of principal or in-
terest until the property securing the 
junior mortgage is sold or the insured 
mortgage is refinanced, at which time 
the junior mortgage shall become due 
and payable; 

(ii) The total amount of repayments 
under the junior mortgage shall not ex-
ceed the least of: 

(A) One-half of the mortgagor’s eq-
uity interest in the property at the 
time of sale or refinancing; 

(B) Three times the amount of funds 
advanced to effect the interest rate 
buy-down; or 

(C) The sum of the original loan 
amount plus the total accrued interest 
on the junior mortgage at the time of 
repayment; and 

(iii) The junior mortgage shall con-
tain a provision permitting the mort-
gagor to prepay the mortgage in whole 
or in part at any time, and shall not 
provide for the payment of any charge 
on account of such prepayment. Any 
full or partial prepayment will not be 
recoverable by the mortgagor if, by ap-
plication of paragraph (d)(1)(ii) on sale 
or refinancing of the property, a lesser 
amount than the amount prepaid 
would have been due. 

(2) The sum of the principal amount 
of the insured mortgage, any second 
mortgage made under paragraph (b) or 
(c) of this section, and the mortgage se-
curing the repayment of funds ad-
vanced to reduce the borrower’s 
monthly payments (whether a second 
or third mortgage) may exceed the 
loan-to-value limitation applicable to 
the insured mortgage, but such sum 
may not exceed the maximum mort-
gage limit for the area. 

[45 FR 19223, Mar. 25, 1980, as amended at 50 
FR 20906, May 21, 1985; 56 FR 4477, Feb. 4, 
1991; 58 FR 42647, Aug. 11, 1993] 

§ 203.33 Relationship of income to 
mortgage payments. 

(a) Adequacy of mortgagor’s gross in-
come. A mortgagor must establish, to 
the satisfaction of the Secretary, that 
his or her gross income is and will be 
adequate to meet (1) the periodic pay-
ments required by the mortgage sub-
mitted for insurance and (2) other long- 
term obligations. 

(b) Determinations of adequacy of 
mortgagor income under this section 
shall be made in a uniform manner 
without regard to race, color, religion, 
sex, national origin, familial status, 
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handicap, marital status, source of in-
come of the mortgagor or location of 
the property. 

[37 FR 16390, Aug. 12, 1972, as amended at 54 
FR 38649, Sept. 20, 1989; 59 FR 59648, Nov. 18, 
1994] 

§ 203.34 Credit standing. 
A mortgagor must have a general 

credit standing satisfactory to the 
Commissioner. 

§ 203.35 Disclosure and verification of 
Social Security and Employer Iden-
tification Numbers. 

To be eligible for mortgage insurance 
under this part, the mortgagor must 
meet the requirements for the disclo-
sure and verification of Social Security 
and Employer Identification Numbers, 
as provided by part 200, subpart U, of 
this chapter. 

(Approved by the Office of Management and 
Budget under control numbers 2502–0059, 
2502–0159, and 2502–0268) 

[54 FR 39693, Sept. 27, 1989] 

§ 203.36 [Reserved] 

ELIGIBLE PROPERTIES 

§ 203.37 Nature of title to realty. 
A mortgage, to be eligible for insur-

ance, must be on real estate held in fee 
simple, or on leasehold under a lease 
for not less than 99 years which is re-
newable, or under a lease having a pe-
riod of not less than 10 years to run be-
yond the maturity date of the mort-
gage. 

[49 FR 21319, May 21, 1984] 

§ 203.37a Sale of property. 
(a) Sale by owner of record—(1) Owner 

of record requirement. To be eligible for 
a mortgage insured by FHA, the prop-
erty must be purchased from the owner 
of record and the transaction may not 
involve any sale or assignment of the 
sales contract. 

(2) Supporting documentation. The 
mortgagee shall obtain documentation 
verifying that the seller is the owner of 
record and must submit this docu-
mentation to HUD as part of the appli-
cation for mortgage insurance, in ac-
cordance with § 203.255(b)(12). This doc-
umentation may include, but is not 

limited to, a property sales history re-
port, a copy of the recorded deed from 
the seller, or other documentation 
(such as a copy of a property tax bill, 
title commitment, or binder) dem-
onstrating the seller’s ownership. 

(b) Time restrictions on re-sales—(1) 
General. The eligibility of a property 
for a mortgage insured by FHA is de-
pendent on the time that has elapsed 
between the date the seller acquired 
the property (based upon the date of 
settlement) and the date of execution 
of the sales contract that will result in 
the FHA mortgage insurance (the re- 
sale date). The mortgagee shall obtain 
documentation verifying compliance 
with the time restrictions described in 
this paragraph and must submit this 
documentation to HUD as part of the 
application for mortgage insurance, in 
accordance with § 203.255(b). 

(2) Re-sales occurring 90 days or less 
following acquisition. If the re-sale date 
is 90 days or less following the date of 
acquisition by the seller, the property 
is not eligible for a mortgage to be in-
sured by FHA. 

(3) Re-sales occurring between 91 days 
and 180 days following acquisition. (i) If 
the re-sale date is between 91 days and 
180 days following acquisition by the 
seller, the property is generally eligi-
ble for a mortgage insured by FHA. 

(ii) However, HUD will require that 
the mortgagee obtain additional docu-
mentation if the re-sale price is 100 per-
cent over the purchase price. Such doc-
umentation must include an appraisal 
from another appraiser. The mortgagee 
may also document its loan file to sup-
port the increased value by estab-
lishing that the increased value results 
from the rehabilitation of the property. 

(iii) HUD may revise the level at 
which additional documentation is re-
quired under § 203.37a(b)(3) at 50 to 150 
percent over the original purchase 
price. HUD will revise this level by 
FEDERAL REGISTER notice with a 30 day 
delayed effective date. 

(4) Authority to address property flip-
ping for re-sales occurring between 91 
days and 12 months following acquisition. 
(i) If the re-sale date is more than 90 
days after the date of acquisition by 
the seller, but before the end of the 
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