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compliance with paragraph (c)(1) of 
this section. 

(d) Post-loan disclosure. At least 25 
days before any adjustment to the in-
terest rate may occur, the mortgagee 
must advise the mortgagor of the fol-
lowing: 

(1) The current index amount; 
(2) The date of publication of the 

index; and 
(3) The new interest rate. 

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

[54 FR 24833, June 9, 1989; 54 FR 32060, Aug. 4, 
1989, as amended at 60 FR 42760, Aug. 16, 1995; 
72 FR 40050, July 20, 2007] 

§ 206.23 Shared appreciation. 
(a) Additional interest based on net ap-

preciated value. Any mortgage for 
which the mortgagee has chosen the 
shared premium option (§ 206.107) may 
provide for shared appreciation. At the 
time the mortgage becomes due and 
payable or is paid in full, whichever oc-
curs first, the mortgagor shall pay an 
additional amount of interest equal to 
a percentage of any net appreciated 
value of the property during the life of 
the mortgage. The percentage of net 
appreciated value to be paid to the 
mortgagee, referred to as the apprecia-
tion margin, shall be no more than 
twenty-five percent, subject to an ef-
fective interest rate cap of no more 
than twenty percent. 

(b) Computation of mortgagee share. 
The mortgagee’s share of net appre-
ciated value is computed as follows: 

(1) If the mortgage balance at the 
time the mortgagee’s share of net ap-
preciated value becomes payable is less 
than the appraised value of the prop-
erty at the time of loan origination, 
the mortgagee’s share is calculated by 
subtracting the appraised value at the 
time of loan origination from the ad-
justed sales proceeds (i.e., sales pro-
ceeds less transfer costs and capital 
improvement costs incurred by the 
mortgagor, but excluding any liens) 
and multiplying by the appreciation 
margin. 

(2) If the mortgage balance is greater 
than the appraised value at the time of 
loan origination but less than the ad-
justed proceeds, the mortgagee’s share 
is calculated by subtracting the mort-
gage balance from the adjusted sales 

proceeds and multiplying by the appre-
ciation margin. 

(3) If the mortgage balance is greater 
than the adjusted sales proceeds, the 
net appreciated value is zero. 

(4) If there has been no sale or trans-
fer involving satisfaction of the mort-
gage at the time the mortgagee’s share 
of net appreciated value becomes pay-
able, sales proceeds for purposes of this 
section shall be the appraised value as 
determined in accordance with proce-
dures approved by the Secretary. 

(c) Effective interest rate. To deter-
mine the effective interest rate, the 
amount of interest which accrued in 
the twelve months prior to the sale of 
the property or the prepayment is 
added to the mortgagee’s share of the 
net appreciated value. The sum of the 
mortgagee’s share of the net appre-
ciated value and the interest, when di-
vided by the sum of the mortgage bal-
ance at the beginning of the twelve 
month period prior to sale or prepay-
ment plus the payments to or on behalf 
of the mortgagor (but not including in-
terest) in the twelve months prior to 
the sale or prepayment, shall not ex-
ceed an effective interest rate of twen-
ty percent. 

(d) Disclosure. At the time the mort-
gagee provides the mortgagor with a 
loan application for a mortgage with 
shared appreciation, the mortgagee 
shall disclose to the mortgagor the 
principal limit, payments and interest 
rate which are applicable to a com-
parable mortgagee offered by the mort-
gagee without shared appreciation. 

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

[54 FR 24833, June 9, 1989; 54 FR 32060, Aug. 4, 
1989; 54 FR 36765, Sept. 5, 1989] 

§ 206.25 Calculation of payments. 
(a) Initial payment. At closing an ini-

tial payment shall be made by the 
mortgagee in an amount equal to the 
sum of initial MIP under § 206.105(a) if 
not paid in cash by the mortgagor, fees 
and charges allowed under § 206.31(a) if 
not paid in cash by the mortgagor, and 
any additional payment requested by 
the mortgagor. The total initial pay-
ment, plus any amount set aside for re-
pairs after closing under § 206.47, for 
property charges under § 206.205(f), or 
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