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Subpart A—Eligibility Require-
ments—Low Cost Homes— 
Savings Clause 

§ 221.1 Savings clause. 
(a) Effective February 20, 2001, the 

authority to insure mortgages under 
section 221(d)(2) of the National Hous-
ing Act (12 U.S.C. 1715l(d)(2)) for low 
cost and moderate income mortgage 
insurance is terminated, except that 
HUD will endorse for insurance validly 
processed mortgages under direct en-
dorsement where the credit worksheet 
was signed by the mortgagee’s under-
writer before February 20, 2001. 

(b) Subpart A of this part, as it ex-
isted immediately before February 20, 
2001, will continue to govern the rights 
and obligations of insured mortgage 
lenders, mortgagors, and HUD with re-
spect to section 221(d)(2) single family 
loans insured before February 20, 2001, 
or in accordance with paragraph (a) of 
this section, pursuant to the applicable 
provisions of this subpart. 

[66 FR 5913, Jan. 19, 2001] 

Subpart B—Contract Rights and 
Obligations—Low Cost Homes 

§ 221.251 Cross-reference. 
(a) All of the provisions of subpart B, 

part 203 of this chapter covering mort-
gages insured under section 203 of the 
National Housing Act apply to mort-
gages covering one- to four-family 
dwellings insured under section 221 of 
the National Housing Act, except the 
following provisions: 

Sec. 
203.258 Substitute mortgagors. 
203.259a Scope. 
203.260 Amount of Mortgage Insurance Pre-

mium (MIP). 
203.261 Calculation of MIP. 
203.262 Due date of MIP. 
203.264 Payment of MIP. 
203.266 Period covered by MIP. 
203.268 Pro rata payment of MIP. 
203.280 One-time MIP. 
203.281 Calculation of one-time MIP. 
203.282 Mortgagee’s late charge and inter-

est. 
203.283 Refund of one-time MIP. 
203.288 Discontinuance of adjusted premium 

charge. 
203.295 Voluntary termination of insurance. 
203.389 Waived title objections. 
203.400 Method of payment. 

203.420 Nature of Mutual Mortgage Insur-
ance Fund. 

203.421 Allocation of Mutual Mortgage In-
surance Fund income or loss. 

203.422 Right and liability under Mutual 
Mortgage Insurance Fund. 

203.423 Distribution of distributive shares. 
203.424 Maximum amount of distributive 

shares. 
203.425 Finality of determination. 
203.436 Claim procedure—graduated pay-

ment mortgages. 
203.438 Mortgages on Indian land insured 

pursuant to section 248 of the National 
Housing Act. 

203.439 Mortgages on Hawaiian home lands 
insured pursuant to section 247 of the Na-
tional Housing Act. 

203.439a Mortgages on property in Allegany 
Reservation of Seneca Nation of Indians 
authorized by section 203(q) of the Na-
tional Housing Act. 

(b) For the purposes of this subpart, 
all references in part 203 of this chapter 
to section 203 of the Act shall be con-
strued to refer to section 221 of the 
Act, and all references to the Mutual 
Mortgage Insurance Fund shall be con-
strued to refer to the General Insur-
ance Fund. 

[36 FR 24587, Dec. 22, 1971, as amended at 37 
FR 8663, Apr. 29, 1972; 41 FR 42949, Sept. 29, 
1976; 42 FR 29304, June 8, 1977; 47 FR 30754, 
July 15, 1982; 48 FR 28807, June 23, 1983; 51 FR 
21874, June 16, 1986; 52 FR 8069, Mar. 16, 1987; 
52 FR 28470, July 30, 1987; 52 FR 48204, Dec. 21, 
1987; 53 FR 9869, Mar. 28, 1988; 55 FR 34810, 
Aug. 24, 1990; 61 FR 37801, July 19, 1996] 

§ 221.252 Substitute mortgagors. 

(a) Selling mortgagor. The mortgagee 
may effect the release of a mortgagor 
from personal liability on the mort-
gage note only if it obtains the Com-
missioner’s approval of a substitute 
mortgagor, as provided by this section. 

(b) Purchasing mortgagor. The Com-
missioner may approve a substitute 
mortgagor with respect to any mort-
gage insured under subpart A of this 
part, if the substitute mortgagor is to 
occupy the dwelling as a principal resi-
dence or a secondary residence (as 
these terms are defined in § 221.20(c)) or 
is a private nonprofit or public entity 
as provided in section 221(h) of the Na-
tional Housing Act. 

(c) Applicability—current mortgagor. 
Paragraph (b) of this section applies to 
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the Commissioner’s approval of a sub-
stitute mortgagor, only if the mort-
gage executed by the original mort-
gagor met the conditions of § 203.258(c) 
of this chapter. 

(d) Applicability—earlier mortgagor. 
The occupancy and similar require-
ments set forth in § 203.258(d) of this 
chapter apply to mortgages insured 
under subpart A of this part. 

(e) Mortgagees approved for partici-
pation in the Direct Endorsement pro-
gram under § 203.3 of this chapter may, 
subject to limitations established by 
the Commissioner, themselves approve 
an appropriate substitute mortgagor 
under the section and need not obtain 
further specific approval from the 
Commissioner. 

(f) Definition. As used in this section, 
the term substitute mortgagor includes: 

(1) Persons who, upon the release by 
a mortgagee of a previous mortgagor 
from personal liability on the mort-
gage note, assume this liability and 
agree to pay the mortgage debts and 

(2) Persons who purchase without as-
suming liability on the mortgage note 
or purchase where no release is given 
by the mortgagee to the previous mort-
gagor. 

[55 FR 34810, Aug. 24, 1990, as amended at 57 
FR 58351, Dec. 9, 1992] 

§ 221.254 Mortgage insurance pre-
miums. 

(a) All of the provisions of §§ 203.260 
through 203.295 of this chapter relating 
to mortgage insurance premiums shall 
apply to mortgages insured under this 
subpart, except that as to mortgages 
meeting the special requirements of 
§ 221.60 or § 221.65, such provisions shall 
only be applicable under the cir-
cumstances prescribed in paragraph (b) 
of this section. Notwithstanding any 
provision in the mortgage instrument, 
there shall be no adjusted mortgage in-
surance premium or voluntary termi-
nation charge due the Commissioner on 
account of the prepayment of any 
mortgage or the voluntary termination 
of any mortgage insurance contract 
where (1) The mortgage is prepaid in 
full, or (2) the Commissioner receives a 
request for voluntary termination on 
or after May 1, 1972. 

(b) Whenever the interest rate on a 
mortgage insured under this part as 

having met the special requirement of 
§ 221.60 or § 221.65 shall have been in-
creased to the maximum rate in ac-
cordance with § 221.60(j), § 221.65(d)(4), or 
§ 221.65(d)(5), the provisions of §§ 203.260 
through 203.295 of this chapter relating 
to mortgage insurance premiums shall 
apply except that: 

(1) References to the original prin-
cipal amount shall be construed as the 
scheduled unpaid principal balance, 
without taking into account delin-
quent payments or prepayments, on 
the date of the change in interest rate 
required under the mortgage. 

(2) References to the date of the 
issuance of a Mortgage Insurance Cer-
tificate or the date of the endorsement 
of the credit instrument or the date 
the insurance becomes effective shall 
be construed as the date of the change 
in interest required under the mort-
gage. 

(3) References to the first year of am-
ortization under the mortgage shall be 
construed as the period beginning on 
the date of the change in interest rate 
required under the mortgage and end-
ing on the next anniversary of the be-
ginning of amortization. 

[36 FR 24587, Dec. 22, 1971, as amended at 37 
FR 8663, Apr. 29, 1972] 

§ 221.255 Assignment option. 
(a) A mortgagee holding a mortgage 

insured pursuant to a conditional or 
firm commitment issued on or before 
November 30, 1983 has the option to as-
sign, transfer and deliver to the Com-
missioner the original credit instru-
ment and the mortgage securing it, 
provided the mortgage is not in default 
at the expiration of 20 years from the 
date of final endorsement of the credit 
instrument. In processing a mortga-
gee’s claim for insurance benefits 
under this section, the Commissioner 
may direct the mortgagee to assign, 
transfer and deliver the original credit 
instrument, and the mortgage securing 
it, directly to the Government Na-
tional Mortgage Association (GNMA). 
Upon such assignment, transfer and de-
livery, either to the Commissioner or 
to GNMA, as directed, the mortgage in-
surance contract shall terminate and 
the mortgagee shall be entitled to re-
ceive insurance benefits in accordance 
with this section. 

VerDate Mar<15>2010 10:21 May 10, 2011 Jkt 223078 PO 00000 Frm 00330 Fmt 8010 Sfmt 8010 Y:\SGML\223078.XXX 223078W
R

ei
er

-A
vi

le
s 

on
 D

S
K

G
B

LS
3C

1P
R

O
D

 w
ith

 C
F

R



321 

Office of Assistant Secretary for Housing, HUD § 221.256 

(b) The mortgagee may exercise its 
assignment option within 1 year fol-
lowing the twentieth anniversary of 
the date the mortgage was endorsed for 
insurance. 

(c) Upon the exercise of the assign-
ment option the Commissioner shall 
issue to the assignor mortgagee deben-
tures having a total face value equal to 
the amount of the original principal 
obligation of the mortgage which was 
unpaid on the date of the assignment, 
plus accrued interest to such date. 

(d) The debentures issued pursuant to 
the exercise of an assignment option 
shall be dated as of the date the mort-
gage is assigned to the Commissioner 
and shall mature 10 years after such 
date. 

(e) The debentures issued pursuant to 
the exercise of an assignment option 
shall bear interest at the going Federal 
rate at date of issuance. The going Fed-
eral rate means the annual rate of in-
terest specified by the Secretary of the 
Treasury as applicable to the 6-month 
period which includes the issuance date 
of the debentures. The Secretary of the 
Treasury shall determine this applica-
ble rate by estimating the average 
yield to maturity, on the basis of daily 
closing market bid quotations or prices 
during the month of May or the month 
of November, as the case may be, next 
preceding such 6-month period, on all 
outstanding marketable obligations of 
the United States having a maturity 
date of 8 to 12 years from the first day 
of May or November, as the case may 
be. If there should be no outstanding 
marketable obligations of the United 
States having the 8 to 12 year maturity 
at the time the Secretary of the Treas-
ury is required to determine the deben-
ture rate involved, the obligation next 
shorter than 8 years and the obligation 
next longer than 12 years respectively, 
shall be used. 

(f) Debentures shall bear interest 
from the date of issue, payable semi-
annually on the first day of January 
and the first day of July of each year 
at the rate in effect on the issue date, 
a date which shall be established as 
provided in § 203.410 of this chapter. The 
interest rate shall be established by 
the Commissioner in an amount not in 
excess of the annual rate of interest 
which the Secretary of the Treasury 

shall specify as applicable to the 6- 
month period (consisting of January 
through June, or July through Decem-
ber) which includes the issuance date 
of such debentures, which applicable 
rate for each 6-month period shall be 
determined by the Secretary of the 
Treasury, at the request of the Com-
missioner, by estimating the average 
yield to maturity, on the basis of daily 
closing market bid quotations or prices 
during the calendar month next pre-
ceding the establishment of such rate 
of interest, on all outstanding market-
able obligations of the United States 
having a maturity date of 15 years or 
more from the first day of such next 
preceding month, and by adjusting 
such estimated average annual yield to 
the nearest one-eighth of 1 per centum. 

[36 FR 24587, Dec. 22, 1971, as amended at 49 
FR 12697, Mar. 30, 1984] 

§ 221.256 Interest rate increase and 
payment of mortgage insurance 
premiums on mortgages under 
§ 221.60 and § 221.65. 

(a) Where a mortgage meets the spe-
cial requirements of § 221.60 or § 221.65, 
the following procedures are applica-
ble: 

(1) The mortgagee shall determine, at 
least biennially, whether the mort-
gagor has continued to occupy the 
property securing the mortgage. If the 
mortgagee determines that the mort-
gagor is not occupying the property or 
that the mortgagor has sold the prop-
erty subject to the mortgage to a pur-
chaser not qualifying under the provi-
sions of § 221.60(h) or § 221.65(d)(4) (as ap-
propriate) for the continuation of a 
below market interest rate, interest on 
such mortgage shall be computed by 
the mortgagee at the highest rate per-
missible under the mortgage. The com-
putation at the higher rate shall be ef-
fective from the first day of the month 
following the month in which the right 
to collect interest at the increased rate 
first accrued, as determined by the 
mortgagee. 

(2) The mortgagee shall determine 
the mortgagor’s family income, at 
least biennially, and shall increase the 
mortgage interest pursuant to the re-
quirements of §§ 221.60(g) and 
221.65(d)(5), as appropriate, to comply 
with the requirements of such sections. 
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The computation at the higher rate 
shall be effective from the first day of 
the month following the month in 
which the mortgagee determines that 
the mortgagor’s family income was in-
creased. 

(b) The mortgagee shall notify the 
Commissioner, on a form prescribed by 
the Commissioner, within 30 days of 
making the determination of the right 
to compute interest at the higher rate, 
as provided in paragraph (a) of this sec-
tion, of: 

(1) The date on which such right first 
accrued, and 

(2) The outstanding principal balance 
of the mortgage on the first day of the 
month following the date on which 
such right first accrued. 

(c) The liability for payment of mort-
gage insurance premiums shall begin 
on and be computed from the first day 
of the month following the date on 
which the right to compute interest at 
the higher rate shall have first ac-
crued. 

[36 FR 24587, Dec. 22, 1971, as amended at 37 
FR 8663, Apr. 29, 1972] 

§ 221.275 Method of paying insurance 
benefits. 

If the application for insurance bene-
fits is acceptable to the Commissioner, 
all of the insurance claim shall be paid 
in cash unless the mortgagee files a 
written request with the application 
for payment in debentures. If such a re-
quest is made, all of the claim shall be 
paid by issuing debentures and by mak-
ing a cash payment adjusting any dif-
ferences between the total amount of 
the claim and the amount of the deben-
tures issued. 

§ 221.280 Waived title objections. 
(a) General provisions. All of the pro-

visions of § 203.389 of this chapter (re-
lating to the waiver by the Commis-
sioner of objections to title) shall 
apply to mortgages insured under this 
subpart, with the exception of mort-
gages involving condominium units. 

(b) Provisions applicable to condo-
minium units. Where the mortgage in-
volves a condominium unit, the Com-
missioner shall not object to title by 
reason of the following matters: 

(1) Violations of a restriction based 
on race, color, or creed, even where 

such restriction provides for a penalty 
of reversion or forfeiture of title or a 
lien for liquidated damage. 

(2) Easements for public utilities 
along one or more of the property 
lines, provided the exercise of the 
rights thereunder do not interfere with 
any of the buildings or improvements 
located on the subject property. 

(3) Encroachments on the subject 
property by improvements on adjoining 
property, provided such encroachments 
do not interfere with the use of any im-
provements on the subject property. 

(4) Variations between the length of 
the subject property lines as shown on 
the application for insurance and as 
shown by the record or possession 
lines, provided such variations do not 
interfere with the use of any of the im-
provements on the subject property. 

(5) Customary buildings or use re-
strictions for breach of which there is 
no reversion and which have not been 
violated to a material extent. 

SPECIAL PROVISIONS APPLICABLE ONLY 
TO MORTGAGES INVOLVING CONDO-
MINIUM UNITS 

§ 221.300 Changes in the plan of apart-
ment ownership. 

The mortgagee shall notify the Com-
missioner of any changes in the plan of 
apartment ownership and in the admin-
istration of the property. Such notifi-
cation shall be given either at the time 
of the conveyance of the property or at 
the time of the assignment of the 
mortgage. Any changes in such plan 
shall require approval by the Commis-
sioner. 

§ 221.305 Condition of the multifamily 
structure. 

(a) When a family unit is conveyed or 
a mortgage is assigned to the Commis-
sioner, the family unit and the com-
mon areas and facilities (including re-
stricted common areas and facilities) 
designated for the particular unit shall 
be undamaged by fire, earthquake, tor-
nado, or boiler explosion, except if the 
property has been damaged, either of 
the following actions shall be taken: 

(1) The property may be repaired 
prior to its conveyance or prior to the 
assignment of the mortgage to the 
Commissioner. 
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(2) With the prior approval of the 
Commissioner, the property may be 
conveyed or the mortgage assigned to 
the Commissioner without repairing 
the damage. In such instances, the 
Commissioner shall deduct from the in-
surance benefits either his estimate of 
the decrease in value of the family unit 
or the amount of any insurance recov-
ery received by the mortgagee, which-
ever is the greater. 

(b) If the property has been damaged 
by fire and such property was not cov-
ered by fire insurance at the time of 
the damage, the mortgagee may con-
vey the property or assign the mort-
gage to the Commissioner without de-
duction from the insurance benefits for 
any loss occasioned by such fire if the 
following conditions are met: 

(1) The property shall have been cov-
ered by fire insurance at the time the 
mortgage was insured. 

(2) The fire insurance shall have been 
later cancelled or renewal shall have 
been refused by the insuring company. 

(3) The mortgagee shall have notified 
the Commissioner within 30 days (or 
within such further time as the Com-
missioner may approve) of the can-
cellation of the fire insurance or of the 
refusal of the insuring company to 
renew the fire insurance. This notifica-
tion shall have been accompanied by a 
certification of the mortgagee that 
diligent efforts were made, but it was 
unable to obtain fire insurance cov-
erage at reasonably competitive rates 
and that it will continue its efforts to 
obtain adequate fire insurance cov-
erage at competitive rates. 

§ 221.310 Assessment of taxes. 

When a family unit is conveyed to 
the Commissioner or a mortgage is as-
signed to the Commissioner, the unit 
shall be assessed and subject to assess-
ment for taxes pertaining only to that 
unit. 

§ 221.315 Certificate of tax assessment. 

The mortgagee shall certify, as of the 
date of filing for record of the deed or 
assignment of the mortgage to the 
Commissioner, that the family unit is 
assessed and subject to assessment for 
taxes pertaining to that unit. 

§ 221.320 Certificate or statement of 
condition. 

(a) At the time of the assignment of 
the mortgage or conveyance of the 
property to the Commissioner, the 
mortgagee shall, as of the date of the 
filing for record of the deed or assign-
ment, 

(1) Certify that the conditions of 
§ 221.305(a) have been met; or 

(2) Submit a statement describing 
any such damage that may still exist. 

(b) In the absence of evidence to the 
contrary, the mortgagee’s certificate 
or its statement as to damage shall be 
accepted by the Commissioner as es-
tablishing the condition of the family 
unit and the common areas and facili-
ties including restricted common areas 
and facilities designated for the par-
ticular unit. 

§ 221.325 Cancellation of hazard insur-
ance. 

The provisions of § 203.382 of this 
chapter are incorporated by reference 
and shall apply to hazard insurance 
policies carried solely for the family 
unit. 

Subpart C—Eligibility Require-
ments—Moderate Income 
Projects 

§ 221.501 Eligibility requirements. 
The requirements set forth in 24 CFR 

part 200, subpart A, apply to multi-
family project mortgages insured under 
section 221 of the National Housing Act 
(12 U.S.C. 1715l), as amended. 

[61 FR 14405, Apr. 1, 1996] 

Subpart D—Contract Rights and 
Obligations—Moderate In-
come Projects 

§ 221.751 Cross-reference. 
(a) All of the provisions of subpart B, 

part 207 of this chapter, covering mort-
gages insured under section 207 of the 
National Housing Act, apply with full 
force and effect to multifamily project 
mortgages insured under section 221 of 
the National Housing Act, except the 
following provisions: 

Sec. 
207.252 First, second, and third premium. 
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