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processing and underwriting, and end-
ing with the mortgagee endorsing the 
mortgage note for FHA insurance. 

(3) Serious and material violation. The 
mortgagee shall indemnify HUD for an 
FHA insurance claim paid within 5 
years of mortgage insurance endorse-
ment, if the mortgagee knew or should 
have known of a serious and material 
violation of FHA origination require-
ments, such that the mortgage loan 
should not have been approved and en-
dorsed by the mortgagee and irrespec-
tive of whether the violation caused 
the mortgage default. Such a serious 
and material violation of FHA require-
ments in the origination of the mort-
gage may occur if the mortgagee failed 
to, among other actions: 

(i) Verify the creditworthiness, in-
come, and/or employment of the mort-
gagor in accordance with FHA require-
ments; 

(ii) Verify the assets brought by the 
mortgagor for payment of the required 
down payment and/or closing costs in 
accordance with FHA requirements; or 

(iii) Address property deficiencies 
identified in the appraisal affecting the 
health and safety of the occupants or 
the structural integrity of the property 
in accordance with FHA requirements, 
or 

(iv) Ensure that the appraisal of the 
property serving as security for the 
mortgage loan satisfies FHA appraisal 
requirements, in accordance with 
§ 203.5(e). 

(4) Fraud or misrepresentation. The 
mortgagee shall indemnify HUD for an 
insurance claim if the mortgagee knew 
or should have known that fraud or 
misrepresentation was involved in con-
nection with the origination of the 
mortgage, regardless of whether the 
fraud or misrepresentation caused the 
mortgage default and regardless of 
when an insurance claim is filed. 

(5) Demand for indemnification. The 
demand for indemnification will be 
made by either the Secretary or the 
Mortgagee Review Board. Under indem-
nification, the Lender Insurance mort-
gagee agrees to either abstain from fil-
ing an insurance claim, or reimburse 
FHA if a subsequent holder of the 

mortgage files an insurance claim and 
FHA suffers a financial loss. 

[57 FR 58348, Dec. 9, 1992; 58 FR 13537, Mar. 12, 
1993, as amended at 60 FR 42759, Aug. 16, 1995; 
61 FR 36265, July 9, 1996; 62 FR 30227, June 2, 
1997; 63 FR 29507, May 29, 1998; 68 FR 23376, 
May 1, 2003; 68 FR 65827, Nov. 21, 2003; 69 FR 
5, Jan. 2, 2004; 77 FR 3605, Jan. 25, 2012; 77 FR 
51469, Aug. 24, 2012] 

§ 203.256 Insurance of open-end ad-
vance. 

Insurance on an open-end advance 
will be evidenced by delivery of a cer-
tificate stating the amount of the ad-
vance, the date of insurance, and the 
regulations under which the advance is 
insured. 

§ 203.257 Creation of the contract. 
The mortgage shall be an insured 

mortgage from the date of the issuance 
of a Mortgage Insurance Certificate, 
from the date of the endorsement of 
the credit instrument, or from the date 
of HUD’s electronic acknowledgement 
to the mortgagee that the mortgage is 
insured, as applicable. The Commis-
sioner and the mortgagee are there-
after bound by the regulations in this 
subpart with the same force and to the 
same extent as if a separate contract 
had been executed relating to the in-
sured mortgage, including the provi-
sions of the regulations in this subpart 
and of the Act. 

[62 FR 30227, June 2, 1997] 

§ 203.258 Substitute mortgagors. 
(a) Selling mortgagor. Except as pro-

vided in paragraph (d) of this section, 
the mortgagee may effect the release 
of a mortgagor from personal liability 
on the mortgage note, only if it obtains 
the Commissioner’s approval of a sub-
stitute mortgagor, as provided by this 
section. 

(b) Purchasing mortgagor. (1) The 
Commissioner may approve a sub-
stitute mortgagor with respect to any 
mortgage insured under § 203.43h or 
§ 203.43i only if the mortgagor is to oc-
cupy the dwelling as a principal resi-
dence (as defined in § 203.18(f)(1)). 

(2) The Commissioner may approve a 
substitute mortgagor with respect to 
any mortgage insured under this part 
(except a mortgage referred to in para-
graph (b)(1) of this section), only if the 

VerDate Mar<15>2010 08:52 Jul 14, 2014 Jkt 232083 PO 00000 Frm 00209 Fmt 8010 Sfmt 8010 Y:\SGML\232083.XXX 232083pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R



200 

24 CFR Ch. II (4–1–14 Edition) § 203.258 

substitute mortgagor is to occupy the 
dwelling as a principal residence or as 
a secondary residence (as these terms 
are defined in § 203.18(f)) or if the sub-
stitute mortgagor is an eligible non-oc-
cupant mortgagor (as defined in 
§ 203.18(f)). 

(3) With respect to any mortgage cov-
ering a dwelling to be occupied as a 
secondary residence, the loan to value 
ratio may not exceed 85 percent of the 
greater of: 

(i) The appraised value of the prop-
erty at the time the mortgage is ac-
cepted for insurance; or 

(ii) The appraised value of the prop-
erty at the time approval of a sub-
stitute mortgagor is requested. 

(c) Applicability-current mortgages. 
Paragraph (b) of this section applies to 
the Commissioner’s approval of a sub-
stitute mortgagor only if the mortgage 
executed by the original mortgagor 
was insured: 

(1) Pursuant to a conditional com-
mitment or master conditional com-
mitment issued on or after December 
15, 1989; or 

(2) In accordance with the Direct En-
dorsement program, where the under-
writer of the mortgagee signed the ap-
praisal report or master appraisal re-
port for the property on or after De-
cember 15, 1989; 

(3) Pursuant to a certificate of rea-
sonable value or master certificate of 
reasonable value issued by the Depart-
ment of Veterans Affairs on or after 
December 15, 1989. 

(d) Applicability—earlier mortgages. If 
the mortgage was insured: 

(1) Pursuant to a conditional com-
mitment or master conditional com-
mitment issued on or after February 5, 
1988, but before December 15, 1989; or 

(2) In accordance with the Direct En-
dorsement program, where the ap-
proved underwriter of the mortgagee 
signed the appraisal report or master 
appraisal report for the property on or 
after February 5, 1988, but before De-
cember 15, 1989, or 

(3) Pursuant to a certificate of rea-
sonable value or master certificate of 
reasonable value issued by the Depart-
ment of Veterans Affairs on or after 
February 5, 1988, but before December 
15, 1989, the Commissioner may approve 
a substitute mortgagor with respect to 

the mortgage only if the substitute 
mortgagor is to occupy the dwelling as 
a principal residence or a secondary 
residence (as these terms are defined in 
§ 203.18(f)), or is an eligible non-occu-
pant mortgagor (as defined in the fol-
lowing sentence), or if the mortgage 
has a principal balance that is not 
more than 75 percent of the greater of 
(i) the appraised value of the property 
at the time the mortgage is accepted 
for insurance, or (ii) the appraised 
value of the property at the time ap-
proval of a substitute mortgagor is re-
quested. For purposes of this paragraph 
(d), the term eligible non-occupant mort-
gagor has the meaning given in 
§ 203.18(f), except that paragraph 
(d)(3)(ii)(A) and (B) of this section 
apply in place of § 203.18(f)(3) (i) and (ii). 

(A) A public entity, as provided in 
section 214 or 247 of the National Hous-
ing Act; and 

(B) A private nonprofit or public en-
tity, as provided in section 221(h) or 
235(j) of the National Housing Act. 

If neither paragraph (b) nor the pre-
ceding portion of this paragraph (d) ap-
plies, the Commissioner may approve a 
substitute mortgagor without regard 
to whether the mortgagor is to occupy 
the dwelling. 

(e) Direct endorsement. Mortgagees ap-
proved for participation in the Direct 
Endorsement program under § 203.3 
may, subject to limitations established 
by the Commissioner, themselves ap-
prove an appropriate substitute mort-
gagor under this section for mortgages 
which they own or service, 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 debt; 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 34806, Aug. 24, 1990, as amended at 57 
FR 58349, Dec. 9, 1992; 58 FR 13537, Mar. 12, 
1993; 61 FR 36453, July 10, 1996] 
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MORTGAGE INSURANCE PREMIUMS—IN 
GENERAL 

§ 203.259 Method of payment of MIP. 

The payment of any MIP under this 
subpart shall be made to the Commis-
sioner by the mortgagee either in cash 
or debentures at par plus accrued inter-
est. 

[48 FR 28805, June 23, 1983] 

§ 203.259a Scope. 

(a) The Commissioner shall charge a 
one-time MIP pursuant to § 203.280 for 
mortgages that: 

(1) Are insured pursuant to § 203.43(c) 
(if the mortgage to be refinanced was 
executed prior to July 1, 1991 and the 
new mortgage is executed on or after 
April 24, 1992); or insured pursuant to 
§ 203.43i; or 

(2)(i) Are obligations of the Mutual 
Mortgage Insurance Fund under this 
part (except insured open-end advances 
as provided by § 203.270); 

(ii) Are insured pursuant to: (A) An 
application for a conditional commit-
ment received on or after September 1, 
1983; or 

(B) An application for mortgage in-
surance endorsement under the single 
family Direct Endorsement program as 
provided in § 203.255, where the property 
appraisal report is signed by the mort-
gagee’s underwriter on or after Sep-
tember 1, 1983; and 

(iii) Are executed before July 1, 1991. 
(b) Except as provided in § 203.284(h) 

or § 203.285(d), the Commissioner shall 
charge an up-front MIP pursuant to 
§ 203.284 or § 203.285 for mortgages exe-
cuted on or after July 1, 1991 that are 
obligations of the Mutual Mortgage In-
surance Fund. In the cases that the 
Commissioner deems appropriate, the 
Commissioner may require, by means 
of instructions communicated to all af-
fected mortgages, that up-front MIP be 
remitted electronically. 

(c) The periodic MIP provision of 
§§ 203.260 through 203.268 shall not apply 
to mortgages referred to in paragraph 
(a) of this section, nor shall they apply 

to mortgages to which the provision of 
§ 203.284 or § 203.285 apply. 

[57 FR 15211, Apr. 24, 1992, as amended at 57 
FR 46983, Oct. 14, 1992; 58 FR 12902, Mar. 8, 
1993; 58 FR 41003, July 30, 1993; 59 FR 13882, 
Mar. 24, 1994; 60 FR 34138, June 30, 1995; 61 FR 
36453, July 10, 1996] 

MORTGAGE INSURANCE PREMIUMS— 
PERIODIC PAYMENT 

§ 203.260 Amount of mortgage insur-
ance premium (periodic MIP). 

The mortgagee shall pay to the Com-
missioner an initial MIP in an amount 
equal to one-half of one percent of the 
average outstanding principal obliga-
tion of the mortgage for the first year 
of amortization. After payment of the 
initial MIP, the mortgagee shall pay to 
the Commissioner an amount equal to 
one-half of one percent of the average 
outstanding principal obligation of the 
mortgage for the 12-month period pre-
ceding each subsequent anniversary 
date of the beginning of amortization. 

[48 FR 28805, June 23, 1983] 

§ 203.261 Calculation of periodic MIP. 

The amount of any periodic MIP 
shall be calculated in accordance with 
the original amortization provisions of 
the mortgage, without taking into ac-
count delinquent payments, prepay-
ments, agreements to postpone pay-
ments, or agreements to recast the 
mortgage. 

[48 FR 28805, June 23, 1983] 

§ 203.262 Due date of periodic MIP. 

The full initial and each annual MIP 
shall be due and payable to the Com-
missioner no later than the 10th day 
after the amortization anniversary 
date. 

[61 FR 37801, July 19, 1996] 

§ 203.264 Payment of periodic MIP. 

The mortgagee shall pay each MIP in 
twelve equal monthly installments. 
Each monthly installment shall be due 
and payable to the Commissioner no 
later than the tenth day of each 
month, beginning in the month in 
which the mortgagor is required to 

VerDate Mar<15>2010 08:52 Jul 14, 2014 Jkt 232083 PO 00000 Frm 00211 Fmt 8010 Sfmt 8010 Y:\SGML\232083.XXX 232083pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 C
F

R


		Superintendent of Documents
	2020-01-30T08:42:28-0500
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




