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other prepaid expenses, as determined 
by the Commissioner. 

[36 FR 24508, Dec. 22, 1971, as amended at 48 
FR 44067, Sept. 27, 1983; 50 FR 40195, Oct. 2, 
1985; 53 FR 8880, Mar. 18, 1988; 56 FR 4477, Feb. 
4, 1991; 61 FR 36263, July 9, 1996] 

§ 203.20 Agreed interest rate. 
(a) The mortgage shall bear interest 

at the rate agreed upon by the mort-
gagee and the mortgagor. 

(b) Interest shall be payable in 
monthly installments on the principal 
amount of the mortgage outstanding 
on the due date of each installment. 

[36 FR 24508, Dec. 22, 1971, as amended at 49 
FR 19457, May 8, 1984] 

§ 203.21 Amortization provisions. 
The mortgage must contain complete 

amortization provisions satisfactory to 
the Commissioner, requiring monthly 
payments by the mortgagor not in ex-
cess of his reasonable ability to pay as 
determined by the Commissioner. The 
sum of the principal and interest pay-
ments in each month shall be substan-
tially the same. 

§ 203.22 Payment of insurance pre-
miums or charges; prepayment 
privilege. 

(a) Payment of periodic insurance pre-
miums or charges. Except with respect 
to mortgages for which a one-time 
mortgage insurance premium is paid 
pursuant to § 203.280, the mortgage may 
provide for monthly payments by the 
mortgagor to the mortgagee of an 
amount equal to one-twelfth of the an-
nual mortgage insurance premium pay-
able by the mortgagee to the Commis-
sioner. Such payments continue only 
so long as the contract of insurance 
shall remain in effect or for such short-
er period as mortgage insurance pre-
miums are payable by the mortgagee 
to the Commissioner. 

(b) Prepayment privilege. The mort-
gage shall contain a provision permit-
ting the mortgagor to prepay the mort-
gage in whole or in part on any install-
ment due date, but shall not provide 
for the payment of any charge on ac-
count of such prepayment. 

[36 FR 24508, Dec. 22, 1971, as amended at 37 
FR 8661, Apr. 29, 1972; 48 FR 28804, June 23, 
1983; 50 FR 25914, June 24, 1985; 61 FR 36263, 
July 9, 1996] 

§ 203.23 Mortgagor’s payments to in-
clude other charges. 

(a) The mortgage shall provide for 
such equal monthly payments by the 
mortgagor to the mortgagee as will 
amortize: 

(1) The ground rents, if any; 
(2) The estimated amount of all 

taxes; 
(3) Special assessments, if any; 
(4) Flood insurance premiums, if 

flood insurance is required by the Com-
missioner; and 

(5) Fire and other hazard insurance 
premiums, if any. The mortgage shall 
further provide that such payments 
shall be held by the mortgagee in a 
manner satisfactory to the Commis-
sioner for the purpose of paying such 
ground rents, taxes, assessments, and 
insurance premiums before the same 
become delinquent, for the benefit and 
account of the mortgagor. The mort-
gage must also make provisions for ad-
justments in case the estimated 
amount of such taxes, assessments, and 
insurance premiums shall prove to be 
more, or less, than the actual amount 
thereof so paid by the mortgagor. Such 
payments shall be held in an escrow 
subject to § 203.550. 

(b) The mortgagor shall not be re-
quired to pay premiums for fire or 
other hazard insurance which protects 
only the interests of the mortgagee, or 
for life or disability income insurance, 
or fees charged for obtaining informa-
tion necessary for the payment of prop-
erty taxes. The foregoing does not 
apply to charges made or penalties ex-
acted by the taxing authority, except 
that a penalty assessed or interest 
charged by a taxing authority for fail-
ure to timely pay taxes or assessments 
shall not be charged by the mortgagee 
to the mortgagor if the mortgagee had 
sufficient funds in escrow for the ac-
count of the mortgagor to pay such 
taxes or assessments prior to the date 
on which penalty or interest charges 
are imposed. 

(c) Mortgages involving a principal 
obligation not in excess of $9,000 may 
contain a provision requiring the mort-
gagor to pay to the mortgagee an an-
nual service charge at such rate as may 
be agreed upon between the mortgagee 
and the mortgagor, but in no case shall 
such service charge exceed one-half of 
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one percent per annum. Any such serv-
ice charge shall be payable in monthly 
installments on the principal then out-
standing. The provisions of this para-
graph shall not apply to mortgages en-
dorsed for insurance pursuant to appli-
cations received by the Commissioner 
on or after July 17, 1961. 

[36 FR 24508, Dec. 22, 1971, as amended at 37 
FR 25231, Nov. 29, 1972; 41 FR 47934, Nov. 10, 
1976; 59 FR 53901, Oct. 26, 1994] 

§ 203.24 Application of payments. 
(a) All monthly payments to be made 

by the mortgagor to the mortgagee 
shall be added together and the aggre-
gate amount thereof shall be paid by 
the mortgagor each month in a single 
payment. The mortgagee shall apply 
the same to the following items in the 
order set forth: 

(1) Premium charges under the con-
tract of insurance (other than a one- 
time or up-front mortgage insurance 
premium paid in accordance with 
§§ 203.280, 203.284 and 203.285), charges 
for ground rents, taxes, special assess-
ments, flood insurance premiums, if re-
quired, and fire and other hazard insur-
ance premiums; 

(2) Interest on the mortgage; 
(3) Amortization of the principal of 

the mortgage; and 
(4) Late charges, if permitted under 

the terms of the mortgage and subject 
to such conditions as the Commis-
sioner may prescribe. 

(b) Any deficiency in the amount of 
any such aggregate monthly payment 
shall, unless made good by the mort-
gagor prior to, or on, the due date of 
the next such payment, constitute an 
event of default under the mortgage. 

[36 FR 24508, Dec. 22, 1971, as amended at 37 
FR 25231, Nov. 29, 1972; 50 FR 25914, June 24, 
1985; 61 FR 36263, July 9, 1996] 

§ 203.25 Late charge. 
The mortgage may provide for the 

collection by the mortgagee of a late 
charge, not to exceed four per cent of 
the amount of each payment more than 
15 days in arrears, to cover servicing 
and other costs attributable to the re-
ceipt of payments from mortgagors 
after the date upon which payment is 
due. 

[41 FR 49734, Nov. 10, 1976] 

§ 203.26 Mortgagor’s payments when 
mortgage is executed. 

(a) The mortgagor must pay to the 
mortgagee, upon execution of the 
mortgage, a sum that will be sufficient 
to pay the ground rents, if any, the es-
timated taxes, special assessments, 
flood insurance premiums, if required, 
and fire and other hazard insurance 
premiums for the period beginning on 
the last date on which each such 
charge would have been paid under the 
normal lending practices of the lender 
and local custom (if each such date 
constitutes prudent lending practice), 
and ending on the due date of the first 
full installment payment under the 
mortgage, plus an amount sufficient to 
pay the mortgage insurance premium 
from the date of closing the loan to the 
date of the first monthly payment 
under the mortgage or, where applica-
ble, the one-time mortgage insurance 
premium payable pursuant to § 203.280. 

(b) The mortgagee may also collect 
from the mortgagor a sum not exceed-
ing one-sixth of the estimated total 
amount of such taxes, special assess-
ments, insurance premiums and other 
charges to be paid during the ensuing 
12-month period. 

[41 FR 49734, Nov. 10, 1976, as amended at 48 
FR 28804, June 23, 1983] 

§ 203.27 Charges, fees or discounts. 

(a) The mortgagee may collect from 
the mortgagor the following charges, 
fees or discounts: 

(1) [Reserved] 
(2) A charge to compensate the mort-

gagee for expenses incurred in origi-
nating and closing the loan, the charge 
not to exceed: 

(i) $20 dollars or one percent of the 
original principal amount of the mort-
gage (excluding any one-time mortgage 
insurance premium paid pursuant to 
§ 203.280), whichever is the greater; or 

(ii) $350 dollars or two and one-half 
percent of the original principal 
amount of the mortgage (excluding any 
one-time mortgage insurance premium 
paid pursuant to § 203.280), whichever is 
the greater, with respect to mortgages 
on property under construction or to 
be constructed where the mortgagee 
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