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Office of Assistant Secretary for Housing, HUD § 206.15 

time and from time to time, in whole 
or in part, but amendments to subparts 
B and C of this part will not adversely 
affect the interests of a mortgagee on 
any mortgage to be insured for which 
either the Direct Endorsement mort-
gagee or Lender Insurance mortgagee 
has approved the borrower and all 
terms and conditions of the mortgage, 
or the Commissioner has made a com-
mitment to insure. Such amendments 
will not adversely affect the interests 
of a borrower in the case of a default 
by a mortgagee where the Commis-
sioner makes payments to the bor-
rower. 

§ 206.8 Preemption. 
(a) Lien priority. The full amount se-

cured by the mortgage shall have the 
same priority over any other liens on 
the property as if the full amount had 
been disbursed on the date the initial 
disbursement was made, regardless of 
the actual date of any disbursement. 
The amount secured by the mortgage 
shall include all direct payments by 
the mortgagee to the borrower and all 
other loan advances permitted by the 
mortgage for any purpose, including 
loan advances for interest, property 
charges, mortgage insurance pre-
miums, required repairs, servicing 
charges, counseling charges, and costs 
of collection, regardless of when the 
payments or loan advances were made. 
The priority provided by this section 
shall apply notwithstanding any State 
constitution, law, or regulation. 

(b) Second mortgage. If the Commis-
sioner holds a second mortgage, it shall 
have a priority subordinate only to the 
first mortgage (and any senior liens 
permitted by paragraph (a) of this sec-
tion). 

Subpart B—Eligibility; Endorsement 
§ 206.9 Eligible mortgagees. 

(a) Statutory requirements. See sec-
tions (b)(2), (c), and 255(d)(1) of the 
NHA. 

(b) HUD approved mortgagees. Any 
mortgagee authorized under paragraph 
(a) of this section and approved under 
part 202 of this chapter, except an in-
vesting mortgagee approved under 
§ 202.9 of this chapter, is eligible to 
apply for insurance. A mortgagee ap-

proved under §§ 202.6, 202.7, 202.9 or 
202.10 of this chapter may purchase, 
hold and sell mortgages insured under 
this part without additional approval. 

§ 206.13 Disclosure of available HECM 
program options. 

At the time of initial contact, the 
mortgagee shall inform the prospective 
HECM borrower, in a manner accept-
able to the Commissioner, of all prod-
ucts, features, and options of the 
HECM program that FHA will insure 
under this part, including: fixed inter-
est rate mortgages with the Single 
Lump Sum payment option; adjustable 
interest rate mortgages with tenure, 
term, and line of credit disbursement 
options, or a combination of these; any 
other FHA insurable disbursement op-
tions; and initial mortgage insurance 
premium options, and how those affect 
the availability of other mortgage and 
disbursement options. 

§ 206.15 Insurance. 

Mortgages originated under this part 
must be endorsed through the Direct 
Endorsement program under § 203.5 of 
this chapter, except that any ref-
erences to § 203.255 in § 203.5 shall mean 
§ 206.115. The mortgagee shall submit 
the information as described in 
§ 206.115(b) for the Direct Endorsement 
program; the certificate of housing 
counseling as described in § 206.41; a 
copy of the title insurance commit-
ment satisfactory to the Commissioner 
(or other acceptable title evidence if 
the Commissioner has determined not 
to require title insurance under 
§ 206.45(a)); the mortgagee’s election of 
either the assignment or shared pre-
mium option under § 206.107; and any 
other documentation required by the 
Commissioner. If the mortgagee has 
complied with the requirements of 
§§ 203.3 and 203.5, except that any ref-
erence to § 203.255 in these sections 
shall mean § 206.115 for purposes of this 
section, and other requirements of this 
part, and the mortgage is determined 
to be eligible, the Commissioner will 
endorse the mortgage for insurance by 
issuing a Mortgage Insurance Certifi-
cate. 
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ELIGIBLE MORTGAGES 

§ 206.17 Eligible mortgages: general. 

(a) [Reserved] 
(b) Interest rate and payment options. 

A HECM shall provide for either fixed 
or adjustable interest rates in accord-
ance with § 206.21. 

(1) Fixed interest rate mortgages 
shall use the Single Lump Sum pay-
ment option (§ 206.19(e)). 

(2) Adjustable interest rate mort-
gages shall initially provide for the 
term (§ 206.19(a)), the tenure 
(§ 206.19(b)), the line of credit 
(§ 206.19(c)), or a modified term or modi-
fied tenure (§ 206.19(d)) payment option, 
subject to a later change in accordance 
with § 206.26. 

(c) Shared appreciation. A mortgage 
may provide for shared appreciation in 
accordance with § 206.23. 

§ 206.19 Payment options. 

(a) Term payment option. Under the 
term payment option, equal monthly 
payments are made by the mortgagee 
to the borrower for a fixed term of 
months chosen by the borrower in ac-
cordance with this section and 
§ 206.25(e), unless the mortgage is pre-
paid in full or becomes due and payable 
earlier under § 206.27(c). 

(b) Tenure payment option. Under the 
tenure payment option, equal monthly 
payments are made by the mortgagee 
to the borrower in accordance with this 
section and with § 206.25(f), unless the 
mortgage is prepaid in full or becomes 
due and payable under § 206.27(c). 

(c) Line of credit payment option. 
Under the line of credit payment op-
tion, payments are made by the mort-
gagee to the borrower at times and in 
amounts determined by the borrower 
as long as the amounts do not exceed 
the payment amounts permitted by 
§ 206.25. 

(d) Modified term or modified tenure 
payment option. Under the modified 
term or modified tenure payment op-
tions, equal monthly payments are 
made by the mortgagee and the mort-
gagee shall set aside a portion of the 
principal limit to be drawn down as a 
line of credit as long as the amounts do 
not exceed the payment amounts per-
mitted by § 206.25. 

(e) Single Lump Sum payment option. 
Under the Single Lump Sum payment 
option, the Borrower’s Advance will be 
made by the mortgagee to the borrower 
in an amount that does not exceed the 
payment amount permitted in § 206.25. 
The Single Lump Sum payment option 
will be available only for fixed interest 
rate HECMs. Set asides requiring dis-
bursements after close may be offered 
in accordance with paragraphs (f)(1) 
through (3) of this section. 

(f) Principal limit set asides—(1) Repair 
Set Aside. When repairs required by 
§ 206.47 will be completed after closing, 
the mortgagee shall set aside a portion 
of the principal limit equal to 150 per-
cent of the Commissioner’s estimated 
cost of repairs, plus the repair adminis-
tration fee. 

(2) Property Charge Set Aside—(i) Life 
Expectancy Set Aside (LESA). When re-
quired by § 206.205(b)(1) or selected by 
the borrower under § 206.205(b)(2)(i)(B), 
the mortgagee shall set aside a portion 
of the principal limit, consistent with 
the requirements of § 206.205, for pay-
ment of the following property charges: 
property taxes including special assess-
ments levied by municipalities or state 
law, and flood and hazard insurance 
premiums. 

(ii) Borrower elects to have mortgagee 
pay property charges—(A) First year 
property charges. When required by 
§ 206.205(d), the mortgagee shall set 
aside a portion of the principal limit 
for payment of the following property 
charges that must be paid during the 
First 12-Month Disbursement Period: 
property taxes including special assess-
ments levied by municipalities or state 
law, and flood and hazard insurance 
premiums. The mortgagee’s estimate 
of withholding amount shall be based 
on the best information available as to 
probable payments which will be re-
quired to be made for property charges 
in the coming year. The mortgagee 
may not require the withholding of 
amounts in excess of the current esti-
mated total annual requirement, un-
less expressly requested by the bor-
rower. Each month’s withholding for 
property charges shall equal one- 
twelfth of the annual amounts as rea-
sonably estimated by the mortgagee. 

(B) Property charges for subsequent 
years. For subsequent year property 
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