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	FHA’s Mutual Mortgage Insurance Fund (MMI) has experienced an unprecedented financial turnaround.  In 1990, the FHA MMI Fund had a negative economic value of $2.6 billion.  Today, the fund has a positive economic value of $16 billion.  In recognition of the continued strength and increase in the MMI fund, FHA has revised its Upfront Mortgage Insurance Premium (UFMIP) for all homebuyers where the loan is closed on or after January 1, 2001.    This Mortgagee Letter announces: 1) A reduction in the UFMIP to 1.50%; 2) A shortened UFMIP refund schedule; and, 3) Cancellation of the annual mortgage insurance premium after the loan amount is reduced to 78% or less of the property value (based on the lower of the sales price or appraised value at origination).  





Reduction in the UFMIP





Over the past eight years, the Department has reduced mortgage insurance premiums for homebuyers, thus making homeownership more affordable.  FHA’s current premium structure requires an UFMIP of 2.25% for most borrowers OR 1.75% for first time homebuyers who obtain housing counseling.  In recognition of the financial health of the FHA fund, effective for all loans �
closed on or after January 1, 2001, the UFMIP will be 1.50%.  The borrower does NOT have to be a first time homebuyer or receive housing counseling.  Although housing counseling is still highly encouraged by the Department, borrowers that obtain this counseling will no longer receive an additional UFMIP reduction. 


 


    	Mortgages insured under the following Sections of the National Housing Act are eligible for the reduced UFMIP:  Section 203(b), Home Mortgage Insurance; 203(h), Mortgage Insurance for Disaster Victims; 203(i), Home Mortgage Insurance in Outlying Areas; 245(a), GPMs and GEMs (except on condominiums); and 251, Adjustable Rate Mortgages (except on condominiums). 





Shortened UFMIP Refund Schedule





	Currently, borrowers paying off (or refinancing) their FHA loans within seven years from the date of closing, are entitled to a partial refund of UFMIP paid at closing.  The refund schedule is now being shortened for loans closed on or after January 1, 2001, to a five year time period.  The new refund schedule will be issued in a separate Mortgagee Letter.





Canceling FHA’s Annual Mortgage Insurance Premiums





In the past, some FHA borrowers have paid annual mortgage insurance premiums throughout the life of their mortgages.  Effective for all loans closed on or after January 1, 2001, FHA’s annual mortgage insurance premiums will be automatically canceled under the following conditions:  





For mortgages with terms more than 15 years, the annual mortgage insurance premiums will be canceled when the loan to value ratio reaches 78 percent, provided the mortgagor has paid the annual mortgage insurance premiums for at least five years. 


For mortgages with terms 15 years and less and with loan to value ratios 90 percent and greater, the annual mortgage insurance premiums will be canceled when the loan to value ratio reaches 78 percent, irrespective of the length of time the mortgagor has paid the annual mortgage premiums.  


Mortgages with terms 15 years and less and with loan to value ratios of 89.99 percent and less will not be charged annual mortgage insurance premiums. 


�
Although the annual mortgage insurance premiums will be canceled as described, the contract of insurance will remain in force for the loan’s full term.  This mortgage insurance premium cancellation provision only applies to loans in the MMI fund.  





FHA will determine when a borrower has reached the 78% loan to value ratio based on the lower of the sales price or appraised value at origination.  New appraised values will not be considered.  For example, if the lower of the sales price or the appraised value at origination was $100,000, when the loan amount reaches $78,000, FHA will no longer collect annual mortgage insurance premiums on the loan. Cancellation of the annual mortgage insurance premiums will normally be based on the scheduled amortization of the loan.  However, in cases where the loan payments have been accelerated or modified, cancellation can be based on the actual amortization of the loan as provided to HUD by the servicing mortgagee.  Additional details about canceling FHA’s annual mortgage insurance premiums, including specific information about premiums for streamline refinance loans, will be issued in a separate Mortgagee Letter.


	


If you have any questions about this Mortgagee Letter, please contact your local Homeownership Centers in Atlanta (1-888-696-4687), Philadelphia (1-800-440-8647), Santa Ana (1-888-827-5605) or Denver (1-800-543-9378).





					Sincerely,














					William C. Apgar


					Assistant Secretary for Housing-


					  Federal Housing Commissioner
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UPFRONT AND ANNUAL MORTGAGE INSURANCE PREMIUM RATES FOR MORTGAGES CLOSED ON OR AFTER JANUARY 1, 2001 








UPFRONT AND ANNUAL MIP PREMIUM CHART 


FOR MORTGAGES WITH TERMS MORE THAN 15 YEARS








Upfront�
LTV Ratio�
Premium�
Years�
�
1.50%�
89.99 and under�
.50%�
*�
�
1.50%�
90.00-95.00�
.50%�
*�
�
1.50%�
95.01 and Over�
.50%�
*�
�






*Years will be determined when the loan balance equals 78%, provided the mortgagor has paid the annual mortgage insurance premium for at least 5 years (scheduled or actual, refer to the Mortgagee Letter).





UPFRONT AND ANNUAL MIP PREMIUM CHART 


FOR MORTGAGES WITH TERM 15 YEARS AND LESS





Upfront�
LTV Ratio�
Premium�
Years�
�
1.50%�
89.99 and under�
None�
N/A�
�
1.50%�
90.00-95.00�
.25%�
**�
�
1.50%�
95.01 and Over�
.25%�
**�
�






** Years will be determined when the loan balance equals 78% (scheduled or actual, refer to the Mortgagee Letter).





