
 
 
 
 

 

 
Effective 06/20/2022  Higher Priced Mortgage Loans Policy 

 

Higher Priced Mortgage Loans Policy 
 

Purpose 

The purpose of this policy is to outline the requirements for compliant origination of Higher-
Priced Mortgage Loans (“HPML”), as defined by Section 35 of the Home Ownership Equity 
Protection Act (HOEPA), which is part of the Truth-in-Lending Act (TILA) and Regulation Z. 

Definitions 
 

1. A Higher Price Mortgage Loan (HPML) (12 CFR § 1026.35) is defined as a closed-end 
mortgage loan secured by a borrower’s owner-occupied principal residence, which has 
an annual percentage rate (APR) that is a certain percentage rate above the Average 
Prime Offer Rate (APOR) published weekly by the Federal Financial Institutions 
Examination Counsel (FFIEC). The percentage rate above the APOR depends on the 
type of loan: 

a. First lien mortgages: A first lien mortgage is “higher-priced” if the APR is equal to 
or greater than 1.5% of APOR. 

b. Jumbo loans: A first lien jumbo loan is generally “higher-priced” if the APR is 
equal to or greater than 2.5% of APOR.  

(a) Note that a jumbo loan is defined as a loan that is at least $1 above the 
county loan limit.  

c. Subordinate lien mortgages: A subordinate-lien mortgage, sometimes called a 
second lien mortgage or junior lien is “higher-priced” if the APR is equal to or 
greater than 3.5% of APOR. 

 
2. Higher Priced Covered Transaction (HPCT) (12 CFR § 1026.43) is a loan secured by a 

dwelling that is a Qualified Mortgage (QM) Rebuttable Presumption loan, which means 
the APR exceeds the QM Safe Harbor APR threshold. The APR on a HPCT loan 
exceeds the APOR by: equal to or greater than 1.5% for first mortgages; equal to or 
greater than 3.5% for subordinate liens (the following are exempt: small creditor portfolio 
loans, interest-only payments, and terms exceeding 30 years). A QM HPCT does not 
apply to an extension of credit primarily for a business, commercial, or agricultural 
purpose, even if it is secured by a dwelling. 
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3. Flip Property is a home being sold at a price more than 10% above the previous sale 
price if the seller acquired the property in the last 90 days; or a home being sold at a price 
more than 20% above the previous sale price if the seller acquired the property in the last 
91 - 180 days. The following dates should be considered when determining the resale 
timeline: 

a. Acquisition by the seller is defined as the recording date. 
b. The date the borrower agreed to acquire the property is defined as the date on 

which the buyer and seller executed the purchase contract. 
(a) Execution is the date on which the purchase contract was signed by 

both parties, unless it was subject to counteroffer(s), in which case 
execution would be the date on which the accepted counteroffer was 
executed by both parties. If the parties signed on different dates, the 
later date should be used as the execution date.  
 

Regulations 
 

1. A HPML cannot contain a balloon payment. 
 

2. A loan that is secured by a Flip Property cannot be originated if the loan is a HPML. The 
APR for the loan must be lowered, such that the loan is no longer a HPML.  
 

3. HPCT loans are treated as regular HPML for investor purposes.  
 

4. FHA loans are considered Higher Priced Mortgage Loans (HPML) if the annual 
percentage rate (APR) exceeds the APOR by 1.15% combined with the on-going 
Mortgage Insurance Premium (MIP). 
 

Policy  
 

A. Documentation Requirements 
 
 
JMAC loans identified as HPML are underwritten to different guidelines to ensure compliance 
with all applicable federal and state laws. JMAC requires that a borrower’s income be 
documented with tax returns, W-2s, paystubs, or bank statements, as applicable. If there are 
assets considered for repayment, other than the collateral itself, JMAC requires third-party 
verification of the asset’s value to be documented in the file. All borrower obligations are 
required to be documented on a URLA that itemizes all current debts, a credit report, and any 
other liability documentation provided by the borrower.  
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B. Underwriting Requirements 

 
When JMAC calculates the borrower’s debt-to-income ratio, qualification includes the highest 
possible payment that can occur during the first seven years of the loan. JMAC considers the 
principal and interest, property taxes, hazard insurance, flood insurance, private mortgage 
insurance (PMI), homeowner’s association (HOA) dues, subordinate lien payments, land 
leases, and other applicable expenses. HPML loans cannot contain a prepayment. The 
monthly payment amount (principal and interest) must be fixed for at least the first five years 
of the loan. 
 

C. Escrow Account Requirements 

 
For any loan identified as HPML, an escrow account must be established to pay for property 
taxes, hazard insurance, and flood insurance. Further, the account must comply with the 
following requirements: (a) the escrow account must remain in place for at least the first five  
years of the loan; and (b) if, after the first five years, the borrower requests to remove the 
escrow account, the request may be granted only if the loan’s unpaid principal balance is less 
than 80 percent of the original value of the property securing the underlying debt obligation; 
and the consumer is not be currently delinquent or in default on the underlying obligation. 
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D. Appraisal Requirements 
JMAC shall deliver or mail, no later than the third business day after receiving a borrower’s 
application for a HPML, the following: “We may order an appraisal to determine the property's 
value and charge you for this appraisal. We will give you a copy of any appraisal, even if your 
loan does not close. You can pay for an additional appraisal for your own use at your own 
cost.” Note that the latter statement only applies if the applicant desires another appraisal 
that is not required by the lender. 
 

a. One appraisal report is required. The report must be completed by a certified or 
licensed appraisal; and, 

b. Two appraisal reports are required on a flipped property. A flipped property is a home 
being sold at a price more than 10% above the previous sale price if the seller 
acquired1 the property in the last 90 days; or a home being sold at a price more than 
20% above the previous sale price if the seller acquired the property in the last 91 - 
180 days. 

i. If two appraisals are required, they may not be performed by the same 
licensed or certified appraiser. One of the two appraisals must include the 
following analysis: 

i. The difference between the price at which the seller acquired the 
property and the price that the consumer is obligated to pay to acquire 
the property, as specified in the consumer's agreement to acquire the 
property from the seller; 

ii. Changes in market conditions between the date the seller acquired the 
property and the date of the consumer's agreement to acquire the 
property; and 

iii. Any improvements made to the property between the date the seller 
acquired the property and the date of the consumer's agreement to 
acquire the property. 

ii. If the two appraisals are required under paragraph (D)(b) of this section, the 
borrower may only be charged for one of the appraisals. 

 

 
1 See Flip Property definition. 


