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§ 242.21 Refund of fees. 

Commitment, inspection, and reopen-
ing fees (but not application fees) may 
be refunded, in whole or in part, if HUD 
determines that the construction or fi-
nancing of the project has been pre-
vented because of condemnation pro-
ceedings or other legal action taken by 
a government body or public agency, or 
in such other instances as HUD may 
determine as being beyond the control 
of the applicant and resulting from no 
fault of the applicant. A transfer fee 
may be refunded only in such instances 
as HUD may determine. However, the 
portion of the inspection fee paid in 
connection with early commencement 
of work is not refundable. 

§ 242.22 Maximum fees and charges by 
mortgagee. 

The mortgagee may collect from the 
mortgagor the amount of the fees pro-
vided for in this subpart. The mort-
gagee may also collect from the mort-
gagor an initial service charge not to 
exceed 2 percent of the original prin-
cipal amount of the mortgage to reim-
burse the mortgagee for the cost of 
closing the transaction. A permanent 
financing fee not to exceed 3.5 percent 
may be collected from the mortgagor; 
however, the combined initial service 
charge and permanent financing fee 
may not exceed 5.5 percent in bond 
transactions and 3.5 percent in all 
other transactions. Any additional 
charges or fees collected from the 
mortgagor shall be subject to prior ap-
proval of HUD and shall be clearly dis-
closed in the Mortgagee’s Certificate. 

§ 242.23 Maximum mortgage amounts 
and cash equity requirements. 

(a) Adjusted mortgage amount-rehabili-
tation projects. A mortgage financing 
the substantial rehabilitation of an ex-
isting hospital shall be subject to the 
following limitations, in addition to 
those set forth in § 242.7: 

(1) Property held unencumbered. If the 
mortgagor is the fee simple owner of 
the property and the property is not 
encumbered by an outstanding indebt-
edness, the mortgage shall not exceed 
100 percent of HUD’s estimate of the 
cost of the proposed substantial reha-
bilitation. 

(2) Property subject to existing mort-
gage. If the mortgagor owns the prop-
erty subject to an outstanding indebt-
edness, which is to be refinanced with 
part of the insured mortgage, the mort-
gage shall not exceed the total of the 
following: 

(i) The Commissioner’s estimate of 
the cost of substantial rehabilitation, 
plus 

(ii) Such portion of the outstanding 
indebtedness as does not exceed 90 per-
cent of HUD’s estimate of the fair mar-
ket value of such land and improve-
ments prior to substantial rehabilita-
tion. 

(3) Property to be acquired. If the prop-
erty is to be acquired by the mortgagor 
and the purchase price is to be financed 
with a part of the insured mortgage, 
the mortgage shall not exceed 90 per-
cent of the total of the following: 

(i) The Commissioner’s estimate of 
the cost of substantial rehabilitation, 
plus 

(ii) The actual purchase price of the 
land and improvements or HUD’s esti-
mate (prior to substantial rehabilita-
tion) of the fair market value of such 
land and improvements, whichever is 
the lesser. 

(b) Reduced mortgage amount—lease-
holds. In the event the mortgage is se-
cured by a leasehold estate rather than 
a fee simple estate, the value or re-
placement cost of the property de-
scribed in the mortgage shall be the 
value or replacement cost of the lease-
hold estate (as determined by HUD), 
which shall in all cases be less than the 
value or replacement cost of the prop-
erty in fee simple. 

(c) Cash equity. Depending on the fi-
nancial circumstances of each hospital 
facility, HUD shall have the discretion 
to evaluate, on a case-by-case basis, 
the amount of equity that a mortgagor 
must supply in addition to the value of 
plant, property, and equipment and 
other values recognized as loan secu-
rity in the commitment process. Exer-
cise of this discretion shall never cause 
a loan to exceed 90 percent of esti-
mated replacement cost, although it 
may cause it to be less than 90 percent. 
The equity contribution may not be 
made from borrowed funds. A private 
nonprofit or public mortgagor, but not 
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24 CFR Ch. II (4–1–10 Edition) § 242.24 

a proprietary mortgagor, at the mort-
gagee’s option and subject to 24 CFR 
242.49, may provide any such required 
equity in the form of a letter of credit. 

[72 FR 67546, Nov. 28, 2007, as amended at 73 
FR 35922, June 25, 2008] 

§ 242.24 Initial operating costs. 

In the case of a new hospital or a hos-
pital expansion, HUD shall establish, 
on a case-by-case basis, the amount of 
initial operating capital, if any, that 
must be deposited in cash or a letter of 
credit (or combination) to be available 
to the new hospital upon commence-
ment of operations. Generally, the ini-
tial operating capital other than 
AMPO shall not be borrowed funds un-
less HUD determines that there are off-
setting financial strengths to com-
pensate for the risk associated with 
borrowing. 

Subpart C—Mortgage 
Requirements 

§ 242.25 Mortgage form and disburse-
ment of mortgage proceeds. 

(a) Mortgage form. The mortgage shall 
be: 

(1) Executed on a form approved by 
HUD for use in the jurisdiction in 
which the property covered by the 
mortgage is situated; the form shall 
not be changed without the prior writ-
ten approval of HUD. 

(2) Executed by an eligible mort-
gagor. 

(b) Disbursement of mortgage proceeds. 
The mortgagee shall be obligated, as a 
part of the mortgage transaction, to 
disburse the principal amount of the 
mortgage to (or for the account of) the 
mortgagor or to his or her creditors for 
his or her account and with his or her 
consent. 

§ 242.26 Agreed interest rate. 

(a) The mortgage shall bear interest 
at the rate or rates agreed upon by the 
mortgagee and the mortgagor. 

(b) The amount of any increase ap-
proved by HUD in the mortgage 
amount between initial and final en-
dorsement in excess of the amount that 
HUD had committed to insure at ini-
tial endorsement shall bear interest at 

the rate agreed upon by the mortgagee 
and the mortgagor. 

§ 242.27 Maturity. 
The mortgage shall have a maturity 

not to exceed 25 years from the date 
amortization begins. 

§ 242.28 Allowable costs for consult-
ants. 

Consulting fees for work essential to 
the development of the project may be 
included in the insured mortgage. Al-
lowable consulting fees include those 
for analysis of market demand, ex-
pected revenues, and costs; site anal-
ysis; architectural and engineering de-
sign; and such other fees as HUD may 
determine to be essential to project de-
velopment. Fees for work performed 
more than 2 years prior to application 
are not allowable. Fees for work per-
formed by any party with an identity 
of interest with the proposed mort-
gagor or mortgagee are not allowable. 

§ 242.29 Payment requirements. 
The mortgage shall provide for pay-

ments on the first day of each month 
in accordance with an amortization 
plan agreed upon by the mortgagor, the 
mortgagee, and HUD. 

§ 242.30 Application of payments. 
All payments to be made by the 

mortgagor to the mortgagee shall be 
added together and the aggregate 
amount thereof shall be paid by the 
mortgagor each month in a single pay-
ment. The mortgagee shall apply each 
payment received to the following 
items in the following order: 

(a) Premium charges under the con-
tract of mortgage insurance; 

(b) Ground rents, taxes, special as-
sessments, and fire and other hazard 
insurance premiums; 

(c) Interest on the mortgage; and 
(d) Amortization of the principal of 

the mortgage. 

§ 242.31 Accumulation of accruals. 
(a) The mortgage shall provide for 

payments by the mortgagor to the 
mortgagee on each interest payment 
date of an amount sufficient to accu-
mulate, in the hands of the mortgagee 
one payment period prior to its due 
date, the next annual MIP payable by 
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