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Section 241(a) Supplemental Mortgage Insurance

Serves as a second mortgage on an existing HUD-
insured first mortgage. 

Provides financing for repairs and improvements to an 
existing project, or new construction of an additional 
phase or new buildings to an existing project.

Allows for addition of land if adjacent to or across the 
street and for additional units not to exceed the original 
number of units on the underlying first HUD-insured 
mortgage.

What is a 241(a) HUD insured loan?
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HUD Fiscal Years 2020 – 2022:

• Rates between 3-4%

• Record number of transactions, 
totaling between $17 and $28 Billion

Rates rise: 

• 241(a) gains strong interest to provide 
funding without impacting 
underlying low-rate long-term debt

Taking a Step Back
How did we get here?
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Key Point

241(a) Program Can Follow Two Alternative Tracks

Processed like a 221(d)(4)
• Insurance of advances and two closings 

Processed like a 223(f)
• Repair escrow and one closing

If the Scope of Work involves new construction or 
substantial rehabilitation, transaction must be 

processed like a 221(d)(4).

If the Scope of Work is less than the threshold for 
substantial rehabilitation, the transaction should be 

processed like a Section 223(f).

Repair escrow with a 12-month repair period. 

Scope of 
Work 

determines 
the Track
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Key Point

241(a) Processing Dynamics
Scope of Work

TPA Coordination

HAP vs. Non-HAP

LIHTC/Tax-Exempt Bonds

Developer Fee

LURA 

3rd Tier Subordinate Debt
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Key Point

241(a) Legal Nuances
Underlying Loan Documents

Title

Survey

Zoning
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Key Point

241(a) Loans With LIHTC

LURA Priority:
The LIHTC Land Use Restriction Agreement (LURA) governs 
affordability requirements and must be coordinated with both the 
existing HUD first mortgage and the new 241(a) loan. Early review 
helps identify potential lien priority and compliance issues.

Developer Fee:
Key considerations include the fee amount, paid versus deferred 
structure, funding source, and timing of payment. Underwriters 
should ensure the fee is reasonable and distinguish if the fee will be 
mortgageable or non-mortgageable.

12



Key Point

241(a) & TPA: Sources & Uses

TPA Transactions

• Acquisition price

• Assumption of existing HUD debt

• Equity contribution from purchaser

• Closing and transaction costs

• Allocated Developer Fee for 
Acquisition

241(a) Transactions

• Repair / improvement costs

• Supplemental loan proceeds

• Borrower contribution to 
improvements

• Contingencies, fees, and escrows

• Allocated Developer Fee for 
Construction

Key Question: When a TPA and 241(a) 
occur simultaneously, should the 

transactions be evaluated 
independently or as a single 

integrated plan?

13



241(a) Loans & HUD Forms
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Form HUD-92264-A – Criterion 5



241(a) Loans & HUD Forms
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Form HUD-92264-A – Sources & Uses



Key Point

241(a) & Davis Bacon Wage Requirements

Wage requirements are determined by the underlying 
first mortgage.

• Davis-Bacon applies when the underlying first 
mortgage is subject to Davis-Bacon wage 
requirements.

• Davis-Bacon does not apply when the underlying first 
mortgage is: 

• Section 223(f) or 223(a)(7)
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