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involving insurance upon completion) 
of the loan for insurance. 

§ 241.545 Covenant against liens. 

The security instrument shall con-
tain a covenant against the creation by 
the borrower of additional liens against 
the property superior or inferior to the 
lien of such instrument, except with 
the prior approval of the Commis-
sioner. 

§ 241.550 Accumulation of next pre-
mium. 

The security instrument shall pro-
vide for payments by the borrower to 
the lender on each interest payment 
date of an amount sufficient to accu-
mulate in the hands of the lender one 
payment period prior to its due date, 
the next annual insurance premium 
payable by the lender to the Commis-
sioner. 

§ 241.555 Security instrument and lien. 

(a) The security instrument shall 
cover the entire property included in 
the project, shall be a lien on the real 
property of the project under the laws 
of the jurisdiction in which the project 
is located, and may be junior to such 
prior liens or mortgage indebtedness as 
the Commissioner may approve. The 
security instrument shall contain a 
provision that a default under the first 
mortgage is a default under the supple-
mentary loan security instrument. 

(b) For bond-financed projects where 
the bond resolution contains a provi-
sion prohibiting the creation of addi-
tional liens, the Commissioner may ac-
cept at his/her option: 

(1) A first lien on another property 
whose fair market value as determined 
by the Commissioner equals or exceeds 
the amount of the loan insured under 
this part; 

(2) A Collateral Account in an 
amount not less than the amount of 
the loan insured under this part funded 
with cash or negotiable bonds or secu-
rities backed by the full faith and cred-
it of the United States Government; or 

(3) Other security acceptable to the 
Commissioner. 

§ 241.560 Agreed interest rate. 

(a) The mortgage shall bear interest 
at the rate agreed upon by the lender 
and the borrower. 

(b) Interest shall be payable in 
monthly installments on the principal 
amount of the loan outstanding on the 
due date of each installment. 

[45 FR 57983, Aug. 29, 1980, as amended at 49 
FR 19459, May 8, 1984] 

§ 241.565 Maximum loan amount. 

The principal amount of the loan 
shall in no event exceed the cost of the 
energy conserving improvements in-
cluding the purchase thereof, cost of 
installation, architect’s fees, interest 
during construction and such other 
miscellaneous fees and charges inci-
dent to construction as determined by 
the Commissioner. Nor shall the prin-
cipal amount of the loan exceed the 
lesser of the following: 

(a) An amount which can be sup-
ported by residual income, which is the 
amount of net income remaining after 
payment of all existing debt service re-
quirements and deduction of propri-
etary earnings, as determined by the 
Commissioner. The computation of net 
income shall take into account the 
amount which will be saved in oper-
ating costs over the period of repay-
ment of the loan as a result of the in-
stallation of the energy conserving im-
provements. 

(b) An amount which, when added to 
the existing outstanding indebtedness, 
does not exceed the Commissioner’s es-
timate of the value of the project after 
the energy conserving improvements 
are installed. 

§ 241.570 Insurance endorsement. 

(a) Initial endorsement. The Commis-
sioner shall indicate his/her insurance 
of the mortgage by endorsing the origi-
nal credit instrument and identifying 
the section of the Act and the regula-
tions under which the mortgage is in-
sured and the date of insurance. 

(b) Final endorsement. When all ad-
vances of mortgage proceeds have been 
made and all the terms and conditions 
of the commitment have been complied 
with to the satisfaction of the Commis-
sioner, he/she shall indicate on the 
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original credit instrument the total ap-
proved for insurance and again endorse 
such instrument. 

(c) Effect of endorsement. From the 
date of initial endorsement, the Com-
missioner and the mortgagee or lender 
shall be bound by the provisions of this 
subpart to the same extent as if they 
had executed a contract including the 
provisions of this subpart and the ap-
plicable sections of the Act. 

(d) Insurance upon completion. When 
all advances of mortgage proceeds have 
been made and all the terms and condi-
tions of the commitment have been 
complied with to the satisfaction of the 
Commissioner, he/she shall indicate 
the total approved for insurance and 
endorse the credit instrument, identi-
fying the date of insurance. 

§ 241.580 Application of payments. 
(a) The security instrument shall 

provide that all monthly payments to 
be made by the borrower shall be added 
together and this aggregate amount 
shall be paid by the borrower upon 
each monthly payment date in a single 
payment. The lender shall apply the 
payment to the following items in the 
order set forth: 

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

(2) Interest on the loan; 
(3) Amortization of the principal of 

the loan. 
(b) Any deficiency in the amount of 

any monthly payments required under 
paragraph (a) of this section shall con-
stitute an event of default and the loan 
shall further provide for a grace period 
of 30 days within which time the de-
fault must be cured. 

§ 241.585 Prepayment privileges and 
prepayment charge. 

The security instrument shall con-
tain a provision permitting prepay-
ment of the loan in whole or in part 
upon any interest payment date after 
giving to the lender 30 days advance 
written notice and it may contain a 
provision, with the approval of the 
Commissioner, for a reasonable charge 
in the event of prepayment. The bor-
rower shall be permitted to prepay up 
to 15 percent of the original principal 
amount of the loan in any one calendar 
year without an additional charge. A 

provision for a charge in the event of 
prepayment may not be included in a 
loan of $200,000 or less. 

§ 241.586 Minimum principal loan 
amount. 

A mortgagee may not require, as a 
condition of providing a loan insured 
under this subpart, that the principal 
amount of the mortgage exceed a min-
imum amount established by the mort-
gagee. 

[53 FR 8886, Mar. 18, 1988] 

PROPERTY REQUIREMENTS 

§ 241.590 Eligibility of property. 

(a) A loan to be eligible for insurance 
shall be on real estate held: 

(1) In fee simple; or 
(2) On the interest of the lessee under 

a lease for not less than seventy-five 
years which is renewable; or 

(3) Under a lease having a period of 
not less than twenty-five years to run 
from the date the loan is executed. 

(b) The property constituting secu-
rity for the loan transaction must be 
held by an eligible borrower as herein 
defined and must at the time the loan 
is insured be free and clear of all liens 
other than those specifically approved 
by the Commissioner. 

TITLE 

§ 241.595 Eligibility of title. 

In order for the property which is to 
be the security for a loan to be insured 
under this subpart to be eligible for in-
surance, the Commissioner shall deter-
mine that the title to the property is 
vested in the borrower as of the date 
the security instrument is filed for 
record. The title evidence will be exam-
ined by the Commissioner and the en-
dorsement of the credit instrument for 
insurance shall be evidence of its ac-
ceptability. 

§ 241.600 Title evidence. 

(a) Upon insurance of the loan, the 
lender shall furnish to the Commis-
sioner a survey, satisfactory to the 
Commissioner, and a policy of title in-
surance as provided in paragraph (a)(1) 
of this section. If the lender is unable 
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