Paragraph 13-15 of HUD Handbook 4350.1

13-15. Special Circumstance Determination: Secondary Financing

Any portion of the purchase price which is not paid in cash at the time of purchase is understood to be secondary financing. Secondary financing includes all deferred financing: financing secured by the project, financing secured by collateral other than the project, or unsecured financing.

Field Offices must make certain specific determinations when secondary financing is an element. The legal and administrative requirements for approval of a TPA with secondary financing include the following:

A. HUD policy permits the use of secondary financing  in connection with transfers of projects only in those situations in which the Field Office determines that the proposal does not jeopardize HUD's security, conflict with HUD's legal or programmatic interests, or unduly burden the project with financial debt.

B. If HUD-insured secondary financing is proposed as part of the TPA, it must meet the underwriting criteria of the applicable section of the Act (241 supplemental loan, operating loss loan, etc.).

C. The legal requirements controlling the use of secondary financing are set forth in the opinion of the Assistant General Counsel for Multifamily Mortgage Insurance in Appendix G of this Chapter.

Area Counsel must review all secondary financing  in connection with a TPA and determine that it meets the requirements of Appendix G prior to the Field Office granting preliminary TPA approval.

D.Field Office will approve the use of secondary financing in a TPA only when the following conditions are met:

1. When the first mortgagee approves in writing any secondary financing secured by a lien against the project.Field Offices must not approve any transfer that includes a lien against the project without this written mortgagee approval;

2. When approval of the secondary financing will not increase HUD's exposure to financial risk

or loss; and

3. When approval of the proposal would not violate the Department's obligation to provide housing at the least cost to the Federal government.

E. Where the consent of the first mortgagee to allow secondary financing is obtained, the original signed document must be transmitted immediately to the Office of Multifamily Housing Management at HUD Headquarters for inclusion in the project's safe instruments file.
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