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Eligible Debt Types
Source: Section II, Chapter 3.13
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Mortgages

• Loans in which a creditor lends money at interest in 
exchange for taking title on a property, with the condition 
that conveyance of title becomes void upon payment of 
debt.

• Will be recorded debt (i.e. creditor will file a lien on the 
property)

• Debt must be used for the project that is being 
underwritten
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Value allocation
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If the debt is cross-collateralized with other projects, 
then existing debt must allocated between the projects.  

Acceptable methods are:

• Amount of allocated debt equals respective % of total market value

• Amount of allocated debt equals respective % of total NOI

• Amount of allocated debt equals respective % of total beds 
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$13,600,000.00 (i) Aggregate outstanding principal balance of the Term Loan

$93,270.80 (ii) Accrued and unpaid interest due through December 31, 2025 on the 
Term Loan through the Target Payoff Date

$1,000.00 (iii) Legal Fees

$140,800.00 (iv) Exit Fee

$13,835,070.80 (viii) Total payoff amount (the sum of (i) — (viii) being referred to in this 
Payoff Letter as the “Payoff Amount”)

Allocation of debt 
based on value

TotalProject 2Project 1

$   21,060,000.00 $   10,630,000.00 $   10,430,000.00 Appraised Value

100.00%50.47%49.53%% of Value

$   13,600,000.00 $      6,864,577.40 $      6,735,422.60 Principal

$             93,270.80 $             47,078.28 $             46,192.52 Interest

$                1,000.00 $                    504.75 $                    495.25 Fees

$          140,800.00 $             71,068.57 $             69,731.43 Exit Fee

$   13,835,070.80 $      6,983,228.99 $      6,851,841.81 Total Debt Allocation



Other Recorded Debt
• Mechanic’s liens

• Tax liens & past due assessments
• assuming they are directly connected to project
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Unrecorded Debt

• Partnership or Intercompany debt created for project 
costs:

• Renovation and Capital Expenditures 
• Structural repairs
• Repairs related to natural events (provided they were 

not covered under an insurance policy)
• Closing costs
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Operator Debt
• Operator must have IOI with real estate owner
• Purchase of furniture, fixtures, and equipment
• Working capital loans for:

• Lease-up & stabilization costs
• Temporary operational hardship

• Examples of ineligible operator debt:
• Costs for accounts receivable credit lines
• Costs related to acquiring additional bed 

licenses or certificates of need (CONs)
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Reserves Held by 
Current Lender
• Escrows & reserves for any additional property-

related collateral

• Requirements:
• The source loan must meet eligibility and debt 

seasoning requirements
• The release provisions for the funding of the 

reserve/escrow were predetermined at the 
time the original loan was made

• The reserve/escrow was released prior to the 
HUD application submission
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Other Eligible Debt-
related Costs
• Accrued interest to a non-IOI party

• Must be “reasonable” and non-delinquent

• Recording, release, and re-conveyance fees
• Documentation or processing fees
• Prepayment or Program Penalties (of a sum not to 

exceed 10% of the proposed HUD loan)
• Associated with the defeasance or yield 

maintenance of the mortgage
• Arising from the defeasance of tax-exempt or 

taxable bonds
• Related to swaps or other derivatives
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3 Important Questions to Determine Eligibility
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1: Does the Debt Meet HUD’s Definition of 
“Project-related”?

• HUD’s determination of “project-
related” is related to two considerations

• 1) whether the debt is actually 
connected to the project being financed 
with HUD

• 2) whether the debt included a cash-out 
(equity recapture) for the sponsor

• Cash-out is considered to be non-project-
related

• The Section 232 statute prevents refinance 
of debt that is not project-related, unless it 
is more than 2 years old. (note that an 
exception exists for this rule which will be 
discussed later) 
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2: Is the Debt IOI?

• Is there an identity of interest between 
the lender and the debtor?

• Common ownership and/or controlling 
interest between the parties

• Common minority or non-controlling 
interests should still be disclosed to HUD, 
but might not qualify as IOI (per the HUD 
handbook definition)

• HUD requires a “debt investigation” on 
all IOI debt (no matter the age of the 
debt) to determine that it is project-
related. 
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3: How Old is the Debt?

• Non-IOI debt that is more than 2 years old 
(from the date of submission) is 
immediately eligible

• Non-IOI debt that is less than 2 years old 
(from the date of submission), requires a 
debt investigation to be conducted to 
determine that the debt is 100% project-
related.

• If the current debt refinanced another 
piece of debt that was also less than 2 
years, then the previous debt must also be 
confirmed to be 100% project-related

• Example:  The existing debt is a bridge loan 
that was put in place to refinance another 
mortgage that also closed less than two years 
ago.
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Determining if Debt is Project-related
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Related to Purchase or 
Acquisition
• Documentation Required

• Purchase agreement and settlement/closing 
statement

OR
• Lease with purchase option agreement 

description and settlement/closing statement

• Information Reviewed
• That all proceeds went to the seller
• Contributions from related parties to fund the 

purchase that were the source of subsequent 
IOI debt put into place
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Related to Capital Expenditures 
or Renovation Projects

• Documentation Required
• Contractor agreements with a description of the 

work and paid invoices matching the SOW
• Paid invoices with description of the work 

completed
• Paid invoices combined with original bid 

information or accounting ledger detail that in 
totality provides a clear description of the work 
completed.

• Note for the total amount spent

• Information Reviewed
• That the total documented costs matches the debt 

piece being evaluated and that costs were incurred 
by a party with an IOI to the borrower.
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Working Capital Loans

• Documentation Required
• Loan agreement and payoff statements
• For IOI loans, confirmation of funds moving 

between partner and the borrower/operator 
entity and accompanying financial statements 
supporting the chain of events. 

• Information Reviewed
• That the documented funds went to the 

borrower or operator entity and that supporting 
information makes it clear that the funds were 
used for project-related costs.
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Loan Documentation Examples
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Example 1: Bridge Loan
Relevant loan info:
- Debt was less than two years old at time of submission
- 100% determined to be eligible because the debt 

pieces paid off by the bridge loan were all more than 
two years old and there was no cash-out to borrower. 

Documentation Review
Example
Promissory Note for Bridge Loan
Closing statement for bridge loan
Closing statements for previous debt (not shown here)
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Example 1: Bridge 
Loan (cont..)
Document Review:

Promissory Note for Bridge Loan
• Original Loan Amount
• Loan Date 
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Example 1: Bridge Loan 
(cont..)
Document Review:

Closing Stmt for Bridge Loan
• Closing date
• Borrower Entity
• Lender
• Property Identification 



24

Example 1: Bridge Loan 
(cont..)
Document Review:

Closing Stmt for Bridge Loan

• Payoff of previous debt (2 pieces)
• Proceeds to borrower ($21,603) confirmed to be 

refund of prepaid costs 

Dates Previous Debt was put into place (not 
shown in this example)
• Confirmed to be more than 2 ago
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Example 2: Project Related 
Debt
• Relevant loan info:

- Debt was less than two years old 
at time of submission

- 100% determined to be eligible 
because loan was used for 
following:

- Payoff of existing HUD loan
- Construction of a new wing 

for the project 

Documentation 
Review
• Example

• Promissory Note
• Closing statement for 

existing debt
• Showing payoff of 

existing HUD loan
• Showing undisbursed 

funds to borrower for 
construction costs
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Example 2: Project Related 
Debt (cont…)

Document Review:

Promissory Note
• Loan amount

• Date of Loan
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Example 2: Project Related 
Debt (cont…)

Document Review:

Closing Statement
• Property Address

• Borrower entity and address

• Undisbursed Loan Proceeds

• Existing mortgage payoff
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Example 3:  CapEx Debt

Relevant Debt Details
• Debt piece 1- Related-party (IOI) for 

$15M
• More than 2-years old, but still must be 

confirmed to be project-related due to IOI
• Related to acquisition of the facility

• Debt piece 2- Related-party (IOI) for 
$2.45M

• Put in place for HUD loan to facilitate 
reimbursement of capital expenditures 
since acquisition
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Example 3:  CapEx Debt (cont)

Documentation Review
• Invoices – need to show what is being 

done, cost, date, etc
• Fill out a spreadsheet showing the 

invoice number and corresponding 
check # / wire #

• Confirm that these were related to 
upgrades at the facility, not routine 
maintenance

• Legal will draft a Note for the amount of 
the capex to be provided at submission

Table includes 11 lines but was too large to fit on the screen. 3 lines remain as an example
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Example 4:  Debt w/ 
Cash-out

• Relevant loan info:
- Debt was less than two years old 

at time of submission
- Documentation: Promissory note 

for bridge loan, dated less than 2 
years prior to submission

- Included a cash-out to borrower
- Documentation: Settlement 

statement for bridge 
- Debt would be ineligible for HUD 

submission (* we will return to this 
example)



Difficulty Level: Advanced
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Example 5:  It’s A Doozy!
Relevant loan info:

- HUD (f) refinance of existing HUD 
loan

- Existing debt stack
- HUD mortgage
- Surplus cash note
- 3 IOI Operator Partnership 

Notes

- Debt confirmed to be 100% 
project-related and immediately 
eligible
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Example 5: Debt Piece 1
- Existing HUD loan originated in 2003

- Current HUD borrower entity is 
Beechwood SNF PropCo, LLC

- Debt Piece 1 Review
- Debt meets debt-seasoning rule
- Mortgage note confirmed to be 

subject property
- Question: Why is the borrowing 

entity not our HUD borrower?
- Answer: The facility was 

recently purchased and the 
buyer (our HUD borrower) 
assumed the existing HUD loan
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Example 5: Debt Piece 2

- HUD Surplus Cash Loan originated in 
2025 ($700,000)

- Lender is the owner of the borrowing 
entity

- IOI debt less than 2 years old (must 
be confirmed to be project-related)

- Question: How can this debt be 
confirmed to be project-related?

- Answer: It was put in place at the 
time of the facility purchase and is 
likely related to the acquisition (a 
review of the settlement statement 
for the purchase is needed)
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Example 5: Debt Piece 3 

- Loan made to IOI operating entity 
from a partner ($200,000)

- IOI debt less than 2 years old 
(must be confirmed to be project-
related)

- Question: How can this debt be 
confirmed to be project-related?

- Answer: It was put in place at the 
time of the facility purchase and is 
likely related to the acquisition (a 
review of the settlement 
statement for the purchase is 
needed)
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Example 5: Debt Piece 4 

- Loan made to IOI operating entity 
from a partner ($420,000)

- IOI debt less than 2 years old 
(must be confirmed to be project-
related)

- Question: How can this debt be 
confirmed to be project-related?

- Answer: It was put in place at the 
time of the facility purchase and 
is likely related to the acquisition 
(a review of the settlement 
statement for the purchase is 
needed)
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Example 5: Debt Piece 5 

- Loan made to IOI operating entity 
from a partner ($680,364)

- IOI debt less than 2 years old 
(must be confirmed to be project-
related)

- Question: How can this debt be 
confirmed to be project-related?

- Answer: It was put in place at the 
time of the facility purchase and 
is likely related to the acquisition 
(a review of the settlement 
statement for the purchase is 
needed)
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Example 5:  Debt Investigation 
Status

Eligibility StatusAmountLenderDebt 
Classification

Eligible, if paper trail 
for loan assumption is 
clear

$2.145MBerkadiaHUD Mortgage

Eligible, if confirmed 
to be acquisition-
related

$700,000Partner 
(Wachusettt
Ventures)

Surplus Cash 
Note

Eligible, if confirmed 
to be acquisition-
related

$220,000Partner (Joel 
Kirchick)

Operator Debt

Eligible, if confirmed 
to be acquisition-
related

$420,000Partner 
(Raymond 
Dennehy)

Operator Debt

Eligible, if confirmed 
to be acquisition-
related

$680,364Partner 
(Wachusett 
Ventures)

Operator Debt
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Example 5:  Purchase 
Settlement Stmt 
Review 
- Excerpt from 1st page of settlement stmt

- Items of Note
- Property confirmed to be our HUD project
- Previous ownership structured in an 

OpCo/PropCo format, similar to current 
ownership

- Seller PropCo is Victorian Management, 
Inc. (which was the mortgagor on the 
HUD note that was assumed) and Buyer 
PropCo is our HUD borrower

- Eligibility of HUD note is confirmed

- Seller OpCo is Health Care Visions, Inc. 
and Buyer OpCo is Beechwood SNF OpCo, 
LLC (our HUD operator)
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Example 5: Purchase 
Settlement Stmt 
Review (cont)
- Excerpt from 1st page of settlement stmt

- Items of Note
- Purchase Price of $3,965,000 (not 

including costs related to the purchase 
which are also eligible)

- FF&E and business value owned by OpCo
- Surplus Cash for $700,000 confirmed to be 

related to purchase
- Assumption of HUD loan confirmed
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Example 5: Debt 
Investigation Update

Eligibility StatusAmountLenderDebt 
Classification

Confirmed Eligible$2.145MBerkadiaHUD Mortgage

Confirmed Eligible$700,000Partner 
(Wachusettt
Ventures)

Surplus Cash 
Note

Pending$220,000Partner (Joel 
Kirchick)

Operator Debt

Pending$420,000Partner 
(Raymond 
Dennehy)

Operator Debt

Pending$680,364Partner 
(Wachusett 
Ventures)

Operator Debt
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Example 5: Purchase 
Settlement Stmt 
Review (part 2)

- Additional analysis of settlement 
statement shows additional eligible 
acquisition costs of $417,902.60

- Total acquisition cost is 
$4,382,902.60

- Lender further analyzed settlement 
statement and financial records to 
confirm contributions of the partners 
towards closing costs (not shown as 
that was “Difficulty Level: Expert” 
analysis).
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Amount

$4,382,902Total Cost

($2,237,089)HUD assumption

($700,000)Surplus Cash Note

$1,445,813Subtotal: Remaining Eligible 
Acquisition Cost

($220,000)Operator Note 1

($420,000)Operator Note 2

($680,364)Operator Note 3

$125,449Subtotal: Remaining Eligible 
Acquisition Cost



Example 5: Debt 
Investigation Update

Eligibility StatusAmountLenderDebt 
Classification

Confirmed Eligible$2.145MBerkadiaHUD Mortgage

Confirmed Eligible$700,000Partner 
(Wachusettt
Ventures)

Surplus Cash 
Note

Confirmed Eligible$220,000Partner (Joel 
Kirchick)

Operator Debt

Confirmed Eligible$420,000Partner 
(Raymond 
Dennehy)

Operator Debt

Confirmed Eligible$680,364Partner 
(Wachusett 
Ventures)

Operator Debt
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Now that you are feeling comfortable identifying & 
documenting eligible debt…
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It’s time for an eligibility twist! 
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Introducing: The Debt Seasoning Exception Rule
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Debt Seasoning Exception Rule 
Summary
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• Debt that is less than two years old and 
contained a cash-out, can be eligible if 
certain parameters are met for:

• The amount of cash-out
• The LTV of the requested HUD loan

• This is where having a good 
understanding of confirming and 
documenting project-related costs 
comes into play



Debt Seasoning Exception Rule 
(cont…)
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• Steps for confirming compliance with the rule:
1) Conduct a debt investigation on all pieces of 

existing debt to be refinanced
2) Confirm $ amounts of all documented project-

related debt and all non-project-related debt 
(i.e. cash-out or otherwise unable to be 
confirmed as project-related)

3) Calculate % of total existing debt that is project-
related and determine the relevant LTV limit 
based on that calculation

4) Assemble all supporting debt investigation 
documentation utilized to be included in Section 
8 of the HUD submission.

• Note: this rule also has a 3-year stabilized 
operations requirement that is beyond the 
scope of this 101 training, but will be discussed 
in the Underwriting Hot Topics panel.



49

Returning to Example 4: 
Debt w/ Cash-out

Conclusion:  Because the % of project-related 
debt is over 50%, the total debt is 
immediately eligible as long as the LTV of the 
HUD loan is less than 60%.

% of Total

$3,206,413Total Bridge Loan

45%($1,442,614)Less Cash-Out 
Portion

55%$1,763,799Confirmed 
Project-related



Any Questions? 
Existing Debt


