VI. 
Prepayment and Lockout Provisions
A. Prepayment: The Note shall be subject to the following prepayment requirements.
1. Proprietary Facilities.  Except as specifically permitted in paragraph 3 and 4, and subject to the conditions in VI.B, the Note must contain the following prepayment provisions:
a. Prepayment must be permitted in whole or in part so long as 30 days advance written notice is given to the mortgagee of intent to prepay. 
b. Prepayments must be permitted for up to 15 percent of the original principal amount in any one calendar year without a prepayment charge. Prepayments exceeding 15 percent may be subject to a charge agreed to by the mortgagor and mortgagee and included in the mortgage. 
2. Nonprofit and Public Facilities.  
a. Upon prior consent of the Secretary, the mortgage debt may be prepaid in full. 
b. The Secretary may approve partial payments to reduce succeeding monthly payments over the remaining portion of the original mortgage term. 
c. The Secretary may also approve partial prepayments made after 30 days’ prior written notice. Prepayments exceeding 15 percent of the original principal amount may be subject to a reasonable charge on such excess agreed to by the mortgagor and mortgagee and included in the mortgage.
3. State and Local Bond Financed Projects. Subject to compliance with paragraph VI.B below, Conditions For Including Lock-outs and/or Premiums, mortgages funded from tax-exempt or taxable bonds issued by State or local governmental bodies may include the following prepayment restrictions and prepayment premium charges: 
a. Prepayment restriction period (lockout) must not exceed 10 years plus the construction period stated in the construction contract or, in the alternative, must not exceed 10 years from the commencement of amortization, and 
b. Prepayment penalty may be charged after expiration of the lockout stated in paragraph 3(a) above, provided that the prepayment penalty: 
i. Does not, during the first year following the lockout period, exceed 5 percent of the original mortgage’s principal amount, 
ii. Declines on a graduated basis (to the extent practicable, the decline in the penalty percentage should be the same each year), and 
iii. Does not exceed 1 percent at the end of the fifth year following the lockout.
4. Other Bond Obligations or GNMA Mortgage-Backed Securities. "Other bond obligations" refers to any agreement under which the insured mortgagee has obtained the mortgage funds from third party investors and has agreed in writing to repay such investors at a stated interest rate and in accordance with a fixed repayment schedule. Mortgages funded with the proceeds of GNMA Mortgage-Backed Securities or "other bond obligations acceptable to HUD" may, subject to compliance with paragraph IV.B, below,  include the following prepayment restrictions and prepayment penalty charges: 
a. A lockout not to exceed 10 years plus the construction period stated in the construction contract or, in the alternative, not to exceed 10 years from the commencement of amortization; or 
b. A penalty charge, provided:
i. the charge: 
(a)
Does not exceed 10 percent at the end of the first year following (x) the construction period stated in the construction contract or, alternatively, (y) the commencement of amortization, 
(b)
Declines on a graduated basis, and 
(c) Does not exceed one percent at the end of the 10th year following (x) the construction period stated in the construction contract or (y) commencement of amortization; and 
ii. Provided that:
(a) If the initial penalty is 3% or less, the HUD override language in paragraph IV.B, below, is not required; and 
(b) If the penalty is between 3% and 10%, the override language must be included; or 
c. A combination lockout and penalty charge in which: 
i. The lockout period does not exceed 10 years plus the construction period stated in the construction contract, or in the alternative, 10 years from the commencement of amortization, and 
ii. The prepayment penalty does not exceed 1 percent at the end of the tenth year following the construction period stated in the construction contract or, in the alternative,  commencement of amortization. 
5. Mortgages containing both bond financing, other than state or local government, and GNMA Mortgage-Backed Securities may be subject to both a lockout provision and a penalty charge as set out in Paragraph IV.A.4 above. 
B. Conditions For Including Lock-outs and/or Premiums. Compliance with the following conditions is required when prepayment lockouts or premiums, or both, are permitted. 
1. Rider to the Note. The following language must be included, allowing HUD to override the prepayment lockout and/or premium provisions in the event of a default:
Notwithstanding any prepayment prohibition imposed and/or premium required by this Note with respect to prepayments made prior to ____________, 20__, [enter first date on which prepayments may be made with a penalty of one (1) percent or less] the indebtedness may be prepaid in part or in full on the last or first day of any calendar month without the consent of the mortgagee and without prepayment penalty if HUD determines that prepayment will avoid a mortgage insurance claim and is, therefore, in the best interest of the Federal Government. 
2. Mortgagees may add the following: 
HUD would consider exercising an override of a prepayment lock-out and/or premium provision only if the following conditions are met: 
1. The project mortgagor has defaulted and HUD has received notice as required by the regulations; 
2. HUD determines that the project has been experiencing a net income deficiency, which has not been caused solely by management inadequacy or lack of owner interest, and which is of such a magnitude that the mortgagor is currently unable to make required debt service payments, pay all project operating expenses and fund all required HUD reserves; 
3. HUD finds there is a reasonable likelihood that the mortgagor can arrange to refinance the defaulted loan at a lower interest rate or otherwise reduce the debt service payments through partial prepayment; and 
4. HUD determines that refinancing the defaulted loan at a lower rate or partial prepayment is necessary to restore the project to a financially viable condition and to avoid a full insurance claim.
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