
June 26, 2009
MORTGAGEE LETTER 2009-20
TO:  All FHA-Approved Multifamily Mortgagees

SUBJECT:  Processing Pre-Application Firm Invitation and Firm Commitment Extension Requests 
Purpose

This Mortgagee Letter sets forth the Department’s policy to grant temporary authority to Multifamily Hub/Program Center Directors to grant one extension, for up to 90-days, of the pre-application firm invitation letter and one 120-day extension of an issued Firm Commitment.  The authority granted under this Mortgagee Letter expires December 31, 2009.  The Department will evaluate the effectiveness of this extension authority based upon applications received and may elect to extend the program based upon that evaluation.
Background

A Pre-Application firm invitation is issued for 120 days and the Lender currently has the option of requesting up to three 30-day extensions.  An issued Firm Commitment is issued for 60-days, and the Lender currently has the option of requesting an extension of the commitment to prepare for the Initial Endorsement submission.  

This Mortgagee Letter provides relief to the Lender when extenuating circumstances warrant an extension of time to submit a Firm Application in response to a pre-application review invitation, or an extension to an issued Firm Commitment prior to Initial Endorsement.  It is anticipated that it will be more cost effective and efficient for a Lender to submit and HUD to review and process one extension request for up to 90 days instead of three 30-day requests.  Interest rates on FHA-insured mortgages are set by Ginnie Mae securities.  These securities are priced by the number of basis points (bps) investors are willing to pay over the 
10-Year Treasury rate.  As such, projects may have been underwritten at lower interest rates than they are now able to realize, due to fluctuations in the market place.  Many Firm Commitments were issued prior to rate spreads rising to a high of over 300 bps over the 10-Year Treasury.  The purpose of this Mortgagee Letter is to provide flexibility to the extension of Firm Commitments when possible, in hopes that bps spreads will return to the levels of the original underwriting.  
When requesting an extension to the pre-application firm invitation, the Lender must certify and HUD must concur that the documentation provided in the request demonstrates that granting the extension will not likely change the underwriting data on which the invitation was based or undermine the feasibility of the project due to a change in the market or other factors determined at pre-application.
When requesting an extension to a Firm Commitment, the Lender must also certify and HUD must concur that the documentation provided by the lender demonstrates that granting the extension will not likely change the underwriting data on which the Firm Commitment was issued or undermine the feasibility of the project due to a change in the market, inflation or other factors impacting cost. 
If documentation submitted for Initial Endorsement prior to the termination of the extension period reflects a change in the construction and/or permanent loan interest rate, the following conditions will apply:

· If the construction interest rate is reduced before Initial Endorsement and it is not feasible to reprocess the project, the Firm Commitment must be amended to contain the following condition:

“Any interest savings resulting purely from a differential between the HUD processed interest rate and the actual construction interest rate may not be construed as excess funds that may be used to offset costs in other categories at the time of cost certification.  Any such savings must be applied as a mortgage reduction.”

· If the construction interest rate is increased before Initial Endorsement, the Firm Commitment must be rescinded and the application reprocessed to reflect the higher rate.
·  If the documentation submitted for Initial Endorsement indicates that the permanent financing will not be available at the rate, for the term, and for at least the mortgage amount identified in HUD’s Firm Commitment, the application must be reprocessed.
Pre-Application Firm Invitation - Applicability
The authority under this Mortgagee Letter applies to:

· Pre-application invitation letters – no extension has been  requested – one 90 day  extension is available

· Pre-application invitation letter issued - one 30-day extension has been approved – one 60 day extension is available.

· Pre-application invitation letter issued - two 30-day extensions have been approved - one 30 day extension is available.

· Pre-application invitation letter issued and three 30-day extensions have been approved – this application is ineligible for further extensions by the Hub or Program Center 
Firm Commitment Issued - Applicability
The authority under this Mortgagee Letter applies to:
· Firm Commitment issued – within the 60 day time frame – eligible for one 120 day extension
· Firm Commitment issued – one 30-day extension granted – eligible for one 90-day extension

· Firm Commitment issued – two 30-day extensions granted – eligible for one 60-day extension

· Firm Commitment issued – three 30-day extensions granted – eligible for one 30-day extension

· Firm Commitment issued – maximum 120-day extensions granted – project is ineligible for further extensions by the Hub or Program Center. 
Additional extension request beyond the timeframes as outlined above will not be granted.  
Third Party Reports
In accordance with current policy; the appraisal and market study (where applicable) must have an effective date within 120 days before the date the pre-application or Firm Commitment package is delivered by the Lender to HUD.  If a commitment has been extended beyond 90 days from the original expiration date, the Lender must provide an updated appraisal/market study, cost and mortgage credit information to the Hub or Program Center for review prior to loan closing.  The Lender must also sufficiently document and certify to the accuracy of other third party reports, such as the environmental site assessment Phase I.  
If there are any questions regarding the Mortgagee Letter, please contact Joseph Sealey, Director of Technical Support at (202) 402-2559.

Sincerely,





Brian D. Montgomery





Assistant Secretary for Housing – 





   Federal Housing Commissioner


