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Subject:  Early Warning System for Multifamily Housing Projects

PURPOSE

     HUD is responsible for the monitoring of all of its direct

loans (Section 202), insured and HUD-held multifamily projects.

If projects are not maintained in a physically and fiscally sound

condition, project residents may be forced to live in unsafe and

unhealthy conditions.  Additionally, for insured projects,

deferred maintenance may reduce the value of a project and

increase the potential amount of claims against the FHA insurance

fund.

     In order to expeditiously and effectively manage and resolve

multifamily loan management project problems, HUD Field Staff

must be aware of the scope and type of each problem at the

earliest possible stage.  Every Field Office must therefore have

inventories.  The profiles must provide an adequate basis for

objectively determining if a project has a potential to become a

problem project.  To further this effort, this Notice formalizes

HUD's early warning system so that each Field Office uses the

same criteria and process.

EARLY WARNING SYSTEM

     The early warning system described in this Notice is intended

to complement Notice H 91-22, Comprehensive Multifamily Servicing

Program.  Through use of the early warning criteria, Field Staff

will be able to readily identify potentially troubled projects

requiring appropriate Field Office action.
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     The system uses 10 criteria covering four aspects of a project:

     A)   Physical Condition,

     B)   Owner (Borrower)/Manager Performance,

     C)   Financial Performance and

     D)   Market Conditions.

     The system will be fully automated.  The initial data base will

consist of data already existing in MIPS.  The data for the

system will be routinely collected from four principal sources:

     1.   Form HUD-9822, Physical Inspection Report, prepared and

          submitted by the mortgagee, as appropriate;

     2.   Form HUD-9822, Physical Inspection Report, prepared by

          HUD;

     3.   Form HUD-9834, Management Review Report; and

     4.   Annual Financial Statement submitted by the owner

(borrower)/managing agent.

     Data must be entered from the source documents on a regular

basis (e.g. daily or weekly).

     If two documents are received in the Office at the same time,

data entries must be made from both.  Where there are inputs on

the same criterion from two different sources (e.g. HUD and

mortgagee physical inspections), the system will use the one with

the most recent date.

     Each Field Office must run reports from the early warning

system at least quarterly to determine which projects are

identified as troubled or potentially troubled and subject to the

Comprehensive Multifamily Servicing program instructions

contained in Notice H 91-22.  However, an Office may run reports

at any time that it needs to.  The system will make calculations

where necessary and automatically determine if any one of the

early warning thresholds has been met.  Details regarding the

reports that will be available will be provided at the time the

automated system is implemented, but both project-specific and

summary management reports will be produced.
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     A project will continue to be reported on the automated

system as long as it continues to meet one or more of the

criteria.  It will, therefore, be important for Field Offices to

input data reflecting an improved condition (i.e., satisfactory

or above rating) once corrective actions are taken and verified

as satisfactorily completed.  Such verification is evidenced by a

new Form HUD-9822 or 9834 or a revised input date from an annual

financial statement or response thereto.  Also, if it is

determined that a threshold was met due to an error or other

invalid reason, the Field Office must make a correcting data

entry.  This action will remove the project from the system.

EARLY WARNING CRITERIA

     The following is a list of the criteria that will be used

and the specific source of the data:

A.   Physical Condition

     1.   Criterion:  Overall physical condition of the project

is below average or unsatisfactory.

Source:  Mortgagee's or HUD's Physical Inspection

Report, HUD-9822, Part D, Box 1; Management Review

Report, HUD-9834, Line I, Section A (manual input).

(Note that the automated system report will use the

most current dated inspection.)

     2.   Criterion:  An annual physical inspection for the

current calendar year has not been scheduled, not been

completed or 60 days or more have elapsed beyond the

scheduled date without an inspection.

Source:  Mortgagee's or HUD's Physical Inspection

Report, HUD-9822, and Field Office Physical Inspection

Schedule (manual input).

     3.   Criterion:  For projects that have been finally

endorsed for at least 24 months, the reserve for

replacement account has a balance that is less than 18

months worth at the current approved monthly deposit

level.  This criterion is not applicable to projects

that have been finally endorsed for less than 24

months.

Source:  Annual Financial Statement (automated input

from MIPS).
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B.   Owner (Borrower)/Managing Agent Performance

     4.   Criterion:  Overall management operation of the project

is below average or unsatisfactory.

Source:  Management Review Report, HUD-9834, Line VII

(manual input).

     5.   Criterion:  The currently due Annual Financial

Statement was not received within 4 months of the

project's fiscal year ending date.

Source:  Annual Financial Statement (automated input

from MIPS).

     6.   Criterion:  Tenant/management relations at the project

are below average or unsatisfactory.

Source:  Management Review Report, HUD-9834, Line IV,

Section D (manual input).

C.   Financial Performance

     7.   Criterion:  Net cash throw-off for the project is

negative.

Source:  Annual Financial Statement (automated input

from MIPS).

     8.   Criterion:  The financial management of the project is

below average or unsatisfactory.

Source:  Management Review Report, HUD-9834, Line II,

Section B (manual input).

D.   Market Conditions

     9.   Criterion:  More than 10 percent of the project's units

are vacant.

Source:  Mortgagee or HUD Physical Inspection Report,

HUD-9822, Part A, Box 7 (manual input).  (Note that the

automated system report will use the most current dated

document.)
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     10.  Criterion:  The monthly unit turnover rate is more than

10 percent of the project's units.

Source:  Mortgagee or HUD Physical Inspection Report,

HUD-9822, Part A, Box 8 (manual input).  (Note that the

automated system report will use the most current dated

document.)

     Questions regarding this Notice should be directed to the

Office of Multifamily Housing Management or the Housing for the

Elderly and Handicapped Division in Headquarters, as appropriate.

                    ___________________________________

                    Arthur J. Hill

                    Assistant Secretary for Housing

                      -Federal Housing Commissioner

