                    U.S. Department of Housing and Urban Development

                              Office of Housing

Special Attention of:                         Notice  H 96-37 (HUD)

All Secretary's Representatives               Issued:  May 17, 1996

All Housing Directors                         Expires:  May 31, 1997

All Directors of MF Housing                   Cross References:

All Chiefs, Multifamily Production

All Mortgage Credit Examiners

 and Cost Analysts

Subject:  Extension of Notice H 95-41, Cost Certification Review

     Notice H 95-41 , issued May 16, 1995 is being extended to May 31, 1997.

                         Assistant Secretary for Housing-

                         Federal Housing Commissioner

HMIT:   Distribution: W-3-1, R-1, R-2, R-3, R-3-1(H)(RC), R-3-2, R-3-3,

                    R-6, R-6-2, R-7, R-7-2, R-8

                    U.S. Department of Housing and Urban Development

                                   HOUSING

Special Attention of:                        Notice H 95-1 (HUD)

Directors of Housing;

Directors of Multifamily                      Issued:  5/16/95

Housing; Chiefs of Multifamily

Production; Mortgage Credit                  Expires:  5/31/96

Examiners and Cost Analysts             Cross References:

Subject:  Cost Certification Review

     The purpose of this notice is to revise procedures applicable to the

review of the Mortgagor's Cost Certification submitted on Form HUD-92330,

Mortgagor's Certificate of Actual Cost.

     In most cases, the existing cost certification review process has not

resulted in any reduction to the originally committed mortgage.  Therefore,

due to the impact of the Department's increased workload and the diminishing

staffing levels, the HUD Offices are empowered to immediately implement the

following instructions applicable to the cost certification review process.

     For those cases where the mortgagor has not received a mortgage/loan

increase or is not seeking a mortgage/loan increase prior to final

endorsement/closing:

     A.   The Cost Analyst will not review Form HUD-92330-A, Contractor's

          Certificate of Actual Cost, to assist the Mortgage Credit Examiner

          (MCE) in the analysis of the Mortgagor's cost certification.  Any

          review of the submitted material will be completed for the sole

          purpose of updating the Architectural and Cost databases for

          comparability.

     B.   Areas of concern which may need review by the MCE are the reporting

          of:

          1.   Net income earned before the start of amortization. For new

               construction projects and unoccupied substantial

               rehabilitation projects, all income earned from the
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               beginning of marketing and rent-up activities to the cut-off

               date is to be reported. For substantial rehabilitation

               projects where occupancy is continuous, all income from the

               date of initial endorsement or, for insurance upon completion

               cases, the start of construction to the cut-off date is to be

               reported.  Adjustments should be made for ineligible reported

               expenses, i.e., depreciation.

          2.   The reporting of all grants/loans received for replacement

               cost items.

     C.   The MCE completes Form HUD-92580, Maximum Insurable Mortgage, or

          HUD-92580-CA, Maximum Capital Advance, whichever is applicable,

          using the figures from Column C, Total, of Form HUD-92330. Complete

          the Forms using the instructions in Handbook 4460.1, except for the

          following changes:

          1.   Line 2.  Reflect the amount indicated in Column C of Form HUD-

               92330.

          2.   Line 3 Explain any adjustments made to the net income or

               grant/loan amounts reported on Form HUD-92330.

               NOTE:     If adjustments are made to items other than net

                         income and grants/loans, a Form HUD-92331-A should

                         be completed.

     D.   Simplified Cost Certification review procedures are not affected by

          this Notice.

     E.   For those projects involving Tax Credits, follow the instructions

          in Chapter 18, HUD Handbook 4470.1 REV-2, Mortgage Credit Analysis

          for Project Mortgage Insurance, Section 207.

     F.   A certification by an Independent Certified Public Accountant or an

          Independent Public Accountant as specified in Paragraph 11-6.B.4 of

          HUD Handbook 4470.1 REV-2, must accompany the mortgagor's

          submission.

     Emphasis must be placed on the pre-cost certification conference at

which time the mortgagor and accountant are informed of the cost

certification requirements of the Department. The mortgagor and accountant

should be reminded that they are responsible for computing the

liquidated/actual damages and incentive provisions of the contract, if

applicable.  These computations are to be made using the certified amounts on
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Form HUD-92330.  In addition, the mortgagor and accountant will be informed

of any special requirements applicable to their specific project and] or

program.  It is expected that the submission of the mortgagor's cost

certification, which is verified by an accountant as described above, will

satisfy all HUD requirements.

     If the MCE sees anything suspicious in the submission, the analyst will

inform the Production Chief, who has the authority to request that a full

cost certification review be completed. For such cases, Forms HUD-92331-A, -

92580 and -92580-CA are to be completed based on the instructions in Handbook

4480.1.  Also, if an accountant's work is consistently deficient, the

accountant should be warned that mortgagors using their services will be

advised that a full cost certification review will be performed by HUD.

     These instructions are applicable to projects committed under Section

202/811 as well as all insured multifamily projects.

                         Nicolas P. Retsinas

                         Assistant Secretary for Housing-

                         Federal Housing Commissioner

