U.S. Department of Housing and Urban Development

OFFICE OF HOUSING

Special Attention of:                       
Notice H-97-4(HUD)

All Secretary Representatives

All State Coordinators                        Issued: February 5, 1997

All Directors, Office of Housing             
Expires: February 5, 1998

All Directors, Multifamily Housing

Division                              

Cross References:

All Assistant General Counsels

All Directors, Fair Housing and Equal Opportunity

All Multifamily Production and Asset Management Staff

Subject:  SMALL PROJECTS MORTGAGE INSURANCE PROCESSING GUIDELINES

PART I -- SMALL PROJECTS MORTGAGE INSURANCE PROCESSING (SPP)

A.   PURPOSE: This Notice provides guidance to HUD State/Area offices

     for implementing Small Projects Mortgage Insurance Processing

     (SPP) under Section 207 pursuant to 223(f) for acquisition and

     refinancing and under 221(d)(4) for insurance upon completion of

     new construction and substantial rehabilitation projects.

     Insurance of advances for new construction or substantial

     rehabilitation is not permitted under SPP.

B.   BACKGROUND: SPP was developed in consultation with the

     multifamily housing industry to support developers and mortgage

     lenders in more effectively producing affordable small project

     rental housing.  SPP modifies the basic mortgage insurance

     processing procedures under Sections 223(f) and 221(d)(4).  This

     is carried out through delegating streamlined processing and

     other responsibilities to lenders and a "fast track" approach to

     HUD issuance of firm commitments and endorsement of the mortgage.

This product is characterized by:

     --   Streamlined lender processing in conformance with processing

          guidelines and existing program requirements;

     --   HUD expedited review for commitment and endorsement; and

     --   Availability of a GNMA mortgage backed securities program to

          pool mortgages insured under SPP.

HM:     Distribution: W-3-1,R-1,R-2,R-3-1,(H)(RC),R-3-2,R-3-3,R-6,R-6-2,

                 R-7,R-7-2,R-8,ASC

     SPP is being introduced in FY 1997 in certain HUD multifamily

     offices.  Selected offices, called Lender Approval Offices, will

     review lenders for participation in SPP.  A limited number of HUD

     Offices - called Processing Offices - will process SPP project

     applications from lenders.  Attachment 1 lists the offices in

     each category.  Processing Offices will have responsibility for

     issuing commitments and coordinating construction inspections,

     loan closing activities and project monitoring.

     In addition to this Notice, the Lender Guide to SPP provides

     additional guidance to the HUD field staff in implementing SPP.

     Projects must also comply with all applicable statutory and

     regulatory requirements of Sections 223(f) and 221(d)(4) mortgage

     insurance programs.

C.   PRODUCT DESCRIPTION: SPP blends aspects of single family and

     small business underwriting with criteria appropriate for

     multifamily rental projects.  In general, the lender reviews the

     borrower's credit history, track record and personal assets, and

     the project's actual or estimated cash flows.  This blended

     approach will be beneficial when one approach alone may not allow

     lenders to adequately serve this market segment.

D.   GENERAL UNDERWRITING GUIDELINES:

     1.   Maximum Insured Loan Amount: $1 million or less.

     2.   Project size: 5 to 20 units

     3.   Debt Service Coverage Ratio: Minimum of 1.2 at 90 percent

          occupancy rounded down.

     4.   Loan-to-Value Ratio: Maximum of 80 percent of value for

          acquisition/refinance under 223(f) or 85 percent of

          replacement cost for new construction/substantial

          rehabilitation projects under 221(d)(4).

5.   Maximum Loan Term: 30 years for existing projects and 35

     years for new construction/substantial rehabilitation.

6.   Valuation: Based on HUD-92264 (dated 8/95)(see attached), FNMA

     Form 1050 or Freddie Mac Form 71A.

7.   Replacement reserves: Determined as needed by lender

     according to age and condition of property and borrower

     experience and net worth.
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8.   Mortgage Insurance Premiums:       Initial        Annual

     1. New Construction/sub rehab        .5%           .5%

     2. Purchase/refinance                 1%           .5%

     For new construction and substantial rehabilitation

     projects, both the initial and annual MIP will be .5% (one-half

     percent or 50 basis points.) For purchase and

     refinancing of existing projects, the initial premium is it

     (one percent or 100 basis points) with annual MIP of .5%.

9.   An existing project must have been in use as rental housing

     for at least 3 years before the mortgage insurance

     application may be accepted for processing.

10.  The lender may charge reasonable and customary origination

     and financing fees not to exceed 5.5 percent of the mortgage

     amount.

11.  Insurance of advances is prohibited under SPP.  If a

     lender/borrower wishes insurance of advances, they should

     pursue regular FHA multifamily mortgage insurance

     procedures.

12.  Projects in military impact areas are not eligible for

     mortgage insurance under SPP.

13.  Projects with project-based Section 8 rental assistance are

     not eligible for mortgage insurance under SPP.

E.   WAIVERS: HUD State/Area Offices may not waive the following

     requirements of SPP: (a) the maximum insured mortgage amount of

     $1,000,000; (b) the maximum mortgage term of 30 years for

     existing projects or 35 years for new construction/substantial

     rehabilitation projects; (c) the maximum mortgage criteria under

     SPP; minimum debt service coverage ratio of 1.20 percent.

F.   APPLICATION & INSPECTION FEES: The application fee will be $3 per

     $1000 of requested mortgage amount at firm commitment.  The

     inspection fee for Section 221(d)(4) projects is $5 per $1000 of

     mortgage amount.  For Section 223(f) projects, the inspection fee

     is the greater of $500 or it of the required repairs.

G.   LOAN ORIGINATION: Lenders approved by HUD to participate in SPP

     are responsible for originating mortgage loans according to the

     procedures contained,in the Lender Guide.  Borrowers file SPP

     project loan applications directly with the approved lenders.
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H.   LENDER PROCESSING: Lenders are responsible for processing loan

     applications and for performing all functions not performed by

     HUD.  Lender responsibilities and functions must be carried out

     in accordance with the Lender Guide. only those applications that

     the lender concludes are creditworthy and financially feasible

     may be submitted to HUD by a lender for processing.

As part of its processing of a SPP loan, a lender must perform or

have prepared all of the following:

   -    Appraisal completed by a Certified General Appraiser,

        licensed in the State in which the project is located, and

        completed according to USPAP;

   -    Certification from licensed architects--regarding

        acceptability of plans and specifications where applicable;

   -    Review and approve work write-up and repair cost estimates

        or construction cost estimate, as applicable;

   -    Credit analysis and determining the creditworthiness of

        borrower;

   -    Determine acceptability of management agent (if other than

        owner), management procedures and proposed management fee;

        and

   -    A Phase I Environmental Site Assessment for SPP projects.

I.   SERVICING: Audited Annual Financial Statements are not required

for SPP projects.  However, annual financial statements must be

certified as true and correct and include the criminal code

language on false statements.  With this exception, Handbook

 4350.1  on servicing applies to SPP projects.

J.   APPLICATION FOR FIRM COMMITMENT: Lenders must certify that they

have processed the loan application in accordance with the Lender

Guide and SPP Guidelines.

The lender's application for firm commitment must include all

documents.required by the Lender Guide, SPP and other program

requirements.  This includes, but is not limited to, a copy of

the borrower's application with all supporting exhibits or

attachments for new construction/ sub rehab projects or

purchase/refinance projects.  The lender's submission must

contain its processing analysis and conclusions including

evidence of market need and marketability of the project; copies

of the appraisal report, architectural and engineering
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certifications, and the credit analysis of the borrower.

HUD forms identified in the Lender Guide must be included

in the application for firm commitment.

The checklist in the Lender Guide must be used by the lender, and

certified as accurate, to highlight the principal characteristics

of the loan including but not limited to:

-    Number of units

-    Loan amount

-    Mortgage term (years)

-    Interest Rate

-    Loan/Value ratio

-    Debt service coverage ratio

-    Replacement Reserves (including Initial Deposit to RR for

     223(f) as required by the lender)

A complete exhibit check list is in the Lender Guide.

K.   ONE-STAGE PROCESSING: While only one stage of HUD processing will

be performed, a pre-application conference is recommended prior

to the submission of proposals, especially before the submission

of new construction or substantial rehabilitation projects.  In

new construction or substantial rehabilitation projects, it is

important for borrowers to get feedback on design, market and

marketability, environmental issues, Davis-Bacon prevailing wage

rates and other HUD requirements before they spend time and money

on drawings and specifications.

A firm commitment application, accompanied by supporting

exhibits, is required for all projects.  A loan transaction

between a lender and borrower may not close until a firm

commitment has been issued by HUD and any conditions thereto have

been satisfied.

L.   HUD FUNCTIONS: HUD will assign a project number following the

normal numbering system for projects processed pursuant to-Sections

221(d)(4) or 223(f).  Until the codes in the automated

systems are revised for SPP, Offices should note "small project"

in the remarks section of the HUD 2088 Processing Report for

tracking purposes.

HUD will issue a Firm Commitment only after positive completion

of the HUD reviews and reconciliation of all comments.  This

process should take no more than 30 calendar days from the date a

complete Firm Commitment package is submitted for HUD review.

However, if the environmental review, historic preservation

review, or other reviews required by statute or regulation are

not completed within the 30-day time period, MM may not issue a
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firm commitment until those requirements are satisfied.

If the required lender reviews or certifications are not in the

package, HUD will not process the application.  Once HUD accepts

the application for processing, the fee is earned.  If the lender

arrives at processing conclusions inconsistent with the

documentation, SPP or other program requirements, HUD will not

issue a commitment.

M.   HUD REVIEW: HUD will review the lender's processing in accordance

with parts III and IV of this Notice and complete the following

prior to issuing a firm commitment.

1.   Environmental Review

     HUD may not delegate environmental review to the lender.

     HUD will complete Form HUD-4128 according to outstanding

     instructions.  A Firm Commitment cannot be issued until HUD

     has completed an environmental review of the project.

2.   Affirmative Fair Housing Marketing Plan review

     For projects processed pursuant to 221(d)(4), HUD will

     review and approve the Affirmative Fair Housing Marketing

     Plan following the procedures and requirements of Handbook

     8025.1 REV-1 .  HUD staff will also review for owner/sponsor

     compliance with civil rights statutes, Executive Orders and

     regulations, and determine that the owner/sponsor has no

     outstanding civil rights findings for other projects.

3.   Previous Participation Review

     HUD will review the Forms HUD-2530 for the sponsor,

     management agent (if not owner managed), and any other

     principals for completeness and process in accordance with

     Handbook 4065.1 .

4.   Economic and Market Analysis

     HUD will do a limited market review to ensure that there is

     sufficient market demand for the units proposed and the

     project will not have an adverse impact on occupancy in

     other projects, especially HUD insured or assisted projects.

     In addition, SPP projects may not be located in a military

     impact area.

5.   Subsidy Layering
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     Subsidy Layering reviews will be performed for projects with

     Low-Income Housing Tax Credits (LIHTC) or any other Federal,

     state or local governmental assistance, in accordance with

     outstanding subsidy layering guidelines.

6.   Underwriting Review

     The HUD Office will review the lender's underwriting

     recommendations for reasonableness and conformance with SPP

     and other programmatic guidelines and prepare and sign Forms

     HUD-92264 and 92264-A.

7.   Lead-Based Paint

     Lead-based paint requirements for insured projects are

     applicable to SPP projects.

8.   Credit Subsidy

     Credit Subsidy funding is required for SPP projects based on

     the FHA insurance program and outstanding instructions for

     the issuance of Credit Subsidy.  Under current Credit

     Subsidy policy, projects insured under Section 221(d)(4)

     would require Credit Subsidy.

N.   FIRM COMMITMENT: The firm commitment for Section 221(d)(4)

projects will have an initial term of 60 days, during which the

mortgagor must begin construction or rehabilitation.  The

commitment is effective through the scheduled construction period

plus 60 days to reach endorsement.  For Section 223(f) projects,

the term of the commitment is 60 days.  Commitments for Section

223(f) projects must require repairs to be completed before

endorsement, except for minor items of delayed completion due to

weather, etc., and with appropriate escrows to be established.

The HUD Office may extend commitments if warranted.

O.   COST CERTIFICATION: The mortgagor (and general contractor if

there is an identity of interest with the mortgagor) must execute

a certificate of actual cost when all physical improvements are

completed and prior to endorsement of the mortgage note by HUD.

The cost certification need not be audited but false statements

will be subject to criminal and/or civil remedies as specified on

the form.

The lender will review the cost certification and submit it with

its recommendations to HUD for approval.

HUD reserves final authority to adjust the mortgage amount but

this does not mean that HUD will routinely make such adjustments.

HUD's review would normally involve a determination that the
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maximum insurable mortgage amount is supported by costs incurred

and approved by the lender for the project.  HUD may reduce the

mortgage amount if costs are not supported.  It is anticipated

that HUD would exercise this authority only in rare cases, as is

true in the mortgage insurance programs as a whole.

--   The lender must require a 150% cash assurance of completion

     for incomplete items.

--   The lender must require a latent defects escrow or other

     form of construction assurance.

--   Mortgagor and builder, if there is an identity of interest,

     must maintain records of all costs of construction or other

     items under the contract for review by HUD if requested.

The cost certification will be contestable by HUD up to and

including final endorsement; it will become incontestable after

final endorsement, except for fraud or material

misrepresentations.

PART II - LENDER APPROVAL AND MONITORING

A.   LENDER REQUESTS FOR PARTICIPATION:

Selected HUD Lender Approval Offices, for their Matrix Area, will

receive lender requests and approve lenders for participation in

SPP.  Lender Approval Offices will approve lenders in their

Matrix Area only.  Lenders that want to be approved in more than

one Matrix Area must apply in each Matrix in which they wish to

do SPP business.

1.   Approval as HUD Mortgagee.  Lenders must be HUD-approved

     mortgagees under 24 CFR 202.10 through 202.19 and meet the

     additional criteria set forth below.  A lender that is not

     currently a HUD-approved mortgagee must be approved as an

     FHA mortgagee by Headquarters before it may apply to the

     Lender Approval Office for SPP approval.

2.   Request for Participation.  A lender must submit:

     a.   HUD Approved Mortgagees - Approved HUD-mortgagees must

          provide HUD-mortgagee approval number and have a

          conference with the appropriate Matrix Lender Approval

          Office and discuss their operating plans for

          undertaking SPP underwriting, monitoring and servicing

          responsibilities.
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     b.   Non-HUD Approved Mortgagees - In addition to the normal

          requirements for becoming an approved HUD-mortgagee, a

          lender must describe in its Quality Control Plan (QCP)

          how it will implement SPP Guideline requirements.  The

          lender must submit a copy of its QCP to the appropriate

          Matrix Lender Approval Office for review and approval

          to participate in SPP.

3.   Review of Lenders.  Matrix Lender Approval Offices will

     determine that the lender has acceptable experience in

     originating, processing and servicing of single or

     multifamily projects.  Matrix Lender Approval Offices will

     consult with other HUD Offices in which a lender has done

     business to assist in this determination.  It is the intent

     of SPP to carefully select lenders who have a demonstrated

     track record in originating and servicing loans and a

     history of prudent lending and commitment to lending that

     supports neighborhoods.

4.   Mandatory Meeting with Prospective Lenders.  In order to

     make the above determinations, lenders must meet with the

     appropriate Lender Approval Office so that the office can

     assess the lenders, capacity to participate in SPP.  The

     meeting will cover:

     a.   Level, breadth and depth of lending experience,

          cumulative default rate, workouts, and other areas of

          loan origination and servicing in multifamily or single

          family income properties or other similar commercial

          lending.

     b.   Lender's knowledge of local markets in which they

          propose to lend, CRA lending, and other evidence of

          commitment to neighborhood stability and support.

     c.   Experience of key underwriting and servicing personnel.

     d.   Lender's operating plans for processing, underwriting,

          monitoring and servicing responsibilities for SPP

          loans.

5.   Quality Control Plan (QCP).

     The Lender Guide contains instructions to approved HUD-

     mortgagees regarding the conference that must be held with

     Lender Approval Office to discuss how the lender will

     implement SPP.  New lenders must include SPP implementation

     material in their QCPs submitted with their requests for

     HUD-mortgagee approval.  The purpose of the QCP is for the

     lender to describe how it intends
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     to operate under SPP requirements and process and service

     loans - e.g., how it will weigh compensating factors

     relative to borrower strength, what steps it would take when

     a mortgage payment is late, and how it will ensure accuracy

     in loan administration.

6.   Approval of Request for Participation.  HUD Lender Approval

     Offices have wide latitude and authority in the selection of

     lenders in SPP.  For Lenders deemed approvable by the Lender

     Approval Offices, the Offices will advise in writing of

     their approval to participate in SPP.

B.   SPP MONITORING: Monitoring will be performed by Lender Approval

and Processing Offices with appropriate assistance from the local

HUD Office with jurisdiction for the project location.

Headquarters' primary responsibility will be overall SPP

evaluation.

1.   HUD Office Monitoring.  HUD Offices will conduct compliance

     monitoring to ensure conformance with HUD-approved

     procedures and guidelines for origination, processing, loan

     closing, servicing, and management.  In addition to taking

     action under the Mortgagee Review Board procedures, Lender

     Approval and Processing offices have the authority to

     terminate a lender's approval to participate in SPP as

     outlined below. offices are expected to exercise this

     authority in a timely manner when warranted to protect the

     integrity of SPP.

2.   Cost Certification Review.  In addition to the authority to

     make adjustments to the lender's recommendations at the firm

     commitment stage, HUD may make an appropriate adjustment to

     the amount of mortgage insurance up to and including final

     endorsement.  However, it is anticipated that significant

     adjustments at cost certification and beyond would be

     uncommon.  The review should ensure that the lender has used

     HUD-approved procedures and forms for cost certification,

     that the essential steps of the cost certification process

     are followed, and that the amount to be insured is supported

     by costs actually incurred.

3.   Post-Endorsement Review.  Post-endorsement compliance

     monitoring will be performed on a remote and on-site basis.

     Detected patterns that must be avoided or corrected by the

     lender in future processing must be brought to the attention

     of the lender in writing.  Failure to make modifications, or

     agree to take corrective actions, or to accomplish such

     modifications or corrective action within a time period specified

                             10

     by the HUD office, may be a basis for termination of SPP approval.

4.   Monitoring.  Monitoring will be conducted on a regular basis

     and when the HUD office deems the review necessary based on

     its concerns of practices or patterns inconsistent with SPP

     intent and requirements.  Monitoring will involve but not be

     limited to:

     a.   review of how the lender complies with HUD-approved

          procedures for project processing, and that procedures

          contained in the Lender Guide were actually used by the

          lender;

     b.   review of the adequacy of the lender's market

          determinations;

     c.   construction administration procedures, including

          inspections, compliance with lead-based paint

          requirements, assurance of completion requirements, and

          deferred completion and latent defect escrows;

     d.   cost certification procedures to determine that

          mortgage amounts are supported by costs incurred;

     e.   verification that appraisals are performed by Certified

          General Appraisers, licensed in the State in which the

          property is located, and that all appraisal functions

          are completed in accordance with the Uniform Standards

          of Professional Appraisal Practice (USPAP);

     f.   compliance with the lender's HUD-approved procedures

          for project management and loan servicing;

     g.   compliance with applicable regulations and guidelines;

     h.   determining that mortgage loan origination and loan

          servicing documents, and mortgage default and claim

          records are retained in compliance with instructions in

          this Notice and the Lender Guide;

     The HUD Office must determine the adequacy of the lender's

     response in resolving corrective actions.

5.   Notification of Deviations and Noncompliance.  Serious

     deviations and noncompliance with SPP requirements will be

     communicated to the lender in writing.  The HUD office

     issuing the letter must thoroughly document all deviations

     and noncompliance and
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     retain the documentation in its files.  Copies of all such

     communications must be forwarded to Headquarters.  The

     lender must respond to the notification within the time

     frame specified in the letter as to how it has or proposes

     to resolve the issue.  Failure to do so, or an inadequate

     response, will result in termination from participation

     under SPP requirements.

6.   Sanctions.

     a.   The Processing Office may terminate the lender's

          approval to participate in SPP.  Termination will

          preclude submission of further applications to HUD or

          HUD issuance of further firm commitments to the lender

          under SPP.  HUD Offices are encouraged to take quick

          action when warranted to avoid the problems incurred

          with some previous programs where lack of swift

          penalties resulted in losses to the Insurance Fund.

          Lenders should be given a reasonable period of time to

          respond to the office's notice that it intends to

          terminate approval under SPP.  The terminating office

          must notify other SPP Processing and Lender Approval

          offices of any terminations.

     b.   The Department may impose sanctions in accordance with

          provisions of 24 CFR, Parts 24 and 25 (Mortgagee Review

          Board).  HUD may also impose civil money penalties in

          accordance with 24 CFR, Part 30.

7.   Effect of Termination.  A termination action will not affect

     any mortgage insurance endorsement in effect on the date of

     the termination action.  HUD will honor firm commitments

     issued prior to the lender's termination if all conditions

     of the outstanding firm commitment are met.  Expiration of

     the commitment or changes to the project may require a new

     application from another approved SPP lender at the

     discretion of the HUD Office.  SPP termination does not

     affect a Lender's ability to submit applications under full

     insurance procedures.

PART III --    HUD PROCESSING INSTRUCTIONS FOR SECTION 223(f) PURCHASE

          OR REFINANCE PROPOSALS UNDER SPP

A.   GENERAL: This part contains the instructions to HUD staff for the

     processing of existing projects without substantial

     rehabilitation.  These mortgages are insured under the

     authorities of Section 207 pursuant to Section 223(f).   This

     Notice and the Lender Guide institute certain processing

     variations and changes from traditional processing.  In general,
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     the procedures outlined here follow "fast-track" type

     procedures where the underwriting reviews are done by the

     lender or by a contractor for the lender, and HUD review is for

     reasonableness and conformity with programmatic requirements.

     In all cases HUD Offices are expected to exercise common sense,

     sound judgment and act prudently.

While SPP prescribes one-stage processing, a preapplication

conference or other early communication with the lender and

sponsor are critical in order to preclude significant

expenditures and submission by the sponsor of an application with

fundamental design, environmental or other problems.

B.   PROCESSING SUMMARY: The basic processing assumptions for existing

projects are:

1.   Property Inspection and Market Analysis.  Property

     inspection or analysis will be performed and certified to by

     the mortgage lender.  HUD Architectural, Engineering and

     Cost reviews will be for reasonableness only.  Final

     inspection may also be performed and certified by the

     lender.  However, the HUD Office may elect to do the final

     inspection in cases where the level of required repairs

     warrants this action.

2.   Appraisals.  Appraisals will be provided by the lender.  As

     provided by USPAP, HUD will accept a Summary Report of a

     Limited Appraisal as allowed by the Departure Provision of

     USPAP.  That is, at the lender's discretion, the appraiser

     may be instructed or allowed to perform less that a Complete

     Appraisal and report their findings on HUD-92264 (dated

     8/95), FNMA Form-1050 or Freddie Mac Form-71A, which copies

     are included in the Lender's Guide.

3.   Mortgage Credit Analysis.  Lender will analyze

     creditworthiness of borrower and present conclusions to HUD.

     HUD will perform Mortgage Credit Analysis to determine

     creditworthiness of borrower.

4.   Completion of Repairs.  All repairs, including noncritical

     repairs, except for minor items of delayed completion, must

     be completed before endorsement by HUD.

C.   SPP MORTGAGE LIMITATIONS:

1.   Maximum Insurable Mortgage Amount.  In addition to all of

     the current limitations of maximum insurable
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     mortgage for a Section 223(f) project in Handbook 4565.1,

     Chapter 6, the following are additional SPP mortgage and

     underwriting limitations:

     a.   the maximum insured loan amount may not exceed

          $1,000,000

     b.   the maximum insured loan amount may not exceed 80

          percent of the estimated value of the project after

          completion of repairs.

     c.   on a purchase transaction, the maximum insured loan

          amount may not exceed 80 percent of the amount required

          to acquire the property.

     d.   on a refinance transaction, the maximum loan amount

          remains limited by the greater of 70 percent or the

          cost to refinance and the other limiting factors under

          Handbook 4565.1, Chapter 6-2.c.

     e.   the debt service coverage (DSC) is not less than 1.20.

          [The DSC is the reciprocal of what HUD processing has

          traditionally called the "applicable percentage."

          Stated in HUD terms a debt service coverage of 1.2

          equals 83.33% (i.e., 1/1.2). Rounded down, the

          applicable percentage for SPP is 83%.]

     f.   the statutory per dwelling unit limitations, which may

          be increased by the applicable high cost factor.

2.   Environmental Review Requirements.

     a.   Review the Phase I Environmental Site Assessment

          provided by the lender for acceptability.

     b.   Complete an environmental review according to

          outstanding instructions for existing projects.

          Prepare form HUD 4128, Environmental Assessment and

          Compliance Findings for the Related Laws, as directed,

          to document the findings and recommendations.

     c.   Lead-Based Paint (LBP) requirements are the same as for

          any Section 223(f) project -- For non-exempt housing

          projects constructed prior to 1978, review the lender

          submitted, LBP inspection report or lender

          certification that testing was done previously and/or

          that LBP was abated.  Exempt housing is:
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          (1)  housing for the elderly or handicapped, except for

               any dwelling in such housing in which any child

               who is less than 7 years of age resides .or is

               expected to reside;

          (2)  any 0-bedroom dwelling;

          (3)  a property constructed after 1978.

D.   TECHNICAL REVIEW OF 223(f) FIRM COMMITMENT APPLICATION:

1.   Market Review: Housing Production will notify Economic and

     Market Analysis Staff when an application is received and

     provide a copy of the application for their review.  EMAS

     will review the project proposal for market demand and the

     project's effect upon the market, especially HUD supported

     developments.

2.   Asset Management Review.  Housing Production will notify

     Asset Management when an application is received and provide

     a copy of the application, rent roll and financial

     statements for their review.  Financial statements need not

     be audited but must be certified as true and correct by the

     owner.  Asset management staff will review:

     a.   the project's rent roll for occupancy, rents and

          marketability to determine if the project will

          potentially harm occupancy in HUD supported

          developments.

     b.   the project's financial statements for reasonableness

          of rents and expenses.

     c.   the management documents to evaluate the proposed

          management of the project, Management Certification

          (Form HUD-9839-A, 9839-B, or 9839-C, Management Entity

          Profile (Form HUD-9832), (see HUD Handbook 4381.5).

     d.   if the project is not managed by the owner, the

          management agent (property manager) must be approved

          under HUD's Previous Participation Certification

          procedures (Form HUD-2530).

3.   Existing Property Inspection.  As soon as possible after

     receipt of the application, the HUD appraiser, or other HUD

     representative, and construction analyst (if warranted)

     should visit the project and perform a brief inspection of

     the property to assess project eligibility, feasibility, and

     for the appraiser to conduct the environmental assessment.
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     Compare the lender submitted inspection report and repair

     list with the project's physical condition.  Buildings that

     are not at sustaining occupancy or appear to have high

     repair costs, complex encroachment/easement issues, or

     environmental or neighborhood problems are not recommended

     for SPP.  Report your findings to the Multifamily Director

     by memorandum or email.

4.   Cost Review.  HUD cost staff will perform a limited cost

     review of the repair costs submitted by the lender.  Cost

     review will be limited to a determination of overall

     reasonableness and reported along with any conditions for

     commitment to the Multifamily Director by memorandum or

     email.

5.   Valuation Review and Processing.

     a.   Complete the environmental review filling out form HUD-4128.

     b.   The HUD appraiser, or HUD contract appraiser, must

          conduct a site visit to review the subject and

          comparables contained in the appraisal submitted by the

          lender.  The purpose of the review is to determine if

          the:

          (1)  application is internally consistent with its

               exhibits and the underwriting conclusions are

               supported;

          (2)  appraisal complies with the Uniform Standards of

               Professional Appraisal Practice;

          (3)  appraisals conclusions are reasonable and

               supported by the documentation.

     c.   Compare the appraisals estimate of expenses with the

          expenses shown in project's financial statements.

     d.   Compare the appraisals estimate of income to the rent

          roll and income shown in the project's financial

          statements.

     e.   Reject the appraisal if there are significant,

          unexplained variances between the project's historic

          performance and the appraisals findings.  Significant

          variances would include:

          (1)  income projections greater than 10% of the rent

               roll or most recent financial statement;
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          (2)  expense estimates not reflecting the historic

               expense and/or trends in expenses.

     f.   Report your findings to the Multifamily Director by

          memorandum or email.

          (1)  If the appraisal is not acceptable reject the

               application.

          (2)  If you accept the appraisals conclusions, and

               (a)  you accept the lender's underwriting, prepare

                    a form HUD-92264 and trial HUD-92264A

                    reflecting that underwriting.

               (b)  If you reject the lender's underwriting

                    conclusions as shown on the lender's form

                    HUD-92264A, prepare and sign a HUD-92264 and

                    prepare a trial HUD-92264A reflecting your

                    findings.

               (c)  Forward the approved forms to the mortgage

                    credit examiner for review.

          (3)  Report any conditions for commitment to the

               Multifamily Director.

6.   Mortgage Credit Review and Analysis.  Review the lender's

     analysis of the creditworthiness of the borrower and

     determine if borrower is acceptable credit risk under HUD's

     Mortgage Credit Review requirements.

     a.   Review the application and its exhibits.  Determine if

          the application is internally consistent with its

          exhibits and the underwriting conclusions are

          supported.

     b.   Review the project financial statements to verify

          existing indebtedness, both secured and unsecured.

          Review any notes to the statement for contingent

          liabilities or other information that would adversely

          impact the borrower's credit worthiness or the

          project's financial position.

     c.   Review the owner's certification of any delinquent

          Federal debt.

     d.   Review the title search report to confirm secured debt

          and for any judgments or liens which must be satisfied

          before closing.
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          For those cases that include debt associated with

          capital improvements that have been previously made,

          review the application and its exhibits to confirm that

          the lender has certified that the identified repairs

          are completed.

     e.   If the appraiser disagreed with the lender's

          conclusions and prepared a new HUD-92264 and a trial

          HUD-92264A, review those forms and complete the HUD-92264A

          based upon your review of the application.

     f.   If you disagree with the lender's underwriting

          conclusions, but the application is otherwise

          acceptable, prepare a new HUD-92264A in consultation

          with the appraiser.

     g.   If the project is approvable, prepare an Underwriting

          Summary, HUD-92438, and report your findings and any

          conditions for commitment to the Multifamily Director.

E.   ISSUANCE OF FIRM COMMITMENT, REPAIRS AND COST CERTIFICATION

1.   Commitment: Section 223(f) projects will be insured only

     upon completion of all required repairs.  There is no

     insurance of advances and only a single closing and

     endorsement.  Use Commitment Form HUD-2453MM for 223(f)

     projects.  Before a commitment is issued, the HUD office

     must ensure that:

     a.   All required HUD processing is complete including:

          1.   Environmental reviews

          2.   Previous participation reviews

          3.   Subsidy layering, if applicable

2.   Completion of Repairs:

     a.   The Office will review the lender's certification that

          the repairs are satisfactory and complete.  The Office

          may elect to inspect the project.

     b.   All repairs, including noncritical repairs, must be

          completed before endorsement, except for minor items of

          delayed completion work.

3.   Cost Certification: To ensure that the final amount of

     insurance is supported by certified costs, the mortgagor

     must execute a certificate of actual costs when all repairs

     are complete, in accordance with the Lender Guide and HUD

     program requirements.  Projects insured under Section 223(f)

     are cost certified
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     using the simplified form.  See also Handbooks 4470.1 REV-2

     and 4435.1 REV-1, chapter 5.

     a.   Auditing Not Required.  The cost certification provided

          by the mortgagor need not be audited by an independent

          public accountant.  The mortgagor must, however,

          certify that it is true and correct and sign the

          criminal code and false claims certification contained

          on the form.

     b.   Adjustment of the Mortgage Amount.  The HUD Office

          should review the cost certification to ensure that the

          amount to be insured is supported by costs actually

          incurred.  The HUD Office may reduce the mortgage based

          on its review of the cost certification.  However, it

          is anticipated that such adjustments would not be

          common (as downward adjustments at cost certification

          are uncommon for other HUD cases).

     c.   Contestability.  The certification of cost will be

          contestable by HUD up to endorsement of the mortgage by

          HUD.  After endorsement, the certification will be

          final and incontestable, except for fraud or material

          misrepresentation.

PART IV --     HUD PROCESSING INSTRUCTIONS FOR SECTION 221(d)(4) NEW

          CONSTRUCTION OR SUBSTANTIAL REHABILITATION PROPOSALS

          UNDER SPP

A.   GENERAL: This part contains the instructions to the HUD staff for

processing new construction and substantial rehabilitation

proposals.  These mortgages are insured under Section 221(d)(4).

This Notice and the Lender Guide to SPP institute certain

processing variations and changes from HUD's traditional

processing.  In general, the procedures outlined here follow

"fast-track" type procedures where the underwriting reviews are

done by the lender or by a contractor for the lender and HUD

reviews are for reasonableness and conformity with programmatic

requirements.  In all cases HUD Offices are expected to exercise

common sense, good judgment and act prudently.

While SPP prescribes one-stage processing, a preapplication

conference or other early communication with the lender and

sponsor are critical in order to preclude significant

expenditures and submission by the sponsor of a complete

application with fundamental design, environmental or other

problems.
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B.   PROCESSING SUMMARY: The basic processing assumptions for new

construction/substantial rehabilitation projects are:

1.   Architecture/Engineering Processing.  The owner's architect

     must certify that the project design complies with local

     codes and ordinances, MPS, accessibility, SPP and regulatory

     requirements.  HUD will review the final plans and

     specifications for compliance with Fair Housing

     Accessibility Guidelines.

     The owner's architect also is required to obtain

     professional liability insurance in a minimum amount of

     $1,000,000 for errors and omissions and to keep it in force

     through the construction of the project and for a period of

     3 years after project completion.

2.   Cost Processing.  HUD will not produce an independent cost

     estimate.  HUD will perform a limited cost review of the

     construction cost estimate provided by the lender and

     borrower.  Cost review of construction trade items will be

     limited to the bottom line total per square foot.  The owner

     is required to provide a construction cost analysis which

     includes both a structure and a land improvement estimate.

     HUD's review of the construction cost analysis and Form HUD-92328,

    Contractor's and/or Mortgagor's Cost Breakdown, will

     follow instructions in IV-E.4 below.  HUD will not calculate

     the project's cost not attributable (CNA) to dwelling use.

     The professional hired by the owner will calculate the CNA

     and include that information in the construction cost

     analysis.

3.   Valuation Processing.  Appraisals will be provided by the

     lender.  As provided by USPAP, HUD will accept a Summary

     Report of a Limited Appraisal as allowed by the Departure

     Provision of USPAP.  That is, at the lender's discretion,

     the appraiser may be instructed or allowed to perform less

     that a Complete Appraisal and report their findings on Form

     HUD-92264 (dated 8/95), FNMA Form-1050 or Freddie Mac

     Form-71A, copies of which Are included in the Lender Guide.

4.   Mortgage Credit Analysis.  Lender will Analyze

     creditworthiness of borrower and present conclusions to HUD.

     HUD will perform Mortgage Credit Analysis to determine

     creditworthiness of borrower.

C.   SPP REQUIREMENTS:
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     1.   Maximum Insurable Mortgage Amount.  The requested

          insurable mortgage may not exceed the lowest of the

          following:

          a.   $1,000,000

          b.   85% of replacement cost.

          c.   the debt service coverage (DSC) is not less than

               1.20.  (The DSC is the reciprocal of what HUD

               processing has traditionally called the

               "applicable percentage." Stated in HUD terms a

               debt service coverage of 1.2 equals 83.33% (i.e.,

               1/1.2). Rounded down, the applicable percentage

               for SPP is 83%.]

          d.   Statutory per dwelling unit limitation, which may

               be increased by the applicable high cost factor.

D.   ENVIRONMENTAL REVIEW REQUIREMENTS:

1.   Review the Phase I Environmental Site Assessment provided by

     the lender for acceptability.

2.   Complete a environmental assessment according to outstanding

     instructions for proposed or rehabilitation projects.

     Prepare form HUD 4128, Environmental Assessment and

     Compliance Findings for the Related Laws, as required, to

     document the findings and recommendations.

E.   INSPECTIONS AND DAVIS-BACON REQUIREMENTS:

All projects under SPP will be insured upon completion.  HUD will

inspect new construction/sub rehab projects during construction

and carry out the normal functions relative to Davis-Bacon

prevailing wage requirements including payroll reviews,

interviews, etc.
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F.   TECHNICAL REVIEW OF 221(d)(4) FIRM COMMITMENT APPLICATION.

1.   Market Review: Housing Production will notify Economic and

     Market Analysis Staff when an application is received and

     provide a copy of the application for their review.  EMAS

     will review the project proposal for market demand and the

     project's effect upon the market, especially HUD supported

     developments.

2.   Asset Management Review.  Housing Production will notify

     Asset Management when an application is received and provide

     a copy of the application and financial statements or pro

     forma budgets for their review.  Financial statements need

     not be audited but must be certified as true and correct by

     the owner.  Asset management staff will review:

     a.   the project's proposed rents to determine marketability

          and to determine if the project will potentially harm

          occupancy in HUD supported developments.

     b.   the project's financial statements for reasonableness

          of rents and expenses.

     c.   the management documents to evaluate the proposed

          management of the project, Management Certification

          (Form HUD-9839-A, 9839-B, or 9839-C, Management Entity

          Profile (Form HUD-9832), (see HUD Handbook 4381.5).

     d.   if the project will not be managed by the owner, the

          proposed management agent (property manager) must be

          approved under HUD's Previous Participation

          Certification procedures (Form HUD-2530).

3.   Property Inspection: As soon as possible after receipt of

     the application, the HUD appraiser, or other HUD

     representative, and construction analyst (for substantial

     rehabilitation projects only unless requested by the

     appraiser) should visit the site and perform a brief

     inspection of the property to assess project eligibility,

     environmental status and feasibility.

     If substantial rehabilitation is proposed, compare the

     lender's inspection report and repair list with the

     project's physical condition to determine if the proposed

     rehabilitation is are sufficient to restore the project to a

     marketable condition and provide long-term security for the

     mortgage.
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     The environmental assessment should begin during the

     inspection (Form HUD-4128).

     Report your findings to the Multifamily Director by

     memorandum or email.

4.   Cost Review: HUD cost staff will perform a limited review of

     development costs.  Cost review will be limited to a

     determination of overall reasonableness and reported along

     with any conditions for commitment to the Multifamily

     Director by memorandum or email.

     a.   The Cost Analyst should compare the lender's

          construction cost analysis and Form HUD-92328 submitted

          with the application (Form HUD-92013) for consistency.

     b.   Review of construction trade items is limited to the

          bottom line total per square foot.

     c.   If there is general agreement between the contractor's

          estimate and the construction cost analysis, and the

          amount is reasonable on a per square foot basis, accept

          the contractor's estimate as the Commissioner's

          estimate.

     d.   If the per square foot amount is not reasonable, either

          too high or too low, isolate the over or under

          estimated trade items(s) and request documentation and

          check against available data.

     e.   Verify the acceptability of the contractor's estimate

          for land improvements.

5.   Valuation Review and Processing:

     a.   Complete the environmental review filling out form HUD-4128.

     b.   The HUD appraiser, or HUD contract appraiser, must

          conduct a site visit to review the subject and

          comparables contained in the appraisal submitted by the

          lender.  The purpose of the review is to determine if

          the:

          1.   application is internally consistent with its

               exhibits and the underwriting conclusions are

               supported;

          2.   appraisal complies with the Uniform Standards of

               Professional Appraisal Practice;
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          3.   appraisals conclusions are reasonable and supported

               by the documentation.

     c.   Reject the appraisal if it fails to meet the above

          requirements.

     d.   Subsidy Layering review is completed, if necessary.

     e.   Report your findings to the Multifamily Director by

          memorandum or email.

          1.   If the appraisal is not acceptable reject the

               application.

          2.   If you accept the appraisals conclusions, and

               (a)  you accept the lender's underwriting, prepare

                    HUD-92264 and trial HUD-92264A reflecting that

                    underwriting.

               (b)  If you reject the lender's underwriting

                    conclusions as shown on the lender's form

                    HUD-92264A, prepare and sign a HUD-92264 and

                    prepare a trial HUD-92264A reflecting your

                    findings.

               (c)  Forward the approved forms to the mortgage

                    credit examiner for review.

          3.   Report any conditions for commitment to the

               Multifamily Director.

6.   Mortgage Credit Review and Analysis: Review the lender's

     analysis of the creditworthiness of the borrower and determine

     if borrower is acceptable credit risk under HUD's Mortgage

     Credit Review requirements.

     a.   Review the application and its exhibits.  Determine if

          the application is internally consistent with its

          exhibits and the underwriting conclusions are supported.

     b.   Review the project financial statements to verify

          existing indebtedness, both secured and unsecured, if

          any.  Review any notes to the statement for contingent

          liabilities or other information that would adversely

          impact the borrower's credit worthiness or the project's

          financial position.

     c.   Review the owner's certification of any delinquent

          Federal debt.
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     d.   If the appraiser disagreed with the lender's

          conclusions and prepared a trial form HUD-92264A,

          review that form and complete it based upon your review

          of the application.

     e.   If you disagree with the lender's underwriting

          conclusions, but the application is otherwise

          acceptable, prepare a new HUD-92264A in consultation

          with the appraiser.

     f.   If the project is approvable, prepare an Underwriting

          Summary, HUD-92438, and report your findings and any

          conditions for commitment to the Chief Underwriter by

          memorandum or email.

G.   ISSUANCE OF FIRM COMMITMENT, CONSTRUCTION AND COST CERTIFICATION

1.   Commitment to Insure Upon Completion: New construction and

     substantial rehabilitation projects under SPP will be

     insured upon completion only.  There will be no insured

     advances and only a single closing and endorsement.  The

     commitment must require construction to start within 60 days

     of issuance.  The commitment is effective through the

     scheduled construction period plus 60 days to reach

     endorsement.  The HUD Office may extend the commitment if

     warranted.  The form for an insurance upon completion

     commitment is FHA-2453 for new construction and substantial

     rehabilitation projects.  Before a commitment is issued, the

     HUD office must ensure that:

     a.   All required HUD processing is complete including:

          1.   Environmental reviews

          2.   Previous participation review

          3.   Affirmative Fair Housing Marketing Plan

          4.   Subsidy layering, if applicable

          5.   Credit Subsidy reservation is obtained from

               Headquarters

     b.   The Office has a complete master set of drawings and

          specifications.

2.   Requirements Before Construction Can Begin: The Office must

     ensure that:

     a.   There is a valid FHA firm commitment outstanding and

          the project was processed and underwritten following

          the requirements of this Notice and all other

          outstanding instructions.
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     b.  The lender has certified that the project complies

         with applicable zoning laws and regulations.

     c.  The HUD inspection fee has been paid.

     d.  The general contractor has been given the

         determination of prevailing wages.

     e.  A preconstruction conference has been held.

     f.  The Agreement and Certification relative to cost

         certification has been signed.

 3.  Construction:  Because HUD does not insure advances

     during construction in SPP, HUD does not monitor the

     mortgagee's disbursements and there is no initial

     closing.  However, projects must be inspected just as

     insured advances cases are inspected.  HUD will inspect

     and determine project completion.

     a.  Construction contract.  The HUD form of

         construction contract is not required.  However,

         the following must be made part of the contract

         used:

         1.  General Conditions, AIA Document A201,

         2.  Supplementary Conditions, Form HUD-2554,

         3.  Davis-Bacon wage rates,

         4.  Amendment to Construction Contract to Identify

             Identities of Interest Between Owner/

             Contractor/Subcontractor/Architect (Appendix 8,

             Handbook 4430.1 REV-1, and

         5.  Cost certification criteria (see Form HUD-

             92442-A, Article 10) where an identity of

             interest exists or a "cost plus" contract is

             used.

     b.  There are several documents and forms that are not

         required when projects are insured upon completion:

         1.  Assurance of Completion

         2.  Contractor's monthly requisitions

         3.  Working capital deposit

         See Handbook 4435.1 REV-1, chapter 2 for further

         details.

 4.  Cost Certification:  To ensure that the final amount of

     insurance is supported by certified costs, the

     mortgagor (and general contractor, if there is an

     identity of interest with the mortgagor) must execute a

     certificate of actual costs in accordance with the

     Lender's Guide and HUD program requirements when all

     physical improvements are complete.

     Since projects under SPP are less than 40 units, the

     simplified cost certification will be used in

     accordance with Handbook 4470.1 REV-2, paragraph 11-6

     (HUD Form 92330, which must be supported by the HUD-

     92330-A if there is an identity of interest between the

     mortgagor and the contractor or subcontractor).  See

     also, Handbook 4435.1 REV-1, chapter 5.

     a.  Auditing Not Required.  The cost certification

         provided by the mortgagor need not be audited by an

         independent public accountant.  The mortgagor must,

         however, certify that it is true and correct and

         sign the criminal code and false claims

         certification contained on the form.

     b.  Adjustment of the Mortgage Amount.  HUD will review

         the cost certification to ensure that the amount to

         be insured is supported by costs actually incurred.

         The HUD Office may reduce the mortgage based on its

         review of the cost certification.  However, it is

         anticipated that such adjustments would not be

         common (as downward adjustments at cost

         certification are uncommon for other HUD cases).

     c.  Contestability.  The certification of cost will be

         contestable by HUD up to endorsement of the

         mortgage by HUD.  After endorsement, the

         certification will be final and incontestable,

         except for fraud or material misrepresentation.

PART V - CLOSING/ENDORSEMENT

A.    LOAN CLOSING:  The lender will submit a closing package and

 documents as specified in the Lender Guide.  The HUD

 Processing Office will coordinate loan closing and

 endorsement.

 HUD will review the closing package, determine that the

 project is consistent with the Firm Commitment and that all

 conditions of the Firm Commitment have been met.  HUD will

 close loans and endorse mortgages in accordance with

 outstanding instructions except as modified herein.  The

 closing procedures for SPP have been designed to address

 the problems often experienced with small projects due to

 the high cost of some closing items that may not add value

 or reduce risk for very small projects.

 1.  Section 223(f).  The primary closing documents for

     existing projects are:

     a.  Mortgagor's organizational documents

     b.  Promissory note, if any

     c.  Lease, if mortgage is a leasehold (FHA-2070)

     d.  Evidence of building code and zoning compliance

     e.  Building permits, if required

     f.  Occupancy permits and current apartment license

     g.  Survey acceptable to HUD Office

     h.  Note

     i.  Deed of trust

     j.  Regulatory Agreement

     k.  Agreement and Certification

     l.  Mortgagor's Certificate

     m.  Mortgagee's Certificate

     n.  Escrow Deposit Agreement for incomplete on-site

         improvements, if any (HUD Form-92456)

     o.  Hazard insurance policy

     p.  Financing statement

     q.  Security agreement

     r.  Title policy

     s.  Operating deficit escrow, if applicable

 2.  Discussion of 223(f).  SPP generally uses the standard

     forms and requires the same closing documents as

     Section 223(f), although some forms/documents have been

     eliminated or revised and the Mortgagor's Attorney's

     Opinion is not required.  A discussion of some of the

     closing forms follows:

     a.  Survey.  In SPP, the HUD Office must determine how

         the survey and surveyor's certification

         requirements should apply.  Because many projects

         insured under SPP may, for example, be refinancing

         of properties in built-up, fully platted and long-

         standing urban areas, a full blown survey and

         certification on the HUD-92457 may not be

         appropriate or cost effective.  The Office must

         advise the mortgagor what level of survey is

         required for each case.

     b.  Note.  Use the FHA form for the jurisdiction in

         which the project is located.  The note must

         include the statutory 5-year prepayment prohibition

         for 223(f) projects as follows:

         "The debt evidence by this note may not be prepaid

         either in whole or in part for a period of 5 years

         from the date of endorsement hereof except in cases

         where the proper written approval of the Federal

         Housing Commissioner is obtained and such written

         approval is expressly based upon the existence of

         one of the following:

         "(i)  The mortgagor has entered into an agreement

         with the Commissioner to maintain the property as

         rental housing for the remainder of the 5-year

         period;

         "(ii)  The Commissioner has determined that the

         conversion of the property to cooperative or

         condominium ownership is sponsored by a bona fide

         tenants' organization representing a majority of

         the households in the project;

         "(iii)  The Commissioner has determined that

         continuation of the property as rental housing is

         unnecessary to assure adequate rental housing

         opportunity for low and moderate income people in

         the community; or

         "(iv)  The Commissioner has determined that

         continuation of the property as rental housing

         would have an undesirable and deleterious effect on

         the surrounding neighborhoods."

     c.  Regulatory Agreement.  Under SPP, the reserve fund

         for replacements may be required in amounts at the

         lender's discretion and HUD Field Office

         concurrence.  Therefore, paragraph 2 should be

         modified to reflect the terms and conditions for

         the reserve for replacements.

     d.  Other Terms.  SPP has several terms that vary from

         Section 223(f).  The maximum insured mortgage

         limitation is $1,000,000, the maximum mortgage term

         is 30 years and the maximum loan to value is 80%.

 3.  Section 221(d)(4).  The primary closing documents are:

     a.  Mortgagor's organizational documents

     b.  Lease, if mortgage is a leasehold (FHA-2070)

     c.  Evidence of building code and zoning compliance

     d.  Building permits

     e.  Permission to occupy

     f.  Survey and certification acceptable to HUD Office

     g.  Note

     h.  Deed of trust

     i.  Regulatory Agreement

     j.  Mortgagor's Certificate

     k.  Mortgagee's Certificate

     l.  Mortgagor's Oath

     m.  Escrow Deposit Agreement for incomplete on-site

           improvements, if any (HUD Form-92456)

     n.  Assurance of funds to meet operating deficits, if

           applicable

     o.  Latent defects escrow or bond

     p.  Assurance of completion for off-site facilities

     q.  Contractor's Prevailing Wage Certificate (HUD-

           92448)

     r.  Hazard insurance policy

     s.  Financing statement

     t.  Security agreement

     u.  Title policy

     v.  Operating deficit escrow, if any

 4.  Discussion of 221(d)(4).  SPP generally uses the

     standard forms and requires the same closing documents

     as Section 221(d)(4), although some forms/documents

     have been eliminated or revised and the Mortgagor's

     Attorney's Opinion is not required.  A discussion of

     some of the closing forms follows:

     a.  Survey.  In SPP, the HUD Office must determine how

         the survey and surveyor's certification

         requirements should apply.  Because many projects

         insured under SPP may, for example, be

         rehabilitation of properties in built-up, fully

         platted and long standing urban areas, a full blown

         survey and certification on the HUD-92457 may not

         be appropriate or cost effective.  On the other

         hand, a new construction project would always

         require a survey and certification because all the

         improvements will be installed as part of the loan.

         The Office must advise the mortgagor what level of

         survey is required for each case.

     b.  Note.  Use the FHA form for the jurisdiction in

         which the project is located.

     c.  Regulatory Agreement.  Under SPP, the reserve fund

         for replacements may be required in amounts at the

         lender's discretion and HUD Field Office

         concurrence.  Therefore, paragraph 2 should be

         modified to reflect the terms and conditions for

         the reserve for replacements.

     d.  Other Terms.  SPP has several terms that vary from

         Section 221(d)(4).  The maximum insured mortgage

         limitation is $1,000,000, the maximum mortgage term

         is 35 years and the maximum loan to value is 85%.

B.    POST-CONSTRUCTION INSPECTIONS:  See Handbook 4435.1, REV-1.

C.    ASSET MANAGEMENT REQUIREMENTS:  Except as described under

 Asset Management processing procedures above, all aspects

 of Asset Management are as required by Handbook 4350.1.

 The major difference in Asset Management requirements,

 under SPP, is that annual financial statements do not have

 to be audited.

Sincerely yours,

Nicolas P. Retsinas

Assistant Secretary for Housing-

Federal Housing Commissioner
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