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Subject:  Ground Leases for Section 232 Projects








I.	PURPOSE





The purpose of this Notice is to communicate the Department's new requirements regarding the ground leases in Section 232 projects.  This change reflects amendments to Section 232 (b) (4) (B) the National Housing Act mandated by Section 216 of the Departments of Veterans Affairs and Housing and Urban Development Agencies Appropriations Act, 1998.  Under the new requirements, HUD mortgages insured under Section 232 may be secured by projects on property (A) under a lease not less than 99 years which is renewable, or (B)  under a lease having a period of not less than 10 years beyond the maturity date of the mortgage.





II.	BACKGROUND





Prior to passage of the 1998 Act, Section 232 (b) (4) (B) required any leasehold interest to be either 99 years, which is renewable or to have a period of not less than 50 years to run from the date the mortgage was executed.  The 1998 Act changed the 50-year requirement from the date that the mortgage was executed to the present requirement of 10 years beyond the maturity date of the mortgage.





III. 	APPLICABILITY





This change only applies to Sections 232 and 232/223 (f) projects.
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IV.	ELIGIBILITY





	For a project to be eligible under Section 232, it must meet statutory, regulatory, licensure, handbook, and underwriting -criteria.  In addition, the land lease must have a time period of not less than 10 years to run beyond the maturity date of the mortgage or be 99 years renewable.





V.	PROCESSING INSTRUCTIONS





	The following Housing Development Processing Instructions apply to HUD insured mortgages on leaseholds with leases:





A.	An application with a ground lease would be processed based on instructions outlined in Handbooks 4465.1 REV-1 and 4600.1 REV-1, Change 1.





B.	The Field Office should review the lease to determine the value of the leased fee.





C.	The Field Office should secure a copy of the recorded ground lease and attach it to the Regulatory Agreement.





VI. 	FOR FURTHER INFORMATION





If you have any questions, please contact:





Jack Payne


Office of Program Management 


  and Oversight 


(202)708-4135 X 2540














						William C. Apgar


Assistant Secretary for Housing-


							  Federal Housing Commissioner


