CHAPTER 1. | NTRODUCTI ON
1-1 AUTHORI TY.

Section 542 of the Housing and Conmunity Devel opnent (HCD)
Act of 1992 directs the Secretary of the Departnment of
Housi ng and Urban Devel oprment, acting through the Federa
Housi ng Adm nistration (HUD), to carry out prograns that
will denonstrate the effectiveness of providing new forns of
Federal credit enhancenent for nultifanmily |oans. Section
542, entitled, "Multifam |y Mrtgage Credit Denobnstrations,"
provi des new i ndependent insurance authority that is not
under the National Housing Act.

Section 542(c) of the HCD Act of 1992 specifically directs
the Secretary to carry out a pilot program of risk-sharing
with qualified State and | ocal housing finance agencies
(HFAs). The extent to which HUD will direct qualified HFAs
regarding their underwiting standards and | oan terns and
conditions is related to the proportion of the risk taken by
an HFA.

1-2 PURPOSE

The primary purpose of this pilot is to test the

ef fecti veness of providing new fornms of credit enhancenent
for multifamily loans, i.e., utilization of full insurance
by HUD, pursuant to Ri sk-Sharing Agreenments with qualified
HFAs, for the devel opnent of affordable housing. The use of
Federal credit enhancenents should increase access to
capital markets and, thereby, increase the supply of
affordable nmultifam |y housing. By pernmitting HFAs to
process, underwite, and service |oans and to nanage and
di spose of properties which fall into default, HUD expects
that affordable housing will be nade available to eligible
famlies and individuals in a tinely nanner.

1-3 DEFI NI TI ONS

Definitions for the terns used in the programand in this
handbook can be found in Appendi x 1.

1-4 DESI GNATED OFFI CES.

The Ri sk-Sharing programintroduces a new term - Designated
Ofices. Designated Ofices are local HUD (State or Area)
O fices assigned the responsibility for program nonitoring,
i mposi ng or recomendi ng sanctions for program viol ations,
and conducting informal hearings. A Designated Ofice wll
oversee the overall operations of an HFA (e.g., State HFA)
in States with nore than one HUD Office jurisdiction where
i ndi vidual projects are processed. Individual projects will

continue to be processed in the local HUD Ofice with
jurisdiction for the location of the project. However, the
HFA will have to deal with only a single HUD O fice for
overall programnonitoring. For HFAs operating in a single



locality or in States with only one HUD Ofice, the State or
Area O fice and Designated Ofice will be the sane. The
term"local HUD Ofice" is used in this Handbook in place of
"Field Ofice" and denotes both State and Area O fices.

1-5 HOW THE PROGRAM WORKS.

Qualified HFAs are authorized to underwite and process
loans. HUD will provide full nortgage insurance on
affordable nmultifami |y housing projects processed by such
HFAs under this program By entering into R sk-Sharing
Agreenents with HUD, HFAs contract to reinburse HUD for a
portion of the loss fromany defaults that occur while HUD
insurance is in force.

The extent to which HUD will direct qualified HFAs regarding
their underwiting standards and | oan terns and conditions
is related to the proportion of the risk taken by the HFA.
An HFA that contracts to accept |ess than 50 percent of the
risk on a loan is subject to regulation by HUD as descri bed
at Section 266.305. An HFA that accepts 50 percent or nore
of the risk on a nortgage will be subject to regul ation by
HUD as described in Section 266. 300.

Under this program qualified HFAs are vested with the
maxi mum anount of processing responsibilities. Program
regul ations provide for primary decision-naking on the part
of qualified HFAs in selecting projects to receive

fi nanci ng.

1-6 WAl VERS

Wai vers to a handbook or regul atory provision may be
justified in sone cases. However, the Conmi ssioner's waiver
authority to the Field does not extend to the regul ations
and handbook instructions for the Risk-Sharing program As
provided in Section 266.35 of the regul ations, provisions of
| aw shal | not be wai ved and waivers pertaining to financial
requirenents or underwiting standards required for Level |
participants will not be granted.

Local HUD Ofices may consult with the respective
Headquarters' Housing Devel opnent or Housi ng Managenent
Ofices as specified below relative to particul ar waivers.
Wai ver requests with full supporting docunentation should be
addr essed to:

Depart ment of Housing and Urban Devel opnent
Director, Ofice of Insured Miultifamily Housing
Devel opnent

451 7th Street, SW

Washi ngton, DC 20410

Depart ment of Housing and Urban Devel opnent
Director, Ofice of Miultifam|ly Housi ng Managenent
451 7th Street, SW

Washi ngton, DC 20410



