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Subject:  Refinancing of Multifamily HUD-Held Loans Sold in Note

          Sales

Headquarters has begun to receive numerous inquiries from

State/Area Office staff regarding the acceptance of new mortgage

insurance applications for refinancing of formerly HUD-Held

mortgage loans that have been sold by FHA in a note sale.

Applications for refinancing of HUD-Held mortgages pending a note

sale should be discouraged by Field staff.

The Department does not prohibit lenders who have purchased loans

in a note sale from applying for FHA mortgage insurance for

refinancing.  At the same time, the Department is not obligated

to accept or process any mortgage insurance applications with a

borrower/principal that has not proven to be a good business

partner.  Since FHA has already paid an insurance claim on loans

sold in a note sale, State/Area Offices should look very

carefully at the borrowers/principals and consult with Asset

Management staff with regard to past performance, Regulatory

Agreement violations, etc.

Multifamily Housing Directors should only accept such

applications where they believe the borrower/principal represents

an acceptable risk taking into account the Offices' past

experience with the loan and the borrower/principal.

If an Office decides to process such an application, the staff

should pay close attention in underwriting to the factors, such

as optimistic rent and expense estimates, high turnover etc.,

which led to the default and claim.  The economic, physical,

operational or management factors that led to the original

default must be identified and the specific changes that have
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occurred such as improved economy, physical rehabilitation, etc.,

that now justify new mortgage insurance should be documented in

the Director's narrative underwriting summary.  Questions on this

policy should be referred to Mr. Howard D. Mayfield, Director, of

the Existing Products and Preservation Division at (202) 708-0035.
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