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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 Section 221(d)(4) for new construction and substantial rehabilitation projects, including insured advances.



	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.  It was implemented in 1997 through the issuance of Notice H97-04 (HUD) 2/5/97.  This Notice amends the original instructions and provides revisions to the draft FHA Multifamily SPP Lender Guide, previously distributed, to reflect programmatic changes based on the experience and knowledge gained with SPP in the past year and a half.  These changes will make SPP more viable for Borrowers, lenders, and HUD.



		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:



		o	Streamlined lender processing in conformance with processing guidelines and existing program requirements;



	o	HUD expedited review for commitment and endorsement; and
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�		o	Availability of a GNMA mortgage backed securities program to pool mortgages insured under SPP.



		SPP was introduced in FY 1997 in only certain designated HUD Multifamily Offices.  Selected offices, called Lender Approval Offices, reviewed lenders for participation in SPP.  A limited number of HUD Offices - called Processing Offices - processed SPP project applications from lenders.  All Offices may now review SPP lender applications and process SPP project applications.  Upon approval by one Office as an SPP lender, applications may now be submitted by that lender to any HUD Office.  Likewise, a suspension of SPP lender approval will now apply nationwide as well.



		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: minimum 5 units (*20-unit maximum deleted)



		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 Section 223(f) or 85 percent of replacement cost for new construction/substantial rehabilitation projects under Section 221(d)(4).



		5.	Maximum Loan Term: 30 years for existing projects and 35 years for new construction/substantial rehabilitation.





		6.	Valuation: Must use Form HUD-92264 (dated 8/95).
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�				(FNMA Form 1050 or Freddie Mac Form 71A no longer acceptable*)



		7.	Replacement reserves: Determined as needed by lender according to age and condition of property and borrower experience and net worth.



			8.	Mortgage Insurance Premiums:   Initial		Annual

				New Construction/sub rehab 	  .5% 		  .5% 

				Purchase/refinance 		   1% 		  .5%



		For new construction and substantial rehabilitation projects, both the initial and annual MIP will be .5 percent (one-half percent or 50 basis points.) For purchase and refinancing of existing projects, the initial premium is I percent (one percent or 100 basis points) with annual MIP of .5 percent.



		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.	Projects in military impact areas are not eligible for mortgage insurance under SPP.



		12.	Projects with project-based Section 8 rental assistance are not eligible for mortgage insurance under SPP.



		13.	*Projects with an identity of interest between the lender and Borrower are not eligible for mortgage insurance under SPP.



		14.	*Applications may now be accepted for insurance of advances as well as insurance upon completion under Section 221(d)(4).  See IV.G below and Attachment 1, Supplement to Lender Guide for Insured Advances.



		15.	*Currently insured SPP loans may be refinanced as SPP loans pursuant to Section 223(a)(7) of the National Housing Act, subject to the special terms and conditions applicable to SPP (restricted term, higher DSC ratio, lower loan to value ratio, unaudited annual financial statements, etc).



		16.	*All Offices may now review SPP lender applications and process SPP project applications.  Upon approval by one Office as an SPP lender, applications may now be submitted by that lender to any HUD Office.  Likewise, a suspension of SPP lender approval will now apply nationwide as well.

�	17.	*Non-critical repairs required on Section 223(f) projects may now be completed after closing. (See III.F.3. below.)



	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 1:1.20;



		(d)	*the restriction on identity of interest Borrower/lenders.



	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 l percent 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.



	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:



		o	Appraisal completed by a Certified General Appraiser, licensed in the State in which the project is located, and completed according to USPAP and documented using Form HUD-92264;



	o	Certification from licensed architects regarding acceptability of plans and specifications where applicable;
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�	o	Review and approve work write-up and repair cost estimates or construction cost estimate, as applicable;



		o	Credit analysis and determining the creditworthiness of Borrower;



		o	Determine acceptability of management agent (or, if owner is managing the property, the management capability of the owner), management procedures and proposed management fee; and



		o	A Phase I Environmental Site Assessment, American Society for Testing and Material's (ASTM) standard E 1527.



	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 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:



		o  Number of units

		o  Loan amount

		o  Mortgage term (years)

			o  Interest Rate

		o  Loan/Value ratio

			o  Debt service coverage ratio

		o  Replacement Reserves (RR) (including initial Deposit to RR for Section 223(f) as required by the lender)



		A complete exhibit checklist is in the Lender Guide.
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�	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; any conditions thereto have been satisfied; and initial or final closing (as appropriate) has occurred.



	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 remark 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, HUD may not issue a 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, referring also to information provided in the Borrower's Environmental Site Report.  HUD
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�		shall require a Phase I Environmental Site Assessment prepared in accordance with ASTM Practice E 1527.  A firm commitment cannot be issued until HUD has completed its environmental review of the project.  The HUD environmental review and the decision to issue a firm commitment shall be in compliance with 24 CFR 50.32 and 50.11.



		2.	Affirmative Fair Housing Marketing Plan Review

		For projects processed pursuant to Section 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

		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.
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�	N.	FIRM COMMITMENT: The firm commitment for Section 221 (d)(4) insured advances projects will have an initial term of 60 days.  For insurance upon completion cases, the initial term is 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 may permit noncritical repairs to be completed after endorsement, in addition to 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. (See Part III for Section 223(f) exception for noncritical repairs and details on supplemental cost certifications.) 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 based on its review of the cost certification.  This does not mean that HUD will routinely make such adjustments.  HUD's review will involve a determination that the 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.



		o	The lender must require for a Section 221(d) project a 150 percent cash assurance of completion for incomplete items.  Note that this requirement is reduced to al 10 percent for a Section 223(f) project



		o	The lender must require a latent defects escrow or other form of construction assurance.



		o	Mortgagor and builder must maintain records for 3 years 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.
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�PART II.	LENDER APPROVAL AND MONITORING



	A.	LENDER REQUESTS FOR PARTICIPATION: All FHA Multifamily Offices may now receive lender requests and approve lenders for participation in SPP. Upon approval by one Office as a SPP lender, applications may be submitted by that lender to any HUD Office.  If a Lender is suspended by one Office, that suspension will now apply nationwide as well.



	1.	Approval as HUD Mortgagee.  Lenders must be HUD-approved mortgagees under 24 CFR 202. 1 0 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 a FHA mortgagee by Headquarters before it may make its initial application for SPP approval to the Multifamily Hub or Program Center.



	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 Office and discuss their operating plans for undertaking SPP underwriting, monitoring and servicing responsibilities.

	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 Office for review and approval to participate in SPP.



	3.	Review of Lenders.  Individual Offices will determine whether the lender has acceptable experience in originating, processing and servicing of single or multifamily projects.  Offices should consult with other HUD Offices in which a lender has done other business (if applicable) 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.
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�		4.	Mandatory Meeting with Prospective Lenders.  In order to make the above determinations, lenders must meet with the appropriate 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 HUD 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 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 Offices have wide latitude and authority in the selection of lenders in SPP.  When reviewing the lender's application, Offices should survey other HUBs for feedback regarding that lender (past experience in SPP as well as other insured programs).  For Lenders deemed approvable, the Office shall advise the lender in writing of their approval to participate in SPP and provide a copy of the approval to HUD HQ, Office of Business Products, for posting on the Web.



	B.	SPP MONITORING: SPP Lender Monitoring will be performed by the original approving Offices with assistance and input from all other Offices with subsequent experience with that SPP lender.  Headquarters' primary responsibility will be overall SPP evaluation.
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�		1.	HUD Office Monitoring.  The original approving Offices will conduct compliance monitoring to ensure conformance with HUD-approved procedures and guidelines for origination, processing, construction management, loan closing, servicing, and management.  Any Office with experience with a lender has the authority to terminate a lender's approval to participate in SPP (as outlined below), in addition to taking action under the Mortgagee Review Board procedures.  Offices are expected to exercise this authority in a timely manner when warranted to protect the integrity of SPP.  If any HUD Office suspects any lender of fraudulent activities, it should refer that lender and the reasons for suspicion to the HUD Office of the Inspector General.



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



	4.	Timetable for Monitoring.  Monitoring will be conducted on both a regular basis and when the HUD Office deems the review necessary based on its concerns about 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 advances, 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 must be communicated to the lender in writing with a deadline for resolution.  The reviewing Office issuing the letter must thoroughly document all deviations and noncompliance and retain the documentation in its files.  Copies of all such communications must be forwarded to Headquarters, MF Housing, Office of Lender Monitoring and Portfolio Management.  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)	Any HUD Office with experience with a lender under SPP 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
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�	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 promptly notify HQ, Office of MF Housing, Office of Lender Monitoring and Portfolio Management so that the termination can be posted on the Web and made available to other Offices processing SPP cases.



	b)	A lender whose authority to process loans under SPP has been terminated may be reinstated upon application and approval by the Office initially terminating that lender, but reinstatement requires that the problems justifying termination have been solved and at least 12 months has elapsed since the original termination.  When reinstatement has been approved, the Office must notify the Offices specified in Section IIB6(a), above.



	c)	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, 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.
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�		While SPP prescribes one-stage processing, a pre-application 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 and market analysis will be performed and certified to by the mortgage lender.  HUD Architectural, Engineering and Cost reviews will be for reasonableness only.



		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 than a Complete Appraisal and report their findings on Form HUD-92264 (dated 8/95) (FNMA Form-1050 or Freddie Mac Form-71A are no longer acceptable).



		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, except for non-critical repairs and minor items of delayed completion, must be completed before endorsement by HUD.  Final inspection may 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.



	C.	SPP MORTGAGE LIMITATIONS.  The current limitations of maximum insurable mortgage for a Section 223(f) project in Handbook 4565.1, Chapter 6, are modified for SPP below.  The maximum insurable mortgage may not exceed the lowest of the following:



		1.	the maximum insured loan amount may not exceed $1,000,000.



		2.	the maximum insured loan amount may not exceed 80 percent of the estimated value of the project after completion of repairs.



		3.	on a purchase transaction, the maximum insured loan amount may not exceed 80 percent of the amount required to acquire the property.
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�		4.	on a refinance transaction, the maximum loan amount remains limited by the greater of 70 percent of the estimate of value or the cost to refinance and the other limiting factors under Handbook 4565.1, Chapter 6-2.c as modified herein.



		5.	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 DSC of 1.2 equals 83.33 percent (i.e., 1/1.2). Rounded down, the applicable percentage for SPP is 83 percent.]



		6.	the statutory per dwelling unit limitations, which may be increased by the applicable high cost factor.



	D.	ENVIRONMENTAL REVIEW REQUIREMEMPS.



		1.	HUD will review the (ASTM) Standard E 1527, Phase I Environmental Site Assessment provided by the lender for acceptability.



		2.	HUD will complete an environmental review according to outstanding instructions for existing projects.  Prepare Form HUD-4128, Environmental Assessment and Compliance Findings for the Related Laws, in conformance with 24 CFR 50.32, to document the findings and recommendations.



		3.	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:



		a)	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;



		b)	any 0-bedroom dwelling;



		c)	a property constructed after 1978.



	E.	HUD's TECHNICAL REVIEW OF SECTION 223(f) FIRM COMMITMENT APPLICATION:



		1.	Market Review: Housing Production will notify Economic and Market Analysis Staff (EMAS) when an application is received and provide a copy of the
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�		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.  Asset management concerns must be addressed when an application is received.  This requires a review of the application, rent roll and financial statements.  Financial statements need not be audited but must be certified as true and correct by the owner.  The asset management staff review will cover:



			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.



		Compare the lender-submitted inspection report, repair list and ASTM E 1527 Phase I Environmental Site Assessment 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
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�		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)	Authorized HUD staff (not a contract appraiser or other contractor) must complete the environmental review, filling out and signing 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)	appraisal's conclusions are reasonable and supported by the documentation.



			c)	Compare the appraisal's estimate of expenses with the expenses shown in project's financial statements.



			d)	Compare the appraisal's 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 appraisal's findings.  Significant variances would include:



			(1)	income projections greater than 1 0 percent of the rent roll or most recent financial statement;



			(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.
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�			(2)	If you accept the appraisal's conclusions, and



			(a)	You accept the lender's underwriting, including a Form HUD-92264 and trial Form HUD-92264A reflecting that underwriting.



	(b)	You reject the lender's underwriting conclusions as shown on the lender's Forms HUD-92264 and 92264A, prepare and sip 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.



			e)	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.
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�		f)	If the appraiser disagreed with the lender's conclusions and prepared a new Form HUD-92264 and a trial Form HUD-92264A, review those forms and complete the Form HM-92264A based upon your review of the application.



		g)	If you disagree with the lender's underwriting conclusions, but the application is otherwise acceptable, prepare a new Form 92264A in consultation with the appraiser.



		h)	If the project is approvable, prepare an Underwriting Summary, Form HUD-92438, and report your findings and any conditions for commitment to the Multifamily Director.



	F.	ISSUANCE OF FIRM COMMITMENT, REPAIRS AND COST CERTIFICATION



		1 .	Commitment: Section 223(f) projects are insured upon completion with a single closing and endorsement of the mortgage. (There is no insurance of advances for Section 223(f)).  Use Commitment Form HUD-2453MM for Section 223(f) projects.  Before a commitment is issued, the HUD Office must ensure that all required HUD processing is complete including:



	(1)	Environmental review

	(2)	Previous participation reviews

	(3)	Subsidy layering, if applicable



		2.	Completion of Repairs: HUD will review the lender's certification that the repairs are satisfactory and complete.  The Office may elect to perform a final inspection of the project.



		3.	Non-critical Repairs After Endorsement:



		a)	Completion of deferred repairs after loan closing is permitted under SPP both for purchase and refinancing transactions.  Only non-critical repairs may be deferred.  Non-critical repairs are those that will not: endanger the safety and well-being of tenants, visitors and passersby, adversely affect ingress or egress, or prevent the project from reaching sustaining occupancy.



		b)	Deferred repairs must begin immediately following endorsement.



		c)	Escrow Agreement (Form HUD-2476A).  The cost of the deferred repairs (including materials, labor, permits, profits, etc., trended to the
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�		start of repairs) must be estimated and withheld in cash from mortgage proceeds and placed in an escrow account established by the Lender.  A letter of credit may not be substituted for this 100 percent escrow.  An additional cash amount (or letter of credit, at the option of the Lender) of not less than 10 percent of the repair cost estimate must also be placed in escrow.



		d)	Release of escrow for deferred repairs.  The Lender may release funds from the mortgage proceeds portion of the escrow in proportion to the cost of work completed, less a IO percent holdback which must be held until all work is completed and found acceptable.



			Funds remaining in the escrow account, including the holdback portion, may be released when the Lender determines: 1) all repairs have been satisfactorily completed, 2) a supplemental cost certification has been approved , 3) evidence of clear title has been provided to the Lender, and 4) latent defects assurances have been provided.



			Supplemental cost certification must indicate that there are no further amounts owed by the mortgagor in connection with the repairs.  The updated title search must indicate that no liens have been placed on the project resulting from the repairs.



		e)	Completion of Repairs.  All repairs except those described in Paragraph (h) below must be completed by the Borrower within 12 months of endorsement (or such shorter period that the Lender and Borrower may specify).



			If the Borrower has not completed all repairs by the end of the repair period (including any approved extensions), the Lender must complete the repairs using the escrowed funds.  The Lender will provide the Borrower with a breakdown of these repairs and costs of completion (including administrative expenses).  The Borrower will use this breakdown in preparing the supplemental cost certification required in Paragraph G below.  After its completion and when the Lender has approved the supplemental cost certification, funds remaining in the escrow account will be returned to the Borrower less reasonable administrative costs incurred in completing the repairs.



	f)	Latent Defects Assurance.  Not applicable.
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�		g)	Requirements after Completion of Repairs.  The Borrower must submit a supplemental cost certification of the actual costs of the deferred repairs.  In cases where the actual costs are less than estimated, the maximum insurable loan amount must be recalculated.  If the maximum insurable mortgage is reduced due to lower actual costs, the Borrower must prepay the mortgage either by remitting the required prepayment, or having that amount deducted from the balance of the repair escrow.



		h)	Exemption for Repairs for Tax-Exempt Bond Financed Projects.  Project repairs which are required to satisfy tax code requirements, but not required for Section 223(f) program compliance, are exempt from Paragraphs d - g above, but must meet the following criteria:  1) the cost of repairs cannot be considered in the determination of the value of the project (for mortgage insurance) or the computation of the maximum insurable mortgage; 2) the repairs must be necessary for the project (or any unit in the project) to command the rent levels used in processing; 3) repairs must not delay or interrupt the occupancy of any units in the project; 4) repairs must be paid from sources other than mortgage proceeds, secondary financing, or the required repair escrow; and 5) funds for these repairs must not be completed with the Section 223(f) escrow.



		4.	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 with non-critical repairs completed after endorsement must submit a supplemental cost certification after completion of all repairs.  Projects insured under Section 223(f) are cost certified 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.
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�	c)	However, it is anticipated that such adjustments would not be common (as downward adjustments at cost certification are uncommon for other HUD cases).



	d)	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 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.  Significant changes from Notice H97-04 (HUD) have been incorporated into this Notice for processing of Section 221(d)(4) applications.



		While SPP prescribes one-stage processing, a preapplication conference or other early communication with the lender and sponsor is critical in order to preclude significant expenditures and submission by the sponsor of a complete application with fundamental design, environmental or other problems.



	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.
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�	2.	Cost Processing.  The owner is required to provide a construction cost analysis, which includes both a structure and a land improvement estimate.  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.



		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.F.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.  However, the appraisal conclusions and valuation processing must be reported on Form HUD-92264 (dated 8/95).



	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 MORTGAGE LIMITATIONS: The maximum insurable mortgage may not exceed the lowest of the following:



		1.	$1,000,000



		2.	85 percent of replacement cost.



		3.	the 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 percent (i.e., 1/1.2). Rounded down, the applicable percentage for SPP is 83 percent.]



		4.	Statutory per dwelling unit limitation, which may be increased by the applicable high cost factor.



	D.	ENVIRONMENTAL REVIEW REQUIREMENTS: HUD will:
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�		1.	Review the ASTM E 1527 Phase I Environmental Site Assessment provided by the lender for acceptability



		2.	Complete the HUD environmental assessment according to outstanding instructions for proposed or rehabilitation projects.  Prepare Form HUD-4128, Environmental Assessment and Compliance Findings for the Related Laws, in conformance with 24 CFR 50.32, to document the findings and recommendations.



	E.	INSPECTIONS AND DAVIS-BACON REQUIREMENTS: HUD staff (or a HUD representative) will perform all construction inspections for new construction/sub rehab projects and carry out the normal functions relative to Davis-Bacon prevailing wage requirements including payroll reviews, interviews, etc.



	F.	TECHNICAL REVIEW OF Section 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 supported developments.



		b)	The project's pro forma budget or 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).
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�			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/Site 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.



			a)	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 sufficient to restore the project to a marketable condition and provide long-term security for the mortgage.



			b)	The environmental assessment should begin with review of the lender's environmental site report and Phase I Environmental Site Assessment.  A HUD appraiser or other HUD representative will then visit the site.  Form HUD-4128 shall be completed by authorized HUD staff.



			c)	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.
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�			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)	Authorized HUD staff (not a contract appraiser or other contractor) must complete the environmental assessment, filling out and signing 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)	appraisal's 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 appraisal's conclusions, and you accept the lender's underwriting, prepare Form HUD-92264 and trial 92264A reflecting that underwriting.



			(a)	If you reject the lender's underwriting conclusions as shown on the lender's Form HUD-92264A,
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�		prepare and sip a Form HUD-92264 and prepare a trial 92264A reflecting your findings.



	(b)	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 an 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.



	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 Form HUD-92264A in consultation with the appraiser.



	f)	If the project is approvable, prepare an Underwriting Summary, Form HUD-92438, and report your findings and any conditions for commitment to the Chief Underwriter by memorandum or email.



	G.	* ISSUANCE OF FIRM COMMITMENT: New construction and substantial rehabilitation projects under SPP may have insured advances or be insured upon completion in accordance with outstanding instructions. The initial term of the firm commitment for insured advances cases is 60 days, during which time the project must reach initial endorsement and construction start.  For insurance upon completion, 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 commitments if warranted.
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�	H.	INITIAL CLOSING: See Part V. below for discussion of initial and final endorsement.



	I.	* CONSTRUCTION PERIOD AND COST CERTIFICATION: HUD will now insure advances during construction in SPP as well as insure upon completion.  There are significant changes relative to processing of advances for SPP cases.  The lender is now responsible for many actions previously handled by HUD during the construction period even though the basic processing/ inspection activities are the same.



		1.	* Lender Duties during the Construction Period: Attachment I modifies the Lender Guide to address the role of the lender (as well as HUD's role) during the construction period.  The Lender will be assuming what has previously been the HUD role in the following areas:



		a)	* Primary responsibility for conducting the Pre-construction Conference



		b)	* Review and approval of Mortgagors' monthly Applications for Insured Advances in accordance with the Lender Guide (Note:  the Guide requires that the lender retain a 10 percent holdback of loan proceeds during construction.)



		c)	* Approval of releases of working capital deposit, offsite escrows, etc.



		d)	* Review and provide recommendations to HUD on requests for release of holdback of mortgage proceeds from the contractor and Borrower



		e)	Review and approval of Form HUD-2485 Permission to Occupy



		f)	Primary responsibility for conducting pre-cost certification meeting
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�		g)       * Performs HUD review of cost certification using Forms HUD-2331 and 2331 (a) (cost certification Review Worksheets for Cost and Mortgage Credit) and provides recommendations for completion of the Form FHA-2580, Maximum Insurable Mortgage, by HUD Secretary preparing a draft Form FHA-2580.



	2.        * HUD Processing Office Duties during the Construction Period:



			a)	* At pre-construction conference, provides input on HUD's role and requirements relative to labor standards and HUD inspections



			b)	* Monitoring of Insurance of Advances.  The lender must submit copies of all approved insurance of advances, including all supporting documentation within three business days of approval.  HUD will randomly select and check at least three approved advances during the construction period.  HUD may, at its sole discretion, perform additional reviews based on the size of loan, complexity of financing, or experience with the mortgagee and/or developer.



			(1)	If there are any problems, HUD will immediately notify the lender to take corrective actions.



			(2)	The lender shall make financial corrections on the next advance.



			(3)	The minimum number of advances that HUD will review cannot be waived by the HUD processing center or Hub.



			c)	Approval of Request for Release of Holdback of mortgage proceeds from contractor and mortgagor will be made by HUD.  The mortgagee will review the request and provide their recommendation to HUD.



			d)	Inspections during the Construction Period.  HUD will continue to inspect the project during construction.  Copies of all inspection reports will be provided to the lender as soon as they are prepared.
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�			e)	* Processing of Construction Change Orders (CO).  HUD will continue to process changes orders following outstanding instructions.  If the mortgagor/contractor submits an advance which includes funds for COs (whether for construction costs or time extensions) which have not been approved by HUD, the Lender shall disallow those funds from the advance and forward the request to HUD for review.



			f)	Labor Standards and Prevailing Wage Requirements.  HUD's labor standards staff will continue to review payrolls, conduct wage interviews and other labor standards requirements.



			(1)	HUD is responsible for enforcement.



			(2)	* If HUD fails to notify the lender of prevailing wage violations before the lender processes an advance for mortgage proceeds, the lender shall be held harmless for that draw, but must make financial correction on the next advance.



			g)	* Finalize Lender's Cost Certification Review. HUD will review and finalize the lender's cost certification review.  HUD will make any necessary modifications to the lender's draft Form FHA-2580, and execute the Form FHA-2580 Maximum Insurable Mortgage Amount.  HUD retains the authority to adjust the amount of the insured mortgage at its sole discretion anytime up to final endorsement.



		3.	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.



			For projects with less than 40 units, the simplified cost certification will be used in accordance with Handbook 4470.1 REV-2, Paragraph II -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.
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�	b)	* Adjustment of the Mortgage Amount.  HUD will review the cost certification after review by the mortgagee to ensure that the amount to be insured is supported by costs actually incurred.  The HUD Office retains the authority to adjust the amount based on its review of the cost certification.



	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.	* INITIAL AND/OR FINAL CLOSING: This section discusses the general requirements for closing and the differences in closing SPP cases.  Consult Handbooks 4430.1 and 4440.1 for complete details on closings.  This section now addresses the additional requirements for initial closing for projects with insured advances.



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.



	A.	Section 223(f).  The primary closing documents for existing projects are:



	1.	Mortgagor's organizational documents

	2.	Promissory note, if any

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

	4.	Evidence of building code and zoning compliance

	5.	Building permits, if required

	6.	Occupancy permits and current apartment license

	7.	Survey acceptable to HUD Office

	8.	Note

	9.	Deed of trust

	10.	Regulatory Agreement

	11.	Agreement and Certification

	12.	Mortgagor's Certificate

	13.	Mortgagee's Certificate
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�		14.	Escrow Deposit Agreement for incomplete on-site improvements, if any (HUD Form-92456)

		15. 	Hazard insurance policy

		16.	Financing statement

		17.	Security agreement

		18.	Title policy

		19.	Operating deficit escrow, if applicable



	B.	Discussion of Section 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:



		1.	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 Form HUD-92457 may not be appropriate or cost effective.  The Office must advise the mortgagor what level of survey is required for each case.



		2.	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 Section 223(f) projects as follows:



		a)	"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:



		b)	"(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;



		c)	"(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;
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�	d)	"(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



	e)	"(iv) The Commissioner has determined that continuation of the property as rental housing would have an undesirable and deleterious effect on the surrounding neighborhoods."



		3.	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.



		4.	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 percent.



	C.	Section 22 1 (d)(4).  The primary closing documents are:



			1.	Mortgagor's organizational documents

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

		3.	Evidence of building code and zoning compliance

		4.	Building permits

		5.	Permission to occupy

		6.	Survey and certification acceptable to HUD Office 

		7.	Note

		8.	Deed of trust

		9.	Regulatory Agreement

		10.	Mortgagor's Certificate

		11.	Mortgagee's Certificate

		12.	Mortgagor's Oath

		13.	Escrow Deposit Agreement for incomplete on-site improvements, if any (Form HUD-92456)

		14.	Assurance of funds to meet operating deficits, if applicable

		15.	Latent defects escrow or bond

		16.	Assurance of completion for off-site facilities

		17.	Contractor's Prevailing Wage Certificate (Form HUD-92448)

		18.	Hazard insurance policy

		19.	Financing statement

		20.	Security agreement

		21.	Title policy
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�	22.	Operating deficit escrow, if any

	23.	Building Loan Agreement**

	24.	Construction Contract**

	25.	Owner-Architect Agreement**

	26.	Assurance of Completion**



	#	If insured advances, not required until final endorsement 

	**	Not required for insurance upon completion cases.



	D.	Discussion of Section 22 1 (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:



	1 .	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 Form 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.



	2.	Note.  Use the FHA form for the jurisdiction in which the project is located.



	3.	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.



	4.	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 percent.



PART VI.	POST-CONSTRUCTION INSPECTIONS: HUD will continue to perform these inspections.  See Handbook 4435.1, REV-1.



PART VII.	ASSET MANAGEMENT REQUIREMENTS: Except as described under Asset Management processing procedures above, all aspects of Asset Management are
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�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.









		William C. Apgar

	Assistant Secretary for Housing -

		  Federal Housing Commissioner



Attachments
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�Attachment 1





INSURED CONSTRUCTION ADVANCES - SPP LENDER

PROCESSING PROCEDURES





I.	PRE-CONSTRUCTION CONFERENCE.  The HUD Processing Office with jurisdiction will hold the conference.  It is required for every project; usually held at initial closing.  It may be earlier or later but must precede actual construction start. (Refer to Handbooks 4435.01 REV-1 (Paragraph 1-2), Project Construction and Servicing Before Final Closing and 4430.01 REV-1, Initial Closing for Project Mortgages)



	A.	Who must attend



			1.	Representative(s) of mortgagor



		2.	Mortgagor's supervisory architect



		3.	General contractor



		4.	Major subcontractors



		5.	Representative(s) of the lender (in dual capacity as lender and assuming portions of HUD's role specifically the Mortgage Credit function).



		6.	HUD representatives:



			a)	Labor Standards Specialist



			b)	Staff Construction representatives



			c)	HUD contract/fee inspector where applicable



	B.	The lender must address:



		1.	The procedures for submission, review and approval of all requests for disbursement of insured loan proceeds (advances). (Refer to Paragraph 1-2, 1-5 of 4435.01 REV-1.)



		2.	Cost certification requirements for mortgagor, general contractors and, if applicable, subcontractors.



		3.	Permission to occupy (Paragraph 1-11, 4435.01 REV-1)



�	C.	HUD must address:



			1.	Role of HUD's construction monitoring/inspections.



		2.	The procedures for submission, review and approval of all change orders (CO).



II.	START OF CONSTRUCTION/EARLY START.  Construction cannot begin before the closing and recording of the insured mortgage.  In extreme circumstances where a construction delay could seriously jeopardize the project, the lender, on HUD's behalf, may permit an early start (refer to Paragraph's 1-1, 4435.01 REV-1, and 1-8, 4430.01 REV-1) if:



	A.	There is a valid firm commitment outstanding; there is every reasonable assurance that closing will occur in the near future; and early start of construction will not be to HUD's or your detriment.  Permission to start is granted by signing Form FHA-2415 (contractor, mortgagor, and lender) without any changes unless approved by HUD.



	B.	You may not grant permission to start unless HUD has approved final drawings and specifications - verify with the HUD Office.



	C.	All parties must be advised that HUD has no insurance obligation for costs incurred during an early start if the project does not reach endorsement.





SECTION 1: CONSTRUCTION PERIOD



III.	ADVANCES OF MORTGAGE PROCEEDS may not be requested or approved more often than once a month. (Paragraph 1-17, 4435.01 REV-1).



	A.	Required submission from mortgagor/contractor:



		1.	Application for Insurance of Advance of Mortgage Proceeds, Form HUD-92403, filled out according to instructions on form.



		2.	Contractor's Requisition and Prevailing Wage Certificate, Form HUD-92448 (refer to Paragraph 1-5, 443 5.01 REV- 1).



		a)	The completed Form HUD-92448 (signed by general contractor, mortgagor's inspecting architect and HUD's inspector) must go with any request for advance that includes payment for construction costs.
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�		b)	The amount in the certification on the Form HUD-92448 must be the same as on line (11) in the lower half of the form (identified as "Less Previous Payments").  Otherwise, the contractor must explain the discrepancy, in writing, to the lender's satisfaction.



		c)	Prevailing Wage Certificate (reverse side of Form HUD-92448) must be completed, signed by contractor and go with any request that includes payment for construction costs.



		3 .	Survey of Improvements.  The construction contract requires a survey showing the location of the improvements built on the site at any time the owner requests and at construction completion.



		4.	Title update. (To make sure no liens have been placed on the project since initial endorsement.)



		5.	Advances for carrying charges, financing expenses, etc.  The Building Loan Agreement permits release of mortgage funds, if available, for carrying charges, financing expenses, etc. (Refer to Paragraph 1-25, 4435.01 REV-1.)



		a)	The amount in each line item on the HUD-92451, Financial Record of Mortgage Loan Transaction, must initially equal the amount on the corresponding line on the Form HUD-92264 and Mortgagee's Certificate.



		b)	Except in rare cases, no funds may be released for an item in excess of the allocated amount.  If it is necessary to prevent a default, the lender may:



		(1)	Agree to a reallocation of funds, and



		(2)	Make a corresponding cut in another line item.



		6.	Holdback of mortgage proceeds.  The Building Loan Agreement requires that all advances have a 10 percent holdback of mortgage proceeds by the lender.  The lender may increase the holdback requirement but not decrease it.



	B.	Lender action - on behalf of HUD.  The Lender shall review all advances and endorse each approved advance by certifying the amount of the advance on the Form HUD-92403 and keep accounting records of amounts disbursed using Form HUD-92451.
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�		1.	The Lender shall follow outstanding guidance in Chapter 8 of 4470.1 REV-2, (Mortgage Credit Analysis for Project Mortgage Insurance, Section 207) which requires that the lender check to see that:



			a)	All escrowed funds (except for offsite facilities and certain loans or grants made by Federal, State or local governments) and grant funds are disbursed fully before advance of any mortgage proceeds.



			b)	Advances are commensurate with documented percentage of construction progress and allowable fees.



			c)	Advances for construction items are reasonable and reflect the needed holdback.



			d)	There is no evidence of fraud, waste or mismanagement.



		2.	Approval of advances.  If the request is acceptable, using the instructions below, complete the "Certificate of Mortgage Insurance" on the Form HUD-92403.  Follow the instructions in Chapter 8 of Handbook 4470.1 for approving advances.



			a)	The first advance (usually made at initial closing) covers the mortgagor's early expenditures (e.g., design architect fees, first year's MIP, bond fees, insurance premiums, building permit fees, etc.) less any required front money unless funded under a governmental grant or loan.  Unless there was an approved Early Start, no construction funds may be advanced at this point.  The Lender should review all supporting documentation in advance of the scheduled closing date.



			b)	For subsequent advances, calculate the cumulative total, including the advance being requested, and see that there are no discrepancies. ( refer to Paragraph's 1-18, 4435.01 REV-1, and 8-8,4470.1 REV-2.)



			(1)	Materials stored on-site.  The Lender, on HUD's behalf, may insure advances for on-site materials if they are itemized by quantity and cost. (See Form HUD-92448.)



			(2)	Components stored off-site.  The Lender may insure advances (solely at lender's option) for manufactured or pre-assembled
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�	building components as defined by HUD if:  the mortgagor has title to them; there is a valid security agreement that is a first lien on the components; and the other off-site storage requirements of Handbook 4430.01 REV-1, Chapter 2, are followed.



	c)	Final advance.  HUD will review and approve the final disbursement of loan proceeds.  The final advance shall be released at final endorsement based on HUD's the calculation of mortgage proceeds available to the mortgagor as a result of cost certification.



	d)	The Lender shall retain all originals in the project docket file, which shall be forwarded to HUD.



	3.	HUD Monitoring.  The Lender shall submit copies of approved advances including the supporting documentation within 3 business days of approval.



	a)	The HUD Processing Office with jurisdiction will perform post reviews on at least three randomly selected advances during the construction period.  HUD may, at its sole discretion, perform additional post-approval reviews based on the size of the loan, complexity of financing, experience with the mortgagee and/or developer, etc.



	b)	If there are any problems, HUD will immediately notify the lender to take corrective actions.



	c)	The lender shall make any adjustments required by HUD on the next advance.



	d)	The minimum number of advances cannot be waived by the HUD processing center or Hub.



IV.	INSPECTIONS DURING CONSTRUCTION.  HUD will continue to inspect the project during construction.  Copies of all inspection reports will be provided to the lender as soon as they are prepared and shall be used by the Lender in reviewing advances.



V.	CHANGE ORDERS.  The HUD Processing Office will continue to process construction changes (changes in plans, specifications and materials with the related cost increases or decreases as well as extensions of time) as requested in accordance with outstanding instructions.  The Lender shall be responsible for assuring that advances submitted by the mortgagor/contractor request funds for only HUD approved COs.
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�VI.	HOLDBACK OF MORTGAGE PROCEEDS.  The holdback provides an incentive for the general contractor and mortgagor to: promptly complete the project, submit cost certification and reach final closing.  It serves an additional purpose in SPP.  It minimizes the risk of disbursement of excess mortgage proceeds resulting from HUD's post-disbursement review of the advance. (Refer to Paragraph 1-28 of 4435.01 REV-1.)



	A.	Amount Of Holdback.  The Building Loan Agreement requires that at least IO percent of the construction proceeds be retained from each advance.  The construction contract also provides for IO percent holdback from the contractor's monthly payments for acceptably completed work, acceptably stored materials, and where applicable, components acceptably stored offsite.



	B.	Identity of Interest Contractor.  Except as provided in Paragraphs D. and E. below, do not release any part of the holdback until final closing for a contractor with an identity of interest.



	C.	Basis for Release after Completion for Nonidentity of Interest Contractor.  After all required contractor cost certification documents are approved by the Lender and submitted to HUD, the contractor is entitled (through the mortgagor) to release of the balance of the holdback less escrows for: punch list items; items of delayed completion; liquidated damages; and net effect of negative COs, provided:



	1.	The contractor's cost certification, where required, has been reviewed by the Lender and appropriate adjustments have been made to the Form HUD-92451, Financial Record and Mortgage Loan Transaction.



	2.	All work under the construction contract has been inspected and approved by the controlling jurisdiction and/or authorities.



	3.	Certificates of occupancy or other required approvals for the dwelling units and non-dwelling facilities, where applicable, have been issued by governmental authorities having jurisdiction.



	4.	The lender has approved Permission to Occupy (Form FHA-2485) for all units of the project in accordance with outstanding instructions.



	5.	All Davis-Bacon payroll requirements have been satisfied.  The lender must first check with the HUD labor specialist.



	6.	Requisitions are accompanied by:
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�		a)	A Contractor's Prevailing Wage Certificate, Form HUD-92448, and



		b)	Surveyor's Certificate, Form HUD-92457, and survey showing the location of all improvements, utility easements and site utility distribution lines.



		7.	Contractor has disclosed its final obligations on the Form FHA-2023, Request for Final Endorsement of the Credit Instrument and



		8.	The lender shall retain, where applicable, an adequate amount of the holdback for the following:



	a)	Items of delayed completion in an amount equal to 150 percent of the HUD inspector's cost estimate for completion,



	b)	Any owed or contested amounts indicated by mechanics, subcontractor, supplier, or equipment lessor liens, etc.,



	c)	The lesser of the liquidated damages or actual damages computed at cost certification, and



	d)	Net effect of negative change orders.



	D.	Early Partial Release of Holdback.  After 90 percent contract completion (reflected in the HUD inspector's report), the lender, on behalf of HUD, may release part of the contractor's holdback and suspend further withholding of contractor's holdback payments due, where:



	1 .	The contractor has no identity of interest or the contractor's only identity of Interest is a project ownership of less than 5 percent,



	2.	The contractor and mortgagor request the early release and attach the request to Form HUD 92403, Application for Insurance of Advance of Mortgage Proceeds, and



	3.	Prior written consent from surety, if any, for the early release of holdback is provided with the request, and



	4.	The lender, on behalf of HUD, determines that:



		a)	The contractor's general performance warrants partial release of the holdback without conditions, or
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�	b)	Partial release of the holdback with conditions, e.g., measures to assure immediate distributions to subcontractors or others, would be in the mutual interest of all participants, and



	c)	The undisbursed holdback must equal or exceed 5 percent of the contract amount.



	E.	Projects in difficulty.  The lender, on behalf of HUD, may permit an earlier release to prevent default of the construction loan if this will solve the project's problem and enable it to reach construction completion. (Refer to Paragraph's 1-28E and 4-5 of 4435.01 REV-1. and XI. below)



	1.	Require a written consent for the early release of holdback from the surety, if any, and the mortgagor.



	2.	Notify the HUD Processing Office with jurisdiction of the problem immediately.



	3.	The Lender must take immediate control of disbursements of mortgage proceeds, using either your own staff or an escrow agent, and supervise payments to subcontractors and material suppliers (e.g., through two- or three-party checks).



VII.	WORKING CAPITAL DEPOSIT.  At initial endorsement, all mortgagors must set up an escrow of at least 2 percent of the face amount of the mortgage. (See Paragraph 1-26 of 4435.01 REV-1.).



	A.	The Working Capital Deposit may be used by the mortgagor to:



	1.	Defray cost of initial marketing and rent-up.  This includes, for example, sales and advertising, model furnishings, and equipment and supplies essential to initial rent-up.



	2.	Set up accruals for items due during the first operating year that project income is not expected to cover.  Includes: real estate taxes; permanent property insurance premiums; mortgage Insurance premium; ground rents; and assessments.



	3.	Cover shortfalls in: interest; taxes; property insurance premiums; mortgage insurance premiums; ground rents; and assessments after funds available under the Building Loan Agreement are exhausted.
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�	B.	Control and release of escrow.  The lender controls disbursements from the escrow (no change from previous policy).  In checking a mortgagor's request for release of part of the escrow, consider the following:



	1.	None of the escrow can be used to defray any of the hard costs of construction applicable to the Total for All Improvements, Section G of Form HUD-92264, Rental Housing Project Income Analysis and Appraisal.



	2.	Avoid premature disbursements and unnecessary or extravagant expenditures.



	3.	As portions of a project are ready for occupancy, you may permit a partial disbursement for reasonable opening expenses; however, see that the escrow is not exhausted before the entire project is complete.



	4.	The Lender must fully document all approved expenditures from the escrow.



	C.	Cost certification of working capital escrow.  The mortgagor's cost certification may include moneys spent from the working capital escrow.



	D.	Final release of escrow



	1.	If the mortgage is not in default, the Lender may release the rest of the working capital escrow to the mortgagor one year after the construction completion date.



	2.	If the project's financial condition is poor (e.g., has not reached sustaining occupancy, has poor liquidity or high payables, is operating at a deficit or is near default), the lender may hold this escrow until the financial problems are resolved.



	3.	If the project defaults before release of the escrow, the lender should consider using it to cure the default.



VIII.	PAYMENT FOR OFFSITE FACILITIES.  The Escrow Agreement for Offsite Facilities, Form FHA-2446, controls disbursement of funds to ensure construction of these items. (See Paragraph's 1-7 and 1-22A of 4435.01 REV-1.)



	A.	Releasing escrowed funds.  The Lender, on HUD's behalf, may authorize release of funds for construction of off-site facilities if the construction is satisfactory and:
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�		1.	Funds released do not exceed the documented percentage of offsite work actually completed (reflected in HUD inspector's report), less a 10 percent holdback;



		2.	The mortgagor submits to the Lender a Request for Approval of Advance of Escrow Funds, Form HUD-92464 (original and one copy); and



		3.	The Lender checks the request and completes the form on HUD's behalf.



	B.	For an approved request the lender shall:



		1.	Sign and keep the original for the project docket.



		2.	Send copies to the mortgagor and the HUD Processing Office with jurisdiction within 3 business days.



	C.	For a disapproved request.  Return it to the mortgagor.  Attach an explanation for denying the release.



IX.	LABOR STANDARDS AND PREVAILING WAGES.  HUD continues to be responsible for administration and enforcement of Davis-Bacon labor standards including the day-to-day duties and monitoring. (See Paragraph 1-4 of 4435.01 REV-1.)



X.	REQUESTS FOR CONSTRUCTION CHANGE, FORM HUD-92437 (CHANGE ORDER).  HUD will continue to process changes orders following outstanding instructions.  If the mortgagor/contractor submits an advance which includes funds for change orders (whether for construction costs or time) which have not been approved by HUD, the Lender shall disallow those funds from the advance and forward the request to HUD for review.



XI.	PROBLEMS DURING CONSTRUCTION.  The lender must notify the HUD Project Manager immediately when' projects experience difficulties during construction that may lead to default before reaching final closing. (See also Chapter 4 of 4435.01 REV-1.) Such problems include, but are not limited to:



	A.	Construction problems - The lender must work closely with the mortgagor/ contractor to resolve construction problems and see that projects are completed and reach final endorsement promptly to avoid default.  By carefully reviewing the HUD representative's trip reports, as well as advances, change orders and other information (e.g., architect's supplemental instructions) related to the project, the lender can
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�		closely monitor projects during construction.  This enables the Lender to assure that problems or defects are identified promptly and remedied as quickly as possible.  Construction problems that may lead to default include:



		1.	Work stoppage



		2.	General contractor or major subcontractor abandoning job



		3.	A change in owner, architect or general contractor during construction



		4.	Construction defects untreated for 30 days



		5.	Extended periods of bad weather, strikes, etc.



		6.	Lenders should at once contact the mortgagor, general contractor, surety, the HUD Processing Office with jurisdiction or other interested parties regarding construction problems to identify causes and remedies to avoid default.



	B.	Financing Problems due to:



		1.	Overruns in soft costs caused by construction delays.



		2.	Overruns in hard costs due to, material shortages and price increases, unfunded change orders, etc.



	C.	Defaults during construction.  Regardless of the cause, the lender (on HUD's behalf) must consider what relief can be offered to avoid foreclosure and hardship to all concerned.



		1.	Assess the situation by considering:



		a)	Percentage of construction complete



		b)	Occupancy (including current estimates of income, expenses and occupancy projections)



		c)	Type of assurance of completion (personal guarantees, bonds)



			d)	Status of escrow deposits
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�			e)	Undrawn amount of letters of credit (including working capital)



			f)	Any other pertinent information



		2.	Call all parties with a direct or indirect interest together and explain the consequences of default for both the project and the participants.



		Besides the operating remedies covered in Paragraph 4, below, the Lender should recommend basic restructuring of the project's finances such as infusion of new capital through adding partners, syndication, or other investments.



		3.	The Lender must provide prompt oral and written notification to the surety of the principal's default and demand for performance under the contract to preserve rights against the surety.



		4.	If the mortgage default cannot be cured promptly, consider remedies, such as (refer to Paragraph 4-5 of 4435.01 REV-1.):



			a)	Calling on the bonding company to perform.  This should include recommendations on negotiations with surety and actions to be taken where surety is unwilling to perform. (Refusal of the surety to honor its obligations should be reported to HUD Headquarters, Office of Multifamily Development.)



			b)	Possible mortgage increase.



			c)	Issuing two- or three-party checks or otherwise taking control of disbursements of insured advances.



			(1)	May be done by the lender or through a title company.



			(2)	See that all money drawn for construction is actually paid to subcontractors, suppliers, and workers on the job.



			(3)	See that money drawn for specified purposes (architect's fees, insurance premiums, taxes, etc.), is not diverted to other uses.



			d)	Releasing any escrow funds if there is reasonable assurance that the release will cure the default and lead to final endorsement.
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�	(1)	When the balance of the mortgage proceeds alone or in combination with the mortgagor's available assets cannot complete the project, release of escrow funds may offer a chance of completion and final endorsement with clear title.



	(2)	This is most likely when the project is nearly complete.  In such cases, remaining escrow funds may be released (except for 2-1/2 percent of the contract sum to cover latent defects).



	(3)	Do not approve any release until you make proper provision for all payments required of the contractor.  The funds to be disbursed concurrently with additional contributions by the mortgagor must be under the strict control of you or a title company,



	e)	Request that HUD defer amortization if the project is complete and ready for occupancy but cannot get to final endorsement.



	f)	Reanalyze of cost certification (where final endorsement has not occurred) to see whether all allowable costs were included.



	g)	Give the mortgagor written notice of violation with 30 days for correction.



	h)	Lender shall report monthly to HUD on the default and describe the plan for curing it using Form HUD-58047, Default Report Before Final Endorsement.  Submit to the HUD Processing Office with jurisdiction.



	(1)	Plans requiring a mortgage increase must be approved by HUD.



	(2)	The lender may request that HUD extend the 75-day deadline for submission of the lender's Notice of Election to Acquire and Intent to File a Claim.



XII.	SUBSTANTIAL COMPLETION is the date on which HUD determines that all work required by the construction contract is satisfactorily performed except for punch list items and items of delayed completion (as long as the estimated cost to complete these items is not more that 2 percent of the contract sum). (See XIV below).
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�	A.	Punch list items are work the contractor needs to complete that does not prevent occupancy or use of the project.



	B.	Items of delayed completion are the same as above except that they have not been completed for reasons beyond the contractor's control (e.g., weather).



XIII.	ESCROW FOR INCOMPLETE ITEMS.  When there are such items, the lender must establish an escrow in the amount of 1-1/2 times the HUD inspector's estimate of the cost of completion.



XIV.	PERMISSION TO OCCUPY.  Before final endorsement, the mortgagor may request permission from the lender, on HUD's behalf, to occupy parts of the project as they are ready.  No units may be occupied until the project or stage has reached Substantial Completion (XII above) and the HUD inspector and Lender sign off on the Permission to Occupy, Form HUD-92485.



	A.	The Lender must certify on Form HUD-92485 as mortgagee and again on HUD's behalf that the project (or stage):



		1.	Has been constructed according to contract documents and inspected.



	2.	Is suitable for occupancy, including safe, adequate means of access, with all fixtures, equipment and utilities installed, connected and operating.



	3.	Has received a certificate of occupancy and any other government approvals necessary for occupancy.



	4.	Meets the property insurance requirements.



	5.	Has a signed, HUD-approved management agreement between the owner and the agent.



	6.	Escrow for incomplete items has been established and fully funded.



	B.	The Lender must forward the approved Permission to Occupy to HUD within 3 business days.



XV.	COST CERTIFICATION.  The lender must submit the completed cost certification documents and the Lender's review work sheets and recommendations (on HUD's behalf), to the HUD Processing Office with jurisdiction before final closing.  The Lender's review will form the basis for establishing the maximum insurable mortgage amount at final closing, however, HUD retains authority to adjust the Form HUD-2580, Maximum Insurable Mortgage amount based on its review of the Lender's submission.
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�	A.	Pre-Cost Certification Conference - The Lender must notify HUD when the project reaches 80 percent completion and schedule a Pre-Cost Certification Conference between the mortgagor, general contractor, their accountants and the lender and the HUD Project Manager/Cost Analyst.  This meeting must be held before the project is 90 percent compete. (See 4470.1 REV-2.1 Chapter 11 for detailed instructions.) The Lender may request that the local HUD Office with jurisdiction waive this conference based on the experience and understanding of the development team related to HUD's cost certification requirements.  Such a decision is at HUD's discretion.



	B.	General.  Only costs that have been paid in cash-or will be paid in cash within 45 days of final endorsement are certifiable.



		1.	The amounts allowable for general overhead and BSPRA where there is an identity-of-interest between the builder and mortgagor are also cost certifiable, whether or not paid in cash.



		2.	The mortgagor shall use Forms HUD-92330, 92330A.



		3.	The Lender shall use Forms HUD-92331, 92331A and Form FHA-2580 to document its review.



	C .	Simplified cost certification.  No accountant's opinion is needed for either the mortgagor's or general contractor's certifications.



		1.	Simplified cost certification is permitted for projects involving 40 units or less.



		2.	If there is an identity of interest between the mortgagor and general contractor or subcontractor, materialmen and equipment lessors, Form FHA-2330 must be supported by Form HUD-92330A (also required if an identify-of-interest exists between general contractor and subcontractors).



		3.	Unaudited balance sheet dated the same as the cut-off date is needed.



		4.	Unaudited operating statement is needed if occupancy occurred before cutoff date.



	D.	Lender action, on behalf of HUD: The Lender is hereby delegated responsibility for the basic HUD review of the cost certification.  The Lender's review, on behalf of HUD, will form the basis for establishing the maximum insurable mortgage amount at
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�		final closing.  However, HUD retains authority to adjust the lender's recommended Form HUD-2580, Maximum Insurable Mortgage, based on HUD's subsequent review of the Lender's submission.



		1.	Lender shall evaluate the cost certification as described below using instructions in Paragraph 5-11 of Handbook 4435.01 REV-1 which refers readers to Handbooks 4470.1 REV-2, Chapter I 1; 4470.2 REV- 1; and IG 4200.1A for detailed instructions.



		2.	Compute the maximum insurable mortgage, using Form FHA-2580.  Label the form as Lender's Recommended Form FHA-2580, sign the form, and cost certification exhibits, review documents, notes etc. and submit to the HUD Processing Office with jurisdiction for final review and sign off.  The HUD Processing Office will send a copy of the finalized form to the mortgagor and lender.



		3.	Adjustment of the Mortgage Amount.  HUD will review the cost certification and the lender's review to ensure that the amount to be insured is supported by costs actually incurred.  Based on its review of the cost certification, HUD may require a corresponding reduction in the insured mortgage amount; require prepayment of the excess; or, if it involves a nominal amount, require deposit of the excess in the project's replacement reserve account.



		4.	Post-closing escrow's.  See Paragraph 11-13B of 4470.1 REV-2 for specific instructions on setting up post-closing escrows to pay all obligations not paid as of final endorsement which were allowed in the cost certification.



		5.	Cost certification incontestable.  After HUD issues the Form FHA-2580, the cost certifications are final and incontestable except for fraud or material misrepresentation by the mortgagor, general contractor, or subcontractors.



		6.	Recovering excess moneys released.  If the cost certification shows too much money was released to the contractor, the lender must recover the excess from the contractor or surety.



	E.	HUD retained responsibility for cost certification - HUD shall perform a limited review of the Lender's cost certification analyses to assure the veracity of the Lender's review and achieve an acceptable level of comfort that the amount to be insured is supported by costs actually incurred and that the requirements of Paragraph 5-11 of 4435.01 REV-1 have been met.  HUD shall review the Lender's recommendations and analysis and
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�	prepare the official Form FHA-2580 for execution by HUD, recommend endorsement of the permanent mortgage as directed in Paragraph 5-11C of 4435.01 REV-1. HUD's review shall not duplicate the Lender's review.



SECTION 2.  FINAL CLOSING - INSURANCE OF ADVANCES



XVI.	CLOSEOUT OF CONSTRUCTION ESCROW.  Must be approved by HUD Processing Office with jurisdiction.



XVII.	CLOSEOUT OF WAGE ESCROWS.  Must be approved by HUD Labor Relations.
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