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   Subject:  THE DISPOSITION OF HAZARD INSURANCE PROCEEDS

     This Notice is to provide guidelines for the disposition of

insurance loss drafts resulting from partial or whole settlements

of damage claims from natural disasters, such as hurricanes and

fires.  The disposition of insurance drafts tendered to

mortgagees in the event of partial or whole settlements of damage

claims resulting from such hazards is governed by the regulations

at 24 CFR 207.260(e).

     Upon receipt of an insurance draft, the mortgagee, under the

regulations, is required to obtain written approval of the

Department prior to using the proceeds of insurance claims for

the repairing, replacing or rebuilding of the project, or

prepaying the existing mortgage indebtedness, or any other

disposition of insurance claim proceeds.  Due to the shortage of

affordable housing for low and moderate income residents created

as a result of damage to and/or partial destruction of HUD

projects caused by hurricanes, fires and other disasters, the

Department, as a matter of policy, will endorse only a plan that

provides for repairing, replacing or rebuilding such projects.

The Field Office is hereby authorized to approve only a plan to

repair, replace or rebuild the affected project.

     Any request from the mortgagee to prepay the mortgage with

insurance claim proceeds must be submitted to the Field Office

and must provide a justification which addresses the availability

of alternate affordable housing in the project's market area.

The Field Office will forward, through the Regional

Administrator, such requests to Headquarters.  Any request to

prepay mortgages covered by Title II of the Housing and Community

Development Act of 1987 and Title VI of the National Affordable

Housing Act of 1990 must be forwarded to Headquarters, Office of

Preservation and Property Disposition and requests to prepay

mortgages insured under Section 207 and Section 221(d)(4) must be

forwarded to the Office of Multifamily Housing Management.
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     Please keep in mind that the regulations also provide that

should the Department not respond to the mortgagee's written

request for use of the insurance claim funds within 30 days, the

mortgagee may use these funds for any purpose specified by the

mortgage without HUD approval.
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                              Assistant Secretary for Housing

                              Federal Housing Commissioner
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