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I.   PURPOSE.  This Notice provides a general description of

     HUD's policies on multifamily housing bond refunding

     transactions and to announce certain changes in those

     policies.  The goal of this Notice is to set forth a

     description of HUD's current policies on multifamily

     housing bond refunding transactions which may be useful

     to persons inside and outside of HUD in obtaining an

     understanding of those policies.  This Notice also

     announces certain changes in those policies which HUD

     believes will facilitate refunding transactions for

     benefit to the projects and the residents residing in

     those projects, HUD and the U.S. Treasury.

     The goals of these changes include (i) increasing the

     savings in Section 8 subsidies, where applicable,

     through "11(b) refunding" transactions; (ii) reducing

     the risk to and losses incurred by the FHA Insurance

     Fund by providing a broader range of effective workout

     financings for troubled insured or formerly coinsured

     multifamily properties; (iii) assuring the physical

     soundness and the financial stability of subsidized and

     insured properties, and (iv) attempting to create

     circumstances which will enhance the long-term

     viability of this housing stock for occupancy by

     persons of very low, low and low to moderate income.

     The changes which are being announced are the result of

     proposals which have come from within HUD as well as

     from industry participants who have shared their ideas

     with HUD.  These changes are intended to further the

     above goals in part by providing incentives for owners

     and issuers to participate in these transactions to a
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     greater extent than has been the case in the past and to

     develop refunding structures which take advantage of all

     available financing techniques to achieve these goals at the

     least cost and risk to the Federal Government.

II.  ELIGIBILITY.  Section 8 projects whose mortgages are

     financed with tax-exempt bonds.

III. EFFECTIVE DATE.  Immediately.  Also, see the

     accompanying memo signed by me and Deputy Assistant

     Secretary Helen Dunlap which introduces the Bond

     Refunding document to the Field.  The document has been

     developed in a user friendly "Job Aid" format.  The

     accompanying memo describes the process that led to the

     development of this document and explains the

     relationship between the Job Aid and existing handbook

     instructions, which provided the first delegation

     authority for Field Offices to review and approve

     certain bond refunder transactions back in 1992.

     For the next 90 days, State or area office staff may direct

questions to Lessley D. Wiles, Multifamily Housing Management

Operations Division at (202) 708-2654 or James S. Cruickshank,

Multifamily Housing Management Planning and Procedures Division

at (202) 708-4162.  Both individuals may also be reached on

cc:mail through FHCPOST3.  Thereafter, questions should be

directed to the designated Desk Officer in the Operations

Division.  Owners and managers should direct their questions to

the HUD Field Office (who in turn should call on their behalf to

Headquarters should further guidance be necessary).  For issues

involving Housing Notice H-94-95 attached as Appendix "C," which

concerns Public Housing Agency Parent Entity Issuers of Financing

Adjustment Factor (FAF) Bonds still outstanding, the appropriate

contact person is James B. Mitchell, Director, Office of Housing

Financial Services Division.  He may be reached on

(202) 755-7450 or FHCPOST5.

                         _________________________________

                         Assistant Secretary for Housing-

                         Federal Housing Commissioner
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          SUMMARY OF HUD POLICIES ON MULTIFAMILY HOUSING

                   BOND REFUNDING TRANSACTIONS

                  AND RECOMMENDATIONS FOR CHANGE

                         I.   INTRODUCTION.

A.   Purpose and Scope of Notice.

     The purpose of this Notice is to provide a general description of

HUD's policies on multifamily housing bond refunding transactions and to

announce certain changes in those policies.  The goal of the  Notice is to

set forth a description of HUD's current policies on multifamily housing

bond refunding transactions which may be useful to persons inside and

outside of HUD in obtaining an understanding of those policies.  The Notice

also announces certain changes in those policies which HUD believes will

facilitate refunding transactions for benefit to the projects and the

tenants residing in those projects, HUD and the U.S. Treasury.

     The goals of these changes include (i) increasing the savings in

Section 8 subsidies, where applicable, through "11(b) refunding"

transactions; (ii) reducing the risk to and losses incurred by the FHA

insurance funds by providing a broader range of effective work-out

financings for distressed insured or formerly coinsured multi-family

properties; (iii) assuring the physical soundness and the financial

stability of subsidized and insured properties; and (iv) attempting to

create circumstances which will enhance the long-term viability of this

housing stock for occupancy by persons of very low, low and low to moderate

income.  The changes which are being announced are the result of proposals

which have come from within HUD as well as from industry participants who

have shared their ideas with HUD.  These changes are intended to further

the above goals in part by providing incentives for owners and issuers to

participate in these transactions to a greater extent than has been the

case in the past and to develop refunding structures which take advantage

of all available financing techniques to achieve these goals at the least

cost and risk to the federal government.

     This Notice is not intended to be a codification of existing HUD

policies which sets forth definitive standards to which all transactions

must strictly adhere.  HUD has in the past and expects in the future to

waive various parameters of the guidelines described in this Notice on

particular transactions where HUD believes that such variations are legally

permissible and desirable.  In addition, this Notice is not intended to

imply that HUD would necessarily object to previously closed transactions

which do not conform to the guidelines described herein.  Absent

exceptional circumstances, it is not HUD's intention to reexamine

previously closed transactions to determine the extent to which they may or

may not have adhered to these guidelines.  Instead, the Notice is intended

to give general guidance to industry participants on certain parameters

which have been present in refunding transactions which HUD has approved in

past transactions and which HUD intends generally to approve in future

transactions, absent special circumstances which lead HUD to conclude that

approval of a particular transaction is not required and is not in the best

interests of the federal government.

     This Notice also does not purport to contain a comprehensive

description of HUD's policies regarding state housing finance agency

refundings of bonds issued to finance 100% Section 8 subsidized projects.

Such transactions are governed in part by rules, regulations and precedents

which do not apply to non-state HFA transactions.  On the other hand, HUD

believes that many of the guidelines set forth in this Notice should apply

to state HFA transactions.  While, as noted above, HUD does not intend to

reopen past transactions in the absence of exceptional circumstances, HUD

does reserve the right to apply these policies to future transactions where

it deems such application to be appropriate, and HUD encourages state HFAs

to discuss in advance transactions which they believe may not be required

to comply with these guidelines.  In situations where the applicability of

certain requirements may be unclear, HUD may approve transactions with both

state and local HFAs which do not meet one or more of the guidelines

described in this Notice, where HUD believes it is legally permissible for

it to do so and where HUD concurs in the objectives and effects of the

proposed transaction.

     It is also important to state that the policy changes announced in

this Notice are by their nature more "evolutionary" than "revolutionary."

HUD's objective in the evaluation of its policies which lead to the

production of this Notice has been to identify positive changes which can

be made in its policies on bond refunding transactions without legislative,

regulatory or other significant changes which would involve much greater

expenditure of HUD resources, uncertainty in outcome and significant

potential delay.  Notwithstanding the limited scope of this undertaking,

HUD solicits continuing recommendations from the industry on how its

general policies on bond refunding transactions may be further improved and

is open to continuing changes in those policies.

                                   2

B.   Major Types of Bond Refunding Transactions.

     This Notice addresses several major categories of bond refundings in

which HUD has become involved.

     1.   "11(b) Refundings."

     The first major component consists of refundings, addressed in Part II

of this Notice, of prior tax exempt bonds issued to provide funding for

100% Section 8 subsidized projects (so-called "11(b)" refundings, although

some of the prior bonds and most of the refunding bonds are issued under

Section 103 of the Internal Revenue Code).  Appendix A provides a very

broad categorization of the different types of 11(b) refunding

transactions.  Within this group, the vast majority of transactions involve

refundings of projects financed under the so-called "New Regs" adopted

under Section 11(b) and Section 8 during 1979 and 1980, including "FAF" and

"pre-FAF" deals, most of which are now covered under the sharing

arrangements provided by the McKinney Act.  These refundings are discussed

in Section II.A. of this Notice.  The much smaller group, with much lower

savings potential, consists of the "Old Regs" projects generally financed

from 1977 through 1979, which are addressed in Section II.B.

     2.   "Market Rate" Refundings.

     The second major category of refundings in which HUD has become

involved are various types of refundings of bonds issued to fund "market

rate" projects, with no Section 8 subsidy or only a partial (e.g., 20%)

subsidy, where the project loan was insured by FHA or coinsured by FHA and

a coinsurance lender under the former coinsurance program.  These

transactions are addressed in Part III of this Notice.  The most

immediately important transactions of this type are "default refundings" of

bond issues secured by insured or coinsured loans which have defaulted or

are in danger of doing so.  These are discussed in Section III.A of the

Notice.  HUD's criteria for so-called "fixed-rate to fixed-rate"

transactions of this type are well established and are set forth in Chapter

15 of Handbook 4350.1.  These transactions are discussed in Section III.A.2

of the Notice.  A top HUD priority in this area has been the development of

a general HUD policy with respect to variable rate refunding transactions.

Such a policy is announced in this Notice and discussed in Section III.A.3.

Finally, the requirements of the partial payment of claim ("PPC") program

sometimes used to address the problems of these projects are set forth in

Chapter 14 of Handbook 4350.1.  This program and certain shortcomings are

briefly discussed in Section III.A.4.

     The second major subcategory within the category of "market rate"

transactions is that of "optional call" current or advance refundings of

bonds issued to fund projects having insured or coinsured loans, which are

not in default or in imminent danger of doing so.  These transactions are

generally pursued by mortgagors for interest cost savings.  A primary focus

in these transactions should be developing policies to enhance the volume

of these refinancings, which lower the risk to the insurance funds, while

pursuing strategies to maximize the use of
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these facilities for the provision of housing to persons of very low, low

and low to moderate income.  These transactions are discussed in Section

III.B. of this Notice.

C.   Historical Background.

     Understanding HUD's present policies on multifamily housing bond

refundings and evaluating proposed changes in those policies requires some

understanding of the major financial, legal and other factors which

surrounded the issuance of the prior bonds which are the subject of these

refundings and restructurings.  This section sets forth a general

description of the evolution of the use of tax exempt bond financing in

connection with HUD's subsidy and insurance programs.

     Soon after the Section 8 subsidy assistance program was added to the

U. S. Housing Act of 1937 in 1974, investment bankers and housing finance

agencies developed methods of financing Section 8 new construction and

substantial rehab projects through the issuance of tax exempt bonds.  At

the state level, beginning in the mid-1970's, many state HFA's issued tax

exempt bonds to finance such projects under Section 103 of the Internal

Revenue Code of 1954.  These issues were generally backed by a pledge of

the Section 8 contracts and often by the full faith and credit, including

various reserves, of the agency.  The Bonds were often rated "A" and "AA"

based on those factors.  At the local level, beginning in 1977 local HFA's

or their nonprofit instrumentalities issued bonds under the Section 11(b)

of the U.S. Housing Act of 1937 and the Section 11(b) regulations adopted

August 3, 1977 (42 Fed Reg 39211) (the "Old 11(b) Regs").  The first such

locally issued bonds were generally secured by the Section 8 Contract, but

did not involve FHA insurance of the related mortgage loan.  Based on the

pledge of the Section 8 Contract and an expert feasibility study, Standard

& Poor's Corporation rated a number of these bonds issues "BBB" (family) or

"A" (elderly).  Typically the bonds were structured as a single term bond

and were often placed with insurance companies.  Bonds issued at this time

often bore interest at rates of 7.5% to 8.0%.

     In 1978, financing participants began to convert most non-state agency

Section 8 financings to a structure where the underlying mortgage loan on

the project was insured by FHA under Section 221(d)(3) (nonprofit sponsor)

or Section 221(d)(4) (profit-motivated, including limited-dividend,

sponsor) of the National Housing Act.  An "AAA" rating for these Bonds

could be obtained from Standard & Poor's by combining the FHA insurance

with a six-month debt service reserve fund and requiring affiliates of the

owners to post letters of credit to cover certain gap items in the

insurance (principally, negative arbitrage on the construction fund, a 1%

FHA assignment fee applicable if the bonds were issued under Section 103

rather than 11(b) of the U.S. Housing Act of 1937 and a 1%

overcollateralization to secure any loss on liquidation of debt service

reserve fund securities--often long term treasuries).  By 1979, most tax

exempt local agency financings of subsidized projects had converted to this

structure combining FHA insurance with the Section 8 subsidy.
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     A significant amount of Section 8 funding was allocated during 1979

and 1980 for projects all over the country, many of which were financed

under this structure.  For the larger segment of these deals closed in the

summer and fall of 1980, the interest rates on the bonds were in the

neighborhood of 10% to 10.75%, with the bonds being subject to optional

call in 10 years at 103% (usual best case) to 15 years at 105% (generally

the worst case).

     During this period, substantial changes occurred in both the 11(b)

regulations and the Section 8 regulations.  In response to a number of

perceived shortcomings in the Old 11(b) Regs, HUD published new regulations

for financings under Section 11(b), which became effective for projects for

which the Section 8 notification of selection of the preliminary proposal

was issued on or after April 5, 1979 (44 Fed Reg 12358) (the "New 11(b)

Regs").  The New 11(b) Regs, among other things, gave HUD greater control

over the content of the bond financing documents and the investment of

various funds held under the bond indentures, and provided that certain

excess funds held under the indentures when all of the bonds had been

repaid would revert to HUD.

     Considerable changes also occurred in the Section 8 regulations

relating to these projects during this period.  New Section 8 regulations

(the "New Section 8 Regs") became effective with respect to projects whose

Notification of Selection was issued for locally financed projects on or

after November 5, 1979 (new construction) and February 20, 1980

(substantial rehabilitation) and for state financed projects on or after

February 29, 1980.  Among other changes implemented in the New Section 8

Regs were (i) the provision of 20-year Section 8 contracts (instead of

5-year contracts with a right for the owner to opt out at the end of the

5-year term), (ii) imposition of limitations on distributions (other than

on small--less than 50-unit, or partially assisted, projects) to 6% on

elderly and 10% on family projects (as compared to unlimited distributions

under the Old Section 8 Regs) and (iii) creation of residual receipts

accounts for receipts in excess of the permitted limits on distributions.

     The watershed year for these changes was 1979.  Most of the projects

financed at the local level during this year were financed under the Old

11(b) Regs and subsidized under the Old Section 8 Regs (collectively, the

"Old Regs"), although some projects financed during this period may have

fallen under the New 11(b) Regs and the New Section 8 Regs (collectively,

the "New Regs").  Virtually all of the projects financed during the next

significant wave of 11(b) financings which occurred in 1980 were New Regs

projects in both respects.  Of the approximately 840,000 units on HUD's

books during 1993, it has been estimated that approximately 395,000 were

Old Section 8 Regs units and approximately 445,000 were New Section 8 Regs

units.  Of the Old Regs units, approximately 97,168 units (1,278 projects)

were state agency financed units, approximately 133,873 units (1,612

projects) were local agency FHA-insured units and approximately 122,603

(2,043 projects) were local agency non-FHA insured units. /1

__________________________

     1  Source:  Remarks by Charles L. Edson, April 16, 1993 NHLA

Conference on The Mature Section 8 Project, Los Angeles, California.
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     Because of the rise in interest rates which had begun when the Federal

Reserve raised the discount rate by a full point in October, 1979, most of

the Section 8 projects financed during 1980 received an additional Section

8 subsidy in the form of a financing adjustment ("FA"), which was required

in light of the fact that tax exempt rates for long-term "AAA"-rated tax

exempt housing bonds had risen from the 7.5% - 8.0% range to around 10.5%

by the fall of 1980.  However, the regulations implementing the FA imposed

substantially no requirements regarding the refunding of bonds issued under

that program.

     The following year --1981-- witnessed a continuation of one of the

steepest climbs in interest rates experienced in the United States in

recent history.  By January, 1982, the Bond Buyer 20-bond index had almost

doubled from its pre-1979 level, hitting a record of 13.44%.  As a result

the Section 8 subsidies which had previously been allocated to a number of

projects, even under the FA program, were no longer adequate to raise the

mortgage loan interest rates to the levels necessary to permit bonds to be

sold to finance the projects.  In response to this development, in November

of 1981 HUD promulgated a new "Financing Adjustment Factor" or so-called

"FAF", which provided additional Section 8 subsidies to address this

problem.  In return, HUD required owners in their Section 8 Contracts and

issuers under a separate side letter agreement, to agree to participate in

a refunding of the bonds issued to finance these projects when market

conditions would permit, and to agree that the savings from these

refundings would go to the federal government.

     The adoption of the FAF, in conjunction with the substantial base

level Section 8 funding which remained available during 1982, resulted in a

surge of bond-financed Section 8 subsidized projects being financed during

this year.  While a few projects were financed during the last calendar

quarter of 1982 and during 1983, for all practical purposes, new fundings

under the new construction and sub rehab Section 8 program came to a halt

after the end of the federal government's fiscal year on September 30,

1982.

     On the other hand, the use of FHA insurance in connection with the

financing of market rate projects in conjunction with tax exempt bonds

continued at a rapid pace during the years 1982 through 1985.  Moreover,

beginning in 1983, coinsured mortgage loans coupled with the issuance of

GNMA securities, were used to provide the credit enhancement for a large

number of issues, so that at least several hundred tax exempt multifamily

housing bond issues backed by FHA insured or coinsured mortgage loans on

market rate projects came to market during this period.  By the time tax

reform and related market factors caused the new issue market to largely

dry up in 1986 and 1987, Standard & Poor's had published ratings on over

600 issues backed by FHA insurance and/or coinsurance (including both

market rate and Section 8 subsidized issues); by the end of 1991, this

figure stood at over 1,200.

     As early as 1986, it became clear that certain apartment markets were

in a virtual state of free-fall, in terms of soaring vacancy rates and

declining rents.  For example, by 1986, vacancies in the Houston, Texas

market had climbed to almost 30% from almost no vacancies in the early

1980's, and rents per unit had declined to less than 50% of their highs

before the oil price decline which began in 1983.  This pattern was

experienced in many major markets
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throughout the United States and resulted in a large number of the

nonsubsidized multifamily projects which were financed with fixed rate tax

exempt bonds during the period from 1982 through 1986 being unable to cover

their operating expenses and required debt service on their loans.  Over

60% of the HUD coinsured loans defaulted during the period after 1986, and

a high percentage of the fully insured loans have done so or are in danger

of doing so.  On the other hand, HUD statistics indicate that a very small

percentage of the 100% Section 8 subsidized projects have defaulted (less

than one half of one percent according to early HUD statistics).

     During this period the dramatic decline in interest rates which has

occurred over the past 14 years has seen the Bond Buyer 20-Bond index hit a

20-year low at 5.20% on October 14, 1993; and the index still stood at a

relatively low 7.06% as of November 18, 1994.  This dramatic decline in

rates has presented significant opportunities for the refunding of both the

high interest rate bonds issued to finance the Section 8 subsidized

pipeline of deals from the 1977 - 1985 era, as well as the ability through

"default" refundings and similar work-out financings to provide relief for

much of the distressed pipeline of FHA insured and coinsured market rate

projects financed with tax exempt bonds during the 1982-1986 period.
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          II.  "11(b) REFUNDINGS" -- REFUNDINGS OF BONDS ISSUED

                         TO FINANCE 100% SECTION 8

                            SUBSIDIZED PROJECTS.

     From 1983 through 1988 various investment bankers, issuers and owners

submitted a variety of proposals to HUD for the refunding of the high

interest rate bonds issued from 1979 through 1985 to finance 100% Section 8

subsidized projects (commonly referred to as "11(b) Refundings").  On March

19, 1987, HUD issued a directive for issuers to submit taxable refunding

proposals, and on December 14, 1988, HUD issued a further directive

authorizing tax exempt advance refundings under a special transition rule

which had been included in the Tax Reform Act of 1986 ( 1317(49)). /2 The

first such refunding -- a 17-project pool for the Ohio Housing Finance

Agency -- was closed in May, 1989, and a continuous string of refundings of

both FAF and non-FAF projects has continued over the past five years.

     The history of these prior bond issues is described in Section I.C.

above, and the structure of a typical local HFA 11(b) refunding is

described in Appendix B.  State HFA refundings have often been structured

in a manner similar to the original financings -- that is, secured by a

combination of a pledge of the Section 8 Contracts and, if applicable, FHA

insured mortgage loans and the State HFA's reserves and general credit.

Although some HUD information indicates that the State HFA refunding

program is largely complete, the National Council of State Housing Agencies

and counsel to certain State HFAs estimate that as much as $1.0 billion of

such bonds remain to be refunded.

     One lawyer experienced in these transactions has described the

objectives of HUD, bond issuers and owners in these refundings as follows:

          "a.  HUD wants to reduce subsidy costs, recover surpluses to

     which it is entitled, minimize its mortgage insurance risk, extend the

     period of low-income use, and improve projects' physical condition.

          b.   Bond issuers want to obtain the maximum "spread" upon

     refunding, benefit from the McKinney Act split of refunding savings

     (where available), preserve projects for long-term low-income use, and

     provide assistance to other low-income properties, whether to-be-built

     or already in their inventories.

________________________

     2  This transition rule expired on December 31, 1990.  Absent such a

rule, federal tax law permits "current" refundings -- that is, refundings

when the bonds are issued no more than 90 days before the prior bonds are

redeemed -- to be issued on a tax exempt basis where the project is owned

by a profit motivated sponsor.  Tax exempt "advance" refundings (i.e.,

refundings in which the refunding bonds are issued more than 90 days prior

to retirement of prior bonds) are not permitted under Section 103 for

projects owned by profit-motivated sponsors.  Tax exempt advance refundings

are permitted where the project is owned by a Section 501(c)(3) corporation

or by a housing authority or other governmental body.
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          c.  Owners want to maximize cash flow, obtain release of reserves

     and residual receipts, use cash flow to finance equity take-outs,

     reduce debt service for the period after the HAP contract expires, and

     offset phantom income. /3 "

A.   Refundings of "New Regs" Projects (FAF and Non-FAF).

     1.   Present HUD Policies.

     In the early stages of the 11(b) refunding program, HUD took the

position that the federal government, and not issuers or project owners,

was intended to be the beneficiary of refundings of bonds issued to finance

"New Regs" projects, which include most of the properties financed since

1979.  HUD based this position on various provisions in the New Section 8

Regs and related HAP Contracts and New 11(b) Regs, and has enforced its

view through various provisions of the New Regs which give HUD the right to

approve any pledge of the HAP Contract, to control reserves and other funds

and accounts, to prohibit or consent to refundings or prepayments of 11(b)

obligations and similar provisions.  HUD has been especially adamant in

this position on FAF, as compared to non-FAF financings, where the FAF

regulations and HAP Contract generally contained provisions pursuant to

which the issuer and the owner had agreed to participate in a refunding for

the benefit of the federal government if circumstances later permitted such

a transaction.

     HUD's present policies provide a range of incentives to issuers and

owners for participating in refundings of "New Regs" deals.

          a.  Issuer Incentives.  In 1988, state housing finance agencies

were successful in getting Congress to pass an amendment to the Stewart B.

McKinney Homeless Assistance Act in 1987 (the "McKinney Act") pursuant to

which state housing finance agencies became entitled to share in 50% of the

savings from refundings of "state financed projects" which had received the

Financing Adjustment Factor, so long as they agreed to use their share of

those savings to provide housing for persons of very low income under an

approved McKinney Act Refunding Agreement and Housing Plan.  State housing

finance agencies have also been allowed to charge an ongoing fee called a

"state agency override" of up to 150 basis points in bond yield per year on

such financings originally financed under Section 103 (as compared to

Section 11(b)), based on fees which state HFA's unlike local 11(b) issuers,

were often allowed to charge on the original bond financings under Section

103 for Section 8 assisted projects.  In the recent past, HUD has taken the

position that on future deals, State HFA's would be entitled to an

administrative override or fees for administering HAP Contracts on the

projects being refunded, but not both.

_________________________

     3  "...The term 'phantom income' is used to refer to income received

by a project's owners which is taxable to the owners but does not produce

actual cash.  The two primary sources of phantom income on Section 8

projects are the amortization component of debt service and cash flow which

cannot be distributed because of program restrictions."  This commentator

states that "[t]he latter can produce hundreds of thousands of dollars of

tax liability to a particular partnership without providing cash to pay the

taxes."
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     However, when the first local agency financings were closed in 1989,

the only incentives permitted to local issuers and their parent entities

were the payment of small upfront fees, which had to come out of the

allowed scale for underwriting discount and costs of issuance, described

below, and the knowledge that they had satisfied any obligation they may

have had on FAF financings to participate in such a refunding transaction.

     Under amendments to the McKinney Act passed in 1992, Congress amended

the McKinney Act to permit local issuers, like state issuers, to share in

50% of the savings on FAF and non-FAF refundings closed on or after January

1, 1992, for projects with new construction or substantial rehabilitation

Section 8 contracts entered into in the years 1979 through 1984, so long as

they enter into a McKinney Act Refunding Agreement and Housing Plan with

respect to the use of those savings to provide housing for persons of very

low income.  Congress has now appropriated funds to fund these amendments

to the Act.

     As a result, local issuers and state issuers can now participate in

refundings of FAF and non-FAF deals, knowing that they can lock in a

substantial stream of savings to be used for very low income housing and

that the money has already been set aside to fund those payments.  Since

these refundings often produce net present value savings after costs of 6

or 8% to 20% or more, the ability of issuers to share in this stream of

savings has proven to be a powerful incentive for most state and local

issuers to participate in FAF refundings.  Because of the availability of

this substantial issuer incentive, HUD moved in January of 1993 to prohibit

any other incentive fee payments to issuers on FAF or non-FAF refundings

(other than the "override" on state agencies deals, which is still

permitted to the extent described above).  Issuers and their parents can

still recover their actual costs of the transaction out of the permitted

upfront cost of issuance allowance.

          b.  Owner Incentives.  There are presently several incentives for

project owners to participate in 11(b) refundings, although most owners are

disappointed to learn that they cannot share directly in the substantial

savings realized prior to expiration of the HAP Contract, and there is a

widespread belief that these incentives may not entice most of the

remaining owners whose projects have not been refunded to participate in

the 11(b) refunding program.  The first incentive is that to the extent the

owner or an affiliate deposited with the prior trustee any cash or letters

of credit which were posted to cover "gap items" on the bond side of the

deal of the prior bonds (as compared to FHA required reserves, which are

not affected), and if the owner can document that those deposits, if

provided in the form of letters of credit, were not cashed, then this money

can be released back to the owner or his affiliate to the extent not

previously reimbursed.  Second, a participating Owner obtains an assured

drop in the interest rate on his 40-year mortgage loan at the end of the

HAP Contract to about 7.0% to 7.5% or so under current market conditions

(or slightly higher to the extent of a state agency override), with the

cost of that transaction being covered from the transaction.

     For non-FAF projects, HUD formerly permitted up to 40% of the savings

to be deposited into a special account under the Indenture to be released

to the Replacement Reserve Account for the Project upon the approval of the

local HUD office to the extent needed for the repair or
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replacement of various components of the Project.  Since the spring of

1992, HUD ceased consenting to allowing a flat percentage of savings to be

set aside for repairs.  However, HUD has agreed to permit an owner to be

reimbursed for the cost of addressing extraordinary maintenance or security

needs of the project, and now generally insists that any unusual project

physical needs be addressed and that all project reserves be fully funded

before approving the structure of a proposed refunding.  As a general rule,

HUD will approve the setting aside of moneys for repairs or improvements

where the necessity of the past or proposed repairs has been verified by

the HUD field office having responsibility for the project, where the owner

has submitted detailed invoices or engineering or similar reports

justifying the magnitude of the past or proposed expenditure and where the

HUD field office and the servicer can verify to HUD Central that there are

not sufficient funds available in the Reserve for Replacements or otherwise

which can be used for this purpose.  HUD Central has also, on occasion,

approved the reimbursement to owners of post-final endorsement funds spent

to complete a project or otherwise required to be spent on the project.

Such requests for sharing have sometimes taken from 6 to 8 weeks to process

through the local HUD field office and HUD Central, if the project has a

current inspection on file and the costs are well documented, and somewhat

longer in some circumstances, depending on a number of factors.

          c.  Owner Obligations.  In return for the above incentives, the

project owner has generally been asked to extend the optional prepayment

lock-out on the mortgage loan until the end of the HAP Contract.  This

protects the non-asset bonds typically issued in an 11(b) refunding and

enhances the marketing of the Bonds.  There is little realistic cost to

this from the owner's perspective, since the owner's option to prepay the

loan or otherwise refinance the project to his benefit prior to the

expiration of the HAP Contract is usually severely limited and subject to

HUD approval under the terms of the HAP Contract.  Such refundings have

therefore been attractive to many owners because of the prospect of locking

in a usually dramatic reduction in the interest rate on the project loan at

the end of the HAP Contract, even if a case cannot be made for the project

to share immediately in a portion of the savings.

     On the other hand, a number of general partners and several

syndicators have been very vocal in opposing refunding of FAF and non-FAF

projects where the owners and their partners do not obtain more immediate

and more substantial benefits.  Their belief is that many partners in those

projects did not receive many of the tax benefits and other advantages they

anticipated when the projects were financed, and the failure of the federal

government to share with owners more of the benefits of these refundings is

yet one more example of the unfairness which has been visited on them in

connection with these projects.  In a few instances where owners have

objected to refundings on this basis, a promise by the issuer to devote a

part of its share of McKinney Act savings to the project being financed,

which HUD generally supports, has been successful in gaining the owner's

cooperation in the refunding.

     In some instances, when owners have refused to extend prepayment

lock-outs, and where HUD has the right in the mortgage note or other

documents to consent to any optional prepayment of the loan, HUD has agreed

to withhold that consent for the period when any non-asset refunding bonds

will remain outstanding (but generally not beyond the expiration of the
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HAP Contract).  These agreements have most often been entered into on FAF

deals, where HUD believes owners have a greater obligation to cooperate

with the refunding.  These agreements have spawned some litigation and

vocal objections by a number of owners and syndicators, especially on

non-FAF deals.

          d.  Cost of Issuance Guidelines.  In January of 1993, HUD

promulgated a new scale for an underwriting discount and cost of issuance

allowance on all 11(b) refundings, which is computed on the total amount of

all refunding bonds (tax exempt and taxable), as follows:

     Refundings of $5.0 million or less:

          Under $1.5 million                      4.5%*

          Over $1.5 million to $5.0 million       4.5% of 1st $1.5 million

                                                       + 3.5% of amount

                                                       over $1.5 million

     Refundings of over $5.0 million:

          3.5% of first $5.0 million plus:   3.0% of next $5.0 million

                                             2.5% of next $5.0 million

                                             2.0% of the next 10.0 million

                                             1.5% of the next $50.0 million

                                             1.0% of the amount above

                                             $75.0 million

* On extremely small deals, HUD has recognized and approved costs of

issuance and discount of around $65,000, even if the scale produces a

smaller number.  HUD reviews the individual components of costs and

approves them on a case-by-case basis for these transactions.  This scale

basically lowered the prior HUD scale by 0.5% across the board, and reduced

the steps on deals above $5.0 million from $10.0 million increments to $5.0

million increments.  As is discussed further below, HUD is now proposing to

raise this minimum allowance for small transactions to $100,000.

     In January of 1993, HUD began to prohibit the payment of any type of

incentive fees to issuers or parent entities in these transactions, in

light of their ability to share in savings under the McKinney Act.  The

issuer and parent incentive fee prohibition has not prevented the upfront

reimbursement of any issuer or parent for actual out-of-pocket expenses

incurred by them in connection with the bonds or the prior bonds, so long

as the reimbursement fits within the sliding scale.  This prohibition also

has not prohibited the payment of fees to owners from the sliding scale to

encourage their participation in these financings, although the reduced

sliding scale rarely leaves much money available for this purpose,

especially on smaller transactions such as many of the refundings left in

the 11(b) pipeline.

     The sliding scale allowance generally does not include monies paid to

the credit enhancer for the issue.  As noted in Appendix B, both Fannie Mae

and MBIA provide credit enhancement for these refundings.  Fannie Mae

charges 1.3% of the original principal amount of the Bonds
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up-front plus the greater of $10,000 or 0.2% for its lawyers, and a $2,500

per project inspection fee.  The rating agency fee does have to come out of

the sliding scale allowance.  No S&P surveillance fee is charged on Fannie

Mae deals.  (Fannie Mae also requires that its ongoing annual fee of .15%

of the Bonds be paid in advance through the first interest payment date,

but this does not come out of the allowance).  MBIA charges 1.5% of the

Bonds upfront and generally $10,000 to $15,000 for attorneys fees.  Two

rating agency fees are required (S&P and Moody's -- under MBIA's rating

agreements with these two agencies) but there is no rating review with MBIA

insurance (which reduces processing time), and one of these two fees can be

covered out of the "B Bonds" without cutting the HUD allowance for discount

and costs (i.e., one of the two fees will be treated as credit enhancement

outside the sliding scale allowance).  MBIA charges no on-going fee, but

its cash flow requirements are somewhat more rigorous, making the two deals

roughly comparable alternatives in many situations.

     2.   Current Status.

     The Financial Services Division has provided two lists of 11(b) bond

issues:  (1) a list compiled by the office at HUD Central which allocated

FAF funds and which is believed to represent 80% to 90% of the FAF deals

which were funded by HUD and (2) a list which shows all bond financed HUD

insured loans for 100% Section 8 subsidized projects financed under Section

103 or 11(b) during the years 1979 through 1984.  The first list contains

348 prior bond issues with an aggregate principal amount of approximately

$1.26 billion.  Of this amount, 288 issues aggregating approximately $1.0

billion, or approximately 79% of the total dollar amount have been

refunded.  Another 60 prior issues aggregating approximately $260 million,

or approximately 21% of the total dollar amount, have not yet been

refunded.

     The second list may be a very rough approximation of McKinney Act

deals (note: Section 8-backed uninsured deals are not included).  This list

contains 399 projects having an aggregate original mortgage amount of

approximately $1.44 billion.  Of this list, 243 loans aggregating

approximately $872 million, or approximately 61% of the total dollar

volume, have been refunded.  Another 156 project loans aggregating

approximately $568 million, or approximately 39% of the total, have not

been refunded.  While HUD has not been able to reconcile these lists, the

above analysis does tend to confirm the general belief at HUD that a

substantial majority of the FAF pipeline has been refunded; whereas, it

appears that a much lower percentage, probably well less than one-half, of

the "non-FAF" New Regs deals have been refunded.

     3.   Changes and Clarifications in HUD Policies.

          There have been a number of suggestions offered to HUD on how

participation of issuers /4 and owners in "New Regs" Section 11(b)

refundings might be expanded.  Some of

_________________________

     4  This refers largely to local issuers, since, as noted above, the

belief at HUD is that a very high percentage of the State HFA New Regs

deals, especially those financed under the FAF, have now been refunded.
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these suggestions have fallen under the category of implying sanctions,

particularly on FAF deals, on issuers and owners who do not refund.  More

of them suggest offering additional incentives, especially to owners, to

participate in the program.  One experienced practitioner has observed that

owner's incentives to refinance are much different on New Regs projects

than on Old Regs projects:

          "Old Regulations projects, for example, can use

          refunding/refinancing as a means of generating additional

          distributable cash or to finance an equity take-out.  Conversely,

          owners of New Regulations projects which are already generating

          maximum distributable cash will have little incentive to

          refinance, however much it would benefit HUD or the projects,

          unless they are permitted some additional distributions.

          Moreover, owners of New Regulations projects will often face more

          severe phantom income problems than owners of older projects."

     HUD has reviewed a number of recommended changes in the 11(b)

refunding program.  Many such recommended changes would require changes in

statutes and regulations.  While HUD has proposed certain changes of this

type and may consider pursuing other such changes at a later time, this

Notice focuses on several changes which HUD believes are desirable

enhancements to the 11(b) refunding program and are within its power to

implement without such far-reaching efforts.

Communication to Issuers and Owners Regarding

Refunding Obligations on FAF Projects

     There is virtually universal agreement that it should not be necessary

or appropriate for HUD to offer significant additional incentives for

issuers or substantial additional incentives for owners to participate in

FAF refundings.  Almost everyone agrees that major incentives already exist

under the McKinney Act for issuers to participate in these transactions.

Moreover, there appears to be widespread agreement that HUD has a clear

right in the 1981 FAF regulations and the related project documents to

require reduction in contract rents or otherwise to recapture contract

authority where a FAF refunding or refinancing lowers the mortgage rate.

Even private industry participants who argue forcefully on behalf of

issuers' and owners' rights in non-FAF refundings generally agree that HUD

should not provide significant new incentives to recalcitrant owners on FAF

refundings.  The general view appears to be that this is an area where HUD

quite clearly set policy in advance, provided a major benefit to owners and

obtained agreement from the owners to participate in a refunding to provide

savings for the federal government.  In one commentator's words, "to reward

resisting owners for their bad faith would be foolish."

     HUD believes that a further communication from HUD to issuers and

owners who have not refunded FAF deals is appropriate at this time.  More

than five years have passed since HUD's general memorandum instructing

issuers and owners to submit tax exempt refunding proposals on FAF

transactions, and HUD believes it is appropriate to request explanation as

to
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why issuers and owners who have not participated in refundings of prior FAF

deals have not done so.  Appendix C to this Notice sets forth a draft

memorandum which HUD is preparing to send to PHA's who issued non-refunded

FAF bonds.  HUD intends to send a similar letter to Owners of FAF assisted

projects who have not yet refunded or refinanced.

     This Notice reminds issuers (and will remind owners) of their

obligations to refund, requests an explanation (within 30 days of the date

of the memo), of why unrefunded projects have not been refunded, reminds

issuers and owners of incentives which are available under the 11(b)

refunding program and offers HUD's assistance to issuers and owners in

completing the FAF refunding process.

Increased Costs of Issuance Allowance for Small 11(b) Refundings

     HUD has also determined that it is in the best interests of HUD and

the federal government to increase the cost of issuance allowance for small

11(b) refundings.  As indicated above, HUD believes that over one half of

the remaining pipeline of FAF projects consist of bond issues of $2.0

million or less.  HUD further believes that many of these issues have

unique structural aspects or other circumstances which have made it more

difficult for financing participants to complete the refunding of these

obligations.  While HUD does not believe that these aspects in most cases

relieve issuers and owners of their obligations to refund FAF transactions,

it nonetheless recognizes that these circumstances combined with the

smaller size of many of these issues may be a material impediment to the

economic incentives of various participants to pursue completion of this

segment of the 11(b) refunding pipeline.

     As a result, HUD is revising its sliding scale for costs of issuance

on small 11(b) refunding transactions, as is announced in the memorandum

attached as Appendix C.  This scale will apply to all Section 8 bond

refundings which require HUD approval -- both FAF and non-FAF.  The new

ceiling will allow, for refundings of less than $5.0 million, a cost of

issuance allowance equal to the greater of (i) $100,000 or (ii) 4.5% of the

first $1.5 million of refunding bonds and (iii) 3.5% of the balance.  This

effectively raises the minimum allowance on extremely small refundings from

$65,000 under HUD's prior guidelines to $100,000.  This policy will be

effective for refundings for which a "terms and conditions approval" letter

or "marketing letter" has not been issued by HUD prior to the date of the

memo attached as Appendix C.  Within these limits, issuers and private

parties to the transaction may, as before, negotiate fees to pay their

costs of cooperating in the refunding.  However, no incentive fee other

than reimbursement of actual costs (and, where applicable, a permitted

state agency override) may be collected by an issuer which shares McKinney

Act savings.

     HUD hopes that its providing these additional funds for this class of

transactions will facilitate issuers and owners fulfilling their

obligations to complete the refunding of the FAF pipeline, and that this

may provide an additional level of incentives to owners and others to

cooperate in the refunding of many remaining non-FAF deals.
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HUD Policy on Project Repairs and Improvements and Funding of Project

Reserves

     HUD wants issuers and owners to be aware that HUD's first priority in

all 11(b) refunding transactions is to assure that monies are set aside

from any refunding transaction to assure the physical soundness of the

project, both in the immediate future and through the period through the

expiration of the HAP Contract, and to fully fund all project reserves.  At

present, HUD believes there is a great deal of confusion, both inside HUD

and outside of HUD, as to the circumstances under which HUD will allow

monies from prior indentures and/or refunding bond proceeds be set aside

for these purposes.  HUD's present policy on these expenditures is as

follows:

     HUD will permit funds from liquidation of debt service reserve funds

     (to which HUD generally is entitled on New Regs deals, and thus has

     the right to allocate through appropriate waivers) and/or proceeds of

     additional bonds (often taxable "non-asset" bonds) to be set aside in

     the Reserve for Replacements or another separate account to fund any

     deficits in the Project reserves approved by HUD and/or to be used for

     project repairs or improvements or to fully fund the Reserve for

     Replacements, so long as the HUD Field Office having jurisdiction over

     the project has reviewed any proposed repairs or improvements and

     concurs with the owner's representations that:

               (1)  the repairs or improvements are reasonably required in

          order to ensure the physical soundness of the project and its use

          to provide decent, safe and sanitary housing for project tenants;

               (2)  the amount proposed to be spent for each repair or

          improvement is reasonable, based on sound estimates supported by

          independent third-party bids or having some other reasonable

          basis; and

               (3)  the amounts presently on deposit or expected to be

          available in the Reserve for Replacements for the Project are not

          sufficient to cover the proposed expenditures.

     HUD desires to emphasize that there is no set dollar limit or

percentage of savings which will be approved for this use.  Specifically,

the amount which may be set aside for these purposes is not limited to 10%

of savings or any other dollar amount or percentage.  Instead, the amount

approved for this purpose will depend upon the demonstrated needs of the

project or projects in question as determined by the issuer and owner and

approved by the appropriate HUD Field Office.

     Previously, there has been some confusion as to whether, under the

terms of the McKinney Act, funds for the above purposes can be set aside on

McKinney Act deals (which is virtually the entire universe) from funds held

under the prior indenture, proceeds of additional (often taxable) refunding

bonds, mortgage loan increases or other such obligations, or whether,
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on the other hand, such arrangements might be prohibited by the McKinney

Act because they have the economic effect of reducing the McKinney Act

savings which otherwise would be available to be shared by participating

issuers and the U.S. Treasury.  HUD's Office of the General Counsel has now

determined that amendments to the McKinney Act made in 1992 provide HUD

with the authority to consent to the types of arrangements described above,

even on McKinney Act transactions.  Of course, tax exempt refundings may

not generally be undertaken without the consent, cooperation and

involvement of the issuer.  Thus, even though HUD has the legal authority

to determine available savings, as a practical matter the cooperation of

the issuer and its concurrence in any refunding structure will generally be

required in refunding transactions which take advantage of the lower rates

generally available from tax exempt financing.

     HUD strongly believes that placing a high priority on this use of

funds available from refunding transactions serves a wide range of

objectives.  First, it provides tenants with a higher quality of housing,

while also providing the owner with a more valuable project at the end of

the HAP Contract.  Second, it further reduces the risk to the federal

government on any FHA-insured loan which might exceed the life of the HAP

Contract and should reduce the cost to the federal government of providing

further incentives following the expiration of the HAP contract to enable

the owner to maintain the housing for persons of very low income without

incurring the cost of substantial unfunded additional repairs and

rehabilitation, which would inevitably be reflected in any further HUD

subsidy.  The provision of a high quality of housing also fulfills a

primary goal of state and local housing finance agencies.

Limited Sharing of Savings with Owners on Non-FAF Refundings

     HUD has also determined that it is appropriate to offer limited

additional incentives to owners who agree to participate in refunding of

non-FAF projects.  Under this proposal, HUD will extend to non-FAF projects

an arrangement to share in savings from refunding transactions on a basis

similar to that recently approved by HUD on refinancings under Section

223(a)(7), which is described below.

     For some time, HUD has taken the position that it has the legal right

to reduce HAP Contract Payments to reflect savings in debt service from

various types of refunding or refinancing transactions.  While a number of

attorneys representing issuers, owners and others have disputed the legal

basis for this position on the part of HUD, HUD has not previously and is

not now abandoning its position regarding its legal rights to reduce

contract rents under these circumstances.

     Notwithstanding this position, HUD has recently made substantial

revisions to its policies regarding reduction of HAP Contract payments on

FHA insured loans which are refinanced under the Section 223(a)(7) program,

as is further described in the excerpt from Mortgagee Letter 94-17 attached

as Appendix D.  In general, under this new policy, where HUD insures a loan

under Section 223(a)(7) for a project receiving a project-based subsidy on

less than 50% of the units, except as described below, HUD has announced

that there will be no subsequent
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adjustment in payments under the HAP Contract as a result of the debt

service savings achieved from the refunding or refinancing.  In a project

with 50% or more of the units having project-based Section 8 assistance,

HUD will make an adjustment in the future HAP Contract payments so that 50%

of the savings in debt service on the subsidized units would effectively be

recaptured through the reduction; the remaining 50% of savings from

reduction in debt service on the subsidized units would be allowed to flow

through to the project account.

     As an example of how the new policy works, one might assume that a

$5.0 million FHA insured loan on a project receiving a project-based

Section 8 subsidy on 60% of the units is being refinanced, that the new

loan is being insured under Section 223(a)(7) and that the interest rate on

the loan is being reduced from 10% to 8% in the refinancing without any

extension of maturity.  As a result, let us assume that the financing

provides roughly a 20% savings in debt service.  Ignoring the effects of

any difference in principal amortization, the debt service savings would

thus be roughly $100,000 per year.  The debt service savings attributable

to the subsidized units would be 60% of this amount, or $60,000.  Under the

new policy, the owner's HAP Contract would be adjusted so that there would

be reduction in HAP Contract payments of approximately $30,000 per year.

The remaining $30,000 per year of savings would be allowed to flow through

to the project account.

     The rationale for this policy change is that by allowing projects to

immediately share in the benefits of these types of refinancings, HUD will

encourage owners to seek out ways to take advantage of the relatively low

current level of interest rates to reduce the debt service burden on their

projects.  This will reduce the risk of these loans to the FHA insurance

pool while also achieving some immediate savings in Section 8 subsidy for

the benefit of the federal government, as well as the projects.

     While Mortgagee Letter 94-17 does not expressly so state, it is HUD's

intention that the sharing arrangements announced in Mortgagee Letter 94-17

will not be available for the refinancing of projects which received

financing under the FAF program, whether or not the proposed refinancing

under Section 223(a)(7) involves the issuance of tax exempt refunding

bonds.  It is also HUD's policy, as a general matter, that HUD will not

approve the use of Section 223(a)(7) to refinance loans on non-FAF Section

8 subsidized bond financed projects, unless those transactions conform to

the additional requirements set forth below.

     Moreover, as a general rule, HUD will not approve proposals to

refinance loans under Section 223(a)(7), where the loans proposed to be

refinanced secure refunding bond issues which have been closed in

accordance with HUD's 11(b) refunding program.  While the circumstances may

vary from case to case, HUD believes that in most such instances any

refinancing of such a loan under Section 223(a)(7) may lead to violation of

the bond or other documents relating to the closed refundings, the McKinney

Act Refunding Agreements which may have been entered into, and other

agreements relating to the prior bond refunding, or might otherwise violate

the rights of state or local issuers who participated in such refundings.

While HUD may entertain exceptions to this general rule under special

circumstances, in most cases HUD will not approve
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applications for mortgage insurance under Section 223(a)(7) to refinance

loans securing refunding bonds issued under HUD's 11(b) refunding programs.

     On the other hand, HUD has determined to extend the above policy of

sharing of potential savings to future refundings of Section 8 subsidized

non-FAF projects, where the Owner will enter into a HUD Use Agreement which

provides for the continued low income occupancy of the project for a period

of at least ten years following the expiration of the HAP Contract.  Under

the Use Agreement, the Owner agrees to maintain occupancy of the project

(or the previously subsidized units in the Project) by Section 8 income

eligible tenants (i.e., income not in excess of 50% of area median gross

income of a household of appropriate size based upon the number of bedrooms

per unit) at "Restricted Rents" for 10 years following the expiration of

the HAP Contract.  "Restricted Rents" for this purpose is defined as 30% of

50% of area median gross income of a household of appropriate size based

upon the number of bedrooms per unit.  A sample Use Agreement is attached

as Appendix E to this Notice.

     At the present time, HUD does not propose to make adjustments which

would allow relief from the limited dividend requirements to which New

Section 8 Regs projects are subject.  While HUD is sympathetic to the

desire of such project owners for increased returns, it believes that its

changing current policies to provide general relief from the dividend

limitation on these projects raises regulatory questions and other

substantial questions outside the Bond refunding area, which HUD believes

it is not in a position to address in the context of its effort to improve

its bond refunding policies.  Thus, while this policy may provide immediate

advantage to partially subsidized "Old Section 8 Regs" projects and to "New

Section 8 Regs" projects which are not achieving their limited dividend, it

may or may not be attractive to owners of New Section 8 Regs Projects which

are achieving their full limited dividend in light of phantom income

problems which might result from increased cash flowing into the project

account under this policy.  In limited cases, HUD has previously granted a

regulatory waiver from the limited dividend restrictions for certain

projects on a case-to-case basis, and HUD may do so again in the future.

     Of course, in approving requests by Owners for application of this

policy, HUD intends to also take into account the rights which state and

local housing finance agencies may have under applicable laws, regulations

or financing documents to approve refunding transactions and/or to direct

the use of savings from such transactions.  As a general matter, HUD will

condition its consenting to make these arrangements available to a

particular transaction on the issuer's consenting to the proposed

transaction.  HUD expects that issuers may in some cases condition their

willingness to issue tax exempt refunding bonds on a willingness of the

owner or owners involved to accept a lower level of savings on non-FAF

refundings than the maximum percentage of the potential savings permitted

under the Section 223(a)(7) policy (i.e., 50% of potential savings for 50%

or greater subsidized projects or 100% of potential savings for less than

50% subsidized projects).  Allocation of 50% (or 100%) of the potential

savings to the project account in a non-FAF bond refunding transaction

subject to the McKinney Act would result in the issuer and the U.S.

Treasury each receiving 25% (or none) of the total potential savings from

the refunding.  Especially in transactions where a portion of the savings

have been
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allocated to project repairs and improvements or to replenish project

reserves, as discussed above, issuers may conclude that splitting 50% of

the savings (or receiving no savings) may be an insufficient incentive for

them to provide tax exempt refinancing.  In these cases, HUD will permit

owners to share in a level of the potential savings on non-FAF transactions

of up to 50% of the potential savings (or up to 100% of potential savings

on less than 50% subsidized projects), or such lesser percentage of the

potential savings as the issuer and the owners may agree in order for the

issuer to agree to provide tax exempt financing.  In any event, on

transactions subject to the McKinney Act, the issuer and the U.S. Treasury

will share in the portion of the potential savings not allocated to the

project on a 50/50 basis.

     HUD is also sensitive to the issue of "retroactive fairness" which is

raised by this change in its refunding policies -- that is, how does one

deal with owners of non-FAF projects who responded first to HUD's request

to refund and yet would not, absent some specific provisions, receive any

benefit from this change in HUD policy?  Since McKinney Act savings have

already been recorded and allocated between the Issuers and the U.S.

Treasury on previously closed McKinney Act transactions, applying this

policy to permit retroactive adjustment in HAP Contracts for those projects

is probably not a realistic possibility.  While HUD thus cannot

retroactively provide the benefits of this policy change to previously

refunded projects, it is HUD's intention to give previous owner cooperation

in refundings a high level of priority in determining what, if any,

continuing subsidy or other benefits HUD might offer to owners on these

projects after expiration of the HAP Contracts.

Transfers of Non-FAF Projects to Non Profit or Public Ownership

     HUD has approved a small number of non-FAF refunding transactions when

bonds have been issued in an amount in excess of the outstanding balance of

the prior bond issue to finance the purchase of projects by non profit

corporations, public authorities or private owners who agree to maintain

the property for occupancy by persons of low income.  In a number of

instances, this has involved the release of prior indenture funds to which

HUD otherwise had a claim or a reduction or elimination of the debt service

savings which might otherwise have been available from the transaction.

HUD wishes to announce that it is HUD's policy to encourage such proposals

on non-FAF projects.  As a general rule, HUD will insist that any such

proposals first address any current project physical needs and the need to

fully fund required reserves, and HUD will require the execution of a Use

Agreement of the type described above.  In addition, HUD will require

substantial evidence that the price at which the project is being sold does

not exceed the fair market value of the property, as determined by an

independent MAI or comparable appraisal.  HUD may in the future adopt

additional requirements for these transactions, but it encourages nonprofit

corporations, public authorities and others to submit such proposals to HUD

for its review and approval.
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FAF Equity Prepayment Transactions.

     Several commentators have raised the question of how HUD should handle

proposed owner "equity prepayment" transactions on FAF refundings -- that

is, transactions where the owner proposes to optionally prepay the mortgage

loan from equity or some other source which would not constitute a

"refinancing" under the McKinney Act.  While some commentators have argued

that HUD's authority to approve the terms of such a transaction may be

"essentially ministerial," HUD's view is that in most circumstances it has

the legal authority to control such a transaction.  In such transactions,

HUD will generally be willing to approve the prepayment, subject to any

contractual obligations to issuers or other parties, so long as contract

rents are adjusted to produce the same level of savings to the issuer and

the U.S. Treasury which would have been obtained had the owner refinanced

through a traditional tax exempt FAF refunding, based on market conditions

at the time of the proposed prepayment.  This would offer the owner

realistic choices in refinancing versus refunding while preserving for the

federal government the benefit of its FAF bargain.

     HUD will consider any reasonable approach which demonstrates the

savings which would be obtained through tax exempt refunding.  For example,

one could approximate the debt service savings available from a tax exempt

refunding by adding to the outstanding loan balance, an amount equal to the

HUD scale for issuance costs and discount, call premium on the prior bonds,

and a standard upfront charge for credit enhancement (e.g., 1.5%).  This

balance could then be reamortized over the remaining term of the loan at

the prevailing yields for such obligations.  The interest which would be

payable on the mortgage loan over the remaining period of the HAP Contract

at this rate could then be compared to the interest payable through the

remainder of the HAP Contract at the original loan rate.  The resulting

difference would be the savings by which the payments on the HAP Contract

would be reduced, and the McKinney Act savings would be split 50/50 between

the issuer and the U.S. Treasury on McKinney Act refundings.  HUD is

willing to consider this model or variations on it for owners who desire to

prepay from equity or other sources not involving the issuance of refunding

bonds.

B.   "Old Regs" Section 11(b) Refundings, Defeasance Transactions and

     Similar Restructurings.

     1.   Existing HUD Policies.

          a.   There appears to have been a certain amount of confusion in

the industry over HUD's position on refunding "Old Regs" 11(b) bond issues.

HUD has taken the position that there are at least two provisions in the

Old 11(b) Regs which give HUD some degree of control over certain types of

restructurings or refundings of "Old Regs" deals.

               (i)  Section 811.106(d) of the 1977 regulations states:

"Issuance of obligations to refund outstanding permanent obligations is

prohibited."  While some persons have taken the position that this

provision prohibits only the issuance of the exempt obligations under
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Section 11(b) to refund outstanding obligations, HUD has read this

provision more broadly to prohibit the issuance of any obligations, taxable

or tax exempt, to refund outstanding obligations unless HUD provides a

waiver of this regulation.  Of course, this does not necessarily prevent

transactions, such as defeasance deals, where the mortgage loan and/or

other trust assets may be sold to redeem or defease the prior bonds, but

where new obligations are not "issued" for this purpose.

               (ii)   Section 811.107(d) of the Old 11(b) regs provides

that "... amounts in any escrow or debt service reserve fund which are not

required for the redemption of bonds, . . . be available for any project

purposes as provided in the trust indenture....." Under some circumstances,

HUD has asserted that this regulation gives it a right to require that

excess funds in a debt service reserve fund or similar fund, must be used

for "project purposes."

               (iii)  HUD has also regularly used its right to approve any

pledge of the HAP Contract on Old Regs projects to impose conditions on

participants requesting approval of refunding proposals on such projects,

although a number of practitioners have argued that such approval is

intended to be ministerial in nature and was not intended to provide a

basis for HUD to impose additional policy-oriented substantive restrictions

on such projects.

          b.   A number of financings closed during 1979 were technically

"Old Regs" deals; however, in many instances Bond Counsel included "New

Regs" types of provisions in the trust indenture and other documents,

giving HUD a right to receive certain excess funds or to approve their use

by an issuer or owner, and other rights under the documents.  HUD's policy

on such transactions has been to follow the language of the documents, and

either insist on compliance with the language of the documents or require

operating concessions by the owner in favor of low income tenants, as

described further below.  In a number of recent transactions such as those

described above, HUD has waived the foregoing regulations, has consented to

the release of reserve fund moneys to cover transaction costs and has

consented to certain distributions to the project or the owner, in return

for (1) the execution by the owner of a HUD Use Agreement of the type

described above (see "Limited Sharing of Savings with Owners on Non-FAF

Refundings" under Section II.A.3), (2) limitation of the issuance costs to

be paid from proceeds to a level consistent with HUD's 11(b) refunding cost

limitations (described in Section II.A.1.d. above), and (3) transmission of

a sources and use of funds statement verified by Bond counsel and a final

Official Statement to the Financial Services Division following the

closing.  In some transactions of this type, HUD has permitted the bonds to

be sized and a refunding interest rate to be set at levels which resulted

in no reduction in Section 8 payments and a substantial payment to the

owner, in return for the above owner agreements, unless the bonds were sold

at rates lower than expected, in which case HUD reserved the right to lower

Section 8 payments accordingly.

          c.   On some transactions, HUD appears to have conceded that it

may have only limited ability to control the disposition of funds under

"Old Regs" indentures.  This appears to have been the case where the

documents clearly provide that any funds remaining under the indenture

after payment of the bonds will be paid to the issuer or the owner,

without,
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for example, any reference to Section 811.107(d) of the Old Regs.  In those

cases, an argument may be made that HUD's approval of the prior indenture

with specific provisions inconsistent with this regulation may have

effectively waived the regulation, although to date HUD has rejected this

argument on the theory that the parties who received the benefits of the

regulations are bound by the terms of the regulations regardless of whether

the regulations or language of the regulations are specifically

incorporated into the indenture or other financing documents.

     2.   Current Status.

     There is very little information on the percentage of pre-1979 Section

8 subsidized Bond financed projects which have been refunded or

restructured.  As noted above, it is believed that a much smaller

percentage of these deals have been restructured than is the case with most

"New Regs" deals.  As also noted above, owners of Old Regs projects have

much stronger incentives to refund, since taking cash out of projects is

much less restricted and phantom income problems are much less pronounced.

A number of documents on Old Regs deals also give owners rights to control

prepayments and to share or take indenture residuals.  Moreover, on a

number of these transactions, the McKinney Act does not apply, providing

issuers, if they believe they are entitled under the applicable documents

and regulations, the possibility of claiming all savings or residuals in

certain transactions.  On the other hand, while some deals show

considerable cash reserve build-ups, most of the bonds were issued at rates

much closer to current rates than in the case of "New Regs" deals, which

generally lowers the savings potential from refundings.

     3.   Changes and Clarifications.

     There appears to be a great deal of uncertainty among issuers, owners

and other financing participants regarding HUD's policies on "Old Regs"

Section 11(b) refundings.  HUD would like to clarify its policies on such

transactions in the following respects.

          a.   The principal value in many restructurings of Old Regs 11(b)

issues is the residual build-up of funds in other debt service reserve

funds or other funds under the indenture.  Such build-ups can be as much as

10% to 15% or more of the mortgage loan balance in extreme cases.  In a

"pure" Old Regs deal, where the documents give HUD no contractual rights,

HUD has traditionally insisted on enforcement of 24 CFR 811.107(d) of the

Old 11(b) Regs, limiting use of excess reserve funds to "project related"

purposes as described above.  HUD intends to continue this policy, whether

or not the language of 24 CFR 811.107(d) was expressly incorporated in the

documents.

          b.   In certain types of defeasance transactions, the mortgage

loan may be sold and the trustee may be paid a lower price which happens to

be just sufficient, together with the moneys in the debt service reserve,

to provide for the payment in full of the bonds (often by defeasing them to

their stated maturities, which Section 103 of the Internal Revenue Code

permits on certain early 11(b) bonds).  This results in no excess in the

debt service reserve.  HUD reserves the right to review the terms of any

such transactions to determine if they have resulted in amounts being held

in such reserves being less than they would be had such
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restructurings not occurred.  HUD is of the view that, depending on the

specific language and circumstances surrounding such transactions, such

techniques may violate Section 811.107(d) of the Old Section 11(b) Regs.

HUD is, of course, willing to review any proposed transactions with issuers

and owners who desire HUD's input in advance, and, under certain

circumstances HUD will approve transactions where excess funds remain with

issuers, owners, and/or other appropriate parties, where project physical

needs have been provided for, reserves are fully funded and an appropriate

Use Agreement of the type described above can be negotiated.

          c.   HUD's interpretation on the applicability of the McKinney

Act to Old Regs deals where the HAP Contract was executed after January 1,

1979 has been that the Act applies and savings should be split between the

U.S. Treasury and the Issuer under a McKinney Act Agreement.  HUD may

approve the release of reserves or other excess funds to the issuer, owner

or otherwise under appropriate circumstances such as those described in the

preceding paragraph.
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                    III.  "MARKET RATE" REFUNDINGS.

A.   Default Refundings.

     1.   Background.

     Recent articles in the Bond Buyer and Housing Development Reporter

("HDR") and an April, 1994 GAO study captioned "Multifamily Housing --

Status of HUD's Multifamily Loan Portfolio" have underscored the growing

risk to HUD's insured multifamily portfolio and the importance of taking

steps, such as refundings and other debt restructurings, to minimize

assignments of distressed loans to HUD and the related costs incurred

following those events.

     Statistics in the Bond Buyer indicated that as of July, 1993, HUD had

accumulated 2,432 mortgages with a principal volume of $7.45 billion in its

portfolio, an increase of 50% from the $3.05 billion of such mortgages on

HUD's books as of September 30, 1990.  According to the GAO Report, as of

September 30, 1993 HUD was insuring 15,087 mortgages, having an unpaid

balance of approximately $43.9 billion.

     The July 5, 1993 issue of HDR reports that, according to a study by

Price Waterhouse, "... FHA had $43.6 billion of multifamily insurance in

force at the end of fiscal 1992, and approximately 27 percent of the loans

insured were in some danger of default, resulting in a loan loss reserve of

$11.9 billion."  The article indicates that "for the 1992 fiscal year..

.FHA had total losses of $6.8 billion, resulting mainly from a $6.4 billion

charge to operations to cover loss reserves for insured multifamily project

loans.  FHA's 1992 loss was $4.3 billion higher than the losses reported

for 1991, despite continued efforts to improve loan monitoring." The HDR

article indicates that at the end of 1992,"... of nearly 18,000 active

FHA-financed projects, 14 percent of the loans had been assigned and 170

projects, with about 29,000 units, were owned by HUD..."  The article

further indicates that "[HUD] held nearly 2,500 project mortgages at the

end of fiscal 1992, an increase of roughly 1,000 loans since the end of

1988.  More than half of the loans assigned were delinquent, and 266

mortgages, representing about 41,000 units, were in foreclosure..."

according to the article.

     The July 5, 1993 HDR article also described a separate report by the

accounting firm of Coopers & Lybrand, which analyzed the FHA multifamily

portfolio and estimated potential losses.  "[Of a] total portfolio of $33.5

billion in loans, excluding coinsured and hospital loans, Coopers & Lybrand

categorized the likelihood of repayment of roughly $5.5 billion as "bad,"

$7.0 billion as "poor," $7.8 billion as "average," $7.1 billion as "good"

and $2.2 billion as "excellent."  Roughly $3.9 billion of the total was not

evaluated.  Based on three cash flow projections involving different rates

and timing of defaults and a 7 percent discount rate, Coopers & Lybrand

projected total losses, on a discounted basis, ranging from $8.8 billion to

$11.3 billion.

     The GAO Report indicates that roughly 5,500 loans, or 37% of all

insured loans, have interest rates which are 8% or higher.
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     These statistics underscore the importance of developing effective

financing structures and processing procedures to facilitate default

refundings and other work-out financings of distressed insured multifamily

housing loans.

     2.   Fixed Rate.

          a.   Existing HUD Policies.

     HUD current policy on default refundings covers only so-called fixed

rate-to-fixed rate refundings (as compared to variable rate refundings

discussed in Section III.A.3. below).  This policy is embodied primarily in

Chapter 15 of Handbook 4350.1 (issued 9/92) and clarifications through

field office memoranda dated May 11, 1993 and August 20, 1993.  The policy

covers tax-exempt financed insured loans which are in default or are

threatening default, as evidenced by a notice of default, financial

statements indicating inability to meet debt service payments or analyses

indicating physical improvement needs beyond available cash flow.  The

basic goal of default refundings under Chapter 15 is to cure the financial

and/or physical problems of the project in both the short run and the long

run.

     Appendix C to Chapter 15, attached as Appendix F hereto, sets forth

the circumstances under which HUD's field offices can approve a refunding,

as compared to those when referral to the Central Office is required, and

sets forth many of the details of HUD policies in this area.  These

criteria permit field offices to approve only fixed rate refundings

achieving a mortgage rate reduction without an increase in loan balance of

at least 100 basis points, achieving positive project cash flow after the

refunding, projecting repayment of any non-asset bonds in no longer than 60

months (or 84 months if approved by the Director of Regional Housing), and

satisfaction of project physical needs within 36 months after closing and

with funds in place at closing for this purpose.  A sources and uses of

funds statement, certified under penalty of law, is also required of the

mortgagor.  The sources and uses of funds must show no funds being paid to

identity-of-interest parties, and all excess proceeds not used for

redemption of the prior bonds being used solely in connection with the

refunding issue.  In addition, project income may not be used to pay

financing costs or mortgage modification costs.  Certifications are

required from owner's counsel that all documents submitted for closing

conform to HUD's authorization letter and approved document modifications,

and bond counsel must submit a written opinion that the refunding of the

prior bonds is permitted under the terms of the prior bond indenture and

other documents and applicable laws.

     HUD limits the bond related costs of such transactions to a sliding

scale set forth in Appendix 6 to Chapter 15, and attached as Appendix G

hereto, which ranges from 5% for refunding bonds under $2.0 million down to

an incremental charge of 2.0% for bonds over $35 million.  This scale is

generally higher than that allowed for 11(b) refundings, which reflects in

part the additional time, effort and risk involved in default refundings,

lack of strong issuer incentives (such as McKinny Act savings) in these

transactions and the greater difficulty generally in working on distressed

property financings, which have a higher likelihood of
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aborting before closing without payment of any financing fees, than do

refundings of subsidized projects.

     Chapter 15 indicates that HUD regulations do not permit the use of

debenture locks on such refundings (other than a proposal to amend 24 CFR

Part 207.259 to permit debenture locks on refundings involving hospitals).

     HUD Central has customarily allowed the mortgage amount on default

refundings to be reinstated to the original mortgage amount at final

endorsement, provided that the reinstated amount is used, in order of

priority, (i) to repay mortgage arrearages, (ii) to fund repairs and

anticipated equipment replacement, (iii) to pay costs charged by third

parties in the refunding, (iv) to reimburse the owner for documented

third-party costs of the refunding, and (v) to fund the reserve for

replacements.

     In the May 11 clarification of Chapter 15, HUD attempted to give

guidance as to the proper handling of McKinney Act refundings and certain

other refundings not involving distressed or defaulted insured loans.  With

respect to McKinney Act refundings, as further defined in the August 20,

1993 memorandum, HUD reiterated its policy that proposals were to be

directed to HUD Headquarters, Financial Services Division.  The August 20

memo further states that refundings where:  the projects have project-based

Section 8 (exclusive of McKinney Act Refundings); the interest rate is not

reduced; or variable rate financing is proposed, should be reviewed and

forwarded, with a recommendation, to the Operations Division in

Headquarters.  The August 20 memorandum states that:  "All other bond

refunding proposals, whether default, current, advance or optional

refundings, for any projects not included in the groups defined above

[McKinney Act refundings], are to be processed in the Field Offices."

     Under the May 11 memo, field offices are instructed to approve advance

and current refundings which are not McKinney Act or default refundings

(i.e., so-called "optional call" refundings), as described under Section

III.B.1 below.

          b.   Changes and Clarifications.

               HUD believes that this is an area in which HUD has

promulgated policies, reflected largely in Chapter 15 of Handbook 4350.1,

which are working very well.  HUD memoranda indicate that over 170 such

transactions have been approved.  HUD believes that this is probably an

area, as compared to variable rate refundings and the PPC program, where

"fine tuning" may be appropriate, but otherwise the policies are working

well and not in need of major changes.
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Funding Out-of-Pocket Costs

     At present, a gap in the program is the necessity for the mortgagor to

come "out-of-pocket" to cover costs of issuance on the refunding, to pay

past loan arrearages and to pay other net costs of a refunding.  Such other

costs may include increasing the size of the debt service revenue fund from

the old rating agency standard of six months to a more recent eight months

standard adding a one- or two-month liquidity reserve not previously

required, addressing more rigorous requirements on reinvestment risk and

other matters in addition to repaying all arrearages on the mortgage loan.

This can result in total out-of-pocket costs of a refunding of 3% or 4% to

6% or 8% on many deals.  Many mortgagors, who have "fed" their deals for

some period of time, find it difficult to contribute this additional cash

or obtain it from limited partners.  Often, it is raised through the

issuance of taxable "Series B" bonds, but these bonds either must be sold

as unrated obligations in private placements (which many issuers will not

allow because of perceived securities law and credit risk issues) or the

parties are required to get a credit enhancer such as Fannie Mae, to wrap

the entire transaction (including the FHA insured portion), at a cost of

roughly 30 basis points per year.

     While HUD to date has not approved any structures under which it would

credit enhance such "Series B" bonds (other than reinstating the loan

balance back to its original amount), it is willing to entertain proposals

from private industry participants for it to do so.  Several industry

participants have suggested that use of the debenture lock technique in

this context (as well as in 11(b) refundings and hospital transactions)

could substantially lower the cost of default refunding transactions and

lower refunding rates while posing very little risk to the federal

government (which they believe some prior HUD officials have

overestimated).  Without committing to go forward on such transactions in

this Notice, HUD is willing to consider such proposals.   HUD would charge

for this (e.g., fees, an "equity kicker") and similar considerations.  HUD

might request an extension of the low income occupancy period in return for

providing the debenture lock or such other arrangement if it determined to

do so.

Attempts to Expedite Processing of Formerly Coinsured Loans.

     HUD is attempting to coordinate with GNMA to expedite processing of

formerly coinsured deals which have been assigned to GNMA.  There is a

widely held view that it is substantially more time consuming and difficult

to perfect a bond refunding in a formerly coinsured case than in a

fully-insured case.  One GNMA official has pointed out that one reason for

this is that both FHA and Ginnie Mae have found major problems in almost

all loans closed by the coinsuring lenders.  The examples include:

"landlocked parcels, recorded debts superior to the FHA insured loan,

improper legal description of the property, lack of necessary easements for

the provision of essential services to the project, improper or incorrect

organization documents, unapproved TPAs, insolvent or bankrupt mortgagors."

The official points out that "it has been impossible for HUD and Ginnie Mae

to overlook these matters and resolving these types of difficulties

understandably requires more time than is the case with a typical fully

insured loan."
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     Notwithstanding the foregoing and the fact that there remain less than

20 formally coinsured cases which have not been structured in some regard,

HUD is attempting to expedite its internal review procedures so that legal

review begins at a stage when the basic aspects of the proposed

restructuring have been approved, and HUD has asked Ginnie Mae to commence

its review at an earlier stage in the process to expedite processing of the

remaining transactions.

Additional Conditions to Approval Letters.

     It is HUD's intention to add several provisions to its standard form

of approval letter in default refunding transactions, both fixed and

variable rate (as further described below), in order to protect HUD's

interests in these transactions.  In future refunding approval letters, HUD

will require that the indenture for the refunding bonds contain language

providing that in the event of a default on the mortgage loan and

assignment to HUD subsequent to the issuance of the refunding bonds any

funds remaining under the indenture after payment or provision for payment

of debt service on the bonds and the fees and expenses of the credit

enhancer, issuer, trustee and other such parties unrelated to the mortgagor

(other than funds originally deposited by the mortgagor or related parties

on or before the date of issuance of the refunding bonds), must be paid to

HUD to the extent necessary to reimburse HUD for any loss incurred in

connection with the insured mortgage loan.

     HUD will also require that each of the bond documents executed and

delivered in connection with the refunding (e.g., Indenture, Loan or

Financing Agreement, Tax Regulatory Agreement, Bond Purchase Agreement,

Remarketing Agreement) shall contain a provision subordinating the bond

documents to the FHA insurance regulations and related matters in

substantially the form of the last two pages of the form of approval letter

attached as Appendix I to this Notice.

     3.   Variable Rate Refundings.

          a.   Background.

     An understanding of variable rate financing structures currently

offered by third party providers is important to evaluating any proposed

HUD policy on variable rate refundings.  One widely-used program offered by

a foreign bank provides a direct pay letter of credit for both the credit

enhancement and liquidity of the floating rate refunding bonds.  The letter

of credit is for 5 years and may be renewed at the option of the bank in

additional 2-year increments.  The bank requires an end loan rate of at

least 8.0% (on GNMA transactions) to 8.25% (on unwrapped FHA loans), and

often sells an interest rate cap on the floating rate for the first 3 or 4

years.  A recent transaction capped the Bond rate at 4.40% for the first

three years and 8.75% (a 9.25% loan rate less a 0.50% Letter of Credit fee)

for the next four years for a price of roughly 0.67% upfront.  Generally, a

3% reserve is to be funded from the positive spread between the stated loan

rate and the all-in low floater rate (floating bond rate, plus Letter of

Credit fees, plus other administrative fees) at a rate of 1.0% per year for

3 years.  In addition, on FHA insured, non-GNMA'd loans, the mortgagor is

required to fund an up-front interest rate
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reserve equal to roughly 3% at closing.  Any positive spread above the

all-in floater rate is credited back to the project account (i.e., the

project is given credit against the next interest payments).  In addition

to the ongoing 50 basis point Letter of Credit fee, the bank charges an up

front fee of 0.625% of the Bonds and all legal fees and other costs and

expenses.

     Another type of variable rate program takes a mark-to-market approach,

under a repurchase agreement arrangement, which requires a fixed rate on

the mortgage loan at a spread or "cushion" above the rate for a current

"par sale" of the loan, the posting of an initial reserve equal to an

additional 3% of the loan amount (which may be waived or reduced for above

market rate loans), daily marking to market of the loan and other

collateral pledged, and posting of additional collateral if the value of

all collateral pledged falls under a stated percentage (e.g., 103% of the

loan amount).  If any additional collateral required to be pledged is not

provided, the bank can sell the loan and terminate the repo arrangement.

This arrangement typically is for a term of approximately five years, with

five-year expected renewals.  The banks providing this program charge an

upfront fee of less than 1% of the loan amount (subject to a minimum), plus

their legal expenses (subject to a cap), and an ongoing flat annual fee.

          b.   Existing HUD Policies.

     HUD has not previously adopted a formal, generalized policy on

variable rate default refunding transactions.  Prior to late 1993 or early

1994, although HUD acknowledged informally to various industry participants

its awareness of some such transactions, it declined to approve the use of

this structure on specific financings.  More recently, HUD has granted some

such approvals on a case-by-case basis.  As a general matter, these

approvals have only been granted when a fixed-rate to fixed-rate refunding

is not feasible or is barely feasible.  HUD recognizes that given the

historically low level of tax exempt lower floater rates (see the table

attached as Appendix H), variable rate refundings can provide relief for

some projects for which fixed rate refundings are not feasible.  Where the

repurchase of an existing GNMA Mortgage-Backed Security (MBS) and issuance

of a new GNMA MBS is involved on a coinsured loan, there must be at least a

slight reduction of the interest rate from the current rate.

          c.   New Variable Rate Policy

     HUD now believes it is appropriate to announce a general set of

guidelines under which it will be willing to approve variable rate

refundings.  These guidelines are not intended to be exclusive, and HUD

will entertain refunding proposals which do not satisfy one or more of the

following conditions where HUD believes it is appropriate to do so.  In

general, HUD is now willing to approve variable rate refundings which

satisfy all applicable requirements for a fixed rate refunding described in

Section III.A.2 above, and where the following additional conditions are

met:

     1.   As a general matter, approvals of variable rate refundings will

be granted when a fixed-rate to fixed-rate refunding is not feasible or is

barely feasible.
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     2.   Generally speaking, the bond trustee will be required to retain

all "operating surplus" or, on a coinsured loan, transfer such monies to

the lender, for deposit in an "operating surplus account" for the benefit

of the project.  For this purpose, "operating surplus" is generally defined

as the difference between the actual cash flow of the project (together

with any additional cash required to make the monthly fixed rate loan or

pass-through payment), and the amount applied by the bond trustee to cover

principal and interest on asset and non-asset variable rate bonds, and

monthly deposits to cover fees for the issuer, trustee, remarketing, credit

enhancement, liquidity and similar ongoing bond-related fees.  Proceeds of

the "operating surplus" may only be disbursed to the extent necessary to

supplement project operating revenues and debt service requirements in any

given month and otherwise may be disbursed as further described below.

     3.   The documents for the bond financing must contain a "drop lock"

provision to require, at least annually, the issuer and owner to confer

with the remarketing agent and determine whether the interest rate on the

bonds can be reset to a fixed rate (and the mortgage loan rate reduced to a

lower fixed rate) for the remaining maturity of the bonds and the mortgage

loan, based on the net income available for debt service, as determined by

the project's audited financial statements for the most recent fiscal year.

The required level of debt service coverage for the drop-lock required will

be at least 1.10, unless otherwise agreed by HUD.  Of course, where a GNMA

MBS has been issued with respect to a mortgage loan, arrangements would

have to be made for prepayment of the old GNMA and issuance of a new GNMA

when the mortgage loan rate is modified.

     4.   The financing documents must provide that the "operating surplus"

described above will be deposited in the following order of priority:

               i.   First, to any interest rate reserve or similar reserve

          required by the lender and/or credit enhancer;

               ii.  Next, to repay principal and/or interest due on any

          loans paid at closing to the borrower in order to cover the costs

          of the refunding or refinance transaction as approved by HUD.

          The mortgagor will be required to certify that any such

          borrowings represent an arms' length transaction with independent

          third party, or to the extent such loans are from limited

          partners or other persons related to the Owner, the interest rate

          payable to such parties prior to conversion of the interest rate

          on the FHA insured loan to a fixed rate is no greater than the

          then current rate on a U.S. Treasury security of comparable

          maturity plus a spread not exceeding 500 basis points.

               iii.  The operating surplus over and above the foregoing

          will be contributed to a separate HUD required interest rate

          reserve account to be administered by the bond trustee.  This

          interest rate reserve account will be available to cover the

          transaction costs of converting the interest rate on the bonds to

          a fixed rate and the mortgage loan to a (hopefully lower) fixed

          rate and to
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          offset any market discount incurred in order to lower the fixed

          interest rate on the bonds and the mortgage loan in order to

          achieve a debt service coverage ratio of least 1.25.  Any funds

          remaining in this reserve over and above the amounts required to

          cover the foregoing items will be treated as surplus cash and

          paid to the mortgagor after conversion.

     The intention of the foregoing provisions is to facilitate the ability

of mortgagors to borrow funds needed to cover the cash requirements at

closings of default refunding transactions by giving some priority to the

repayment of those funds after provision for any interest rate reserve

required by the credit enhancer/liquidity provider.  At the same time, the

policy attempts to prevent mortgagors from enhancing their equity return on

these distressed projects through receipt of all or a portion of the

operating surplus created by the floating rate structure prior to the

conversion of the interest rate on the bonds to a fixed rate with a

downward adjustment of the fixed rate of interest on the FHA insured

mortgage loan.  Conversion eliminates the risk that a sudden surge in short

term tax exempt rates may cause the "all-in" rate on the floater to rise to

a level above the rate which can be sustained by the current cash flow of

the project plus any funds on deposit in the credit enhancer/liquidity

provider and HUD-required interest rate reserves.

     HUD realizes that some mortgagors may object to the arrangement

trapping the excess operating surplus (above that required to repay money

borrowed to finance the restructuring) in the interest rate reserve prior

to conversion of the interest rate on the financing to a fixed rate.  HUD

realizes that many of these mortgagors have had to fund significant cash

flow shortfalls on these projects over the years and deserve some return on

those monies.  Notwithstanding these legitimate arguments, HUD believes

that this is a "sunk cost" from the standpoint of the mortgagor, and HUD is

unable to justify giving mortgagors a return on these previously invested

funds a higher priority than reducing the interest rate on the mortgage

loan to the mortgagor and to HUD by eliminating the floating rate aspect of

the financing.

     HUD also realizes that some mortgagors will argue that requiring

conversion of the interest rate on the loans to a fixed rate is

shortsighted, since in the long run, the tax exempt yield curve is sharply

upward sloping under normal circumstances, and over the past decade the

interest rate required to be paid on seven-day demand variable rate tax

exempt bonds is dramatically lower than that required to be paid on tax

exempt fixed rate obligations.  Notwithstanding these arguments, various

legal memoranda which have been relied on by HUD with respect to various

variable rate refunding proposals have based the authority of FHA to

approve variable rate financing structures for FHA-insured mortgage loans

in part on Section 223(c) of the National Housing Act in the context of a

workout of a distressed or defaulted mortgage loan.  As a result, even if

one is of the school which suggests that short-term rates generally produce

lower financing costs, HUD believes that its authority to expressly approve

of a floating rate bond refunding structure has its strongest foundation

where a transaction is designed to reconvert the loan to a lower fixed rate

at the earliest possible time.
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     5.   An additional requirement of this policy will be the

certification by the mortgagor that the "all-in" rate on the floater is at

least 100 basis points below the all-in rate which would be available

through a tax exempt long-term fixed rate refunding, unless otherwise

approved by HUD.  If this is not the case, the desirability of using the

floating rate structure will be examined.

     6.   HUD will also require that the "all-in rate" on the floater be at

least 50 basis points below the current cash flow rate of the project,

unless otherwise approved by HUD (i.e., the structure produces an

"operating surplus " (without taking into account cash, letters of credit

or other reserves deposited upfront to supplement monthly payments) of at

least 50 basis points at current rates and project cash flow).  Without

some requirement of this type, a sudden surge in short term interest rates

would exhaust the ability of the mortgagor to service its variable rate

restructuring, and absent a reserve, the financing might immediately go

"upside-down" immediately following the closing as a result of this type of

development in rates:  In a circumstance where the spread is less than this

level, HUD may waive the requirement to the extent, through a credit

enhancer/liquidity provider requirement or otherwise, interest rate

reserves are funded at closing which would protect the financing against

this possibility.

     7.   The variable rate refunding guidelines will also require that the

fixed interest rate on the mortgage loan be reduced to a rate no higher

than the then available yield on the 10-year U.S. Treasury security plus a

fixed spread of 300 basis points, unless HUD Central otherwise approves.

The purpose of this arrangement is to prevent the interest rate on the

mortgage loan from needlessly being left at a level higher than necessary

to achieve a variable rate refunding at reasonable costs.  From the

standpoint of the credit/liquidity provider, the stated interest rate on

the mortgage loan must be set at a level that the provider reasonably

expects would enable it to liquidate its position and pay off the variable

rate bonds by selling the fixed rate Ginnie Mae or FHA insured mortgage

loan into the secondary marketplace at a price of par, if a spike in short

term interest rates and/or deteriorating project performance results in the

project being unable to service the all-in rate on the floater after

exhaustion of all available interest rate reserves.  Of course, in any such

sale the credit/liquidity provider would be required to disclose the

circumstances surrounding the loan to the extent required by applicable

securities laws.

     HUD believes that speaking very generally, Ginnie Mae securities and

FHA insured loans of this type trade at a spread to 10-year U.S. Treasuries

(very roughly 100 basis points for GNMA's and 125 for FHA insured loans).

A prudent credit enhancer/liquidity provider will want the fixed rate on

the mortgage loan pegged at a rate no lower than the current spread between

such obligations and a comparable U.S. Treasury, plus some reasonable

"cushion", if it is going to agree to provide its credit

enhancement/liquidity for the financing without imposing overwhelming

interest rate reserve requirements and/or credit enhancement charges, or a

"market-to-market" requirement on the collateral.  On the other hand,

mortgage loans on previously defaulted non-subsidized FHA insured

multifamily housing projects rarely trade at substantial premiums, no

matter what the interest rate.  As a result, HUD believes it is difficult

to justify leaving an 11% or 12% fixed rate of interest on the mortgage

loan with the current market conditions where 10-year Treasuries trade a

yield of around 8.0% and fixed rate Ginnie
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Maes and/or FHA loans trade at spreads of about 100 to 125 basis points

above this level, unless the credit enhancer/liquidity provider believes

that long term interest rates are likely to rise by 300-400 basis points

over the life of its credit enhancement/liquidity facility (typically 5 - 7

years).  Again, where special circumstances justify leaving a higher fixed

rate, this policy will provide flexibility for HUD Central to consent to

such an arrangement.

     8.   The credit enhancement/liquidity facility should have at least a

5 - 7 year life, unless approved by HUD.

     9.   The Mortgage Loan will provide for level amortization of

principal and interest (i.e., no "balloon maturities" will be permitted

under this policy), and should impose no additional burdens on the project

or mortgagor other than those inherent in the insured loan and the

arrangements outlined above.

     HUD's basic intention in announcing this general policy on lower

floaters is to provide a "safe harbor" set of guidelines around which

mortgagors can structure lower floaters and on which mortgagors and other

financing participants may rely without engaging in detailed conversations

with HUD Central on every aspect of every financing.  Ultimately, HUD may

promulgate guidelines through a chapter to the handbook or other field

office communication which, if met, will allow these transactions to be

approved at the field office level.

     As with the other guidelines set forth in this Notice, HUD desires to

emphasize that these guidelines are not an exclusive set of rules for

variable rate refundings and that HUD Central may approve exceptions from

these requirements and other structures involving variable rate financing,

where the mortgagor and its counsel can demonstrate to HUD Central that it

is legal, permissible, appropriate and in the best interests of HUD under

the circumstances.

     In fact, in the recent past there have been a number of instances

where HUD has approved workout refinancings involving variable rate

structures which went beyond these proposed general guidelines in certain

respects or involved different financing structures.  For example, in the

one recent restructuring, HUD approved a variable rate structure where the

rate on the mortgage loan as well as the bonds was allowed to float at a

variable rate, where amortization of the loan was deferred for five years,

where the loan was allowed to have a small balloon at final maturity and

where all positive operating surplus was not trapped into a HUD required

interest rate reserve.  HUD believes that these arrangements were

appropriate and in the best interests of HUD under the circumstances of

that large, deeply distressed loan.  On the other hand, HUD expects that

approval of these types of features will be reserved only for exceptional

cases when the unique circumstances justify such relief.

     Similarly, another recent transaction involved a variable rate

refunding structure where a private credit enhancer was given all of the

positive "spread" in return for its accepting a substantial non-asset bond

risk on a bond refunding which substantially exceeded the outstanding

mortgage loan balance to generate substantial additional funds required to

cover the considerable up front cash requirements of that restructuring.

Once again, HUD approved this transaction
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as being in the best interest of HUD, in that, among other things, it

allowed HUD to be left with a fixed rate exposure at a reduced mortgage

rate without any increase in the loan amount.  However, this type of

financing was an unusual case not readily available in every situation.

     HUD hopes that the development and promulgation of the above described

guidelines as a "safe harbor" for variable rate default refundings give

market participants much greater certainty of HUD's position on a number of

these financings encourage them to work with HUD and expedite their

processing.

     Another issue which has been raised by some commentators is whether

HUD should itself get into the business of providing credit enhancement

and/or liquidity (either on an alternative or exclusive basis) in these

transactions.  HUD believes that competitively priced alternatives are

available from other sources in the marketplace.  While HUD would entertain

proposals for it to bear a portion of this risk, it is reluctant to approve

such arrangements at this time.  Among other things, HUD believes that its

agreeing to provide credit enhancement/liquidity on an alternative basis

would require HUD to obtain more expertise in the financial aspects of

these floating rate transactions than it has in-house at this time.  While

HUD may later entertain such proposals, HUD believes the promulgation of

"safe harbor" guidelines under which HUD will approve these transactions

involving other sources of credit and liquidity should not await the

development of any HUD-backed program of this type.

     A sample HUD approval letter from a recent variable rate refunding

transaction which incorporates the elements of this new policy is attached

as Appendix I hereto.

     4.   Partial Payment of Claim ("PPC") Program.

          a.   Existing HUD Policies.

     HUD's policy on the PPC program is embodied primarily in

24 CFR 207.258(b) and Chapter 14 of Handbook 4350.1.  Under the PPC, when

a mortgagor voluntarily agrees and submits a qualifying proposal under

Chapter 14, HUD will pay a part of an insurance claim and take back a

second deed of trust containing repayment terms which provide temporary

cash flow relief for an insured loan where an election to assign has been

made under 24 CFR 207.258.  Loans insured under Parts 207, 213, 220,

221(d)(3) and (d)(4) (except coinsured or formerly coinsured) under

 223(f) (except coinsured and formerly coinsured), of 24 CFR are eligible.

Loans insured under Parts 232, 234, 236, 242, 244, 251 and 255 are not

eligible.

     The Program requires that various findings be made, including findings

that the PPC and other available relief will restore the financial

viability of the project, that the project is structurally sound with

satisfactory management, that the project is or could become a low and

moderate income housing resource and that the owner has voluntarily agreed

to the PPC and to the terms of the second mortgage loan from HUD evidencing

the PPC and any delinquent interest paid by HUD, as described below.  The

PPC is to be used as a financing technique of
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last resort -- i.e., other solutions such as a tax exempt refunding, local

assistance, Section 8 assistance and so forth are not available to the

extent necessary to solve the project's problems.

     To be eligible the owner must have also made a verified net capital

contribution equal to 5% or more of the original mortgage (the

"Contribution Ratio") to fund operating shortfalls since financial

endorsement (or have rendered in kind services acceptable to the Field

Office in the case of non-profits).  The owner must have also remitted all

net cash to the mortgagee from the date of default through the closing of

the PPC.

     The maximum PPC will be the lesser of (i) three times the owner's net

capital contributions to the project, (ii) the amount that is not

supportable by project NOI, as determined by HUD, or (iii) 50% of the

unpaid principal balance of the loan.  HUD will pay a portion of the

delinquent interest as follows:  (i) if the owner's contribution ratio is

less than 7%, HUD will pay delinquent interest equal to the ratio of the

maximum PPC to the unpaid principal balance of the loan (the "Principal

Ratio"), (ii) for contribution ratios of 7.0 - 9.99%, HUD will pay

delinquent interest equal to the Principal Ratio plus 50% of remaining

delinquent interest, (iii) for contribution ratios of 10-15.99%, HUD will

pay all delinquent interest, and (iv) for contribution ratios of 16.0% and

above, HUD will pay all delinquent interest and reduce its equity kicker

(described below) by 15% (subject to a 5% minimum equity kicker).  The

amount of delinquent interest paid is added to the balance of the second

mortgage loan.  The owner is required to provide a cash escrow or letter of

credit in the amount of any projected deficit of expenses over income after

closing of the PPC.

     Interest is charged on a typical PPC at the higher of (i) the "going

federal rate", the Federal Cost of Funds (presently 6.17%) or (ii) the rate

on the first deed of trust (as modified, if the PPC is being combined with

a partial refunding or other refinancing of the first).

     HUD also charges a monthly service charge equal to one-twelfth of

0.50% servicing fee on the PPC and an equity kicker, payable from the net

proceeds of a sale or refinancing of the mortgage loan (after deducting

3.5% for costs) equal to the amount of the PPC divided by the unpaid

principal balance of the mortgage loan at closing of the PPC.  HUD

generally will waive the kicker if the proceeds from refinance are used for

repairs or capital improvements to the property.

     The term of the second mortgage loan in a PPC is usually set at the

maturity of the insured first mortgage loan.  Payment of interest on the

PPC typically is the greater of (i) "net cash" from the project or (ii) an

annual percentage of the interest accruing on the partial during such year

which begins at a low percentage (e.g., 10-20% or 0% in some cases) and

rises to 100% in no more than 6 or 8 years.  At that time, the unpaid

accrued interest on the PPC is added to principal, and the remaining

balance is reamortized in level monthly payments over the remaining term of

the loan.
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          b.   Changes and Clarifications.

               (i)    There seems to be some question by some industry

participants as to whether the interest rate which is compared to the going

federal rate on a PPC is the original rate on the mortgage loan or the

mortgage loan rate as modified where the PPC is combined with a current

refunding.  This is important, because much of the attractiveness of the

PPC may be lost on some transactions if the owner believes he will accrue

back interest at a rate substantially higher than what the project can

support in the near future.  In this case, applying the original loan rate

rather than the modified rate may cause an owner to conclude that, while

the PPC will provide temporary cash flow relief, it may cause, this portion

of the debt to go even further "underwater" after the closing of the PPC.

While the argument may be made that the original loan rate is an "asset"

which HUD should preserve, another argument can be made that many lenders

lower rates as a part of debt relief for distressed properties to give

borrowers continuing incentives to operate the project, particularly where

the lender obtains an equity portion in return, as is true under the PPC

with respect to the equity kicker.  HUD wishes to clarify that the rate is

the lower of (i) the "going federal rate" or (ii) the modified rate on the

mortgage loan (if different from the original rate), as described above.

               (ii)   A major perceived problem with the PPC is the amount

of time required to process a PPC.  In a meeting with industry participants

in 1993 there was a general perception that it often takes 6 months or more

to process a PPC.  Some attributed this to lack of field office familiarity

with the spreadsheet used for processing PPC's.  This perception is still

widely shared.  In response to these concerns, HUD has taken steps

internally to expedite the processing of PPC's.  While HUD cannot assure

that it will meet the goals of all private industry participants for rapid

processing, in light of the resources available to it.  HUD recognizes the

importance of expedited processing in these cases and welcomes further

industry comments on how the PPC process may be further improved.

               (iii)  Other suggestions relating to partials have been

extending the PPC to formerly coinsured loans, allowing "reverse" PPC's of

previously assigned loans (i.e., reassigning the loans with a PPC-type

second being retained by HUD), and writing down the principal of the debt

rather than taking back a second in the full amount of the PPC.  HUD

believes that it does not presently have the authority to make blanket

changes of this type, although it is continuing to review its policies in

this area.

          c.   Integration of PPC with Fixed and Variable Rate Refundings.

               (i)    In adopting a general variable rate refunding policy,

HUD would like to clarify when it will permit the use of a PPC as compared

to a variable rate transaction.  HUD believes that generally the following

work-out devices should be pursued in the following order, with the highest

level work-out device which is feasible being the one utilized:

                              (1)  Fixed-rate refunding.

                              (2)  Fixed-rate refunding + PPC.
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                              (3)  Variable rate refunding.

                              (4)  Variable rate refinancing + PPC.

     Notwithstanding the foregoing, HUD will consider, in appropriate

circumstances, any combination of refinance devices.  It should be noted

that combining a variable rate refunding and a PPC presents perhaps the

greatest risk to HUD, but HUD believes it is preferable to allowing the

loan or the project to be assigned to HUD, where less "risky" alternatives

will not address the project's problems.  However, a number of points will

probably need to be clarified if these devices are combined.  For example,

will funding of the interest rate reserves typically required by the L/C

banks in variable rate refundings be permitted to come ahead of the nominal

second deed of trust interest payments typically required on a PPC?  How

will the "drop lock" on a variable rate refunding be integrated with the

rising interest rates on the PPC? HUD has not made final decisions on these

points, but these and similar issues should be considered if the two

techniques are to be combined.

B.   Optional Call Refundings.

     1.   Existing HUD Policies.

          a.   HUD's published policies on "optional call current"

refundings are embodied primarily in the August 20, 1993 and May 11, 1993

clarifications of Chapter 15 of Handbook 4350.1, discussed in Section

III.A.2. above.

     The August 20 memorandum states that:  "All bond refunding proposals

[other than McKinney Act refundings and default refundings not meeting the

Chapter 15 criteria], whether default, current, advance or optional

refundings, for any projects not included in the groups defined above

[McKinney Act refundings], are to be processed in the Field Offices."

     Under the May 11 memo, field offices are instructed to approve advance

and current refundings which are not McKinney Act or default refundings,

with the following additional guidelines:

               (i)    The mortgage is current, any prepayment lock-out has

expired and following the refunding the mortgage will be modified to

reflect the lowered bond interest rate.

               (ii)   The interest rate on the modified mortgage is fixed

and at the lowest possible rate available in the market.

               (iii)  The difference between the mortgage note rate and the

rate on the bonds is not greater than 1 percent.  If the spread is larger,

the field office is to contact the Operations Division for additional

guidance.

               (iv)   The owner and/or the owner's bond counsel must

provide a certification that the interest rate has been reduced to the

lowest feasible rate in the marketplace.
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               (v)    For projects having Section 8 project based

assistance, the Field Office should review the refunding proposal and

immediately thereafter, forward the proposal to the Operations Division for

final processing.

               (vi) If the mortgage interest rate is not modified or the

proposal calls for variable rate financing, then following a review by the

Field Office forward the proposal to the Operations Division.

               (vii)  The Regional Office should decide if Field Offices

will send referrals through the Regional Director.

          b.   For market rate projects which have some project-based

Section 8 subsidy, HUD has generally taken the position that it will

compute the debt service savings from the refunding and will insist on an

amendment of the Section 8 contract after the closing so that the payments

thereunder are reduced by an amount equal to 90% of the debt service

savings on the Section 8 subsidized units.  The Owner is permitted to

retain 10% of the savings on those units, in part to cover owner-incurred

costs of the refunding.

     2.   Changes and Clarifications.

          a.   It is a widely held view among private industry participants

that HUD should impose only minimal rules on these so-called "optional

call" refunding transactions, so as to encourage the refunding of the

largest number of these loans possible, usually at significant reductions

in rate, and thus substantially lower the risk of those mortgage loans to

the FHA insurance pool.  The rules outlined above largely reflect these

goals.  Particularly in a period of rising interest rates, minimizing HUD

conditions for approval of these transactions in order to streamline

processing as much as possible may be important to taking maximum advantage

of current low rates.

          b.   On partially assisted projects, HUD will now apply the

policies described above under the caption "Limited Sharing of Savings with

Owners on Non-FAF Refundings" in Section II.A.3. to optional call refunding

transactions, which will significantly raise the percentage of debt service

savings allowed to be retained by some projects in order to encourage such

transactions.
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   APPENDIX A

                    Major Categories of 11(B) Refundings

                       - - By Applicable Laws and Regs*

1977           __________     __________     __________

                              Non-McKinney      "Old

                                                 Reg"    => 4  "Old

                                                                Regs"

1979           Non-FAF        __________     __________

                                                         => 2  "Non-FAF

                                                                McKinney

                                                                Act"

1982           __________     McKinney

                                Act

                                                "New     => 1  "FAF

               FAF                               Reg"           Deals"

1984           __________     __________

               Non-FAF        Non-McKinney               => 3  "Non-FAF

                                                                Non-

                                                                McKinney

                                                                New Regs"

1    Most Regulated:  Virtually all are McKinney Act and "New Regs."  This

     is the broad category of refundings where HUD has the greatest

     regulatory control and the greatest ability to enforce HUD's refunding

     policies.  It is also the category where there is the least amount of

     disagreement on HUD's policies.

2    Next Most Regulated:  Substantial Majority are "New Regs."  Current

     OGC interpretations of the McKinney Act constrain HUD's ability to

     direct savings from McKinney Act deals to achieve other policy goals

     (e.g., repair and rehab, extended low income use), which might

     otherwise be considered on these transactions.

3    Next Most Regulated:  Very small category.  Probably covers some 1979

     and early 1980 deals as well as a few 1984 and post-1984 deals.

4    Least Regulated:  All are non-FAF.  Are the least regulated by HUD,

     except for a small group of 1979 and 1980 old Regs deals which had

     HAPs executed after January 1, 1979, and thus would be subject to

     McKinney.

_______________________

          *  Categories represent broad generalizations.  Dates are very

     approximate.  A number of transactions will not fall into any of these

     exact groups.

   APPENDIX B

               TYPICAL 11(b) REFUNDING FINANCING STRUCTURE

Standard Current Refunding

     Most Section 11(b) refundings being done at this time are typically

structured as current refundings.  As is the case with most high to low

refundings, it is typically necessary to issue an amount of refunding bonds

in excess of the outstanding prior bonds in order to cover transaction

costs (underwriting discount, other costs of issuance and credit

enhancement), call premium on the prior bonds, and usually a small amount

of negative arbitrage on the short refunding escrow.  Under most

circumstances, HUD will permit certain funds available from liquidation of

the debt service reserve fund under the prior indenture and other funds to

offset the costs of the refunding escrow and the costs of the transaction.

Because of tax law requirements, the amount of bonds which exceed the prior

bonds are typically issued as taxable bonds.  The tax-exempt current

refunding bonds would typically be referred to as "Series 1994A", whereas,

the small taxable tail would typically be referred to as the "Series 1994B"

Bonds.  The refundings can usually be structured so that the Series 1994A

Bonds and the Series 1994B Bonds are pari passu obligations, equally and

ratably secured and issued under the same indenture.

     The financings are structured so that the interest rate on the

mortgage loan (typically 10 to 12 percent) and the payments under the HAP

Contract remain unchanged for the remaining life of the HAP Contract (most

of which expire in 2002 to 2004).  The excess revenues produced as a result

of this are used first to amortize away the Series 1994B taxable Bonds, and

the excess revenues thereafter are the initial net savings from the

refunding.  This concept of leaving the mortgage interest rate unchanged

through the expiration of the HAP Contract and trapping the excess under

the Indenture is referred to as the "Trustee Sweep" concept at HUD.  These

savings can be split 50/50 between the issuer and/or parent authority and

the U.S. Treasury under a "McKinney Act Agreement" deals where the HAP

contract was executed during the years 1979 through 1984.  As is discussed

in the accompanying memo, it is now sometimes possible to put a portion of

the savings into project repairs and improvements, with the issuer or

authority and HUD splitting the remainder 50/50.  (Technically, this

results in the portion for repairs staying in the project under the Section

8 appropriations law, and the remaining "savings" are split 50/50 between

the issuer and the U.S. Treasury under the McKinney Act.)

     Because the federal government is a primary beneficiary of these

financings, HUD will enter into a "Debenture Lock Agreement" to provide

additional credit enhancement for the non-asset bonds in the unlikely event

of a default on the mortgage loan while any non-asset bonds remain

outstanding.  Under the terms of the FHA insurance on these loans, the

trustee, as the holder of the mortgage loan, is entitled following a

mortgage loan default to claim FHA insurance benefits either in the form of

cash or FHA debentures, which bear a high rate of interest determined at

the time the mortgage loan was originated.  The refunding indenture is

structured to instruct the trustee to request payment of mortgage insurance

in FHA debentures so long as there are any non-asset bonds outstanding, so

that the trustee can use the stream of payments on the high interest rate

debentures to continue amortizing non-asset bonds following

a mortgage loan default.  Under the Debenture Lock Agreement, HUD agrees

not to prepay any such debentures which are issued at the request of the

trustee while any non-asset bonds remain outstanding.  In return for

granting the debenture lock, HUD has generally insisted that the portion of

the HAP Contract savings retained by HUD under the McKinney Act be equal to

or greater than the costs of issuance on the transaction.  Presently, about

one in five current refundings are in parity at closing and no debenture

lock is required.

     Of course, this still leaves the risk that the mortgage loan could be

prepaid at par while nonasset bonds are outstanding from casualty insurance

proceeds of condemnation awards, if such an event were to occur and

insurance proceeds could not be used to repair and restore the project or

any such condemnation could not be relieved.  To cover this possibility, a

common structure for these refundings uses Fannie Mae or MBIA to provide

credit enhancement through a Collateral Purchase Agreement (in the case of

Fannie Mae) or financial guarantee insurance policies (in the case of

MBIA), which covers these gaps and also replaces the need for large debt

service reserve funds which would otherwise be required for this type of

bond issue.  As a result, S&P will rate a Fannie Mae credit-enhanced deal

AAA, and S&P and Moody's will rate an MBIA insured transaction AAA and Aaa,

respectively.  In several state agency refundings, HUD has consented to

mortgage prepayment provisions permitting prepayment following casualty or

condemnation only if the loans were prepared at premiums sufficient to

cover most asset bonds in order to obtain an AAA rating from S&P, although

this has been discouraged in subsequent transactions.  An alternative

structure sometimes used involves obtaining a AAA rating for the Series

1994A Bonds with a debt service reserve of 12 months, plus a 1-month

liquidity reserve and a 30-day payment lag.  The non-asset bonds are then

structured as unrated subordinated bonds and are privately placed.  On an

increasing number of financings, asset parity may be present from the date

of closing, so that all bonds can be structured as rated bonds with the

debenture lock agreement.

     In a typical refunding where the owner agrees to participate, mortgage

modification documents are executed at the closing of the refunding issue,

under which the interest rate of the loan is reduced to a rate slightly in

excess of the tax exempt refunding bond rate (i.e., an end loan rate of

around 7.0% - 7.50% in the current bond market; or higher in the case of a

state agency override) from the date of expiration of the HAP Contract for

the remaining 20 years of a typical loan.  The owner also agrees not to

optionally prepay his loan for a period of roughly ten years (but in no

event later than the expiration date of the HAP Contract) to enable the

issuer to provide optional call protection on the refunding bonds.

"Forwards-Type" Deals

     Where prior bond issues are not yet subject to optional call and will

not be callable within 90 days of the targeted refunding date a

"forwards-type" structure is sometimes needed to provide for an immediate

refunding, as is discussed further below.  A "forwards-type deal" works as

follows.  Fannie Mae or MBIA will provide its collateral purchase agreement

or bond insurance policies for a taxable issue of Series 1994A Bonds.  Each

Series 1994A Bond carries with it the right and obligation to purchase, on

the first optional call date of the prior issue, a
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corresponding Series 1995A tax exempt refunding bond, which, on the date of

issuance of the Series 1994A Bonds, the issuer commits to issue and MBIA or

Fannie Mae commits to credit enhance, subject only to several requirements,

principally the delivery of a clean Bond Counsel opinion, as in most

"forwards-type" deals.

     In a few deals where bond counsel has taken a conservative tax

position, it has been necessary to separate the right and obligation to

purchase the Series 1995A tax exempt bonds into a separately tradable

escrow receipt.  While this complicates the documentation and the marketing

of the obligations, the forwards-type transaction can be structured to

address this concern.

     Almost all of these issues are feasible for refunding, due to the high

level of interest rates prevailing on the original mortgage loans (almost

all at or only slightly below 12%).  In a few cases where there was an

original 15-year lock-out on optional call, this may not be possible, but

these cases are extremely rare.

     For obvious reasons, HUD has generally refused to approve a

"forwards-type" deal where the prior bonds are within their optional call

period.

Procedures

     HUD normally requires that a cash flow package be submitted outlining

the proposed refunding structure, which typically takes HUD three to six

weeks to review.  Following this review, HUD issues a "terms and conditions

approval letter" (or "marketing letter"), which approves the basic

financial structure of the deal and provides a basis for the underwriters

to proceed with marketing.  HUD usually will require that the yield on the

Series 1994A Bonds not exceed the Bond Buyer 20-Bond index for the

preceding Friday by more than 75 basis points and that the yield on the

taxable bonds not exceed the yield on the U.S. Treasury Bond of a

comparable maturity by more than 150 basis points.

     After the marketing, two to four weeks are generally required to

obtain necessary final HUD approvals of documents and the other steps

needed to close a transaction.
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   APPENDIX C

___________________________________________________________________________

   Special Attention of:                Notice   H 94-95 (HUD)

All Secretary's Representatives         Issued:  12/07/94

All State Coordinators                  Expires: 12/31/95

All Area Coordinators                   ___________________________________

All Housing Directors                   Cross References:

All Directors of Multifamily Housing

All Chiefs of Asset Management

___________________________________________________________________________

   Subject:  Refunding of Bonds Issued to Finance Section 8

               Financing Adjustment Factor Projects

The Obligation to Refund

     This Notice reiterates previous HUD instructions concerning Section 8

bond refundings and provides a new minimum floor of $100,000 for small

project costs of issuance.  Long-term tax-exempt interest rates continue to

be highly favorable to refundings which provide substantial Section 8

subsidy savings to the Government, substantial McKinney Act savings for

participating issuers, and a lock-in of a future low mortgage rate for the

project owner.  This Department looks forward to working with you to

complete refundings promptly while market conditions are still feasible.

     Local housing agencies (both the parent entity PHA and instrumentality

issuer) agreed to use their best efforts to refund projects which received

the 1981 Financing Adjustment Factor (the "FAF") during original processing

of these projects from late 1981 through early 1983.  HUD's formal request

to agencies to refund FAF projects was first issued on March 19, 1987, and

further revised and reiterated on December 14, 1988, and July 3, 1989.  The

"Letter Agreement for Refunding of 11(b) Obligations" (see Appendix 1) is

binding on 11(b) issuing agencies; HUD will now bring to closure these

agreements to secure full cooperation in the refunding effort.  FAF

projects must be refunded in accordance with HUD's formal request; and 50

percent of net debt service savings must be used to reduce the Government's

subsidy cost.  The other 50 percent belongs to the Agency which initiates

the refunding and agrees to use these funds for very low-income housing,

pursuant to Section 1012(a) of the Stewart B. McKinney Homeless Assistance

Act, as amended in 1992.

___________________________________________________________________________

  HFEF : Distribution:  W-3-1,W-2(H),W-3(A)(H)(OGC)(ZAS),W-4(H),R-1,R-2,

                        R-3-1(H),R-3-3,R-6,R-6-2,R-7,R-8

  Previous Editions Are Obsolete                            HUD 21B(3-80)

                                                              GPO 871 902
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     In requesting cooperation of FAF project owners, HUD wishes to

emphasize that participation in FAF bond refundings is mandated by

regulation.  By amendment to 24 CFR Part 888.101(b) published on October

23, 1981, (FR, Vol. 46, No. 205, page 51903), HUD added to Schedule A of

the Part 888 Fair Market Rents a Note providing: "The owner shall be

required to consent to reduction of the contract rents commensurate with

the reduced project debt service resulting from such refunding."  HUD

regulations have the force and effect of law and apply to FAF projects

whether or not they were specifically incorporated in the financing

documents.  We do not view FAF refundings as optional.  This Notice

constitutes HUD's final attempt to secure voluntary cooperation in honoring

the Letter Agreement and FAF regulation, after which HUD's remaining

recourse with issuers and owners, in appropriate cases, is litigation.

Incentives to Refund

     The McKinney Act provision cited above provides a major incentive to

agencies to refund with HUD approval and receive half of the debt service

savings.  Previous HUD memoranda made clear that no party should incur

unreimbursed expenses in refunding bonds.  The issuance/underwriting spread

should allow for such expenses.  In order to assure latitude for coverage

of transaction expenses, and recognizing the small size of most of the

outstanding FAF bond issues, HUD will accept inclusion of expenses

according to the following sliding scale percentages of total refunding

bond principal.  (This scale will apply to all Section 8 bond refundings,

non-FAF as well as FAF, which require HUD approval and which have not

received HUD's marketing approval letter as of the date of this Notice.)

Percentage Ceiling            Refunding Bond Principal

     3.5%                     $ 0 - $ 5,000,000

     3.0%                     $ 5,000,000 - $10,000,000

     2.5%                     $10,000,000 - $15,000,000

     2.0%                     $15,000,000 - $25,000,000

     1.5%                     $25,000,000 - $75,000,000

     1.0%                     Over  $75,000,000
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     For refunding bonds of less than $5 million, the ceiling is the

greater of (1) $100,000 or (2) 4.5 percent of the first $1.5 million and

3.5 percent of the balance.  For refunding bonds above $5 million, the

ceiling allowance on the first $5 million is 3.5 percent.

     Within these limits, the Agency and private parties to the transaction

may negotiate fees to pay their costs of cooperating in the refunding.

However, no incentive fee other than reimbursement of actual costs may be

collected by an Agency which shares McKinney Act savings.

     Sale of refunding bonds at a favorable yield generally requires call

protection for investors, involving agreement by the housing

owner/mortgagor not to prepay the mortgage for several years.  In many

cases, original financing documents prohibit a prepayment by the mortgagor

during the Housing Assistance Payments Contract (the "HAPC") term without

HUD approval.  To facilitate a refunding, HUD may provide its formal

agreement to withhold such approval and effectively bar prepayment during a

refunding bond call protection period.  This agreement can be provided only

after: (1) HUD review of the pertinent documents, including the mortgage

note and rider, and (2) determination that the project has no immediate

capital needs in excess of Reserve for Replacement Funds, and the mortgage

is current in payments.

     As an alternative to amending the mortgage and HAP contract, it is

also permissible to return debt service savings to HUD through regular

periodic rebates by the trustee for the refunding bonds, a so-called

"trustee sweep."  This alternative may be helpful where parties to the

transaction prefer not to revise the mortgage note and Section 8 HAPC, and

related financing documents, at the bond closing.

     In those cases which result in an immediate reduction of project rents

and HAP contract amount, HUD will hold harmless from reduction of fees

those who administer HAP contracts or manage projects.  Where such fees are

based on a percentage of HAP contract amount or gross rents, the current

percentages may be adjusted to provide the same dollar amount of fee

income.
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Advantages to the Project and Owner

     Although the McKinney Act confers on Agencies' wide discretion in the

use of their 50 percent share of savings, HUD believes it fair and

reasonable, and a concern of high priority, that Agencies consider first

the needs of the projects which generate those savings and the importance

of preservation of low-income housing stock.  A standard provision in the

McKinney Act Refunding Agreement executed by HUD and Agencies requires each

Agency to certify to HUD as to the physical and financial condition of the

projects refunded and to submit annually to the local HUD Office project

financial statements and physical inspection reports.

     An Agency and/or owner which wishes to finance physical improvements

as part of a bond refunding should submit an itemized list of requested

repairs to the local HUD Field Office for review prior to approval by HUD

Central Office.  Bond proceeds and other money released from funds and

accounts held under the original Bond Trust Indenture provide a ready

source of repair and modernization money and a means to augment required

replacement reserves levels.

     If an owner can document cash contributions to the original bond

indenture or to project capital costs not included in the FHA endorsed

mortgage amount, HUD will approve reimbursement to the owner as an element

of the refunding.  For an Agency which agrees to help finance property

improvements from its 50 percent McKinney Act savings, HUD may agree to a

lump sum payment of all or a portion of such savings, provided that such

payment can be funded entirely from funds held under the original

Indenture.

HUD/Agency Cooperation

     Issuing agencies should feel free to consider a variety of proposals

and exercise their judgment in selection of an underwriter.  HUD does not

maintain a list of approved bond underwriters, bond counsel, or

consultants, or otherwise participate in agency selection of such, although

we can provide a list of investment bankers who have successfully closed

FAF refundings.  Competitive bidding is not a HUD requirement, although

some Agencies have used it in selecting the underwriter/bond counsel team.
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     Refunding proposals may be sent directly to the Director, Financial

Services Division, Room 3119, 470 L'Enfant Plaza East, Washington, DC

20024.  For assistance and clarification of questions, the phone number is

(202) 755-7450, ext. 125.  The fax number is (202) 755-7522.

     The Department expects your response to this Notice within 30 days

after its date (to the attention of Jim Mitchell, Director, Financial

Services Division).  Please either state what steps you have taken to

develop a FAF refunding proposal for HUD review or, if no action has been

taken, explain why.  Be specific as to any obstacles or problems you

encounter.  We would like to resolve these, where present, and work with

you to the successful conclusion of the FAF refunding program.

                              ___________________________________

                              Assistant Secretary for Housing-

                                Federal Housing Commissioner

   APPENDIX D

               U.S. Department of Housing and Urban Development

                         Washington, D.C. 20410-8000

OFFICE OF THE ASSISTANT SECRETARY

FOR HOUSING-FEDERAL HOUSING COMMISSIONER             MORTGAGEE LETTER 94-17

             APR - 6 1994

     TO:  ALL APPROVED MORTGAGEES

     SUBJECT:  Refinancing of Insured Mortgages Pursuant to

               Section 223(a)(7) of the National Housing Act -

               Questions and Answers

          On November 24, 1993, the Department of Housing and Urban

     Development (HUD) issued Notice H 93-89, announcing streamlined

     processing procedures for the refinancing of existing insured

     mortgages pursuant to Section 223(a)(7).

          At that time HUD also issued Mortgagee Letter 93-39 which

     provided a summary of the changes, a fact sheet and Questions and

     Answers relating to the streamlined procedures.  HUD staff, mortgagees

     and owners have identified several issues which were unclear and for

     which further guidance was required.  This letter transmits to you

     additional Questions and Answers, addressing these and other issues,

     which were provided to HUD staff on February 25, 1994.  (The enclosed

     document begins with question number 13, as Mortgagee Letter 93-39

     provided Questions and Answers 1 through 12.)

          We appreciate your continued interest in HUD's multifamily

     housing programs and particularly Section 223(a)(7).

                                   Sincerely yours,

                                   Nicolas P. Retsinas

                                   Assistant Secretary for Housing -

                                   Federal Housing Commissioner

     Enclosure
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31.  Q:   What incentive is there for owners to refinance a project with

          section 8 rents?  How do we handle rent reductions in projects

          with less than 100 percent of units with project-based

          assistance?  What's the status of instructions for projects with

          100 percent project-based rental assistance?

     A:   o    The issue of incentives for owners to refinance is under

               discussion as part of the Headquarters' Section 8 Working

               Group comprised of HD and HM staff.  The outstanding policy

               being reviewed is a 90 percent/10 percent split in the rent

               savings between HUD and the mortgagor.

               >>   If you are contacted by mortgagors of projects with

                    project-based assistance indicating an interest in

                    refinancing, determine what incentives would need to be

                    offered to influence them to proceed with the

                    refinancing and relay that information to us for

                    consideration by the Working Group.

               >>   If a mortgagor wants consideration of a

                    project-specific proposal for incentives, an

                    application for refinancing pursuant to Section

                    223(a)(7) must be submitted to the Field Office, along

                    with a written proposal identifying the requested

                    incentives.  Contact Headquarters for consideration of

                    the incentives after you have reached the point in

                    processing where the anticipated savings has been

                    determined.

          o    Projects with less than 50 percent of the units with

               project-based assistance will not be required to reduce the

               rents in their Housing Assistance Payments (HAP) Contract.

               You may process using the expedited procedures and issue

               commitments on those projects without further guidance.

          o    Projects with 50 percent or more of the units with

               project-based assistance will be required to reduce the

               rents in their HAP Contract.

               >>   Instructions for determining rents for projects with 50

                    percent or more but less than 100 percent of units with

                    project-based assistance are no different than for

                    market rate projects.  Rents for projects with 100

                    percent project-based assistance must be

   10

                    calculated by formula.  Instructions for the formula

                    rent calculation are being developed and will be

                    provided upon request.  Contact Headquarters for

                    project-specific guidance.

               >>   Instructions for implementing rent reductions for all

                    projects with 50 percent or more of the units with

                    project-based assistance are also being developed.  In

                    the interim, initiate processing and contact us for

                    project-specific guidance on implementing rent

                    reductions and shared savings.

32.  Q:   In paragraph II.C. of the Notice we state the term of the new

          mortgage may not exceed the remaining term of the existing

          mortgage, however, the Director of HD may approve a term up to 12

          years beyond the remaining term if it is determined necessary for

          economic viability and will make less likely an insurance claim.

          Does this mean we can exceed the maximum term under the original

          mortgage program?  If you had a 223(f) loan with a remaining term

          of 30 years, could it be refinanced for a 42-year term or would

          it be limited to 35?

     A.   The regulations allow the maximum term to be up to 12 years

          beyond the remaining term, under the conditions identified in the

          Notice.  The following language should be added to paragraph

          II.C. to further limit the loan term to the maximum term under

          the original mortgage program:

          "In no event may the loan term extend beyond the maximum term

          under the section of the act the original mortgage was insured."

33.  Q:   Why charge the .3 percent application fee upfront when we are

          going to refund half of it at the owner's request?

     A:   Outstanding regulations (which cannot be waived) require the

          Department to collect a .3 percent application fee.  Therefore,

          the full fee has to be collected.  To entice owners to refinance,

          it was decided that the Department would refund up to half of the

          fee at the owner's request.  Use an application fee of .15

          percent when processing the application.

   APPENDIX E

   PROJECT NAME

   PROJECT LOCATION

   PROJECT NUMBER

          USE AGREEMENT AND AMENDMENT OF REGULATORY AGREEMENT

                    FOR MULTIFAMILY PROJECTS ASSISTED

       UNDER SECTION 8 OF THE UNITED STATES HOUSING ACT OF 1937

     SECTION 203(H)(2) OF THE HOUSING AND COMMUNITY DEVELOPMENT

                         AMENDMENTS OF 1978

     This Agreement, entered into by the Secretary of Housing and Urban

Development (the "Secretary" or "HUD"), and ______________ ________________

("Owner") provides as follows:

     WHEREAS, _______________ (the "Project"), a _____________ unit project

located in ____________________________, was subsidized by the Secretary

under Section 8 of the United States Housing Act of 1937;

     NOW, THEREFORE, in consideration of the mutual promises set forth

herein, the parties hereby agree as follows:

     1.   Definitions.

     a.   "Adjusted Income" has the meaning set forth in the definition of

"adjusted income" in 24 CFR Part 248 on the effective date of this

Agreement.

     b.   "Fair Market Rent" for purposes of this Agreement, is the rent

determined by the Secretary, based on the costs of operating the Project,

with payments of principal, interest, and mortgage insurance premiums due

on the Mortgage Note (whether or not such Mortgage Note has been paid in

full.)

     c.   "Family means (1) two or more persons related by blood, marriage

or operation of law, who occupy the same unit; (2) a handicapped person who

has a physical impairment which is expected to be of long continued and

indefinite duration, substantially
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impedes his ability to live independently, and is of such a nature that his

ability to live independently could be improved by more suitable housing

conditions; or (3) a single person.

     d.   "Owner" refers to the persons or entities named in the first

paragraph hereof and designated as Owner, its successors and assigns.

     e.   "Project" includes the real property, buildings and all its other

assets of whatsoever nature or wheresoever situate, used in or owned by the

business conducted on said real property, which business is to provide

housing and other such activities as are incidental thereto.

     2.   Term.  This Agreement shall become effective upon the termination

of the Housing Assistance Payment Contract and shall remain in effect until

_______________, the tenth anniversary date of the expiration date of the

Housing Assistance Payment Contract.

     3.   Use Restrictions.

     a.   The Project shall be used solely as rental housing for families

eligible for admission under Section 8 of the United States Housing Act of

1937 except that no tenant in occupancy as of the effective date of this

Agreement shall be required to relocate on the basis of his or her income.

     b.   Preference for occupancy of vacant units shall be given to those

families displaced from an urban renewal area, or as a result of

governmental action, or as a result of a disaster determined by the

President to be a major disaster, and to those families whose incomes are

within the lowest practicable limits for obtaining rental units in the

Project.

     c.   The Owner shall not restrict occupancy by reason of the fact that

there are children in the family, except in those projects that are

designed primarily for elderly persons.

     d.   The Owner shall not permit use of the dwelling accommodations of

the Project for any purpose except the use which was originally intended,

or permit commercial use, if any, greater than that originally approved by

the Secretary.

     e.   No tenant shall be permitted to rent more than one unit at any

given time without the prior written approval of the Secretary.

     f.   On forms approved by the Secretary, the Owner shall obtain from

each prospective tenant, prior to admission to the Project, a certification

of income, and from all tenants who are not paying Fair Market Rent, a

recertification of income, at intervals as required by the Secretary.  If

any recertification reveals a change in income whereby the
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tenant becomes eligible for a lower or higher rental, such adjustment in

rental charged shall be made.  In a manner prescribed by the Secretary, the

owner shall obtain written evidence substantiating the information given on

the tenants' certifications and recertification of income and shall retain

the evidence in its files for three years.

     g.   The Owner shall require all tenants who do not pay the Fair

Market Rent to execute a lease in the form prescribed by the Secretary, and

shall not rent any unit in the Project for less than 30 days nor more than

one year.

     4.   Rent Levels.

     a.   All units shall be subject to rent restrictions such that rental

charges cannot exceed thirty percent (30%) of fifty percent (50%) of the

area median gross income of a household of appropriate size based upon the

number of bedrooms per unit (Area Median Income as Adjusted) as determined

pursuant to the Act and rules and regulations of Corporation in existence

from time to time ("Rules").  The Owner shall establish for each dwelling

unit (1) a basic rental charge determined on the basis of operating the

Project with payments of principal and interest under a mortgage bearing

interest at one percent; and (2) a fair market rental charge determined on

the basis of operating the project with payments of principal, interest and

mortgage insurance premiums due under the insured mortgage on the project,

provided, however, if the Project has separate utility meters and the

tenants are billed directly and pay some or all of the utility charges

attributable to the units they occupy, the basic rental charge and the fair

market rental charge shall be determined on the basis of operating the

Project without including the cost of such utility services for each unit.

     b.   The rental charged for each unit will be determined as provided

in 24 CFR  236.55, and instructions issued pursuant thereto.

     c.   The Owner shall remit to the Secretary, on or before the tenth

day of each month, the amount by which the total rentals collected on the

dwelling units exceeds the sum of the approved basic rentals for all

occupied units, which remittance shall be accompanied by a monthly report

on a form approved by the Secretary, provided that a monthly report must be

filed even if no remittance is required.

     d.   No change will be made in the basic rental or fair market rental

unless approved by the Secretary, and in the event that some or all of the

utilities are individually metered, in which case the Secretary will have

approved a utility allowance for each unit, the Owner agrees to request

from the Secretary an adjustment in the approved utility allowance within

90 days if there are utility rate increases which result in a cumulative

increase of 10 percent or more in the cost of utilities included in the

latest approved utility allowance.
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     5.   Reserve for Replacements Fund.

     a.   The owner shall maintain a reserve fund for replacements by the

allocation to such reserve fund, in a separate account with a safe and

responsible depository designated by the Secretary concurrently with the

effective date of this Agreement, of an amount equal to $_______ per month

unless a different date or amount is approved in writing by the Secretary.

Such fund, whether in the form of a cash deposit or invested in obligations

of, or fully guaranteed as to principal by, the United States of America,

shall at all times be under the control of the Secretary.  Disbursements

from such fund, whether for the purpose of effecting replacement of

structural elements and mechanical equipment of the Project or for any

other purpose, may be made only after receiving the consent in writing of

the Secretary.

     b.   As security for the payments due under this Agreement to the

reserve fund for replacements and as security for the other obligations

under this Agreement, the owner assigns, pledges and mortgages to the

Secretary its rights to the rents, profits, income and charges of whatever

sort which it may receive or be entitled to receive from the operation of

the Project.  Until a violation of this Agreement occurs, however,

permission is granted to the Owner to collect and retain under the

provisions of this Agreement such rents, profits, income and charges, but

upon a violation this permission is terminated as to all rents due or

collected thereafter.

     6.   Reconstruction, Demolition, etc.  The Owner shall not, without

the prior written approval of the Secretary, remodel, add to, reconstruct,

or demolish any part of the Project or subtract from any real or personal

property of the Project.

     7.   Management and Maintenance of the Project.

     a.   The Owner shall provide for the management of the Project in a

manner satisfactory to the Secretary.  Any management contract entered into

by the Owner involving the Project shall contain a provision that it shall

be subject to termination, without penalty and with or without cause, upon

written request by the Secretary addressed to the Owner.  Upon receipt of

such request, the Owner shall immediately terminate the contract within a

period of not more than thirty days and shall make arrangements

satisfactory to the Secretary for continuing proper management of the

Project.

     b.   The Owner shall maintain the Project, the grounds, and equipment

appurtenant to the Project, in good repair and condition.

     c.   The Project, equipment, buildings, plans, offices, apparatus,

devices, books, contracts, records, documents and other papers relating to

the Project, shall at all times be maintained in reasonable condition for

proper audit and shall be subject to examination and
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inspection at any reasonable time by the Secretary or his duly authorized

agents.  The Owner shall keep copies of all written contracts or other

instruments which affect the Project, all or any of which may be subject to

inspection and examination by the Secretary or his agents.

     8.   Displacement.  No Tenant shall be displaced, except for good

cause.

     9.   Civil Rights Requirements.  The Owner will comply with the

provisions of any Federal, State or local law prohibiting discrimination in

housing on the basis of race, color, religion, sex, national origin,

handicap or familial status, including but not limited to: Title VI of the

Civil Rights Act of 1964, the Fair Housing Act, Executive Order 11063,

Section 504 of the Rehabilitation Act of 1973, and all requirements imposed

by or pursuant to the regulations of the Department of Housing and Urban

Development implementing these authorities, including, but not limited to

24 CFR Parts 1, 100, 107, and 110, and Subparts I and M of Part 200.

     10.  Execution of Other Agreements.  The Owner agrees that it has not

and will not execute any other agreement with provisions contradictory of,

or in opposition to, the provisions of this Agreement, and that in any

event, the provisions of this Agreement are paramount and controlling as to

the rights and obligations set forth and supersede any other requirements

in conflict therewith.

     11.  Agreement Binding upon successors and Assigns.  Upon conveyance

of the Project during the term of this Agreement, the owner shall require

its grantee to assume its obligations under this Agreement.  In any event,

this Agreement shall be binding upon the Owner's successors and assigns.

     12.  Enforcement.  In the event of a breach or threatened breach of

any of the provisions of this Agreement, any eligible tenant or applicant

for occupancy, or the Secretary or his or her successors or delegates, may

institute proper legal action to enforce performance of such provisions, to

enjoin any acts in violation of such provisions, to recover whatever

damages can be proven (including refunds, with interest, on rent

overcharges), and/or to obtain whatever other relief may be appropriate.

     13.  Severability.  The invalidity, in whole or in part, of any of the

provisions set forth above shall not affect or invalidate any remaining

provisions.
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     14.  Impairment of Regulatory Agreement.  Nothing herein contained

shall in anywise impair the Regulatory Agreement, it being the intent of

the parties that the terms and provisions of said Regulatory Agreement

shall continue in full force.

     15.  Economic Viability.  To the extent that the continuation of this

Agreement jeopardizes the economic viability of the Project as determined

by the Owner, the Owner may petition the Department of Housing and Urban

Development for specific modification of this Agreement.

     IN WITNESS WHEREOF, the parties hereto have executed this Agreement

and have agreed that it shall be effective as of the day of ______________,

19__.

                                        OWNER

______________________________          ______________________________

          Witness

                                        SECRETARY OF HOUSING AND

                                        URBAN DEVELOPMENT

______________________________          BY: __________________________

          Witness                       Director

                                        Office of Housing Management

                                        HUD, _______________ Field Office

STATE OF _____________________)

                              )    ss:

COUNTY OF ____________________)

     Before me, a Notary Public in and for said State, on this ____ day

of ____________________, 19__, personally appeared ___________________

_______________________, who is personally well known to me to be the

Director, and the person who executed the foregoing instrument by virtue of

the authority vested in him by Section 204(g) of the National Housing Act,

as amended, and I having first made known to him the contents thereof, he

did acknowledge the signing thereof to be his free and voluntary act and

deed on behalf of Henry G. Cisneros, as the Secretary of Housing and Urban

Development for the uses, purposes and considerations therein set forth.

     Witness my hand and official seal this _____ day of 19__.
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(SEAL)

                                                  _______________________

                                                       Notary Public

My commission expires ________________________, 19__.

STATE OF ________________)

                         )     ss:

COUNTY OF _______________)

     On this ____day of _________________ A.D., 19__, before me residing

therein, duly commissioned and sworn, personally appeared _______________

________, a Notary Public in and for said county and State, proved to me on

the basis of satisfactory evidence to be the ____________________ of the

limited partnership that executed the within instrument and acknowledged to

me that such limited partnership executed the same.

     IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal the day and year in this Certificate first above written.

(SEAL)

                                                  ________________________

                                                       NOTARY PUBLIC

My Commission expires _____________________, 19__.
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APPENDIX 6

               DETERMINING ALLOWABLE TRANSACTION COSTS

     HUD Field Offices must determine the maximum allowable transaction

costs (costs of issuance) by using the worksheet below or other format that

provides the same information.  Categories of allowable transaction costs

appear in the third column of Appendix 5.  When actual transaction costs

exceed the amount permitted by the worksheet, refer the bond refunding

proposal to Headquarters, along with an itemization of the issuance costs.

(See Appendix 1, Item 5.)

          WORKSHEET FOR DETERMINING MAXIMUM TRANSACTION COSTS

===========================================================================

      Tax-exempt Bonds    $_______________

      Taxable Bonds       +_______________

  A.  Total Bond Funds     _______________

===========================================================================

===========================================================================

  1.   _________________ x 5.0% =  _________________

  2.   _________________ x 4.0% =  _________________

  3.   _________________ x 3.5% =  _________________

  4.   _________________ x 3.0% =  _________________

  5.   _________________ x 2.5% =  _________________

  6.   _________________ x 2.0% =  _________________

  B.                       TOTAL   _________________

===========================================================================

===========================================================================

 (Item B)   Total allowable cost of issuance

__________  _________________________________ = % cost of issuance

 (Item A )  Total bond funds

C.   ____________  % cost of issuance

===========================================================================

___________________________________________________________________________
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DIRECTIONS

A.   Determine the total bond funds (tax-exempt bonds plus non-asset

     bonds).

B    Break down the total bond funds (A) into the segments shown in the

     chart below.  (See example following these directions.)  This break

     down is used only for the purpose of determining the allowable costs

     of issuance.  It has no other relationship to the bond transaction.

     Segment   Breakdown the Bond Costs into           Apply the

               the Following Amounts (Rounded)          % Shown

     #1              0          -  $ 2,000,000             5.0%

     #2              2,000,001  -    5,000,000             4.0%

     #3              5,000,001  -   15,000,000             3.5%

     #4             15,000,001  -   25,000,000             3.0%

     #5             25,000,001  -   35,000,000             2.5%

     #6             35,000,001  -                          2.0%

     Multiply each segment above by the corresponding percentage in the

     table (i.e., take the first segment of the total bond funds (i.e.,

     $2,000,000) and multiply that amount by 5.0%; then take the second

     segment (i.e., $3,000,000) and multiply that amount by $4.0%, and so

     on until you have performed this step for the total bond funds.  The

     third, fourth, fifth segments are all in $10,000,000 increments.  The

     sixth and last segment covers amounts above $35,000,000.

     Add up the individual amounts in B to arrive at the total transaction

     costs allowable.

C.   Show the amount in B as a percentage of total bond funds:

     Total allowable cost of iss.(B)

     _______________________________  = % cost of issuance (C)

     Total amount of bonds (A)

___________________________________________________________________________
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APPENDIX 6

               EXAMPLE OF DETERMINING TRANSACTION COSTS

Assume a tax-exempt bond issue of $15,400,000 and a taxable bond issue of

$600,000.

STEP

A.   Determine the total bond funds ($15,400,000 + $600,000 = $16,000,000).

B.   Break down the $16,000,000 total bond funds into the amounts shown in

     the table and multiply each amount by the percentage shown.

     Segment    Millions (Rounded)      Percentage     Maximum Amount

                                         Ceiling       (Rounded)

        1         $ 2,000,000             5.0%           =  $100,000

        2           3,000,000             4.0%           =   120,000

        3          10,000,000             3.5%           =   350,000

        4           1,000,000*            3.0%           =    30,000

                                                            ________

     Total Bond   $16,000,000          Total Allowable      $600,000

     Funds                             Issuance Costs

     *Note that the actual amount remaining is used.

C.   Translate the allowable cost of issuance into a percentage of total

     bond funds.

     $   600,000

     ___________  =  3.75% (Allowable Cost of Issuance as a

      16,000,000            Percentage)

     Total allowable cost of issuance (Item 3)

     __________________________________________  = % cost of issuance

     Total amount of bonds (total bond funds)

___________________________________________________________________________
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   APPENDIX I

Mr.

Dear Mr.           :

     This responds to your recent letter requesting an amendment to the

Department's approval of a modification to the mortgage note and

reinstatement of the original mortgage amount in conjunction with a bond

refunder for the             Apartments, FHA Project No.          , a

formerly coinsured project located in                            .

     The mortgage note was finally endorsed for coinsurance on

          , 19  , under Section 221(d)(4) of the National Housing

Act, as amended, in the amount of $           .  The current

unpaid principal balance of the coinsured loan is $            .

The loan was collateralized by a GNMA Mortgage-Backed Security (MBS).

The loan was endorsed for full insurance                  , 19  .

On             , 19  , the mortgagor defaulted under the mortgage

note and the mortgage loan is now in default.

     You have advised that the fixed rate refunding proposal approved for

the             project is no longer feasible in light of the increase in

prevailing interest rates which has occurred in recent months.  You have

requested, therefore, that the outstanding bond refunder approval be

amended to allow a variable rate tax-exempt refunding bond structure.

     Under the revised refunding structure, the current note rate would

remain at or near its present level of 7.50 percent and the "spread"

between the interest rate on the variable rate refunding bonds and the note

rate will be used to supplement project income and to pay various fees and

transaction costs, as approved by HUD, incurred in the variable rate

refunding.

     Based on the information you have provided, and in order to

avoid an assignment and insurance claim, the proposed variable

rate refunding structure is hereby approved.  This approval

letter, and the following approval conditions, supersede the

          , 19   approval previously issued for this project.
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     1.   Interest Rate Reduction.  Modification of the note interest rate

          from the current rate of 7.50 percent to a lower fixed mortgage

          note rate.  In addition, the lower fixed mortgage note rate may

          not exceed a rate which is 300 basis points above the prevailing

          yields on 10-year U.S. Treasury bonds at the date the bonds are

          sold, without prior HUD approval.

     2.   Floating Rate Financing Structure.

          A.   Under an agreement with the Trustee, funds in excess of

               those needed to service the variable rate tax-exempt bonds

               and to pay ongoing costs of the issuer, the trustee,

               remarketing agent and the credit enhancement/liquidity

               provider, and similar on-going fees and expenses will be

               used each month in the priority order listed below.  Service

               fees and ongoing costs must be defined and approved by HUD

               prior to closing.

               1.   To supplement project income to ensure scheduled

                    mortgage payments are made.

               2.   To make payments to a debt service reserve account

                    required by the credit enhancement/liquidity provider

                    or to reimburse the sponsor for amounts advanced by it

                    for this purpose until the account equals 3 percent of

                    the amount of the bonds.

               3.   To reimburse all out-of-pocket costs incurred by the

                    owner in connection with the issuance of the variable

                    rate tax-exempt bonds, including but not limited to

                    up-front fees and legal fees of the Credit

                    Enhancer/Liquidity provider, costs of purchasing the

                    interest rate cap described in Paragraph 2.C., and

                    up-front fees paid in connection with the interest rate

                    reserve described in Paragraph 2.A.2.
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               4.   To reimburse the owner for the direct out-of-pocket

                    costs of providing a letter of credit equal to $

                     (which is the present value of the spread between the

                    proposed GNMA pass-through rate of 7.25 percent and the

                    Credit Enhancer/Liquidity Provider's 8 percent

                    underwriting) required as additional security by the

                    Credit Enhancer/Liquidity provider and/or to substitute

                    funds to be held in lieu of that letter of credit, so

                    long as the disposition of those funds is limited to

                    reimbursing the credit enhancer for costs incurred or

                    losses sustained in connection with its providing the

                    credit enhancement for the bonds and otherwise are used

                    in accordance with the provisions of subparagraphs 2.B.

                    and 15 of this letter.

               5.   All interest earned on reserve funds must be added back

                    to the reserve.

          B.   Operating Surplus Account

               1.   For as long as the variable rate refunding structure is

                    in place, funds available from the monthly "spread"

                    after payments specified in Paragraph 2.A. above will

                    be deposited in an Operating Surplus Account (OSA).

               2.   Operating surplus funds will be used only for project

                    purposes and only with the prior approval of the

                    Department.  The uses for Operating Surplus funds

                    include, but are not limited to, a) operating deficits,

                    b) project repairs, and c) costs incurred in conversion

                    to a fixed rate bond financing structure.

               3.   The documents for the bond financing must contain a

                    "drop-lock" provision to require, at least annually,

                    the issuer and mortgagor to confer with a remarketing

                    agent and determine whether the interest rate on the

                    bonds and the mortgage loan can be reset to a
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                    fixed rate for the remaining maturity of the bonds and

                    the mortgage loan, based on the net income available

                    for debt service, as determined by the project's

                    audited financial statements for the most recent fiscal

                    year.  The required level of debt service coverage for

                    the drop-lock should be a least 1.10, unless otherwise

                    agreed to by HUD.

               4.   Moneys in the OSA will be available to cover the

                    transaction costs of converting the interest rate on

                    the bonds and the mortgage loan to a fixed rate in

                    order to achieve a debt service coverage ratio of at

                    least 1.25.  Any funds remaining in the OSA over and

                    above the amounts required to cover the foregoing items

                    and other fees and expenses will be treated as surplus

                    cash and paid to the mortgagor after conversion.

          C.   The Credit Enhancer/Liquidity facility will have a term of

               at least 5 years.  The mortgagor will purchase an interest

               rate "cap" as additional security against interest rate

               spikes.  The interest rate cap must remain in place during

               the term of the variable rate structure.

     3.   Prepayment Restrictions.  Modification of the mortgage note may

          include a restriction on the prepayment of the loan.  Prior to

          conversion of the bonds to a fixed rate, the mortgage loan should

          be subject to optional prepayment at any time.  Any prepayment

          restriction placed on the mortgage loan at the time of conversion

          must be in accordance with the language set forth in paragraph

          I.A. of Mortgagee Letter 87-9, computed from the date of the

          conversion.  The Department's override provision must be included

          whenever a restriction on prepayment is utilized.
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     4.   Principal Reinstatement.  The principal amount of the mortgage

          loan may be reinstated to an amount not to exceed the amount

          originally endorsed for coinsurance by the Department.  The

          difference between the new loan amount and the present unpaid

          principal balance must be used only in the priority order

          identified below:

          A.   To cure the mortgage loan arrearage.

          B.   Remaining funds may be used to pay third party independent

               contractors and/or third party independent professionals who

               performed services directly relating to the transaction, who

               were not previously paid.  This may include a refinancing

               fee negotiated between mortgagor and mortgagee.

          C.   Funds remaining after payment of the items provided for

               under Paragraphs 4.A and 4.B above, may be used to reimburse

               the individuals comprising the ownership entity for advances

               for costs paid to third party independent contractors and/or

               third party independent professionals who provided services

               directly relating to the transaction.  These costs may be

               reimbursed only after the expenditures are verified and

               documentation provided, i.e., canceled checks or

               stamped-paid receipts.  Funds may not be used to pay for

               services of individuals or entities having a direct

               ownership interest in the project, including their

               affiliate(s), or any other individuals or entities that have

               an indirect interest in the project.

          D.   The balance of remaining funds, if any, must be deposited in

               the replacement reserve account.

     5.   All excess proceeds not used for the redemption of the refunded

          bonds must be used solely in connection with the new bond issue.

     6.   There is no Partial Payment of Claim.

     7.   There are no funds being paid to identity-of-interest persons or

          entities.

     8.   All escrows are funded at closing.
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     9.   The Sources and Uses of Funds Statement for this refunding must

          include the following language:

          "There will be no disbursement of funds to the owners."

          The Sources and Uses of Funds Statement must also be signed by

          the owner or representative below the following statement:

          "Warning:  It is a crime to knowingly make false statements to a

          Federal agency.  Penalties upon conviction can include a fine and

          imprisonment.  For details, see Title 18. U.S. Code 1001 and

          1010."

     10.  There are no liens created that are equal or superior to the

          insured mortgage.

     11.  A written opinion from the owner's counsel must be provided, that

          states that all of the documents submitted for closing conform to

          the terms and conditions of the Authorization Letter and/or

          HUD-approved modifications of those documents.

     12.  A written opinion from Bond Counsel stating that the refunding of

          the bonds as proposed is allowable under the existing bond

          indenture, applicable laws and the new bond resolution/trust

          indenture, as appropriate, must be provided.

     13.  A written opinion from Bond Counsel, the Owner's counsel or other

          counsel acceptable to HUD that the provisions of the bond

          documents delivered in connection with the refunding bonds are

          not inconsistent with the terms of this letter.

     14.  At closing, the underwriter will certify that the "all-in" rate

          on the loan, taking into account the interest rate on the

          floating rate bonds at initial pricing, and all applicable

          on-going GNMA/servicing fees, credit-enhancement fees, trustee

          fees, issuer fees, remarketing fees, and similar on-going fees

          (but not any required deposits to interest rate reserves), is at

          least 50 basis points below the mortgage loan rate which would

          have been required if the bonds had been marketed at a fixed

          interest rate to maturity.
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     15.  Maximum costs of issuance for the refunding are limited to four

          (4) percent of the face amount of the allowable bonds or other

          securities being issued.  Two (2) percent, pursuant to existing

          tax laws, may be funded from Tax-Exempt Bond Issuance.  Costs

          exceeding two (2) percent must be paid only from the sale of

          taxable bonds or GNMA securities backed by the reinstated

          mortgage loan or from owner contributions and must be clearly

          identified.

     16.  The indenture for the refunding bonds must contain language

          providing that in the event of a default on the mortgage loan and

          assignment to HUD subsequent to the issuance of the refunding

          bonds any funds (i) remaining in the OSA and (ii) any other funds

          remaining under the indenture after payment or provision for

          payment of debt service on the bonds and the fees and expenses of

          the credit enhancer, issuer, trustee and other such parties

          unrelated to the mortgagor (other than funds originally deposited

          by the mortgagor or related parties on or before the date of

          issuance of the refunding bonds), must be paid to HUD to the

          extent necessary to reimburse HUD for any loss incurred in

          connection with the insured mortgage loan.

     17.  Any ongoing fees must be defined at closing and must be approved

          by HUD.

     18.  Each of the Bond documents executed and delivered in connection

          with the refunding (e.g., Indenture, Loan or Financing Agreement,

          Tax Regulatory Agreement, Bond Purchase Agreement, Remarketing

          Agreement) shall contain a provision in substantially the form

          attached as Exhibit A to this letter.

     This office will prepare a request for GNMA to proceed with

the         transaction under the terms of this amended approval letter.

Our approval of the loan modification transaction expires 90 calendar days

from the date of this letter.
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     If you have any questions on the above or require further

assistance, please contact

            Division, at

                                   Sincerely,

                                   Albert B. Sullivan

                                   Director

                                   Office of Multifamily

                                     Housing Management

   Exhibit A

                         CONFLICTS PROVISION

HUD and FHA Requirements to Control; Limited Liability of Owner;

No Recourse Against Project Assets

     (a)  Notwithstanding anything in this [Indenture/Agreement] to the

contrary, the provisions hereof are subject and subordinate to the National

Housing Act, all applicable HUD insurance [, GNMA] (and Section 8, if

applicable) regulations and related administrative requirements and the

Mortgage Loan Documents, and all applicable FHA [and GNMA] regulations and

related administrative requirements, and in the event of any conflict

between the provisions of this [Indenture/Agreement] and the provision of

the National Housing Act, any applicable HUD [or GNMA] regulations, related

HUD [or GNMA] administrative requirements, or the Mortgage Loan Documents

or the FHA [GNMA] regulations and related administrative requirements, the

said National Housing Act, regulations, related administrative

requirements, or Mortgage Loan Documents shall be controlling in all

respects.

     (b)  This [Indenture/Agreement] shall not be constructed to restrict

or adversely affect the duties and obligations of the [Mortgage

Servicer/Lender] under the Contract of Mortgage Insurance between the

[Mortgage Servicer/Lender] and HUD with respect to the Mortgage Loan.

     (c)  Any Project funds held by the [Mortgage Servicer/Lender] for or

on behalf of the Owner shall be maintained separate and apart from the

funds established and held by the Trustee for the holders of the Bonds and

the various escrows and funds, if any, under the Indenture.

     (d)  Neither the Issuer, the Trustee nor any of the Bondholders has or

shall be entitled to assert any claim against the Project, the  Mortgage

proceeds, any reserve or deposit required by HUD in connection with the

Mortgage Loan, or the rents or income of the Project other than "surplus

cash" as defined in the FHA Regulatory Agreement or as otherwise permitted

by HUD; provided, however, the foregoing shall not restrict any rights of

the Issuer, the Trustee, the [Mortgage Servicer/Lender] or any of the

Bondholders against any guarantor of the obligations of the Owner, if any,

with respect to this [Indenture/Agreement].
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     (e)  The monetary obligations of the Owner contained in [this

Indenture/Agreement] (except for indemnification by the

General Partner under Section ______ of _________________________

and payments required to be made pursuant to Sections ________, ______

and ________ thereof) shall be limited obligations payable solely from the

income and assets of the Project, and neither the Owner or any successor or

assignee thereof nor any partner or employee of the Owner or any successor

or assignee thereof shall have personal liability for the satisfaction of

any obligation of the Owner or claim arising out of this

[Indenture/Agreement] against the Owner other than from revenues of the

Project.  Notwithstanding anything contained in this [Indenture/Agreement]

to the contrary, neither the Issuer nor the Trustee may assert any claim

arising hereunder  against the Owner's interest in the Project, the

proceeds of the Mortgage on the Project, any reserve of deposit made with

the [Mortgage Service/Lender] or in the rents or other income of the

Project for the payment of any charge due hereunder except to the extent

available from "Surplus Cash" as that term is defined in the FHA Regulatory

Agreement.

     (f)  Notwithstanding any provisions in the [Indenture/Agreement] to

the contrary, enforcement of the provisions of this [Indenture/Agreement]

shall not result in any claim against the Project, Mortgage Loan Proceeds,

any reserve or deposit required by HUD or the [Mortgage Servicer/Lender] in

connection with the Mortgage Loan, or the rents or other income from the

Project (other than available "Surplus Cash" as defined in the FHA

Regulatory Agreement or distribution thereof).  By execution hereof, each

of the undersigned affirms that no pledge has been made and that it has no

claim, and will not later assert any claim, against the project, the

Mortgage Loan proceeds, any reserve or deposit made with the [Mortgage

Servicer/Lender] or any other amount required by HUD [or GNMA] in

connections with the Mortgage Loan, or against the income from the Project

for payment of any obligations contained herein (other that available

Excess Surplus Cash as defined in the FHA Regulatory Agreement or

distributions thereof); provided, however, that this [Indenture/Agreement]

provision shall not alter, affect or diminish the rights of the Trustee of

the [Mortgage Servicer/Lender] under the Mortgage Loan Documents.

