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HFA CLCSING. Before di sbursenment of | oan advances in

peri odi c advances cases, and in all cases after conpletion
of construction, repairs or substantial rehabilitation (or
conpl etion of processing for existing projects requiring no
repairs), the HFA nust hold a closing and subnmit a closing
docket with required docunentation to the local HUD Ofice
with jurisdiction for the project's location. The

submi ssion will include, anong other things, the nortgage
note which the local HUD Ofice Manager will endorse for
insurance. Prior to closing, the HFA nust ensure that the
foll owi ng property and nortgage requirenments have been net:

A PROPERTY REQUI REMENTS -- REAL ESTATE. The nortgage
nmust be on real estate hel d:

1. In fee sinple;

2. Under a renewable | ease of not |ess than 99 years;
or

3. Under a | ease executed by a governnental agency,
or other |essor approved by the HFA, that has a
termat |east 10 years beyond the end of the
nortgage term

B. TI TLE

1. Eigibility of title. Marketable title to the
nmort gaged property nust be vested in the nortgagor
on the date the nortgage is filed for record.

2. Title evidence. The HFA nust receive atitle
i nsurance policy (or other acceptable title
evidence in the jurisdiction if title policies are
not typical) that ensures that narketable title is
vested in the nortgagor, that a survey acceptable
to the HFA has been performed, and that no
existing inpedinments to title concern, or exist
on, the property.

C. MORTGAGE PROVI SI ONS

1. Form The nortgage and note nust be executed on a
form approved by the HFA for use in the
jurisdiction in which the property is |ocated.

The note nust provide that the nortgage is insured
under Section 542(c) of the Housing and Community
Devel opment Act of 1992 and the regul ations set
forth at 24 CFR Part 266, in effect on the date of
endorsenent. The note nust al so specify the risk
of |l oss assuned by the HFA and by HUD.

2. Mdrtgagor. The nortgage nust be executed by a
nmort gagor deternined eligible by the HFA



First lien. The nortgage nust be a single first
lien on property that has first priority for
payment and that conforns with property standards
prescri bed by the HFA

Singl e asset nortgagor. The nortgage nust require
that the nortgagor is a single asset, sole purpose
nor t gagor .

Anortization. The nortgage nmust provide for
conpl ete anortization (i.e., regularly anortizing)
over the term of the nortgage

Use restrictions. The nortgage must contain a
covenant prohibiting the use of the property for
any purpose other than the purpose intended on the
day the nortgage was executed. The conversion of
a project fromrental to cooperative is not a
"change in use" as that termis enployed in the
nmort gage since the property will continue to have
a residential use both before and after

conversi on.

Hazard i nsurance. The nortgage must contain a
covenant, acceptable to the HFA, that binds the
nort gagor to keep the property insured by one or
nmore standard policies for fire or other hazards
stipulated by the HFA. A standard nortgagee

cl ause maki ng | oss payable to the HFA nust be
included in the nortgage. The HFA is responsible
for ensuring that insurance is nmaintained in force
and in the anmount required by this paragraph and
the nmortgage. The HFA nust ensure that the

i nsurance coverage is in an anmount which will
comply with the coinsurance clause applicable to
the | ocation and character of the property, but
not |ess than 80 percent of the actual cash val ue
of the insurable inprovenents and equi prnent. If
the nmortgagor does not obtain the required

i nsurance, the HFA nust do so and assess the

nmort gagor for such costs. These insurance
requirenents apply as long as the HFA retains an
interest in the project and final claimsettlenent
has not been conpleted or the contract of

i nsurance has not been ot herw se terninated.

Modi fication of ternms. The nortgage nust contain
a covenant requiring that, in the event that the
HFA and owner agree to a nodification of the terns
of the nortgage (e.g., to reflect a reduction of
the interest rate if reductions are realized in
the underlying bond rates for the project),
Section 8 rents would be reduced in accordance
with HUD guidelines in effect at the tine.

Regul atory Agreenent. The nortgage nust contain a
provi sion incorporating the Regul atory Agreenent
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by reference.

10. HUD adjustnment of nortgage amount. The HFA may
al so wish to include a provision permtting
declaration of a default if a nortgagor fails to
remt excess nortgage proceeds when HUD revi ew of
advances or cost certification results in a
nmort gage reduction

D. MORTGAGE LI EN AND OTHER OBLI GATI ONS

1. Liens. At the initial and final closing of the
| oan, the nortgagor and the HFA nust certify, and
the HFA nust determ ne, that the property covered
by the nortgage is free fromall |iens other than

the insured nortgage, except that the property nmay

be subject to an inferior lien(s) as approved by
the HFA as long as the insured nortgage has first
priority for payment.

2. Contractual obligations. At the final closing of
the | oan, the nortgagor and the HFA nust certify,
and the HFA nust determine, that all contractua
obligations in connection with the nortgage
transaction, including the purchase of the

property and the inprovenents to the property, are

paid. An exception is nade for obligations that
are approved by the HFA and deternined by the HFA
to be of a lesser priority for paynent than the
obligation of the insured nortgage.

E. EXECUTI ON OF REGULATORY AGREEMENT. The HFA and the
nmor t gagor nust execute and record a Regul atory
Agreenment in a formacceptable to the HFA. The

Regul at ory Agreenent nust include an addendum requiring

the nortgagor to conply with the requirenents of the
Ri sk- Sharing program for as |long as the Conmi ssioner
i nsures the nortgage.

SUBM SSI ON OF CLOSI NG DOCKET.

The HFA nmust submit the closing docket, representations and
certifications as required in Appendix 10, to the | ocal HUD
Ofice, transmitted by letter signed by an authorized
official identified in the Ri sk-Sharing Agreenent. An
original and one conformed copy nust be submitted, in |egal-
sized pressboard folders fastened at the top. The closing
docket, each page nunbered in the upper right corner with
the HUD project nunber, nust be acconpani ed by the

i nformati on di skette and a check for the first year's

Mort gage | nsurance Prenium (see chapter 9).

NOTE: For a new construction/substantial rehabilitation
project that will be insured upon conpletion

(i.e., noinitial endorsenent) an information

di skette nmust be subnitted with a cover letter

stating that the project has started construction



and specifying the date of construction start.

A

Information diskette. Project information concerning
the nmortgage amount, |ocation, nunber and type of

units, income and expenses, rents, project occupancy
percent age, val ue/repl acenent cost, interest rate, type
of financing, tax credit use, and sinmlar statistica
information will be recorded on a diskette that will
all ow i nput of project information into the 542(c) data
system The type of information required on the

di skette is described in Appendix 11. HFAs will be

provided the format and instructions for preparing the
i nformati on diskette. HUD Offices will be provided
instructions for entering the diskette.

Initial Cosing. The initial closing docket subnmtted
by the HFA nust include the information and
certifications identified in Appendix 10, section 1.

It must also include the HFA's information di skette,
conpleted to include the data required for the data
system The local HUD Ofice will reviewthe initia

cl osing docket in a manner simlar to its review of the
final closing docket pursuant to paragraph 6-3 bel ow.

Final Cosing. After physical conpletion of the
project or conpletion of critical repairs (noncritica
repairs may be nade after final endorsement with

est abli shnent of appropriate escrows acceptable to the
HFA) and execution of a certificate of actual cost (for
bot h i nsurance of advances and insurance upon
conpletion), the HFA will submit a cl osing docket to
the local HUD Ofice for final endorsenment. The fina
cl osi ng docket must include the information and
certifications identified in Appendix 10, section 2
along with the HFA's information diskette, conpleted to
include the data for the data system (or to update
prior information if the |oan was submitted for initia
cl osi ng) .

6-3 LOCAL HUD OFFI CE REVI EW OF CLOSI NG DOCKETS

A

GENERAL. The Multifam |y Housing Division has primary
responsibility for review of closing dockets and
ensuring that projects are endorsed for insurance. The
| ocal HUD O fice has 5 working days to conplete this
process except for the sanple of projects that the

O fice chooses for pre-endorsenent nonitoring, which
has a 10-day deadl i ne (see paragraph D bel ow).

However, every effort should be nade to endorse
projects as quickly as possible.

CERTI FI CATIONS. Miltifamly Housing staff will review
all closing dockets for conpl eteness, including the
HFA' s certifications that:

1. witten approval was obtained for all HUD-retained



revi ews;

2. the environnmental review was obtained in
accordance with 24 CFR Part 58.

3. all equal enploynment opportunity requirenments were
fol | owed;

4. the HFA revi ewed and approved the nortgagor's
Affirmati ve Fair Housing Marketing Pl an;

5. processing, underwiting (including a
determnation that a market exists for the
project), cost certification (at final closing
only) and closing were all performed according to
the HFA's standards and requirenents (or for
proj ects processed under Level Il, with the
underwriting standards and | oan ternms and
conditions as approved by HUD);

6. for insurance of advances cases, advances were
made proportionate to construction progress;

7. the property is free of all liens other than the
first nmortgage except for inferior |liens approved
by the HFA;

8. all contractual obligations are paid;

9. the dedicated account, if required, has been
i ncreased in accordance w th paragraph 2-2;

10. | aborers and mechani cs enployed in the
construction of the project and subject to the
requi renents of paragraph 5-3B were paid not |ess
than the wages deternined by the Secretary of
Labor in accordance with the Davi s-Bacon Act.
(This certification does not apply to initial
endor senent.); and

11. all principals have received 2530 cl earance as
requi red by outstandi ng procedures.

OTHER | NFORVATI ON.  The local HUD Ofice will review
each cl osing docket for anpng other things, the
presence of the HFA's information diskette; an
anortization schedul e; a copy of the Risk-Sharing
Agreenment with any prior anendments or addenduns;
certified copies of the nortgage (deed of trust),

nort gage (deed of trust) note (with the risk of loss to
be assuned by the HFA and HUD specified on the face
sheet); a copy of the HFA-approved cost certification
a copy of the Regul atory Agreenent between the HFA and
the nortgagor; and a hazard insurance policy with a

cl ause making the |1 oss payable to the HFA. The Ofice
will also deternine that certifications and ot her
docunents conmmitting the HFA were signed by HFA
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officials identified in the Ri sk-Sharing Agreenent.

LOCAL HUD OFFI CE MONI TORI NG FUNCTI ONS.  The | ocal HUD
Ofice will performits pre-endorsenment nonitoring
functions by reviewing a linited sanple of the insured
advances cases and cost certifications. The Ofice has
a total of 10 working days to review the closing
docket, performmonitoring functions and endorse the
mort gage for insurance for these sanple cases.

HUD has the authority to nake an appropri ate adjustnent
to the anobunt of nortgage insurance up to and including
final endorsenent. However, it is anticipated that

adj ustnents woul d be made only in very rare cases (as
they are rare for HUD- processed projects). The review
is to ensure that the HFA has used its own procedures
for insured advances and cost certification. Except
where Headquarters has required a particular HFA to use
HUD s procedures for advances and/or cost

certification, HFAs do not have to conply with HUD s
handbooks and i nstructions.

1. Insurance of advances. Check to see whether
advances were consistent with construction
progress, whether the |loan renmi ned in bal ance by
conparing actual disbursenents against a project
compl eti on schedul e, and whet her di sbursements
were supported by bills and/or receipts.

2. Cost Certification. Reviewthe HFA s cost
certification to ensure that the ampbunt to be
insured is supported by costs actually incurred
and approved by the HFA

HUD ENDORSEMENT. After review of the closing docket
and other materials, the local HUD O fice nust do the
fol | owi ng:

A

ENDORSEMENT. The Director of Multifanmily Housing wll
endorse the credit instrunent within 5 workdays after
accepting the closing docket (except as described in
paragraph 6-3D). In Ofices with a Director of
Housing, the credit instrunent may al so be endorsed by
the Director of Housing. The original endorsed credit
i nstrument nust be returned by certified nail, return
recei pt request ed.

MORTGAGE | NSURANCE PREM UM (M P). The local HUD Ofice
must issue an Official Receipt for the initial year's
M P fromthe HFA (nortgagee) as provided in Chapter 9.
The M P for the HFA Ri sk-Sharing programis different
than HUD s ot her nortgage insurance prograns and
reflects the varying | evels of risk that nmay be borne
by the HFA. Appendi x 8 contains a chart of the various
M P | evels.
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CLGSI NG MEMORANDUM ( For m HUD- 290, d osi ng Menor andum -
See Appendix 13-15 for exanples). |In the HFA Ri sk-
Sharing program the Multifam |y Housing Division wll
prepare the HUD- 290 instead of Field Counsel. The

Mul tifam |y Housing Director (or Director of Housing)
will sign the form crossing out the title "d osing
Attorney" and inserting, "Director, Miltifam |y Housing
Di vision."

1. Include original with the original closing docket
to be transnitted to Headquarters as described in
par agr aph E bel ow.

2. Include a copy with the conformed cl osi ng docket
to be transnitted to the Designated Office for the
nmoni toring phase (or retained, if the |ocal HUD
Ofice and the Designated Ofice are the sane).

AMORTI ZATI ON SCHEDULE. W thin 5 workdays of
endorsenment, the local HUD O fice nust subnit copies of
the HUD- 290, anortization schedul e, Ri sk-Sharing
Agreenent, and the nortgage note to the Multifamly

I nsurance Operations Branch (HFMM ), P.QO Box 44124
Washi ngton, D.C 20026-4124. See Chapter 9 for ful
detail s.

TRANSM TTAL OF CLOSI NG DOCKET. The Ri sk-Sharing
original closing docket is processed in the sane manner
as the Washi ngton Docket is for projects insured under
the National Housing Act except that the contents of
the docket, including anortization schedul e nust conply
with the requirenents of this Handbook. Send the

cl osi ng docket within 30 workdays of endorsement to
Headquarters, Ofice of Housing, Chief, Records
Managenment Branch (HOAMP), B-264, as foll ows:

1. Cover nenorandum and ori gi nal HUD- 290.

2. dosing docket prepared by HFA, with each page
nunbered in accordance wi th paragraph 6-2.

ADDENDUM TO RI SK- SHARI NG AGREEMENT. | f there are
changes to the nunber of units or risk share between
the Firm Approval Letter and endorsenent, the Field
Ofice will prepare an addendumto the Risk-Sharing
Agreenent that reflects the revised risk share assuned
by HUD and the HFA, and any changes to the nunber of
units. A copy of this addendumw Il be sent to the
Desi gnated O fice. Follow outstanding credit subsidy
guidelines to deternmine if additional credit subsidy is
required.

UPDATE HFA UNI T ALLOCATI ON BALANCES. |f there has been such
a change in the nunber of units for the project since the
Firm Approval Letter, the data file nust be adjusted to
reflect the units remaining in the HFA's allocation. The
data systemw ||l reflect the actual nortgage anount/ri sk



share, keep a running tally of units commtted versus set-
aside, and retain a record of any bal ance available. The
HFA shoul d be notified in witing after endorsenent as to
the current outstanding bal ance of units if there was a
change after Firm Approval Letter.

RECORDATI ON. At the tinme of initial endorsenent, in the
case of insurance of advances, or at the tine of fina
endorsenment in the case of insurance upon conpletion, the
HFA shal |l nake certain that the nortgage, the Regul atory
Agreenent, and the Uniform Comrercial Code financing
statenents are properly recorded, and filed in all required
| ocati ons.



