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PART |
CHAPTER 1. | NTRODUCTI ON

LEGAL AUTHORI TY AND BACKGROUND OF THE SECTI ON 312 REHABI LI TATI ON LOAN
PROGRAM  The Rehabilitation Loan Programwas first enacted by
Congress as Section 312 of the Housing Act of 1964, Public Law
88-560, 42 U.S.C. 1452b. The Section 312 program was designed to
assist in elimnating and preventing the devel opnent and spread of
slums and blight, to encourage localities and property owners to
upgrade and preserve existing nei ghborhoods and to rehabilitate
private properties. The program operates as a cooperative venture
bet ween the Federal government, which furnishes the | oan funds, and

| ocalities, which process |oans.

Section 312 authorizes direct Federal |oans to eligible borrowers
whose repaynents, together with appropriations and other income, form
a "revolving fund" fromwhich other Section 312 | oans are nade

(subj ect to Congressional approval in an annual appropriation act).
Grants or forns of rehabilitation subsidy other then direct | oans are
not authorized by Section 312

ORGANI ZATI ON OF HANDBOCK.  The Handbook is divided into the follow ng
nmaj or parts:

Part | Introduction, which includes the introductory information and
definitions in this chapter, as well as chapters on the general terns
of Section 312 | oans and the costs which may be included in 312

| oans, including special requirenments for refinancing;

Part Il Processing a Section 312 Loan, which includes chapter on
initial screening of potential borrowers, verifying information on
the prospective borrower's finances and property, dealing with
preconstruction and contract issues, final underwiting, as well as

| oan settlenment, construction inspections and progress paynents, |oan
adm ni stration, refinancing and ot her Federal requirenents;

Part 11l Program Adm ni stration Guidelines for Local Processing
Agenci es, which includes chapters on |ocal |oan approval and staffing
a Section 312 program and devel opi ng a program strat egy;

Part IV Program Admi nistration Guidelines for HUD Field Ofices,
whi ch focuses on program nonitoring; and

Appendi x, which includes the required and suggested forns to be used
in adm ni stering the program
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1-3. WAIVERS. The HUD Assistant Secretary for Comunity Planni ng and

Devel opment may wai ve any requirement of this Handbook not required by
| aw, whenever it is determ ned that undue hardship would result from



appl ying the requirenment and such application would adversely affect
the achi evenent of the purposes of the Section 312 Program

1-4. DEFINITIONS. The following are definitions of various terns used in
thi s Handbook.

a.

8/ 13/ 86

"Accrued Construction Interest" nmeans the interest that accrues
an the Section 312 Rehabilitation Loan funds advanced during the
construction period. Such interest is added nonthly to the
principal of the loan by HUD, pursuant to the term of the
borrower's | oan note.

"Adj ustabl e Rate Mortgage", or "ARM', neans an instrunent which
secures a prom ssory note in which the interest rate and/or the
nont hl y payment varies, according to pre-deternined criteria,
over the termof the loan, rather than remaining fixed throughout
the termof the |oan

"Anmortization Effective Date", or "AED', nmeans the first day of
the month in which the | oan begins anortizing, as specified in
the prom ssory note, usually after the full |oan anpbunt has been
di sbursed to the borrower and construction is conpleted. The
first payment is due on the first day of the first nonth
followi ng the Anortization Effective Date.

"Application Fee" neans the fee which borrowers nust pay to HUD
before funds can be rel eased for construction for each approved
Section 312 Loan application, which is $200 for |oans on
single-fam |y properties or $300 for |oans on all other
properties.

"Approving Oficer" means the person who approves or disapproves
Section 312 Rehabilitation Loans, who is either an authorized HUD
official, or an individual in a locality designated by HUD as
havi ng Local Loan Approval Authority pursuant to an agreenent

bet ween the locality and HUD.

"Bal | oon Note" means a promi ssory note in which an unusually

| arge paynent of principal is due at the end of the termof the
| oan, rather than having the total principal anortized over the
termof the | oan.

"Borrower" neans one or nore individuals, corporations, or
partnershi ps who receive approval of a Section 312 Rehabilitation
Loan. The borrower(s) nust (collectively) own the property to be
rehabi litated, and each owner nust execute the | egal docunents
evi denci ng and securing the |oan.
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"Cash Managenent Contractor" means the private conpany which is
under contract to HUD to inplement the Cash Managenent System for
the Section 312 Loan Program



"Cash Managenent Systeni neans the system for disbursing Section
312 Rehabilitation Loan funds. This systemis designed to ensure
that funds are disbursed efficiently to borrowers, and at the
same time, that funds are not disbursed to borrowers before they
are needed so that the governnent's outlays can be m nim zed.

The systemis al so designed to ensure that nanagenent infornation
on Section 312 Loan funds is readily available to HUD.

"Comuni ty Devel opment Bl ock Grant Progrant, or "CDBG Progrant,
nmeans the program conducted under the provisions of the Housing
and Community Devel oprment Act of 1974, as anended (42 U.S.C 5301
et seq.), and the Code of Federal Regulations (24 CFR Part 570).

"Congregat e Housing Property” neans a residential property in
whi ch sone or all of the dwelling units do not contain kitchen
facilities but which does have a central dining facility
connected with it where neals can be served to the occupants.
Congr egat e housi ng properties are considered investor-owned,
multifam |y properties for the purposes of this Handbook

"Corporation" neans a |legal entity duly organized as a for-profit
or not-for-profit corporation under applicable state | aw which
has current articles of incorporation that are on file with the
appropriate state regul atory agency, and which has fulfilled all
| egal requirements for engaging in the business of owning |and
and renting property.

"Dnelling Unit" means a residential space which, after
rehabilitation, will qualify under the | aws of the state and
locality as a place of permanent habitation or abode for a fanily
or one or nore individuals. A dwelling in a congregate housing
property need not contain a kitchen area but the property nust
contain or be connected to a central dining facility where neals
can be served to the occupants of the dwelling units. A dwelling
unit in a single roomoccupancy property need not contain a
kitchen or a bathroom but the property nust have adequate

bat hroomfacilities for the nunber of dwelling units.

"Effective Gross Income"” neans an investor-owner's total rental
income fromthe property nminus a vacancy factor of at |east five
percent (5% of the gross rental inconme. The vacancy factor
should be raised if conditions in the nei ghborhood or locality so
dictate.

"Ceneral Partnership" - See definition of "Partnership".
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p.

"Graduat ed Paynent Mrtgage", or "GPM', neans an instrunent which
secures a prom ssory note in which the interest rate and/or
nont hl y payment increases at pre-determined times during the term
of the loan, rather than remaining fixed.

"Housi ng Assistance Plan", or "HAP', neans the docunent prepared
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by a locality in accordance with the Conmmunity Devel opnent Bl ock
Grant Programregul ations (24 CFR 570.306) in which the locality
assesses its housing conditions as well as the housing assistance
needs of its | ow and noderate i ncome househol ds, and uses this
information to define its goals for providing housing assistance.

"Housi ng Devel opment Action G ant", or "HoDAG', neans the program
conduct ed under the provisions of Section 17 of U S. Housing

Act of 1937, as amended (42 U.S.C. 14370), and the Code of

Federal Regul ations (24 CFR Part 850).

"Housing Quality Standards", or "HQS", neans the Section 8

Exi sting Housing Quality Standards (24 CFR 882.109), which becone
the Local Rehabilitation Standards for localities which have not
adopted any other rehabilitation standards and are participating
in the Section 312 Program

"HUD' neans the U.S. Departnent of Housing and Urban Devel oprent.

"I nci pi ent Deficiencies" neans problens or defects with the
property which, if not corrected, would reasonably be expected to
deteriorate into actual deficiencies under the Loca
Rehabilitation Standards within two years

"Interest Rate" nmeans the stated rate of interest charged to
borrowers on the outstanding principal balance of Section 312
Rehabi litati on Loans. For owner-occupants with incones not
exceedi ng ei ghty percent (80% of the area nedian incone, the
interest rate is three percent (3% and for all other eligible
borrowers the rate is based on the yield of government securities
of conparable maturity. This rate nmay differ fromthe Annua
Percentage Rate for Truth-in-Landi ng purposes, which is
cal cul ated under Federal Reserve Board regul ati ons.

"I nvestor-Oaer", or "Investor-Omed Property", neans a borrower
who owns a one-to-four dwelling unit property but does not occupy
a dwelling unit in that property as a principal residence, or a
borrower who owns a non-residential, mxed-use or multifanmly
property, regardl ess of whether he or she occupies a dwelling
unit in that property as a principal residence. 1In addition, al
corporations, partnerships, and other legal entities, except
cooperatives, that own residential property are considered

i nvest or - owners.
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"Limted Partnership" -- See definition of partnership.

"Local Loan Approval Authority" neans the authority granted to a
| ocality by HUD which authorizes a naned official, enployed and
designated by the locality, to approve loans for eligible
residential and mi xed-use properties containing one-to-four
dwelling units after rehabilitation. Local Loan Approva
Authority is granted by the execution of an agreenent between HUD
and the Chief Executive Oficer in the locality.
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bb.
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dd.

"Locality" nmeans a unit of general |ocal governnent which
participates in the Section 312 Rehabilitation Loan Program

"Local Processing Agency", or "LPA', means the public agency
designated by the locality to operate the Section 312
Rehabilitati on Loan Program and process | oans on behal f of the
locality. This termincludes any individual, partnership or
corporation acting under a contract with the LPA to perform
certain tasks for the LPAin relation to the Section 312 program

"Local Rehabilitation Standards" means any rehabilitation codes
or standards adopted by a locality for the entire locality or the
area in which the subject property is located. |If no codes or
st andards have been adopted by the locality, the Housing Quality
St andards establi shed under the HUD Section 8 Existing Housing
Program (24 CFR 882.109) becone the Local Rehabilitation
Standards. Rehabilitation work on properties financed with a
Section 312 Loan nust al so nmeet the nininmumrequirenents of the
Cost Effective Energy Standards, established under 24 CFR Part
39, whether the locality has adopted its own codes or standards
or uses the Housing Quality Standards.

"Low and Moderate-Income Fam|ly" nmeans a fanmily whose total

i ncone does not exceed ninety-five percent (95% of the nedian
incone for the area, as deternmined by HUD with adjustnents for
smal ler and larger famlies, and as based on data fromthe nost
recently available U S. Census. Income statistics nmeeting this
definition are published by HUD pursuant to Section 235 of the
Nati onal Housing Act. (It must be noted, however, that many of
the incone requirenents in the Section 312 program particularly
those concerning the qualifications for three percent (3% | oans
for certain owner-occupants of single-fanmly properties, as well
as the incone requirenments for tenants in nmultifam |y properties,
use eighty percent (80% of the nmedian income for the area as the
i ncone ceiling.)

"Low and Moderate-Income Person” means a person whose incone is
within the limts defined in the definition of "Low and
Moder at e-1 ncome Fanmily."

1-5 8/ 13/ 86

7375.01

ee.

ff.

99.

REV- 2

"Master Servicer" neans the private conpany which is under
contract to HUD to serve as HUD s primary servicing agent for the
Section 312 Loan Program and to provide training and techni cal
assi stance to LPA's for the Section 312 Loan Program

"May" neans that the itemis not required, but that it is a
suggesti on.

"Medi an I ncone for the Area" neans the median incone of the
nmetropolitan statistical area established by the Ofice of
Managenment and Budget, or, when applicable to an area outside a
nmetropolitan statistical area, the nedian i ncone of the
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non-netropolitan county. when conparing the inconme of the
prospective borrower or tenant to the nedian incone for the area,
the median income for a famly of correspondi ng size nust be
utilized.

"M xed- Used Property" neans property contai ning a conbination of
residential dwelling units and non-residential uses.

"M nority Business" means a business controlled by a mnority
person(s) who controls at |east 51% of the ownership of the
business. |In the case of a nnority investor-owner, this neans a
person(s) who possesses at |east 51% of the ownership of the

dwel ling unit(s) and controls its daily nanagenment and

operati ons.

"M nority Person" neans persons, including but not limted to,
Bl acks, American |Indians, Al askan Natives, Hi spanics, Asians and
Paci fic Isl anders.

"Multifamly Property" means property devoted solely to
residential use containing five or nore dwelling units.

"Must" means that the itemis a requirenent, and that it is
mandatory that it be undertaken

"Net Operating Incone", or "NO", nmeans effective gross incone
(gross income mnus projected vacancies) mnus total operating
expenses (excludi ng debt service).

"Non- Resi dential Property" means property containing no dwelling
units, but excluding churches or other structures to be used to
pronote religious interests.

"Omner - Cccupi ed” neans a one-to-four unit property owned by a
borrower whose principal residence is a dwelling unit in that
property. Owner-occupancy applies only to individuals; property
cannot be considered "owner-occupied" if the title is held by a
corporation or partnership, even if one of the partners or a
princi pal sharehol der lives there.
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"Part nershi p* neans a |legal entity duly organized as a
partnership (either general or Iimted) under the applicable | aw
of a state which has fulfilled all |egal requirenents for
engagi ng i n the business of owning and renting real property.
Two or nore individuals who own property as joint tenants,
tenants by the entireties, or tenants in common are not a
partnership, unless so organi zed under state | aw.

"Public Body" neans either a town, city, county or other unit of
general |ocal government, or an authorized special purpose unit
of governnent.
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"Rehabilitation" neans the inprovenent or repair of an existing
structure, or the inprovenent or repair of facilities in
connection with an existing structure, and may incl ude the

provi sion of such sanitary or other facilities as are required by
appl i cabl e Local Rehabilitation Standards. Rehabilitation may
not include work so excessive as to be equivalent to new
construction or reconstruction of the property, although "gut
rehabilitation" may be considered rehabilitation if necessary, at
least in part, to nmeet local rehabilitation standards.

"Rehabilitation Escrow Account" neans an account that a locality
nmust establish with a financial institution for the receipt and

di sburserment of Section 312 Rehabilitation Loan funds on behal f

of borrowers.

"Rehabilitati on Managenent Specialist", or "RVB", nmean the staff
person responsible for rehabilitation activities in a HUID Field
Ofice, including the Section 312 Rehabilitation Loan Program
The Rehabilitati on Managenent Specialist may act as the Approving
Oficer for Section 312 Rehabilitation Loans being nmade in a

|l ocality not covered by a Local Loan Approval Agreenent, and nay
nmoni tor Local Processing Agencies' activities under the Section
312 Rehabilitation Loan Program

"Rent Regul atory Agreenent" neans the agreenment which nust be
executed with all investor-owners of multifam|ly properties, as
wel | as of m xed-use, single-roomoccupancy, and congregate
housi ng properties with five or nmore dwelling units after
rehabilitation, which regulates rent increases for at |east five
years by limting the borrower's rate of return on his or her

i nvest ment .

"Rental Rehabilitation Program neans the housing rehabilitation
program conduct ed under the provisions of Section 17 of the

U. S. Housing Act of 1937, as anended (42 U.S.C 14370), and the
Code of Federal Regulations (24 CFR Part 511).
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"Ri sk Premiunt means the one percent (1% prem um which nust be
paid by all borrowers as part of their nonthly payments fromthe
Anortization Effective Date for the life of the loan to help

of fset | osses on Section 312 Loans.

"Section 312 Rehabilitation Loan", or "Section 312 Loan", or "312
Loan", means rehabilitation | oans as authorized by Section 312 of
the Housing Act of 1964, as anended (42 U. S. C. 1452b).

"Single-Fam |y Property" nmeans property devoted solely to
residential use and having fromone to four dwelling units after
rehabi litation.

"Si ngl e- Room Cccupancy Property" means a residential property in
whi ch sone or all of the dwelling units do not contain individua
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bat hroom or kitchen facilities, but have access to bathroom
facilities. Single roomoccupancy properties are considered

i nvestor-owned nultifamly properties for the purposes of this
Handbook.

"Stable Monthly I ncome" neans the borrower's verified gross
inconme that is likely to continue, based on foreseeabl e econonic
ci rcumnst ances

"Suppl emental Fi nanci al™ means any rehabilitation financing
necessary to conplete the rehabilitation of the property other
than the Section 312 Rehabilitation Loan

"Underwite" means the process of assessing the financial risks
of a particular Section 312 Loan, which is done by the Approving
O ficer, based upon information supplied prinarily by the Loca
Processi ng Agency. This underwiting nust be based on a carefu
anal ysis of whether there is a need for rehabilitation and

whet her the requirenents detailed in this Handbook are net, as
well as of the likelihood that the prospective borrower wll
repay the Section 312 Loan, including the prospective borrower's
ability to afford the | oan and the prospective borrower's
creditworthiness; the security available for the | oan; the scope
of the proposed rehabilitation work; and a certification of
adherence to program requirenments.

"Urban Devel opnent Action Grant Progrant, or "UDAG Progrant,
means the program conducted under Section 119 of the Housing and
Conmuni ty Devel opnent Act of 1974, as anended (42 U.S.C. 5301 et
seq.), and the Code of Federal Regulations (24 CFR Part 570,
Subpart G .

"Urban Honest ead Nei ghbor hood", or "Urban Homestead Area", neans
any geographic area for which HUD approval has been granted to a
state or locality to conduct a | ocal urban honesteadi ng program
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that neets the requirenments of Section 810 of the Housing and
Conmuni ty Devel opnent Act of 1974, as amended, and the
regul ations at 24 CFR Part 590.
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