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CHAPTER 2. GENERAL TERM5S OF SECTI ON 312 REHABI LI TATI ON LOANS

| NTRODUCTI ON.  This Chapter deals with the requirenents concerning the
termof Section 312 Loans, interest rates, other fees and charges,

| oan anmounts, mni mum nonthly paynents, maxi numdwel ling units per

| oan, subordination and using Section 312 Loans with Renta

Rehabi litati on Program funds.

MAXI MUM LOAN TERM  The termof a Section 312 Rehabilitation Loan
cannot exceed twenty (20) years, or three-fourths of the renaining
useful life of the property, whichever is less. Wthin this maxi num
LPA's should use their discretion in setting the termof the |oan

and shoul d consider the fact that longer loan ternms result in | ower
nont hly paynments for the borrower, but shorter terns | ower the
borrower's total interest paynents. (Shorter terns are sonetines
preferable for borrowers who want to have debts for as short a term as
possible.) For the purposes of this Handbook, the term of the |oan
-- the anortization period -- begins on the Anortization Effective
Date (AED) and ends on the date the |ast paynent is due, as
established by the LPA. (See Paragraph 1-4-c of this Handbook for a
definition of AED, and Paragraph 2-6 of this Handbook for information
on the required m ni mum paynent, which may affect the maxi num

perm ssible loan term)

| NTEREST RATE. The interest rate on Section 312 Rehabilitation Loans
i s dependent on the borrower's inconme and whether the borrower is an
owner -occupant or will be after rehabilitation. Interest rates are
either three percent (3% or are based on the yield of U S. governnent
securities of a conparable term

A.  Owner-Cccupants with I ncone Not Exceedi ng 80% of Area Median
| ncome

(1) General provisions. For an owner-occupant of a one-to-four
unit property whose famly inconme does not exceed eighty
percent (80% of the median income for the area, adjusted for
famly size, the interest rate is three percent (3% . (See
Par agraph 1-4-gg of this Handbook for a definition of median
incone for the area and Paragraphs 4-6-b and ¢ of this
Handbook for additional information on what incone nust be
included as famly incone.)

(2) Cooperatives. Cooperatives neeting the requirenents of
Par agraph 4-4-e of this Handbook are eligible to obtain
Section 312 Loans at a three percent (3% interest rate, but
only if both of the following restrictions are included in
the cooperative articles and/or by-laws for the duration of
t he
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Section 312 Loan: (1) all the units nust be occupi ed by



b.
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(3)

Al l

(1

(2)

menbers of the cooperative (except for |eases of not nore
than three years approved by the cooperative Board of
Directors for menbers who are expected to return to
occupancy), and (2) eighty percent (80% of the residents of
the cooperative nust have a famly incone (calculated in
accordance with Paragraphs 4-6-b and ¢ of this Handbook)

bel ow ei ghty percent (80% of the nmedian incone for the area
at the tine they begin their occupancy. These restrictions
must be included in the organizational docunents of the
cooperative, before the loan is settled.

Extraordi nary Medi cal Expenses. |f the prospective borrower
or his or her famly has extraordi nary nmedi cal expenses which
reliable medial opinion indicates are likely to continue for
nore than one year, LPA' s nmay reduce his or her fanmly incone
by an anpbunt equal to these nedical expenses for the purposes
of qualifying for a three percent (3% |oan under this
section. (However, if a famly's inconme is reduced in
accordance with this Paragraph, these nedical expenses nust

al so be deducted when cal cul ating stable nonthly incone for
underwriting purposes. See Paragraph 7-5-a-(2)-(f) for
additional information.)

O her Borrowers

Applicability. "Al other borrowers" includes partnerships
and corporations; borrowers who are owners but not occupants
of one-to-four unit properties; borrowers with i ncones
exceedi ng ei ghty percent (80% of the nedian income for the
area; cooperatives other than those included in Paragraph
2-3-a-(2) of this Handbook; and all borrowers who are owners
of non-residential, mxed-use, single-roomoccupancy, or
congregat e housi ng properties.

Yi el d of Government Securities of Conparable Maturity. The
rehabilitation loan interest rate for all borrowers described
in Paragraph 2-3-b-(1) above is based on the yield of
governnent securities for the termnost conparable to the
Section 312 Loan term rounded to the nearest one-eighth of
one percent (1/8 of 1%9. This rate can be obtained froma
publication entitled "Federal Reserve Statistical Release

-- Selected Interest Rates," published by the Federal Reserve
Board (Number H. 15 (519)). It is published weekly and lists
the yield of U S. Treasury Securities adjusted to constant
maturities. (See Exhibit 2-1 for a sanple Statistica

Rel ease.) To obtain weekly copies of the Statistica

Rel ease, call the Federal Reserve Board at 202/452-3000 and
ask to be placed on its mailing list or call the regiona
Federal Reserve Board in your area
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The Statistical Release lists interest rates for Federal



State and | ocal governnent and corporate bonds. To determ ne
interest rates for the Section 312 program scan the list of
instruments in the left columm and find the instrunent
entitled "U. S. CGovernment Securities -- Treasury Constant
Maturities." ldentify the maturity nost conparable to the
termof the Section 312 Loan in the application under

consi deration. Mve across that row, and use the interest
rate in the colum for the | ast week appearing on the

rel ease, rounded to the nearest one-eighth of a percent.

It is inportant to note that the applicable rate is the
| at est one that appears on the Statistical Release issued at
the time the loan is officially approved by the Approving

Oficer, ie., by HUD for all |oans other than for
single-family properties made in localities with |ocal |oan
approval authority. |In cases where a HUD official is the

Approving Officer, the LPA should nmake its | oan approva
recomrendati on to HUD based upon the Treasury rate on the
Statistical Release released during the week the application
is submitted to HUD. In such cases, the HUD Field Ofice
bears the responsibility for adjusting the interest rate to
t he approval date.

(3) ldentifying Conparable Maturities. For Section 312 Loans in
which the term corresponds exactly to a constant maturity for
U.S. Treasury Securities, the interest rate on the Section
312 Loan would be the rate of the U S. Treasury Security of
that maturity. |If the term does not correspond exactly to a
constant maturity for U S. Treasury Securities, the |oan
interest rate would be the same as that for the U S. Treasury
Security that nost closely approxinmates the loan term |If
the loan termis exactly m dway between two constant val ues,
the loan interest rate would correspond to the interest rate
value for U S. Treasury Securities that is the |ower of the
two possible maturities.

(4) Sixty-Day Limt. Al Section 312 Loans nust be settled
within sixty (60) days fromthe tine they are obligated by
the Regi onal Accounting Division (RAD) unless the follow ng
exception is granted: the Director of Comunity Pl anning and
Devel opnent in the HUD Field Ofice may grant up to a sixty
(60) day extension for circunstances beyond the control of
the LPA and the borrower, but the interest rate (if not 3%
must be adjusted in accordance with the requirenments of
Par agraph 2-3-b of this Handbook and the | oan nust be
re-underwritten with the newinterest rate in accordance with

the requirenents of Chapter 7. |If the requirenments of this
Par agraph are not net, no drawdown of funds will be accepted
by the Cash
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Managenent System and the HUD Field Ofice will be instructed
to cancel the |oan.
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Trut h-in-Lendi ng Requirenents. See Paragraph 9-2-d for the
requi renents concerning the Federal Truth-in-Lending Act.

FEES AND CHARGES

Application Fee. Al borrowers are required to pay an
application fee to HUD for each approved Section 312 Loan
application to help offset HUD s adm nistrative expenses under
the program This fee is $200 for loans on single-famly
properties and $300 for any other kind of loan. Borrowers have
the option of paying this fee in full at |oan settlenent with
their own funds, or having the fee added to the | oan and
anortized over the termof the loan. In any event,
construction cannot start until the application fee is received
by the Master Servicer. The fee is not refundable if the |oan
is cancell ed after settlenent takes place, except for loans to
owner - occupants of single-famly properties, for whomthe
application fee is refundable if the borrower cancels the |oan
in accordance with the Truth-in-Lending Act as detailed in

Par agraph 9-2-d of this Handbook. See Paragraph 9-2-f of this
Handbook, which deals with Loan Settlenent, for additiona

i nformati on concerning the collection of this application fee
and its transmittal to the Master Service. Additiona

i nformati on can al so be obtained fromthe Cash Managenent

Noti ce.

Risk Premium Al Section 312 Loan borrowers nust pay a one
percent per annumrisk prem um on the outstanding principa

bal ance of the loan to help offset |osses fromdefaults on
Section 312 Loans. This prem um nust be paid by borrowers as
part of their nmonthly paynents fromthe Anortization Effective
Date (AED) through the life of the loan. For the purposes of
underwriting pursuant to Chapter 7, the total nonthly paynents
for principal, interest and risk premumon the Section 312
Loan must be cal cul ated by determi ning the paynment for
principal and interest on a loan with an interest rate that is
the contract interest rate on the Section 312 Loan pl us one
percent (1% .

2-5.  MAXI MUM LOAN AMOUNTS

a.
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Residential. The maxi mum | oan anount for Section 312
Rehabilitation Loan on a single-famly or nultifamly property
cannot exceed the | esser of:

(1) $33,500 per dwelling unit; or
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(2) $25,000 per dwelling unit in a congregate housing property
(See Chapter 1 for a definition of congregate housing
property); or

(3) $15,000 per dwelling unit in a single-roomoccupancy
property (See Chapter 1 for a definition of single-room
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occupancy property); or

(4) the total cost of rehabilitation and refinancing eligible
under the requirenents of this Handbook; or

(5) an anount which, when added to the outstanding
i ndebt edness related to the property, creates a tota
i ndebt edness whi ch does not exceed the | oan-to-value ratio
standards detailed in Chapter 7 of this Handbook

b. Non- Resi dential. The maxi num | oan anpbunt for a Section 312
Rehabilitation Loan on a non-residential property cannot exceed
the | esser of:

(1) $100, 000; or

(2) the total cost of rehabilitation eligible under the
requi renents of this Handbook; or

(3) an amobunt which, when added to the outstanding
i ndebt edness related to the property, creates a tota
i ndebt edness whi ch does not exceed the |oan-to-value ratio
standards detailed in Chapter 7 of this Handbook

C. M xed- Use. The nmaxi mum Section 312 Rehabilitation Loan anmount
on a mxed-use property is the sumof the |oan anounts, up to
their respective maxi nuns, that nay be nmade separately for the
residential and non-residential parts of the property.

d. Loans Exceedi ng $200,000. For all residential and m xed-use
| oans, there is no dollar linit per loan, other than the
maxi muns detailed in this Paragraph 2-5. However, Section 312
Loans exceedi ng $200, 000 nmay not be made unl ess revi ewed and
approved by the HUD Field Ofice Director of Community Pl anning
and Devel opment and the Director of the HUD Headquarters O fice
of Urban Rehabilitation. See Paragraph 7-4 of this Handbook
for additional information on the role of the LPA, HUD Field
Ofice, and HUD Headquarters in review ng and approving these
| oans.

M NI MUM MONTHLY PAYMENT. In order to help ensure that the costs of

processing and servicing | oans do not exceed the benefits, a Section
312 Loan cannot be approved unless the nonthly paynment for principa
and
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interest and risk premiumon the Section 312 Loan is at |east $20 per
nont h.

MAXI MUM DWELLI NG UNI TS PER LOAN. Residential and m xed-use properties
financed with Section 312 Rehabilitation Loan funds cannot have nore
than ninety-nine residential dwelling units after the rehabilitation
is conpl ete.
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LIEN PRRORITY. HUD s security interest in Section 312 Loans shoul d be
in as senior a position as possible. However, if the |oan neets the
acceptable risk underwiting standards in Chapter 7, the security
interest for a Section 312 Loan may be junior to all other |oans
secured by the property with the foll owi ng exception: CDBG funded

| oans secured by the property nust be junior to a Section 312 Loan.

PRCHI Bl TI ON AGAI NST USI NG SECTI ON 312 FUNDS W TH RENTAL REHABI LI TATI ON
PROGRAM FUNDS. A Section 312 Rehabilitation Loan nust not be made on
a project which is also assisted under the Rental Rehabilitation
Program
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