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CHAPTER 1. GENERAL

1-1 | NTRODUCTI ON.  For a summary expl anation of cooperatives,
see reference (1) of the Foreword. Section 4(b) of
The Energency Hone Purchase Assistance Act of 1974
added a new subsection (n) to Section 203 of the
Nati onal Housing Act. Under this program Section
203(n) nortgages are insured to assist individuals
or famlies in acquiring stock certificates
or nmenbership certificates, hereafter referred
to as Corporate Certificates, in cooperative
housi ng projects which are covered by bl anket nortgages
i nsured under the National Housing Act. An individua
or famly which is already a stockhol der or nenber of
a cooperative housing project cannot obtain a nortgage
encunbering his/her Corporate Certificate under this
program Likew se, the programis limted to
owner - occupants. Non-occupant owners are not eligible.
a. The 203(n) programis available to assist a
purchaser in acquiring a Corporate Certificate,
thereby assuming the responsibility for the nmonthly
charges due the cooperative which are attributable to
the dwelling unit the owner of the Corporate Certificate
is entitled to occupy, and financing a portion
of the seller's equity with an insured nortgage.
b. The seller's equity is the difference between the
out st andi ng princi pal bal ance on the project nortgage
attributable to the dwelling unit the owner of the
Corporate Certificate is entitled to occupy and the
fair market value of the dwelling unit, assuming it
was being sold on the open market.
c. As in the other single-famly nortgage insurance
progranms, the equity financing loan wll
be funded by a HUD approved nortgagee and the
nortgage will be insured by the Departnent.
1-2. DEFINITIONS FOR USE I N THE 203(n) PROGRAM
a. "Mortgage" shall nean a first lien given to secure
a |l oan made to finance the purchase of a Corporate
Certificate together with the applicable Gccupancy
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Certificate of a cooperative ownership housing
corporation in which the permanent occupancy of
the dwelling units is restricted to nmenbers of
such corporation
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b. "Corporation" shall mean an organi zation which
holds title to a cooperative housi ng devel opnent
for the nenmber/owners which is covered by a bl anket
nmort gage or nortgages insured under the Nationa
Housi ng Act, as anended.

c. "Corporate Certificate" shall nean such stock
certificates, nenbership certificates, or other
instruments which the laws of the jurisdiction
in which the cooperative housi ng devel oprnent is
| ocated require to evidence ownership of a specified
interest in the corporation

d. "Qccupancy Certificate"” shall nean a witten instrunent

provi ded by the corporation to each nenber/

owner hol der of a Corporate Certificate which
grants an exclusive right of possession of a
specific dwelling unit in the cooperative housing
devel opnent .

e. Ref erences to "Property." The term "property"
in this Handbook, the regulations for Section
203(n) and other material dealing with the
program shall be construed to nean the Corporate
Certificate together with the rights conveyed
by the Cccupancy Certificate. Were such references
when interpreted under Section 203(n) of the
Nati onal Housing Act clearly indicate the intent
to be the dwelling unit, such references shal
nmean the dwelling unit identified in the Cccupancy
Certificate.

REGULATI ONS - Regul ati ons governi ng the program are
|l ocated in Chapter Il of Title 24 of the Code of Federa
Regul ati ons under Section 203.43c and Section 203. 437

MAXI MUM MORTGAGE AMOUNT - The nortgage shall not
exceed the anmpbunt cal cul ated per instructions for
Section 203(b) relating to owner-occupants m nus
the portion of the unpaid bal ance of the bl anket
nortgage which is attributable to the dwelling unit.
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a. The followi ng exanple is for clarification purposes:

HUD estinmated val ue of dwelling unit $38, 000
HUD estinated cl osing costs 500
Unpai d bal ance on project nortgage

attributable to dwelling unit

(as of the date of acceptance) 23, 865

The nmaxi mum i nsurabl e nort gage anount woul d be
$13, 200, cal cul ated as foll ows:



HUD esti mated val ue for nortgage insurance purposes
(sum of value and estimated cl osing costs) $38, 500

97% of $25, 000 $24, 250
95% over $25, 000 12, 825
Maxi mum i nsur abl e under Section 203(b) $37,075
$37, 075
- 23, 865
Maxi mum i nsur abl e under Section 203(n) $13, 210

$13, 210 rounded to the next lower nultiple of

$50 is $13,200. This is the method to be utilized
in determning the maxi num nortgage anount to be

pl aced on the conditional conmtnent (see Chapter 2).

The contract of sale can be drawn in such a

manner that the outstanding bal ance on the

project nortgage attributable to the Corporate
Certificate may or may not be reflected in the
sales price of the Corporate Certificate. For
example, if HUD s estinmated val ue of the dwelling
unit is $30,000 and the portion of the outstanding
bal ance of the project nortgage attributable

to the Corporate Certificate is $20, 000, the sales
price of the Corporate Certificate set forth in the
sal es contract may be $30, 000, not the value of the
Corporate Certificate, $10,000. In such situations,
the normal contingency clause relating to the financing
shoul d contain | anguage to the effect that the
portion of the outstanding bal ance on the project
nortgage attributable to the Corporate Certificate,
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$20,000 in this exanple, which is reflected in the
sales price will not be paid in cash but that paynent
of this obligation will be assumed by the nortgagor
at cl osing.

Anot her situation which can occur is where the

sales price is set forth as the value of this
Corporate Certificate, $10,000 in this exanple,

and | anguage is included that the purchaser is

aware and acknow edges that a portion of the

out st andi ng bal ance on the project nortgage is
attributable to the dwelling unit which the purchaser
will be entitled to occupy as the owner of the
Corporate Certificate.

The nmaxi mum nort gage anobunt which will be avail able



1-5.

1-6.

1-7.

1-8.

6/ 79

to the purchaser will be based on the nortgagor's
Total Acquisition Cost, of the Corporate
Certificate or the HUD estimate of the val ue

of the dwelling unit plus the estimte of closing
cost, whichever anmpunt is lower, |ess the unpaid
bal ance of the bl anket nortgage covering the
cooperative devel opnent which is attributable to
the dwelling unit. See Chapter 3 of this
Handbook for nortgage credit instructions on
determini ng the maxi num nortgage anount for the
firmcomitnment.

MAXI MUM TERM AND AMORTI ZATI ON PERI OD OF 203(n)

LOANS - The maximumtermis 30 years, the renaining
term of the blanket nortgage covering the cooperative
devel opnment or three-quarters of the renmining
economc |life of the building inprovenents encunbered
by the bl anket nortgage, whichever is the |east.

The Anortization period nust be either 5, 10, 15,

20, 25 or 30 years.

SECTI ON OF THE ACT CODE - The section of the Act code
for 203(n) nortgages is 260. For nortgages insured
pursuant to Section 223(e) authority, the code is
360.

| NTEREST RATE: Sane as for Section 203(b).

SECURI TY FOR THE LOAN - Mortgages insured under
this programare given to finance the purchase of

a Corporate Certificate and Qccupancy Certificate
in a cooperative housing project, the pernanent
occupancy of which is restricted to menbers of such
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cooperative. The security for the loan is the
Corporate Certificate and the Cccupancy Certificate
entitling the owner to the pernanent occupancy of
one of the dwelling units owned by the cooperative.
The nortgagee nust establish a first lien on the
nortgagor's Corporate Certificate and Cccupancy
Certificate under the laws of the state where the
cooperative housing devel opnent is located. (See
par agraph 1-12.)

SECONDARY LI EN - The only other lien pernitted

on property, i.e., the Corporate Certificate

and Cccupancy Certificate, is the Cooperative's
lien, which is a lien for cooperative fees,

and it must be subordinated to the lien established
by the 203(n) insured nortgage. Accordingly,

t he organi zational documents of the cooperative
corporation nmust provide that a nortgage insured
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under Section 203(n) shall be a first lien
upon the property covered by the nortgage.

TRI - PARTY AGREEMENT - The regul ations require a
Tri-Party Agreenment between the corporate owner of
the cooperative housi ng devel oprnent, the 203(n)
nort gagee, and the Secretary. The Agreenent is
intended to be a part of each origination of a

nmort gage covering an individual dwelling unit under
Section 203(n). The Agreement obligates the signers
to provide notices, acknow edge interests in, and
performfunctions regarding the dwelling unit and
owner shi p docunentation. This Agreement is
necessary to carry out the regulatory requirements
of the 203(n) program The Agreenent, which nust be
identical to the one set forth in Appendix 1, is an
agreenent which nmust acconpany the subm ssion for

i nsurance endorsenent. It rmust be reviewed by the
Director of Housing or his/her designee, and if
found acceptable, signed by the Director. The
original should be inserted in the insured case
binder with two copies to be sent to the 203(n)
nmort gagee with the executed Mrtgage | nsurance
Certificate, Form FHA-9100.

a. A sanple Tri-Party Agreenent is set forth
in Appendi x 1 of this Handbook. No nodifications,
additions, or deletions to the
Agreenent are permitted. The subm ssion of
an executed Tri-Party Agreenent identical to the
one set forth in Appendix 1 nust be a condition
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for insurance set forth in each conditiona
comm tnent issued under Section 203(n).

b. Cooperatives, nortgagees, and Field Ofice
personnel shall review the terns and conditions
set forth in the Tri-Party Agreenment and
fam liarize thenselves with the obligations
that will be incurred upon execution of the
Agr eenent .

APPLI CATI ON FORVMS AND REQUI RED DOCUMENTATI ON
Applications for appraisal of the dwelling unit

attributable to the Corporate Certificate and

i ssuance of a conditional commitment to insure a
nort gage encunbering the Corporate Certificate

and Cccupancy Certificate are subnmtted on Form
FHA- 2800, Application for Property Appraisal and
Conmitrent. These applications nmust be transmitted
by a covering letter containing the | anguage set

forth in the draft letter in Appendix 2. Lenders



shoul d note the agreenent they are comitting
thensel ves to when signing the covering letter

a. True copies of the follow ng docunentation
are required to acconpany the application
form
(1) Certificate of Incorporation
(2) Regul at ory Agreenent and anmendments.
(3) Byl aws as anended.

(4) Current Financial Statenent.

(5) Proposed Occupancy Certificate.

(6) Proposed Corporate Certificate.

(7) A letter signed by the nortgagee identica
to the format letter set forth in
Appendi x 2.

(8) A Form FHA- 2800 application

b. Any of items (1) through (6) above nmay be
wai ved by the local office as necessary

docunentation to be submtted with the Form
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FHA- 2800 application. Such a waiver is
appropriate only in those instances where the
of fice has previously processed an application
for 203(n) insured financing involving the
same cooperative and determnmined that the
organi zati onal docunents were acceptabl e.

See paragraph 1-13 of the Handbook for the
detail ed procedure of receiving and approving
the docunents.

c. Conditional Cormitnent. - The initia
application for appraisal under the Section
203(n) programis submtted on Form
FHA- 2800.

(1) Upon receipt of the Form FHA-2800 application
and a review for conpl eteness of
the application and exhibits, the
receiving clerk will establish a file.

(2) Once a case nunber has been assigned,
the Form FHA-2800-2 will be renmpved by
the receiving clerk fromthe Form FHA



2800 package and returned to the nortgagee
to acknow edge acceptance of the
appl i cati on.

(3) The appraiser will conmplete the Form
FHA- 2800 as in all other applications.
However, it may be necessary to docunent
the findings and deci si ons reached by
means of a menorandum attached to the FHA
2800 report. \When the appraiser
conpl etes the report, the appraiser's
estimated value of the unit shall be
set forth under the headi ng "Esti mated
Val ue of Property” on the Form FHA-2800- 5.
The nonthly expense estimates
will be included on the Form FHA-2800-5
block 7, with appropriate handwitten
pen changes being made to the titles of
the lines or blocks and specific commtnent
condi ti ons shoul d be checked or
filled out, where appropriate, and an
addendum sheet attached, when necessary.
A copy of the Addendumto the Statenent
of Appraised Val ue, Appendix 4, and HUD
Fact Sheet 321-F-(5) nust acconpany the
condi tional conmitnent when issued.
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(4) The nortgagee is responsible for providing
the Statement of Appraised Value, as well
as the Addendum and the HUD Fact Sheet,
to the borrower prior to the Form FHA
2900-1, Mortgagee's and Mortgagor's
Application for Mrtgagor Approval and
Conmi tment for |nsurance under the
Nati onal Housi ng Act, being signed by the
borrower.

(5) A copy of any menorandum used to docunent
the report nust be nmade and acconpany Forns
FHA 2900-3, Firm Conmitnent Application
and 2800-4, Conditional Conmmitnent
Application, being sent to the Managenent
I nformati on Systens Division after
i nsurance endor senent.

d. FirmComitnment. - Applications for approval of
the nortgagor and issuance of a firm comm tnent
are submtted on Form FHA 2900. The firm
commitnent is issued on Form FHA 2900- 4.

1-12. MORTGAGE FORM - No specific nortgage formis required
to be used under the program However, the follow ng
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instructions are applicable.

a.

The nortgage submitted for insurance nust:

(1)

(2)

(3)

(4)

Invol ve a principal obligation in rmultiples
of $50.

Have the payments conme due on the first
of each nont h.

Have an anortization period of either 5,
10, 15, 20, 25, or 30 years by providing
for either 60, 120, 180, 240, 300 or 360
mont hly paynments but not to exceed the
remai ning termon the project nortgage.

Provide for paynents to principal and
interest to begin not later than the first
day of the nmonth followi ng 60 days from
the date the nortgagee's certificate on
the commit ment was execut ed.
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Contain a provision pernitting the nortgagor
to prepay the nortgage in whole or in part
upon any interest paynment date after giving
to the nortgagee 30 days advance notice in
witing of intention to prepay, but shal

not provide for the paynment of any charge
on account of such prepaynent.

Contain nortgage terns that do not exceed
those set forth in the firmconmtnent.

Be executed by the sane person(s) as naned
in the firmcomitnment.

Set forth that if the loan is held

by the Federal Housing Commi ssioner, the
nmortgagor will pay to HUD a nonthly charge
(inlieu of the nortgage insurance prem un
whi ch shall be in an anpbunt equal to
one-twel fth (1/12) of one-half (1/2) per
centum of the average outstandi ng bal ance
due on the nortgage | oan wi thout taking

i nto account del i nquencies or prepaynents.

Set forth that the aggregate of the anpunts
required to be paid under the nortgage shal
be paid in a single paynent each nonth to
be applied by the I ender first in paynent
of HUD s nortgage insurance prenium then
to interest payable on the nortgage, then



(10)

to the principal on the note, and then to
| ate charges, if any.

Contain a "Resolution of Inconsistency”
which states: "If this nortgage and note
be insured under Section 203(n) of the
Nat i onal Housi ng Act, such Section and
Regul ati ons issued thereunder and in effect
on the date hereof shall govern the rights,
duties and liabilities of the parties
hereto, and any provision of this or other
instruments executed in connection with
this nortgage and note which are inconsistent
with said Section of the Nationa

Housi ng Act or Regul ations are hereby
amended to conformthereto."
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b.

The nortgage may provide for:

(1)

(2)

(3)

(4)

A late charge not to exceed four (4)
cents for each dollar of each paynent
nmore than fifteen (15) days in arrears,
to cover the extra expense involved in
handl i ng del i nquent paynents.

Equal nmonthly paynents by the nortgagor
to the nortgagee which will anortize
the fire and ot her hazard insurance
premuns, if any are required by the
nortgagee, within a period ending one
month prior to the date on which the
sanme becones del i nquent.

Authority for the lender to collect from
the borrower each nonth, until the note

is paidin full, one-twelfth (1/12) of

the annual nortgage insurance premum (M P)
charged by the Department for providing

nmort gage i nsurance on the nortgage | oan

The nortgagee is responsible for the

paynent of the MP. HUD regul ations

permt the nortgagee to collect the funds
necessary for the payment fromthe

nmort gagor. Accordingly, if the nortgagee is
going to collect the funds fromthe nortgagor
authority to do so nust be included

in the nortgage

Contain a provision which states that
failure of the nortgagor to pay the

nort gagor's share of the compn expenses
or assessnents and charges i nposed by the



corporation as provided for in the instrunments
establ i shing the cooperative shal

constitute a default under the provisions

of 203(n) of the Housing Act.

c. As was previously nmentioned, no specific
nortgage formis required to be used under the
program Before a nortgage form can be used,
however, it must be found acceptable for use
under the Section 203(n) program by the |oca
HUD Field Ofice. In this regard, a nortgagee
anticipating funding 203(n) nortgages shoul d
have its |l egal counsel prepare a draft 203(n)
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(1-12) nmortgage formreflecting these instructions,
appl i cabl e HUD regul ati ons and State and
| ocal statutes dealing with cooperatives.

(1) Thereafter, when the nortgagee subnmits its
initial application for insured financing
under Section 203(n), the nortgagee
will include a copy of the proposed nortgage
form The covering letter required to
transmt the application should be expanded
to nmention that an initial application is
i nvol ved and the proposed nortgage formis
included with the application package.

(2) Upon receipt of the application and the
proposed nortgage form the proposed form
will be forwarded to the Area Counsel
I nstructions contained in paragraph 1-13
relating to the approval of the
organi zati onal docunents are also applicable to
approval of the nortgage form The sanple
format letter in Appendi x 3 should be
adjusted to reflect that a nortgage form
is involved instead of the organizationa
docunents. Use of one letter to approve
bot h the organi zati onal docunents and
the nortgage formis pernitted if the
local Field Ofice finds this nore
conveni ent .

(3) In addition to the above, a copy of the letter
approving the nortgage form together with a
copy of the nortgage formitself, shall be
provi ded the Assistant General Counsel for Home
Mort gage | nsurance in Headquarters. This will
permt a post-review of the nortgage form and
enabl e Headquarters personnel to be faniliar
with various State and |ocal requirenents as



they relate to cooperatives.

(4) Since the nortgagee will be closing subsequent
| oans on the approved nortgage form Field
O fice approval of the form when each
application is subnmitted, is not necessary.
However, the nortgagee nust submt
docunentati on with each cl osing subm ssion
evi denci ng HUD s approval, and a requirenent
of this nature should be included on each
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condi tional comm tment which is issues
under Section 203(n). The requirenent
shoul d read as fol |l ows:

"A copy of the letter issued by the
Director of this office approving the
format of the security instrunent upon
which the loan will be closed nust be
submitted with the subm ssion for insurance

endorsement. In addition, the
followi ng certification nust acconpany
the copy of the letter. "The provisions

contained in the security instrunent
are identical to those approved by HUD
under letter dated

(copy attached)

Mor t gagee. "

(5) |If the proposed nortgage formis not
acceptabl e, the conditional conmitnent nay
still be issued but a condition should be
pl aced on the comm tnent requiring HUD
approval of the nortgage form before
i nsurance endorsenent will take place.

1-13. ORGANI ZATI ONAL DOCUMENTS

a. HUD regulations require that the organizationa
docunents of the cooperative corporation
provide for the foll ow ng:

(1) Either the Secretary or a nortgagee under a
nmort gage i nsured under this section shall be
a nmenber of the cooperative corporation for
so long as either owns a Corporate
Certificate;

(2) A nortgage insured under this section shal
be a first lien upon the property covered
by the nortgage;



(3) The Secretary may exercise the voting rights
which are attributable to each Corporate
Certificate owned by the Secretary;

(4) The Secretary may desi gnate an agent as
proxy for the purpose of exercising the
voting rights of the Secretary which are
attributable to the Corporate Certificate
or Certificates owned by the Secretary;

6/ 79 Page 1-12

4240. 3

(1-13) (5) The Secretary may cease making nonthly
paynments attributable to any dwelling unit
for which the Secretary owns a Corporate
Certificate six nonths after the Secretary
notifies the corporation to sell the
Corporate Certificate or upon default by the
corporation on the bl anket nortgage
covering the dwelling unit;

(6) The Secretary or a nortgagee shall not be
obligated to nmake paynents to the corporation
for any amounts unpai d by a nortgagor
under a nortgage insured under this section
prior to the date the Secretary or the
nort gagee becones the owner of the
Corporate Certificate.

b. Upon receipt in the Field Ofice of a Form FHA
2800, the organizational docunents which
acconpany the application will be forwarded to
the Area Counsel in order that they can be
reviewed to determine if they are in accordance
wi th the suggested organizational documents
set forth in Reference 2 of the Foreword.

(1) |If they do correspond, a letter of approva
signed by the Area Ofice Manager/ Service
O fice Supervisor indicating their acceptability
shoul d acconpany the conditiona
conmmitnent when it is issued (see Appendi X
3 for sanple format letter).

(2) If there are significant differences,
copi es of the organi zati onal docunents
must be imediately forwarded to the O fice
of the Assistant CGeneral Counsel for Home
Mort gage I nsurance with a request for a
revi ew and comment s.

(3) The Field Ofice will be notified of the
docunents' acceptability by the Assistant



Cener al Counsel

(4) If mnor differences are evident, the Area
Counsel may di scuss such differences informally
with the Ofice of the Assistant
General Counsel and render an opini on based
upon such a di scussion
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(5) Processing of the application should
continue while the Area Counsel's review
is taking place.

(6) If the documents are unsatisfactory, a
condi tional conmtnent should not be
i ssued, and an explanation of the reason(s)
they are unsatisfactory should acconpany
the report on application Form FHA 2026
in order that the nortgagee can notify the
cooperative accordingly. Such reasons wll
be provided by the Area Counsel or in the
event the docunents were forwarded to the
O fice of General Counsel for review, that
office will notify the field of any reasons
of unacceptability.

(7) Fil es shoul d be established containing
the copies of the organi zati onal docunents
and letters of approval. For subsequent
conditional conmtment applications
subnmitted by a nortgagee involving a
cooperative whose docunents have been
approved, the Field Ofice my waive the
requi renent that copies of the organizationa
docunents be submitted. If a
wai ver is granted, the application nust
be acconpani ed by a copy of the approva
letter and a certification fromthe
cooperative that no changes have been
made in the organizational document since
i ssuance of the approval letter. A
provision setting forth the waiver is
included in the sanple format letter in
Appendi x 3. The certification | anguage
is also set forth in the format letter

REVI EW FOR | NSURANCE ENDORSEMENT - The cl osing clerk

wi Il handl e the submission for insurance endorsenent

as outlined in reference (3) of the Foreword, except
that a HUD nortgage formis not required to be used.

Any nortgage form which has been approved by the

Area Manager or Service Ofice Supervisor is acceptable.
A copy of the letter of approval nust
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acconpany the cl osing subni ssion together with an
executed certification as required in paragraph
1-12c(4). The closing clerk will review the nortgage
and note to deternine that they are in conpliance
with the terms of the commitnent.
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