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CHAPTER 2. VALUATI ON PRCCESSI NG

PURPCSE - This chapter describes the val uation
processing required to underwite a Section 203(n)

| oan for a Corporate Certificate involving a single
living unit in a cooperative multifanily project
covered by a project nortgage insured under Section
213, 221(d)(3) or any other nonsubsidi zed section
of the National Housing Act.

| NTRODUCTI ON - Section 203(n) of the Nationa
Housi ng Act authorizes HUD to insure a | oan
secured by the cooperative nenbership certificate
and by the occupancy agreenent when the loan is
made to assist in the purchase of a nenbership in
order to occupy one dwelling unit in a cooperative
project. The Section 203(n) loan is in addition
to the portion of the project nortgage which nust
be attributed to the unit being appraised. The
sum of these two debts upon the subject unit may
not exceed the anmount permtted by the val ue of
the unit at loan ratios (and other rules) applicable
to Section 203(b) home nortgages. |In practice,
the market value of the living unit is estinated,
Section 203(n) closing costs are estimated, the
maxi mum debt is conmputed upon the total of the two
as if this were a Section 203(b) hone nortgage;
the portion of the project nortgage attributed to
the subject unit is subtracted; and the renai nder

i s the maxi mum Section 203(n) loan for conditiona
commi t nent .

APPLI CATI ON - The nortgagee applies for a conditiona

conmitnent on a single unit by subnmitting Form FHA
2800 Application for Mdrtgage | nsurance, Section
203(n) Loan for Living Unit in a Cooperative. It

is the responsibility of the | ender to devel op and
include in the application information which |ocates
and describes the cooperative project including

the subject living unit, giving infornmation about
the structure, nortgage or |oan bal ances, area and
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conmposition of unit types, charges for residentia
units, parking, and comercial areas as well as
equi pnent furnished and repl aced and services paid
for by the nonthly charges. This information nust
be shown on the avail abl e space on the 2800-1

The apprai ser, reviewers and Director, Housing
Devel opnent utilize the information fromthe 2800-1
for the devel opnent of background information
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necessary to conplete the appraisal. |In the event
the appraiser discovers an error in the information
on the application, the error will be corrected in
col ored pen or pencil and initialed and dat ed.
Living area is defined as the area of a dwelling
unit measured fromthe inside surfaces of corridor
and exterior walls, and fromthe inside of walls
separating subject living area fromadjoining |iving
or comercial areas.

ROUTI NG - The Director, Housing D vision nust
determ ne that the docunents of the cooperative have
been amended as required by Sections 203.43c(c) and
(d) of Part 203 of the Regul ations using the Area
Counsel (see paragraph 1-13, Chapter |). Processing
will continue while this determ nation is being
made. The Director of Housing al so obtains the
insured project files fromthe Deputy Director for
Housi ng Managenent/ Housi ng Managenent O ficer which
contain the total estinated replacenent cost of
project for subject project at the tinme of last firm
conmitnment processing, as well as the files which
contain the last three annual inspection reports if
avai l abl e for subject project and al so financi al
statenments and operating budgets for the current
year and attaches these files to the subject Section
203(n) processing file.

a. The application is then routed to the Valuation
staff and assigned to the processing appraiser
The appraiser reviews all docunents and forwards
the financial statenents to the Mirtgage Credit
staff for review and coment.

b. The appraiser will review the annual inspection
reports and determ ne whether it is necessary
to have an imedi ate architectural review of
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the project, or to wait until the appraiser
visits the project and unit to determ ne

whet her an architectural inspectionis
necessary. A joint Valuation and Architectura
revi ew can be made when necessary.

c. The appraiser will notify the cost analyst of
the application and request that the anal yst
provide a cost adjustnment factor which will be
used to update the total estimated cost of the
subj ect project fromthe date of the last firm
commitnent to date of the application for the
Section 203(n) nortgage insurance.
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REPLACEMENT COST ESTI MATE - The Apprai ser
multiplies the original total estimated replacenent
cost of project by the cost adjustnment factor to
get the current total estimated replacenent cost

of project. He/she then nmultiplies the current
total estimated replacenent cost of project by the
unit ratio shown in the application. The ratio
represents the nonthly charges for the subject

unit divided by the sumof nonthly charges for al
units. It is usually shown as a decinmal fraction
and al so indicates what proportion of the whole
project is represented by that nenber's interest.
(Once fixed, in the information bulletin when the
cooperative is formed, the unit ratio does not
change.) The product of the current total estinated
repl acenent cost of project nultiplied by

the unit ratio is the current estimted repl acenent
cost of the living unit.

ESTI MATED MARKET PRICE OF UNIT - Using Form

FHA- 2019, Estinmates of Market Price by Conparison
record in the Subject Property colum as nmany
facts about the subject property as may be capabl e
of influencing changes in the nmarket price of

subj ect property in conparison with conpeting
properties recently sold in the market.
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a.

Conparison. Features which nay be conpared

wi Il include square feet of living area,

nunber of baths, bal conies, terraces or patios,
par ki ng or garage, heating and cooling equi pnent,
kitchen and | aundry equi pnent, livability

of design, age of building, floor on which unit
is located, other |ocational advantage or

di sadvantage within the building, neighborhood
desirability (locational factors exterior to

the cooperative), street inprovenents, utilities,
or any other features which would affect

mar ket price. The ownership of a unit in a
cooperative may include ownership of a
proportionate share of recreational facilities,
or of rental parking, or of incone producing
comrer ci al space which exceeds the facilities
usual Iy available for, and included in, the

val ue of single fanmly dwellings.

(1) Conparison with sales of conpeting
cooperative living units nust give carefu
consideration to differences in al
such vari abl es.

(2) Adjustnent for differences in such special
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facilities consists of estimating the unit
mar ket value of the facilities in the
subject unit and in the conparable unit
and then subtracting the unit value of the
conmparable unit facilities fromthe val ue
of those in the subject unit.

(3) The result is the plus or mnus adjustnent
for the special facilities.

Adj ust nent for Non-cooperative Sal es.
Conpeting unit sales will be selected from
those which of fer advantages and di sadvant ages
generally sinmlar to those of the subject, and
fromthose which conpete generally for the
sanme market as does the subject. The conpeting
unit sal es should be other cooperative units
sales, if these are available. |If these are
not avail able, simlar condom nium planned
unit devel opnent (PUD) sal es or other single
fam |y conparable sales nmay be used, with
appropri ate adjustnent where the narket

i ndi cates an adjustnent is warranted.
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(1) The adjustnent is indicated by the
rel ati onshi p between sales prices
of cooperative and simlar condom nium
units. The appraiser nust gather data
on this relationship fromthe cl osest
area where both types of sales exist. By
conparing sales prices of simlar units in
both types of projects, an adjustnent factor
from condom niunms to cooperatives or from
PUD s to cooperatives, can be estinmated.

(2) Al condom niumor PUD conparabl es nust
be so identified on Form FHA 2019, and
appropri ate adjustnments made.

Adjustmments. Data itens concerning each
conpeting property are noted, in turn, and
pl us and m nus dollar adjustnents are entered
for each significant difference between the
subj ect property and the conpeting property.
The sales price of the conpeting property is
then nodi fied by adding or subtracting the
net plus or mnus adjustnent to provide an

i ndi cated market price for the subject

living unit.

Correlation. The indicated narket prices
from several conparables, which include at
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| east one conventional sale, are correl ated
to one estinmated market price of unit.

CAPI TALI ZED I NCOVE OF UNIT - The nmonthly rental

val ue of the unit multiplied by the nonthly rent
multiplier equals the capitalized inconme of the
unit.

a. Mont hly Rental Value of Unit. For the subject
unit, estimate the narket rent a cooperative
unit owner could expect to receive froma
tenant on the basis that the rent would
i nclude the owner furnishing to the tenant
those services (including utilities) which
are furnished to individual owners by the
cooperative corporation at conmmon expense
and also furnishing to the tenant those itens
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of personal benefit expense which represent
mai nt enance and repair but not those which
represent the cost of utilities separately
metered to the individual living unit.

(1) WwWiile a 203(n) | oan can only be obtained
by an owner-occupant, for the purposes
of this approach to value, it is to be
assuned that the property is rented
and the tenant would pay the rent; and,
to the utility company, the cost of
separately nmetered utilities. The
owner woul d pay the cooperative charges
the Section 203(n) |oan paynents, any
i ndi vi dual insurance required in addition
to that maintained at conmon expense, and
any itens of personal benefit expense which
represent nmintenance and repair. (Note:
Rent will never be estimated on the basis
that the tenant will directly pay the
cooperative charges, and/or the Section
203(n) loan paynents, since this would be
a risky arrangenent in which non-paynent
by the tenant m ght cause an owner to | ose
his/her living unit.)

(2) Rental values fromsimilar units on
different floors fromthe lowest to the
top should reflect the relationship of
rents paid in the market for simlar
units simlarly located frombottomto top
this relationship should be used to adjust
indicated rents for differences in floor
bet ween conpar abl es and subj ect.



b. Monthly Rent Multiplier. Any recently rented
property which is sold supplies information
concerning its own rent nultiplier: sales
price/monthly rent = nonthly rent nultiplier
Data from cooperative units where both sal es
and rentals are known are anal yzed to obtain
rent multipliers for conparison, but rented
condom ni um apartnent sales or rented PUD or
other single fam |y conparabl e sal es may al so
be used with appropriate adjustnment, in
estimating the typical relationship between rents
and sal es prices for subject units.
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2-8. CORRELATI ON OF THREE APPROACHES TO VALUE - The
apprai ser considers the three previously found
estimates: current estimted replacenent cost of unit,
estimated market price of unit, and capitalized
inconme of unit, in estimating the value of unit.
The estimate of capitalized i ncone nmay be used as a
gui de by the appraiser, but is not required to be a
limt to the estimte of value. However, the val ue
of unit may never exceed the | esser of estimated
market price of unit or estinmated replacement cost
of unit.

2-9. VALUE OF OCCUPANCY CERTI FI CATE - The project nortgage
bal ance is multiplied by the unit value ratio; the
product is the project nortgage attributable to the
unit. This unit nortgage bal ance is subtracted from
the estimated value of the unit. (The unit val ue of
the leased fee (if any) is also subtracted fromthe
estimated value of the unit.) The remainder is the
estimated val ue of subject nenbership certificate
and occupancy certificate.

2-10. CONDI TI ONAL COVM TMENT MORTGAGE AMOUNT - Fromt he
estimated value of the unit, subtract the unit val ue
of the leased fee (if any), and add the Section 203(n)
closing costs. On the resulting anount, conpute the
maxi mum nortgage that could be comritted if this were
a 203(b) hone nortgage conmitnment. Fromthis maximum
203(b) nortgage anount, subtract the unit portion of
the project nortgage bal ance. The result is the
maxi mum anmount of Section 203(n) |loan for an
owner - occupant purchaser. The | oan anmount shall be rounded
down to a $50 nmultiple. (Section 203(n) |oans
may not be insured for refinancing for the same
owner when a sale or resale of the menbership is
not involved, nor nay they be used to purchase
a unit for investnent when occupancy is not planned.)



2-11.

TERM OF SECTI ON 203(n) LOAN - The | oan shall be
anortized nmonthly, and Regul ations require that

the termshall be 5, 10, 15, 20, 25 or 30 years,

and that the termshall not exceed the |east of
(1) 30 years; (2) the remaining termof the

bl anket nortgage covering the cooperative devel opnent;

or, (3) three-quarters of the remaining
economic life of the building inprovenents.
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2-12.
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MONTHLY EXPENSE ESTI MATE - The expenses to be
estimated by the appraiser fall into three
cat egori es:

a. I ndi vi dual | nsurance Expense Per Mnth (If
Any). |f cooperative charges include

adequat e i nsurance coverage, there nmay be no

addi tional individual insurance expense.
the ot her hand, the 203(n) nortgagee nmay
require an additional insurance policy to
meet its requirenents. Check with the
nort gagee and enter the nonthly anount of
any additional insurance which is to be
required.

b. Cooperative Charges Per Month. The charges
made by the cooperative corporation conprise

all expenses of operation and nai nt enance

pai d by the corporation, including taxes and

i nsurance, and reserves, plus debt service

on the project nortgage. Estinates should be

verified with the cooperative.

cC. Personal Benefit Expenses. These are other

expenses, such as utility bills, which are

paid directly by an owner, rather than being

included in the charges nmade by the cooperative

corporation. |If the corporation does not

provide interior painting within the living
unit, this would become an item of persona

benefit expense. |If gas or electric bills

are paid by the nmenber directly to the utility

company, these bills becone part of the

personal benefit expense estimate. In nmany

instances the results are nonthly averages
of annual estinmates.

UNI T VALUE CF LEASED FEE. The | easehold will be

that of the project site, if a ground | ease exists.

The current value of the | eased fee shall be

estimated by multiplying the updated nmarket price

of the site by the unit ratio to arrive at the
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unit value of the |eased fee. Thus, the val ue of
the | eased fee of the project site shall be val ued
in accordance with instructions in reference (4)
of the Foreword.
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CONDI TI ONAL COWM TMENT - Repairs, alterations or
additions to the dwelling unit are required to be
listed as specific conditions for correction if the
condi ti ons work agai nst the continued soundness

of the nmortgage transaction. This should be
acconpl i shed based on the sanme criteria as is
appl i ed under the 203(b) program In addition

if major repairs to the project are necessary
before the dwelling unit would be eligible, such
repairs should be Iisted as having to be corrected
bef ore the cooperative project can have insured
nort gage financing under Section 203(n) nade
avai |l abl e.
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