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Chapter 3. MORTGACE CREDI T PROCESSI NG

3-1. | NTRODUCTI ON - Section 203(n) of the National Housing
Act gives recognition to the real estate rights which
the nmenber/owner has in a project. It provides a

fi nanci ng vehicl e whereby these estate rights can

be readily purchased and financed by the nenber/owner
Mortgage Credit processing will begin at the
conditional conmtnent stage and invol ves a determ nation
of the ampbunt and anortization of the |oan; analysis

of the acceptability of the applicant; and eval uation
of the applicant's ability to neet current project
carrying charges apportioned to the property being
sold, as well as the additional paynent on the Section
203(n) nortgage. The Mdirtgage Credit procedures and
anal yses are to be conpleted in accordance with
reference (5) of the Foreword, except as nodified
herein, and applied equally to all nortgagors,

regardl ess of race, color, creed, age, national origin,
sex or marital status.

3-2. VEMBER/ OANER

a. Definition. Any person, persons or fanmly
who neets the criteria established by
regul ation and the credit and income
requirenments in this Handbook is eligible for this
program

b. Owner - occupant. The nenber/owner nust be an
owner - occupant of the unit being financed.

C. Corporate Certificate. The nenber/owner can
own no nore than one Corporate Certificate
and that certificate nmust entitle hinmfher to
the right to occupy a specific one-famly unit
in the cooperative in conpliance with the terns
of the bylaws of the corporation and the
occupancy agreenent entered into between the
menber/owner and the corporate entity.

d. New Omnership. It is the responsibility of
t he new nenber/owner acquiring a nortgage
i nsured under Section 203(n) and the nortgagee
to obtain a new Corporate Certificate and
Qccupancy Certificate representing the new
owner shi p.
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3-3. GENERAL - Mortgage Credit analysis of the nortgage
transaction proceeds logically in the steps listed



3-4.
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bel ow:

Determ nati on of the anmpbunt and anorti zation
period of the |oan.

Anal ysis of the acceptability of the nenber/
owner .

MORTGAGE AMOUNT. Analysis of the credit risk is
premi sed upon a loan for a definite anmount and

anortization period, subject to the follow ng
limtations:
a. Principal Obligation. The nortgage shal
i nvol ve a principal obligation in an even
mul tiple of $50 and for a termof 5, 10, 15,
20, 25 or 30 years providing for 60, 120, 180,
240, 300, or 360 nonthly paynents.
b. Amount of Loan. The maxi mum |l oan will be:

$60, 000 mi nus an anmobunt equal to the portion

of the unpaid bal ance of the bl anket nortgage
covering the cooperative attributable to the

dwel Iing unit being sold.

or

97% of the first $25,000 of HUD

estimate of value of the dwelling unit
i ncluding closing costs as of the date
the nortgage is accepted for insurance

plus: 95% of such val ue incl uding
closing cost in excess of $25, 000.

m nus: an anount equal to the portion
of the unpaid bal ance of the bl anket
project nmortgage attributable to the
dwel Iing unit being sol d.

or
The total cost of acquisition mnus
the nmortgagor's investnment in the
property of at |east:

Page 3-2

4240. 3

3% of the first $25,000 of the total cost

of

acqui sition plus 5% of such cost of

acquisition in excess of $25,000 m nus

an

anount equal to the portion of the

unpai d bal ance of the bl anket nortgage
attributable to the dwelling unit being



sold. (The cost of acquisition is the
total cost to the menber/owner of the
property securing the nortgage, including
the cost of any repairs, alterations and
additions to such property and the cost
incidental to closing the transaction

but not including paynments for accrued

or unaccrued taxes, assessnents, or

i nsurance prem uns.)

Whi chever is |ess

Note: For a qualified veteran, the ratio
woul d be 100 percent of first $25,000 of

such val ue instead of 97 percent in accordance
with Section 203.18(a) of the Regul ati ons.

C. Det erm nati on of Maxi num | nsurabl e Mortgage
Amount s.

Exanmpl e: Known: Unit proportionate share
of outstandi ng project nortgage: $20, 000

(1) Statutory:
$60, 000 | ess $20,000 (unit share
of outstandi ng project nortgage):
$ 40, 000

(2) Loan-to-Value Ratio:

HUD Appr ai sed Val ue $40, 000
C osi ng Cost 1, 000
Tot al $41, 000
97% of first $25, 000 $24, 250
95% i n excess of $25,000 15, 200
Tot al $39, 450
M nus:

Unit share of outstanding
proj ect nortgage

bal ance $20, 000
Maxi mum Mort gage Anount $19, 450
Page 3-3 6/ 79

4240. 3
(3) Cost of Acquisition:

Sal es Price $37, 000
Repairs 1, 000



Cl osi ng Cost

Total cost of
acqui sition

3% of $25, 000
5% of $14, 000

| nvest ment
Total Cost of Acquisition

M nus:
M ni mum Cash | nvest nent

Unit share of outstanding
proj ect nortgage
bal ance

Maxi mum nort gage anount

Maxi mum Mort gage

Anpbunt is the Lesser

of 1, 2 or 3: $17, 550
3-5. CASH | NVESTMENT - The nortgagor's investnent in
the property nust be equal to the difference
between the total cost of acquisition and the
anount of the nortgage to be insured, less the
proportionate cost of the unpaid bal ance of the
bl anket project nortgage covering the cooperative
attributable to the dwelling unit being sold but
not |less than 3% of the first $25,000 of the tota
cost of acquisition, plus 5% of such cost in excess
of $25, 000.
Val ue of Property $40, 000
C osi ng Cost 1, 000
Total (for Mortgage
| nsurance Pur poses) $41, 000
Maxi mum Mort gage Anmount $39, 450
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Exanpl e
Sal es Price
(Equal s Val ue
of Property) $40, 000 3% of $25,000 = $ 750
Cl osi ng Cost 1, 000 5% of $16, 000 = 800



Tot al cost of

acqui sition $41, 000

M ni mum cash
i nvest nent 1, 550 1, 550

$39, 450

Unit Share of
Qut st andi ng
pr oj ect
nor t gage - 20, 000

Maxi num Mortgage
Anmount $19, 450

3-6. BASI C PRI NCl PLES OF ANALYSI S.
a. Menber/ Omer Credit Analysis. It is necessary to

exam ne the credit report of the proposed nmenber/
owner and anal yze the financial ability (submitted
on Form FHA 2900, with required docunentation)

in order to determine the credit characteristics
ability to pay, and stability of enpl oynent.

b. Stability of Effective Incone and Cash | nvestnent
Requirenents. Stability of effective incone
is related to the early period of nortgage risk
Cash requirenent is the anount required for
i nvest ment .

C. Net Effective Income. An estimate of the net
effective incone of each nenmber/owner shall be
made and conpared with the prospective nmonthly
paynment for the purchase of the corporate
certificate. The stability of the nenber/owner's
effective incone will be related to the early
period of risk under the nortgage.

d. Rel ati onshi p of Prospective Mnthly Housing
Expense to Net Effective Income. One of the
problenms in nortgage credit analysis is to
determ ne whether a nortgage obligation will be
within the nortgagor's financial ability to pay.
As a general guideline, if the total housing
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expense does not exceed 35 percent of net
effective incone, the rel ationship of prospective
housi ng expense to net effective income

shal | be considered acceptabl e, unless the

menber/ owner has al ready denmponstrated an inability
to manage its affairs with a housing expense

at or belowthis ratio. A ratio in excess of



35 percent may be acceptabl e where favorable
conpensating factors are present.

e. Rel ati onship of Total Ohligations to Net Effective
I ncome. Menber/owners having the same net effective
i ncone and the sane housi ng expense will have
different total obligations which will affect
their financial capacity. The total obligations
of a nortgagor include, in addition to the
prospective nont hly housi ng expense, other
recurring charges such as State incone taxes
retirement deductions, life insurance preni uns,
paynments on | oans and accounts, plus the nonthly
paynment towards the purchase of the Corporate
Certificate which represents the nenber/owner's
real estate interest in the cooperative. |n sone
cases, the burden of total obligations of the
nmort gagor may seriously affect the ability
to pay.

(1) As a general guideline, if the conbined
total of prospective housing expense and
ot her recurring charges does not exceed 50
percent of net effective income, the
relationship of total fixed obligations to net
effective incone should be considered
acceptabl e, unless the nenber/owner has
al ready demonstrated inability to manage
affairs with total fixed obligations at
or below this ratio.

(2) Aratio in excess of 50 percent may be
accept abl e where favorabl e conpensati ng
factors are present.

f. Exhibits to be Submtted with Application

(1) Application, Form FHA 2900

(2) Credit Report
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(3) Form FHA 2004-F, Verification of Deposit
(4) Form FHA 2004-G \Verification of Enploynent
(5) A signed/certified true copy of the Sal es
Contract (see paragraph 1-4 of Chapter 1
of this Handbook)
(6) A current bal ance sheet and operating

statenent, if nortgagor's principal incone
is fromown business



(7) A statenent, signed by the applicant,
that he/she has received a copy of
FHA St atenment of Appraised Val ue,
a copy of the Addendumto the Statenent
of Appraised Value, and HUD Fact Sheet
321-F-(5)

(8) A signed or certified copy of the
Cccupancy Agreenent

Fi nanci al Capacity of Project. A current
financial statement of the cooperative/project
prepared by the authorized officer of the
managenment group rust be submitted by the
nortgagee with the application for nortgage

i nsurance. The statenment must contain

the normal financial information in addition
to current vacanci es and vacancy | osses. Al so
there must be a statenent of the nunber of
units owned and rented by the cooperative
corporation. The information is subnmtted
with the application for conditional comm tnent.
It is reviewed by the nortgage credit exam ner
who uses the information to conplete a

menor andum detai ling the financial condition of
the project. The Mrtgage Credit exam ner
must coordinate the review with the Housing
Management staff to assure that all potenti al
problenms are identified and called to the
attention of the processing appraiser. Such
probl ems i ncl ude unusual nunber of vacant
units, inadequate replacenent reserves, etc.

The basic instructions for anal ysis of Mortgage
Credit Risk are contained in Reference (2) of
t he For ewor d.
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