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CHAPTER 2. UNDERWRI TI NG | NSTRUCTI ONS

COST PROCESSI NG Projects submitted under this Section shall be
processed and estimated in accordance with the Section of the
Act under which they are submitted pursuant to Section 223.

a. When requested by the ADTS, MFC or ADSF/ CU, the Cost
Anal yst shall prepare estimates for repairs, mnor
rehabilitation and/or for work that is to be escrowed.

ARCHI TECTURAL PROCESSI NG - GENERAL. To assi st governnent al
agencies in the sale of existing properties, HUD-FHA may insure
nort gages under any Section or Title of the Housing Act pursuant
to Section 233. In this connection HUD-FHA provi des an
expression of eligibility of such properties for nortgage

i nsurance that nay be used by the governnental agency in

di sposing of them and to subsequently insure nortgages on the
properties. Eligibility and acceptability may be predicated
upon requirenents for necessary repairs and inprovenents.

a. To be eligible the property shall:

(1) Conply with the eligibility criteria set forth in
Section 203.43 of HUD FHA Regul ati ons.

(2) Contain not nore than eight living units.
(Properties having five or nore living units may al so
be submitted as project nortgages pursuant to Section
233.) Under Section 222 pursuant to Section 223,
properties may have not nore than one living unit.

(3) Conply with the General Acceptability Criteria and
the applicable objectives of the M ninum Property
St andar ds.

(4) Have accommodati ons, appeal and cost of nmintenance
and operation conparable with conpetitive properties.

(5) Be suitable for type of use, ownership, occupancy and
managenent proposed.

(6) Have conplete utility services wi thout dependence on
ot her properties, except for such joint utilities as
are protected by acceptable easenents. As in all
properties accepted by insurance, easenents nust be
m nimzed and careful note nust be nade of any that
are likely to present adverse effects.
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b. Eligibility is ascertained by exam nation of the preni ses
and any exhibits provided. Were any deficiency exists and
correction is feasible appropriate requirenents are nmade as
condi ti ons of acceptance.
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c. Wor ki ng drawi ngs and specifications conposed prinmarily of
the original contract drawings will be provided by the
gover nnent al agency for processing purposes but will not be
retai ned permanently by HUD-FHA. Suppl ementary draw ngs and
specifications, in duplicate, shall be required when
necessary to show any nodifications and i nprovenents. A
general site or plot plan is required in duplicate and nust
show t he boundaries of the utilities thereto, when a
subdi vi sion of the original project is proposed. These are
retai ned by HUD-FHA together w th suppl enmentary draw ngs
in the master binder and reference is made thereto in other
bi nders for each case

SINGLE FAM LY PRCCESSI NG  Architectural processing wll
conformto the procedures for Section 203(b), existing
construction, except that the processing will be perforned in
the follow ng four stages when the sale of groups of properties
requiring repairs and rehabilitation is involved. These stages
are: Prelimnary, Appraisal and Eligibility, Precomtment and
Conpl i ance.

a. Prelim nary Stages.

(1) The objective of this stage is to deternmine, with a
reasonabl e degree of certainty, the suitability and
eligibility of the property for nortgage insurance and
to establish the essential repairs and i nprovenents as
well as to recommend ot hers which are beneficial and
feasible. It is also necessary to approxinate
repl acenent cost in new condition as well as the cost
of repairs, alterations and inprovenents, including
the costs of recomrended itens.

(a) FHA Form 2800-3 will be used for this purpose.

(b) However, a conmmitnent (FHA Form 2800-5) is not
i ssued at this stage, since a formal application
for mortgage i nsurance has not been submitted.

(2) Examination and use of forns as described will be
necessary but not with the degree of thorough study
anticipated in the |ater stage of processing. The
exerci se of judgment and perception should result in a
concl usi on wherein all major requirenments essentia
for eligibility
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wi Il be established and costs approxi nated on a
realistic basis, so as to avoid the need for a ngjor
change of concl usion in subsequent processing stages.

(3) Architectural examination of the property is primarily
to observe its physical characteristics and to
ascertain features which may preclude acceptance, or



(4)

(5)

which will require excessive expenditures by the owner
for mmintenance, repair or operation

(a) For exanple, materials which are not durable, or
appropriate, or properly assenbled; inefficient
heating systens or those requiring frequent
repair, adjustment or replacenent; or structures
whi ch are poorly insulated could all involve
excessi ve expense in managenent whi ch should be
recogni zed even if not evident to a degree
justifying i mediate correction for eligibility.

(b) Oher factors such as unsatisfactory method of
refuse collection and disposal, water supply and
sewage di sposal, and deteriorated bathroom fl oors
or walls nay be sources of excessive expense in
operati on.

In order to provide an orderly record of the physica
condition of the property and to facilitate its

exam nation, HUD-FHA Form 2450 R, Report of
Architectural Inspection, will be prepared.
Crcunstances will govern the decision as to whether a
single FHA Form 2450-R wil| suffice, or whether it
woul d be nore desirable to use a separate formfor
each building. Also, during this exam nation a
Description of Materials, FHA Form 2005, is prepared
for each basic structure. This will provide a record
of the existing construction and will also show, by
means of amendments made in red pencil by the
processor any new work or changes to be nade.

Requi rements nust be nade for repairs and for

repl acenents which are not needed and which are

i ndi spensabl e to nmake the buildings sound and safe
with respect to sanitary and structural conditions,
and to provide appropriate resistance to the el enents.
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(a) If prudent managenent woul d indicate that
the replacenent of an itemcould be deferred a
year or nore by repairs, then repairs rather than
i medi ate repl acenent are to be required.

(b) However, in no instance may the correction of a
deficiency be deferred if it is in any way of
maj or inportance and likely to have an adverse
effect on the purchaser's financial ability to
conti nue ownership.

Requirements to restore to the original state, or to
an i nproved condition of freshness, nust be linmted to
those which are absolutely indi spensable to provide

i ving accommpdati ons and appearances necessary to
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keep the present tenants or to attract tenants or
prospective purchasers of the type anticipated in the
mar ket .

(a) It seldom if ever, will be necessary to require
that the dwelling structure or living unit be put
in "equal -to-new' condition

(b) The painting of a building to inprove its
appearance will not be required when paint is
not needed to prevent deterioration

(c) Replacenent of wooden steps with concrete steps
will not be required if the need for the
i mredi at e repl acenent is not apparent.

(d) Decorating will not be required unl ess necessary
to hold the present occupant or to attract a new
one.

| nprovenents or repairs nay appear desirable even

t hough not essential for eligibility. These may
increase livability and appeal, or reduce maintenance
or operating expenses, all of which would serve to
make ownership of the properties nore attractive. Any
such itens shoul d be included as "Reconmendations. "
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(8)

(9)

(10)

In sone instances, it may be found that the condition
of the property is such that the expenditures required
to nake it eligible for nortgage i nsurance woul d not
be warranted, since the nonies so expended woul d not
increase the value of the property sufficiently to
make the expenditures feasible. C ose collaboration
with the other Underwiting Division Sections and the
(ADSF/ CU) will be required in those instances where
this problemis encountered, and early discussion with
the governnmental agency representatives will be in
order.

A careful review of FHA Form 2450-R shall be nade by
the Chief Architect to elimnate fromthe requirenents
to be inposed all nonessential itens, as well as to
satisfy hinself that all essential requirenents wll
be made, and if possible that these will be those

det ermi ned upon during prelimnary discussions. He
will also review the 2450-R fromthe point of view of
determning the effect of the requirenents on the cost
of operation and nai ntenance of the property.

At the conclusion of the Prelimnary Stage the

Chief Architect prepares a nmenorandumto the ADSF/ CU
which is routed through the Valuation Section setting
forth for each property:



(a) An opinion as to suitability and eligibility
under the Section of the Act that applications
are nost likely to be subnmitted. This opinion
wi Il include:

1 Requirenents for correction of deficiencies,
if any, essential for eligibility.

2 The approxi mate repl acenent cost in new
condition together with separate costs of the
necessary repairs, replacenents or
i mprovenents.

3 Recommendations, if any, for repairs,
repl acenents or inprovenents (not essentia
but desirable) with the approxi mate cost of
each and reason for recomendati ons.

4 Ceneral coments including any with respect to
excessi ve operating costs.
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(b)
(11)

An opinion of ineligibility and reasons.

If at any stage of processing further nodification,
changes or repairs appear essential, they nust be
necessitated on the basis of the acceptability
criteria set forth above. Wile it is desirable that
all such matters be disclosed in the prelimnary
review, they must not be ignored if revealed in
subsequent processi ng stages.

Appraisal Eligibility Stage

(1)

(2)

Processing in this stage is simlar to the processing
of an application to commitment. Each property in a
devel opnment nust receive individual consideration, but
use shall be nmade of repeat case procedures to the
extent feasible. Further review of data and
conclusions of the Prelimnary Stage is required.

Al so a recheck and additional information may be

war ranted on FHA Forms 2450-R and 2005, and with
respect to other data and concl usi ons.

A requirenent shall be included in the HUD- FHA report
prepared for the governnental agency requesting the
apprai sal that evidence satisfactory to the Assistant
Secretary- FHA Conmi ssi oner, shall be submtted prior
to the issuance of a comm tnent to show that the
bui |l di ngs and i nprovenments, existing as well as new,
will be acceptable to the agency having jurisdiction
and that certification as may be required with respect
to occupancy will be granted to the nortgagor



(3) Recommendations nmade in the Prelimnary Stage are set
forth in a nmenorandum attached to the Underwriting
Report. It shall contain the estimted cost of each
itemand the anticipated benefit and effect of each

c. Pre-Commitnent Stage. Architectural processing in this
stage is required only if the application requests
nmort gage i nsurance on sonme ot her basis than the report
transmtted to the governnental agency requesting the
appr ai sal .

(1) |If a variation is proposed, a revised Underwiting
Report is prepared reflecting the acceptable
differences. The exhibits and specific conditions
are revi ewed for adequacy.
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(2) During this stage an effort is nade to see that the
applicant is informed of the benefits to be derived
fromall items previously recomrended but not adopted
by the nortgagor in the application

(3) Al effective requirenents pertaining to the property
under consideration are stated and i ncluded in the
rel ated conmm t nent.

d. Conpl i ance Stage. Conpliance inspections conformto
ef fective Section 203 instructions for existing
construction with proposed or required alterations,
additions or repairs.

ARCHI TECTURAL PROCESSI NG Proj ect Mortgages (Reserved).

VALUATI ON PROCESSI NG Section 203 pursuant to Section 233

i nvol ves proposed sal es of existing government-owned housing or
the first resale thereof within two years after its acquisition
fromthe government. Cases involving properties of not nore
than four living units shall be, and properties having five or
nore but not nore than eleven living units may be processed
under these instructions.

a. Val uation procedures relative to Section 233 vary in sone
respects fromregular Section 203 processing. Processing
of Section 233 projects will generally followthis
sequence, with variations as necessary to conformto any
special statute pertaining to a particular disposa
program

(1) Prelimnary Stage
(a) Property Exam nation

(b) Delineation of Properties



(c) Tentative Value Estinmates
(2) Appraisal and Eligibility Stage
(3) Pre-Commtnent Stage
(4) Conpliance Stage
The Val uation Section will participate in conference and
work closely with the DO CU, and the Land Pl anni ng,
Architectural and Mdrtgage Credit Sections during all

st ages.
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2-6. STAGES OF PROCESSI NG

a.

Prelimnnary Analysis Stage. The Valuation Section
will assenble the follow ng appraisal data in addition to
ot her necessary data relative to the subject proposal

(1) OQutline of the public agency's proposed sal es plan.

(2) Data relative to mai ntenance and operation of public
rights-of-way and utilities.

(3) Tax and hazard insurance data.
(4) Current rent schedul es.
(5) Current operating statenents.

(6) Waivers of local authority covering any code or
zoning violations or, in the absence of forma
wai vers, sone reliable evidence of early availability
of such waivers

(7) Proposed protective covenants which are enforceabl e
agai nst the property.

(8) A reasonably accurate map delineating the boundaries
of the entire property and indicating its net area.
Wher e subdi vi sion of the project is proposed, the
property survey is to show the boundaries of the
parcels, the | ocation of existing structures, street
ri ghts-of-ways, and utility easenents, if any.

(9) Drawings of the project including site and utility
pl ans, noted to disclose known deviations in the
actual construction, or as-built drawings if they are
avai | abl e.

(a) Property Exam nation: Valuation and
Architectural Section representatives wll
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jointly consider the physical condition of the
property and the necessity, scope, and
appr oxi mat e cost of any proposed or required
repairs, alterations or replacenents necessary to
put the security in sound and acceptabl e
condition. The Valuation Section will study the
nei ghbor hood and assenbl ed data and provi de
comrents and conclusions in determ ning the

general price and rent level. The current and
future marketability, and the econonic life of
the structures will |ikew se be studied.
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(b) Delineation of Properties: The Valuation
Section will offer advice in establishing the
acceptability of properties which require
delineation prior to appraisal and sale as
separate real estate entities. Existing or
proposed easenents for service |lines or access
will be studied to determine their effect on the
utility and marketability of the property.
Proposed dedi cati on of streets, wal ks, and ot her
public areas or easenents, the assunption by a
public body of responsibility for maintenance of
such dedi cated areas, and the acceptability of
the proposed disposition of utility systens shal
be considered carefully.

(c) Tentative Estimates of Value: The Valuation
Section will prepare tentative estimates of
value for use in final pre-application
conferences. Sanple appraisals on carefully
sel ected typical sales units will be nade

Appraisal and Eligibility Stage. FHA Forns 2800-3 and
2017A will be used in processing as per current
instructions for Section 203 processing. Since these
properties may be in different sales price and renta
range fromthat ordinarily considered in HUD- FHA

anal yses, data available in office files on
competitive properties may be limted. Therefore the
coll ection of applicable and rel evant narket data in
the price range under consideration will be of prine

i mportance. Likew se, the analysis of such conparative
data shoul d take into consideration the fact that
properties in these price and rental categories may be
appropriately equi pped on a | evel |ess exacting than
woul d normal Iy be required in new Section 203
constructi on.

Pre- Commi t nent and Conpliance Stage. Section 203
processing instructions will be followed.

Val uation Processing of Miultifam |y Projects Under



Sections 207, 213, 221, 231, 232, and 233 Pursuant to
Section 233.

(1) To provide additional instructions for Valuation
processi ng of applications involving the proposed
val ue of existing governnent-owned housing or the
first resale thereof within two years after its
acquisition fromthe governnent. |In addition
instructions are provided for processing
multifam ly applications for properties |ocated
in ol der declining areas which though otherw se
woul d not be acceptable due to |ocation
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(2-6) (2) Valuation procedures relative to these cases
differ in some respects fromthe procedures and
concepts applicable to other current HUD FHA
operations. These differences from basic
instructions for valuation procedures are
descri bed bel ow.

(3) Cases involving properties of five or nore living
units, shall be processed in accordance with the
basi ¢ Section 207 instructions except as
descri bed bel ow.

(4) Capitalization Approach. 1In the valuation of
these existing rental incone properties, the
estimate of replacenent cost may be of little
worth. The proper approach will be that of
capitalization of net income, supported in all
i nstances by market conparisons. Should no
recent transactions in simlar properties be
di scovered, conparison shall be made with the
properties nost closely conpetitive.

(5) Estimate of Income. HUDFHA will be supplied
with a schedule of rents nowin effect. Such
rentals may or nay not be the maxi num avail abl e
in the current market. Therefore, they should be
carefully conpared with rental data in the data
bank.

(a) |If existing rentals are below the fair
mar ket by reason of rent controls or
ot herwi se, consideration nust be given the
time required for, and the possible tenant
turnover occasi oned by, a program of
adj usting rents upward whi ch woul d probably
be instituted by a purchaser

(b) In those instances where rents are stil
controll ed, an estinmate nust be nade of the
probabl e tinme during which such controls
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(6)

will remain in effect and the future incone
stream cal cul at ed accordi ngly.

Limtation Upon Net |ncome. Maxinmum rent
limtations are not inposed by the Assistant
Secretary- FHA Conmi ssi oner in cases involving
di sposition of projects by public agencies that
are eligible for processing pursuant to Section
223.
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(7

(8)

(9)

Vacancy and Col |l ection Loss Estimates. Because
of the strong demand for housing in sone areas,
many of the properties may be fully occupied at
the tinme of appraisal. Evidence of continued
strong denmand may justify a prediction that there
will be relatively snmall vacancy and col | ection

| osses for a definite period in the i mediate
future. However, it will be necessary to adjust
this estimate to reflect typical conditions over
a long period of tine.

Qperating Expense Estimates. The statenent of
operating expense to be furnished by the public
agency will not be entirely applicable to the
expense of operation under private ownership only
as a guide and should adjust his estimates to
agree with the data in the data bank.

Estimate of Taxes. \VWhile in general, the rea
estate hol di ngs of the government are not
taxabl e, the properties held by the Public
Housi ng Agency are subject to paynent in lieu of
taxes. The anpunts were accepted by agreenent
bet ween the | ocal agency and the taxing
agencies. They were cal cul ated on the basis of
t he assessment nethods, assessed val ues and tax
rates prevailing in the community, except that
in some cases it will be found that sone
services usually supplied by the taxing
jurisdictions were omtted and the

rates were adjusted accordingly. The

assessed value and the resulting obligation are
not carried on the tax rolls of the taxing
agenci es.

(a) The Valuator nust nake necessary
i nvestigations to determ ne whether the
assessed val ues and the resultant paynents
in lieu of taxes under public ownership
woul d represent a fair market estimate of
taxes if the property were sold to a private
owner. The figure thus determined will be
used by the Valuator in processing.



(b) In the case of state, municipal, or other
owner shi p, the Valuator may or may not have
a parallel situation. 1In any event, he nust
estimate the probabl e annual taxes based on
privat e ownership.
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(10)

(11)

(12)

Hazard | nsurance. The public agency may carry
its own hazard insurance risk. Thus, factua

i nformati on concerning insurable amunts and
rates may not be available frominsurance
experience with regard to the properties. The
types and anounts of hazard insurance and the
terns of the policies are to be those typically
used in the area by owners of properties of the
ki nds under apprai sal

Estimate of Economic Life. In estimating
economic life, consideration will be given the
physi cal condition of structures, together with
all other factors bearing upon their continued
acceptance in the sales or rental nmarket in the
conpetitive price bracket in which they fall.

(a) It must be borne in mnd that the type of
construction typically found in these
proj ects does not conpare favorably with
that encountered by the Field Ofices in the
production of new units. However, if they
are in acceptabl e physical condition and are
properly maintained, they may provi de good
housi ng accommodations in their price range
for a fairly long term

Maj or Repairs, Mintenance and Repl acenents.

It can be expected that these projects have been
mai ntai ned in good |ivable condition and
therefore, insofar as possible, will be sold on
an "as is" basis, with repairs, naintenance and
repl acenents as provided in current project
budgets being continued to the tine of sale.
Deviation fromthis policy will be considered by
HUD- FHA and per haps ot her agencies in the event
there is a substantial anobunt of such itens which
have been deferred, or if the conpletion of such
itens or alteration is required by the |oca
gover ni ng body.

(a) HUD-FHA's interest will be in assuring
itself that the structures proposed for
i nsurance will have a renmi ning econonic
life sufficiently long, and that they may be
mai ntained in satisfactory condition at



reasonabl e costs over the period of

remai ning econonic life, to appeal in the
current market and to have conti nued

mar ketability during the termof the
proposed nortgage.
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(b) Therefore, requirenents nust be nade for any
maj or repairs and repl acenents which are now
needed to make the buildings structurally
sound and livable and to assure conti nued
structural soundness, resistance to the
el ements and safety to the occupants. The
test will be whether a prudent managenent
woul d dictate i mediate repair or
repl acenent, or whether an item should be
deferred, say, one or nore years

(c) The valuation process will recognize the
effective age of the structures and
equi prrent .

(13) Repl acenent Reserve. Reserves for Repl acenent
will be conmputed utilizing the factor shown on
the FHA Form 2264. The conputation will be based
on the cost of "Total Structures" provided by the
cost analyst. Mjor itens requiring replacenent
within two years will be shown separately as an
additional cash requirenent to the reserve fund

(14) Protective Covenants. The ADSF/ CU shall require
that suitable covenants be prepared and i nposed
when determ ned to be necessary.

2-7. MORTGAGE CREDI T PROCESSI NG - SI NGLE FAM LY

a.

Appli cations involving nortgages of the types described in
Section 203.43(b) (1), (2), (3), (4), (5, (6), and (7) of
the HUD- FHA Regul ati ons executed in connection with
properties containing not nore than seven living-units may
be processed under this Section 203.

Maxi mum | nsurabl e Mortgage. The statutory, regul atory,
and nortgage credit limtations under Section 203(b) are
applicable with the foll owi ng exceptions:

(1) Wen the application involves property having nore
than four living units the dollar linmtations for a
four-famly unit will apply.

(2) Applications involving nortgages under Section
203.43(b) (5) may not exceed 90% of the HUD FHA of
the property.
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(3) A nortgage to refinance an existing nortgage insured
under the Act (provided for under Section 203.43(b)
(6), and (7) may not exceed:

(a) The ampbunt of the unpaid principal bal ance of
the existing nortgage plus the cost of any
required or proposed repairs, inprovenents or
additions to the property, and | oan cl osing
charges, or

(b) The original principal amunt of the existing
nortgage. (The term may not exceed the
unexpired term of the nortgage being
refi nanced).

Applications invol ving nortgages of the types described in
Section 203.43(b) (1), (2), (3), (4), (5, and (6)
(incorporated in Part 222 reference of the HUD FHA
Regul ati ons) executed in connection with single fanmly
dwel I i ngs purchased by qualified servicenmen may be in
accordance with outstanding instructions for nortgage
credit analysis and procedure under Section 222

2-8. MORTGAGE CREDI T PROCESSI NG OF MJULTI FAM LY HOUSI NG PURSUANT TO
SECTI ON 223.

a.

M scel | aneous Type Mortgages. Applications involving

nort gages of the type defined in Section 207.31 of HUD
FHA Regul ati ons shall be processed in accordance with the
instructions for Mirtgage Credit Anal ysis under Section
207-Multifam |y Rental Housing, except as nodified herein.

(1) The nortgage nmust cover 5 or nore rental units and
the anmpbunt nust not exceed the | owest of the
following limts:

(a) The anobunts set forth for new construction under
the Regul ations excluding the Iimtation
applicable to Trailer Courts or Parks.

(b) 90% of the nortgagor's total cost of
acqui sition.

Ref i nanci ng Transactions. Applications involving

nort gages as defined in Section 207.31 of HUD FHA

Regul ations to refinance an outstandi ng nortgage insured
under any Section of the Act shall be processed in
accordance with the instructions for Mrtgage Credit

Anal ysi s under Section 207-Multifam |y Rental Housing
except as nodified herein.
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(2-8) (1) The nortgage shall cover 5 or nore rental units
and the anpbunt and term shall not exceed the follow ng
limts:

(a) Amount of nortgage. The nortgage anount shal
not exceed the | owest of the follow ng:

1 The original principal anount of the
out st andi ng i nsured nortgagor, or

2 90% of the HUD-FHA estimate of the
val ue of the property or project, or

3 An ampunt which entails a debt service
(including special assessnents, if any, and
ground rents, if l|easehold) not in excess
of 90% of HUD-FHA estinmate of net inconme, or

4 The unpaid principal anpbunt of the existing
i nsured nortgage, plus any other outstanding
i ndebt edness incurred in connection wth
capital inprovements made to the property
whi ch are acceptable to the Assistant
Secretary- FHA Conmi ssi oner, the cost, as
determ ned by the Assistant Secretary-FHA
Conmi ssi oner, of capital inprovenents,
upgrading, or additions required to
be nmade to the property, and | oan cl osing
charges, less the | ower of:

a The anmount to be escrowed for reserve
items schedul ed for del ayed repl acenent,
plus the cost of reserve itens being
repl aced incident to the refinancing, or

b The anmount of the reserve for repl ace-
ment on deposit under the existing
i nsured nortgage.

(b) Term of Mrtgage. The termof the new nortgage
shal | not exceed the unexpired termof the
exi sting insured nortgage, except that in any case
in which the Assistant Secretary-FHA Commi ssi oner
determned that insurance of a nortgage for an
additional termw |l inure to the benefit of the
appl i cabl e i nsurance fund taking into considera-
tion the outstanding insurance liability under the
exi sting nortgage, the new nortgage nmay have a
termof not nore than 12 years in excess of the
unexpired termof the existing insured nortgage.
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(2-8) Anortization shall be in accordance with
the provisions in the applicable
adm ni strative instructions. See reference
(1) of the Foreword.

(2) As these nortgages are on existing properties,
instructions pertaining to i nsurance of advances
normal ly will not apply. Cost certification is
required.
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