CHAPTER 5. SECTI ON 223 (d)

5-1. VALUATI ON PROCESSI NG

a.

Request for 2 Year Qperating Loss Pursuant to Section
233(d). As directed by the Assistant Director Technica
Servi ces Branch/ Chief Underwiter (ADTSB/ CU) the Val uator
wi Il render service and assistance in support or rejection
of the proposed application. Prelimnary discussion, in
conference with the sponsor, will devel op general outlines
and provide guidance to the applicant. Information
supplied by the applicant will be reviewed and anal yzed
usi ng data avail abl e through office records and genera
current working know edge of the project and background.

Upon recei pt of an application and authorization of the
ADTSB/ CU the apprai ser shall conplete a narrative in
menor andum for covering the foll ow ng:

(1) City-wide Data - Present occupancy ratios pertinent to
the Section of the Act project was processed under

(2) Nei ghborhood Dat a.
(a) Incone of residents.
(b) Age and condition of residential structures.
(c) Current absorption data pertaining to project.
(d) Current occupancy rati os.
(e) Conpetitive projects and their rentals.
(f) Volune of conpetitive constructions underway.

(g) Oher pertinent facts having a bearing on the
proj ect .

The appraiser will support his conclusions as to the
forecast of continued occupancy or the rent |levels
predicted. The information set forth will reflect current
conditions and will be prepared i ndependently of any
findings used in the original processing.
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Facts and figures supplied by the sponsor are interesting
only as guides and are not to be used except as they are
fully substantiated by findings in the market and from
unrel ated sources. Conparison with simlar and competing
projects nmust be made to determine the quality and

ef ficiency of the project managenent.

(1) An accurate appraisal of the situation is required.



(2) FHA Form 2264 - Fromthe data gathered, FHA Form 2264
will be conpleted in accordance with Miultifamly
Reports and Forns Catal og, reference (3) of the

For ewor d.

5-2. MORTGAGE CREDI T ANALYSIS. Pursuant to the provisions of
Section 223(d) of the National Housing Act as amended (and the
appl i cabl e FHA Regul ations for the Section of the Act under
which the multifam|ly project is insured), the nortgagor may
request and the Assistant Secretary-FHA Conmi ssi oner may insure
a |l oan to cover the excess of taxes, interest, nortgage
i nsurance prem ums, hazard insurance prem unms and the expense of
mai nt enance and operation of the project over project income
during the first two years followi ng the date of conpletion of
the project. Paynments of principal in the nortgage debt are not
included in calculating the excess. The |oan shall be secured
by an additional instrunent in a form approved by the Assistant
Secretary-FHA Comm ssioner for use in the jurisdiction in which
the project is |ocated.

a. To be eligible for consideration for an operating | oss
loan, it nust be found that all six of the follow ng
conditions are present:

(1) Two years have el apsed since the date the fina
proj ect Inspection Report, FHA Form 2449, was signed
by the Field Ofice, Chief Architectural and
Engi neering Section/Chief Architect;

(2) An allowable | oss has been experienced; and

(3) Sustaining occupancy has been attained or there is
every indication that sustaining occupancy will be
attached at a predictable date in the i mediate future
(in nost cases 18 nonths or less); and

(3) The nortgagee has assented in witing to the loan to
cover operating |osses; and
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(5-2) (5) Final endorsenent of the nortgage was subsequent

to May 31, 1957; and

(6) The conpetence and responsibility of the project
managenment have been established to the satisfaction
of HUD- FHA.

b. When it has been determ ned through prelimnary
di scussions that all the eligibility conditions are
present, a tentative estimate of the maxinumloan will be
made as a test of feasibility. This will be acconplished
by determ ning the maxi numinsurabl e anount (existing
nort gage and operating loss loan) that will entail a debt



service not in excess of the annual net income based on the
Val uation Section's current estinmate of present or
projected total annual rentals and expenses assum ng 90%
occupancy. Calculations will be as follows:

Step 1. Multiply the total annual rent by 90%

Step 2. From the anount determined in Step 1, subtract
the total annual operating expenses (including
reserves for replacenents) taxes, annual ground
rent, if |easehold, and special assessnents, if
any.

Step 3. From t he anount of net income deternmn ned
in Step 2, deduct the anount of the current
annual debt service requirenents on the nortgage
based on 12 tinmes the current nonthly paynent for
principal interest, and nortgage insurance
prem um

Step 4. The tentative naxi mum operating | oss | oan
i s obtained by dividing the residual incone
determined in Step 3 by the debt service rate
for the | oan based on the current interest rate
and a termwhich normally will be the remaining
termof the original nortgage. The appropriate
initial curtail rate shall be obtained from FHA
Form 3010. (See reference (1) of the Foreword.
Multiply the nonthly installments therein given
by 12.
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(5-2) c.

When a formal application is nade it nust be acconpanied
by financial statenment prepared by independent certified
public accountants or independent public accountants in
conformty with the guide lines set forth in the
instructions for accountants, FHA Form 771. The statenents
will be reviewed jointly with the Valuation Section with
particular attention to conformty with the required
certification and to the consistency and plausibility of
all income and expense itens. Any itens not recogni zed as
an appropri ate expense of the project and any itens which
appear excessive shall be brought to the attention of the
DO CU. Further processing shall be held in abeyance
pendi ng receipt of witten instructions as to the

di sposition of such itens.

After reconciliation of all statenents, adjustnents to the
statenents as nmay be necessary, and establishnent of the
operating | oss, the maxi muminsurable |oan shall be the

| owest of the follow ng:

(1) The anmpunt of operating |oss |oan requested.
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(2) The amount of operating |oss established.

(3) The maxi mum operating | oss | oan based on debt service
limtations.

Determ ne as follows and record conclusions in a
menorandum to the file.

Step 1. Multiply the Valuation Section's estimate
of current or projected net inconme by the
applicable ratio of debt service to net
income for the Section of the Act under
which the project is insured. Were there
is a90%limtation, the percentage may be
increased up to 95%if the Field Ofice
Di rector believes such an increase is
war r ant ed.

Step 2. From t he anount of net income deternmn ned
in Step 1, deduct the anount of current
annual debt service requirenents on the
out standi ng nortgage (the same as in
tentative computations).
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(5-2)

Step 3. The maxi mum operating | oss | oan is obtained
by dividing the residual inconme deternned
in Step 2 by the debt service rate for the
| oan (the sane as in the tentative
comput ati on).

If at the time of approval of the operating |oss |oan
sust ai ni ng occupancy has not been achieved, all or such
portion of the |oan as nay be necessary shall be held in
escrow to meet operating deficiencies until the project is
sel f-sustaining. Releases of funds fromthe escrow in
accordance with ternms of the escrow agreenent shall be
effected only with prior approval of HUD FHA
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