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CHAPTER 7. REHABI LI TATI ON

7- 1. GENERAL. This Chapter established procedures and policies for
processing applications for rehabilitation under the Section 236
and Rent Suppl ement prograns. Many of these basic procedures and
policies my also be applied to multifam |y rehabilitation under
other HUD-FHA nultifam |y prograns.

a. Wthin the framework of these policies and procedures,
HUD-FHA field of fices are expected to stinulate and assi st
rehabilitation efforts.

b. The policies and procedures set forth in this Chapter
represent inportant departures from former HUD- FHA practice
in the processing of applications for nultifamly
rehabilitation. They are based on experience gained in
rehabilitation experinments and denonstrations carried out in
various cities and are designed to provide a nethod for
processing rehabilitation applications realistically and
qui ckly. The nore inportant departures from past policy and
procedures are:

(1) There is to be a joint inspection of the proposed property
and an extensive pre-application feasibility reviewin
whi ch HUD- FHA works with the sponsor to establish whether
the proposed rehabilitation can, in terns of acquisition
and rehabilitation costs, successfully neet standards
and be priced within the rent paying ability of the
antici pated residents.

(2) Location alone is no longer sufficient cause for the
deni al of HUD-FHA prograns to inner-city areas. The
progranms, particularily rehabilitation, nust be nade
avai l abl e where the need is nmobst acute. HUD s project
selection criteria do not apply to rehabilitation
proposal s.

(3) A reasonable reserve for contingencies, including
unexpected increases in rehabilitation costs, is to be
used in establishing feasibility and is to be included
in the amount of the nortgage commtnent.
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7-2. CRI TERI A FOR ACCEPTANCE OF REHABI LI TATI ON PROPOSALS. The test of



the acceptability of an application is the soundness of the

proposed rehabilitation project, the promse it holds for sustaining
the physical and social upgradi ng proposed to be achi eved, and

the reasonabl eness of the risks inherent in the transaction in

light of the inportant social objectives to be achieved.

a. Anong the Questions to be Answered when judging the
acceptability of a rehabilitation proposal are:

(1) |Is the structure suitable for rehabilitation to a
reasonabl e standard of livability and safety and can this
be acconplished w thout producing rent |evels beyond
capacity to pay?

(2) Can the quality of housing for the present residents of
the the nei ghborhood be inproved with a nini mum of
di spl acenent ?

(3) Is the proposed rehabilitation project of sufficient
size to give reasonable pronise that the upgrading wll
be sustai ned? The necessary size varies in different

circunstances. |In relatively sound, ol der nei ghborhoods,
rehabilitation of a few properties or a single nmultifamly
structure may be acceptable. In nore blighted

ol der nei ghborhoods, the size and inpact of the proposed
rehabilitation nay need to be larger if it is to give
reasonabl e promi se of sustained and sel f-reinforcing
upgradi ng. Consideration should be given to the
possibility of generating additional rehabilitation
projects in the inmmedi ate area as a neans of spreading
and reinforcing the revival of the neighborhood. It is
not necessary that all properties within the project be
conti guous, but they should be sufficiently numerous

and sufficiently close together to nake a positive visua
i npact on the nei ghborhood.

(4) Does the sponsor have the capacity to provide financially
sound, synpathetic, socially-oriented sponsorship of the
proj ect ?
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(7-2) (5) Can the sponsor conmunicate effectively with the
resi dents of the nei ghborhood to gain their understanding,
cooperation, and support (of course, a sponsor nmay al so
cause these things to be done by a conpetent public or
private agency or nei ghborhood organi zati on)? The success
of rehabilitation in older, blighted areas is |ess
dependent on the physical inprovenents than on the
attitudes, habits and responsi veness of the residents,



(6)

(7

and the quality of nmanagenent provided. It is essential
to investigate these matters. It may be necessary for
affected residents to be given honenmaker training and
ot her counseling and consuner protection assistance.
These may be funded through HUD, HEW and ot her public
or private organizations. The inportant thing is to
determne that there is a realistic plan for providing
the required managenent and human services

Are open space and public facilities adequate? Successful
rehabilitation in older areas may require increased open
space, street inprovenents, traffic rerouting, renova

of substandard alley dwellings and other factors
contributing to blight and overcrowdi ng, and provision of
other public inprovenments. It also may require a commtnent
by the city to enforce housing and health codes, or to

wai ve certain provisions of the building code. Wen
these things are needed to give a rehabilitation project
reasonabl e prom se of success, the Field Ofice Director
must see that arrangenents are nade for their provision
by the sponsor or sone other public or private agency.

Are relocation requirements adequately provided for?

The main objective of rehabilitation is to inprove not
only a nei ghborhood but also to inprove the housing
conditions of the famlies now living in the nei ghborhood
at rents within their paying capacity. Therefore, the
sponsor, perhaps with the assistance of a public or
private agency, is required to devel op a satisfactory
pl an for phasing the rehabilitation and arranging for
tenmporary relocation of famlies in a manner cal cul ated
to (a) maxim ze the nunber of resident fanmlies who are
rehoused in the same projects and (b) mnimze di splacenent.
This plan must al so include steps for dealing
satisfactorily with any pernmanent fanmily displ acenent

whi ch i s unavoi dabl e.
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(8)

(9)

I's the proposal reasonable and acceptable in ternms of
operating costs? Wth proper nanagenent of the project,
it should be able to operate successfully during the
initial years without an i medi ate need for a rent

i ncrease.

Had the sponsor proposed a managenent plan and a nmanagenent
firmacceptable to the Director of the office? The
Managenent Division should review the nmanagenent plan

and deci de whether the managenent firmis capabl e of



handling a multifamly rehabilitation project. This
shoul d be done during the tinme feasibility is being
det er mi ned.

The Above Criteria are primarily intended to evaluate the
acceptability of a nultifamly rehabilitation proposal in

an ol der section of the city outside an urban renewal, code
enforcement area, or nodel cities neighborhood. For nultifamly
rehabilitation proposals inside urban renewal, or code
enforcement areas, HUD-FHA assunes that these prograns provide
the conditions and actions necessary to assure the

acceptability of the proposal

7-3. LCOCATI ON

a.

In Reviewi ng Applications under the Section 236 and rent
suppl enment prograns, no nei ghborhood is to be excluded solely
because of economic or social conditions.

The Obj ective of These Prograns, as in many ot her HUD FHA
programs, is to provide the assistance of insured nortgage
financing and to put the thrust of federal assistance behind
the renewal and revitalization of ol der nei ghborhoods.

Rent Suppl ement Projects nmust be located in an area having
a Workabl e Program or the project nust receive official |oca
approval .

Section 236 Projects do not require a Wrkabl e Program or
speci fic approval of the Iocal governnent body unl ess sone of
the occupants will receive rent supplenment assistance.
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The Total Nunber of Units Receiving Assistance under (1) the
rent suppl ement program (2) Public Housing Section 23, (3)
Section 10(c) leasing, or (4) any conbination of the three,

may not exceed 20% of the total units in a Section 236 project.
Wai ver of this administrative limtation may be requested from
Central O fice, Director, Subsidized Housing Prograns.

7-4. TERM OF LOAN

a.

The Basic Factor to be Considered in establishing the term of

a multifamily rehabilitation nortgage is the need to establish
atermsufficiently long to keep rents within the paying
capacity of the present residents of the nei ghborhood consi stent
with a degree of risk which is reasonable in the |ight

of the inmportant social objectives to be achieved.



From a Maxi mum of 40 Years, the nortgage term may be adj usted
downward as circunstances and considerations of feasibility
require. The use of a particular nortgage termreflects
expect ati on concerni ng whet her

(1) The property will be properly nmaintained;

(2) There will be a continuing demand for reasonably priced
housi ng;

(3) Federal and |ocal prograns to arrest urban decay will be
successful ;

(4) Inflation will continue and tend to offset partially
the usual | y-assuned straight |ine depreciation; and

(5) The property, given adequate nmintenance, will have a
physical life which will exceed the nortgage term

If the Possibility Exists that the present residential uses

of the land will be terminated before the termof the nortgage
expires, consideration should be given, in setting the term

of the nortgage, to the likelihood that the underlying |Iand
will increase in value by virture of being put to a "higher
and better" use. |In such case, an anpunt equal to any then
out st andi ng nortgage debt could be recovered. Inner-city

| and has the potential of increasing in value.

Use of the Above Approach in establishing the "term of |oan"
neans that an estinmate of econonmic life will not be nade.
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7-5. DESI GN GUI DELI NES

a.

Techni cal Advances and Design | nnovations. Because of the
difficulty of establishing realistic and practical |evels of
rehabi litation, HUD FHA personnel mnust use inagination and
flexibility, as well as sound judgnent, in applying guidelines
contained in Reference (20) of the Foreword. Use should be
made of technical advances and design innovations that offer
promi se of cost savings and inproved living for residents

(see Chapter 9 with regard to rehabilitation of housing for
the el derly and handi capped).

The Type of Nei ghborhood Involved in the rehabilitation wll
i nfl uence which one of the follow ng sets of standards apply
to a particular project:



7-6.

(1) For multifamly rehabilitation projects proposed in
approved urban renewal areas, the applicable m ni num
property standards are the Property Rehabilitation
St andards prepared for the area (after consultation
wi th HUD- FHA and based on Reference (20) of the Foreword)
and included as part of the Urban Renewal Plan approved
by HUD-FHA for the specific area.

(2) For multifamly rehabilitation projects proposed in
approved Section 117 Code Enforcenent Areas, the applicable
m ni mum property standards are the Conprehensive
Syst em of Codes established for the area (after
consul tation with HUD- FHA and based on Reference (20) of
the Foreword) and included as part of the Local Code
Enf or cement Program approved by HUD.

(3) For multifamly rehabilitation projects proposed in
ol der, inner-city nei ghborhoods, but outside of approved
Urban Renewal and Code Enforcenent Areas, the objectives
standards, and requirenents of Reference (20) of the
Foreword provide the design and construction guidelines
for rehabilitation.

CONTI NGENCY RESERVE. To provide for unanticipated costs, difficult
to estimate in the rehabilitation of older structures, there wll
normal Iy be included in the nortgage anount a reserve for
contingencies. This reserve is based upon the percentage of
estimated rehabilitation cost without fees (the sumof |ines 36C
41 and 42 of Part G FHA Form 2264). It may range fromO to 10%
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dependi ng upon job conditions and the experience and fi nanci al
ability of the sponsor, the nortgagor and the contractor. Wth

i nexperi enced nonprofit sponsors, a 10%reserve may be required.

I n deciding on the amount of the contingency reserve, consideration
must be given to whether the contractor's bid already contains an
adequat e reserve for contingencies. The contingency percentage

is included as a separate itemin the estimate and is to be

entered on line 70, Part G of FHA Form 2264. *

a. The reserve may be used, when necessary, to cover unforeseen
costs of construction, unanticipated financing costs
occasi oned by unavoi dabl e del ays in construction, and simlar
itens. The reserve may not be used to provide additiona
profit or fees to the architect, attorney, or other principals.
The reserve may not be utilized to defray the expense of
unwarranted or luxury itens caused by changes in construction
or substitution of materials or equipnent.



7-7.

The contingency reserve is included in the nortgage anount,

and its disbursenent is controlled by the Finance and Mortgage
Credit Section as shown on FHA Form 2451 (Fi nanci al Record of
Mort gage Loan Transaction). No advance fromthe reserve nmay

be made by the nortgagee prior to and without the advance
witten consent of the Field Ofice Director. At closing,

the nortgage is to be reduced as necessary by the unused

anount of the contingency reserve, as reflected by certification
of actual costs. However, if the acquisition cost of

the property exceeds the FHA finding of "as is" value by a

resi dual approach, any portion of the contingency reserve

not used as cost certification may, in lieu of reducing the

nmort gage anmount, be applied to the purchase of the property.

The anmount of unused reserve funds so applied plus the

residual "as is" value may in no case exceed the actua

purchase price of the property or the fair market "as is"

val ue, whichever is |ower. *

EVALUATI ON OF PROPGCSALS

a.

Coor di nati on Between HUD- FHA and the Sponsor. Successfu
production of |ow and noderate-incone rehabilitation proposals
will depend, in part, on the devel opnment of a close, positive
wor ki ng rel ati onshi p between HUD- FHA staff and the project
sponsor and his architect and contractor, especially in
assenbling data and carrying out inspections required to
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(7-7)

establish the feasibility of a proposal. Once feasibility

i s established, HUD-FHA nust provide the sponsor all possible
assi stance, support, and guidance in devel oping an acceptabl e
application and a successful project in the shortest tine
possi bl e.

Screening of Properties. Prior to subnitting properties for
feasibility review, the sponsor should acconplish the follow ng
with appropriate guidance fromthe field office:

(1) Ildentify any code violations filed against the properties,
determi ne whether city activities are planned which could
af fect or be affected by the use of the buildings after
rehabilitation, and relate the project to present or
proposed urban renewal plans.

(2) Make a prelinminary judgenent on the physical and econonic
feasibility of the proposed rehabilitation in Iight of
the physical condition of the structures, the extent of



(3)

(4)

rehabilitation which seens appropriate, tentative per
unit cost estimates of the work, and the relationship
between the rent paying ability of the intended market
and the estimated nortgage amount.

If, after screening the properties, the sponsor decides
to proceed, the Field Ofice Director should be notified
by submi ssion of a prelinmnary FHA Form 2013-R and a
statenment of the conclusions of his evaluation, the

| ocation of the properties, and the information outlined
above. A financial statement, or other evidence of
financial capacity to undertake the proposed project
shoul d al so be submitted at this tine.

I f appropriate, FHA Form 3433 (Request for Prelimnary
Determ nation of Eligibility as Nonprofit Sponsor or
Mort gagor) and FHA Form 2530 (Previous Miultifamly
Participation Certificate) should be submtted.

Prelim nary Joint Inspection of Properties. Upon receipt of
the sponsor's prelinnary FHA Form 2013-R, the Field Ofice
Director is to schedule a joint inspection of the properties
at the earliest possible date. The inspection teamwl|

i nclude an apprai ser and architect, the sponsor and the
sponsor's architect and contractor (if selected). A
representative of the local building inspector's office should
be present, if avail able.
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(7-7) (1) This joint inspection teamw || analyze the follow ng

el enent s:

(a) The physical condition of the buildings, including
the existence of mjor structural defects and signs
of advanced deterioration or obsol escence.

(b) Whether the character of the neighborhood justifies
the property values to be created by rehabilitation

(c) The extent and nature of work needed to attain the
| evel of rehabilitation considered appropriate to
the rent paying capacity of the prospective tenants,
proj ect operating costs, and continued marketability
of the project.

(d) The economics of denolition weighed agai nst the cost
of rehabilitation. The feasibility of rehabilitation



(2)

(3)

shoul d be tested by conparing its cost with new
construction whenever there is question as to whether
buil ding a new structure woul d be nore practical
Where appropriate, a project nortgage may cover the
rehabilitation of units worth saving and the
construction of new units to replace those which
cannot be rehabilitated economically. Cost estinates
of conparabl e new constructi on may be based on
compar ati ve square foot data.

Subsequent to conpletion of the joint inspection, the
Field Ofice Director is to confirm in witing to the
sponsor, the decisions reached and outline in broad
terns the degree and nature of rehabilitation necessary
to nake the project acceptable.

Generally, the exhibits identifying this work should be
limted to those essential for processing. Information
obt ai ned by the sponsor fromhis screening activities is
usual ly sufficient. However, physical re-arrangenent

or structural changes nay require a sketch plan show ng
exi sting conditions and proposed work.

Feasibility Determnation. The sponsor will submit a tentative

per

unit rehabilitation cost estinmate based on agreenents

reached at the joint inspection.
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(7-7)

e.

(1)

(2)

HUD-FHA will estimate rents for which there is a market
at income |levels characteristic of the nei ghborhood.
Rents for Section 236 projects will not exceed the fair
mar ket rents for simlar properties. In order to reach
as broad a market of eligible tenants as possible,
sponsors shoul d be di scouraged frombuilding at the

maxi mum supportabl e costs. Oherw se, the nunber of
eligible famlies may be so restricted as to endanger the
soundness of the project. Econonm es should be sought in
desi gn, construction and operation.

If the sponsor is eligible, estinmates are reasonable, and
i f appropriate nortgage anount and term can be supported
by projected rental incone, the sponsor will be advised
by letter that the project is feasible. A feasibility
conference may be scheduled at this point if necessary

or desirable. The sponsor will be requested to furnish
any exhi bits needed for further processing.

Joint Wrk Wite-up.



(1

(2)

Subsequent to receiving the sponsor's letter of intent to
submit an application, the Director will schedule a
second joint inspection of the properties. Based on this
i nspection, field office personnel and the sponsor will
prepare a detailed statenent of the rehabilitati on work
to be done. Conclusions nmade at this point concerning
the nature and extent of the work will formthe basis

for the sponsor's formal application, HUD FHA commit nent
conditions, and the required cl osing exhibits.

Coordi nation of individual underwiting functions into

a sinmultaneous processing effort is essential during
preparation of this conprehensive work wite-up because
agreenment mnust be reached by the exami nation team
concerning the nature and extent of each itemof work to be
required, the exhibits necessary to describe such work,
the estimated rehabilitation cost, the overall economc
feasibility of the project, the tentative nortgage anmount
and term the estimate of interest during the construction
period, and the contingency allowance to be included

in the total cost estinmate.
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(3)

(4)

For rehabilitation projects which consist of a nunmber of
simlar buildings and conditions, the chief architect may
determne that, because of simlarity, the work wite-ups
made for a representative nunber of typical buil dings or
living units will constitute the basis for estinmating
construction costs for the entire project. Sound judgnent
must be exercised to assure that the buildings or living
units selected are representative of those included in
the project. This procedure should be used to the extent
feasible to reduce nanhours involved in naking the work
wite-ups and in estimting costs.

The narrative portion of the work wite-up is divided into
two parts:

(a) General Requirenents. Includes rehabilitation work
applicable to all elenments in the project; for
example: site work; exterior work; painting and
decorating; rehabilitation of kitchens, bathroom
roofs, nechanical systens, electrical systens,
interior walls, floors, w ndows, and doors.

(b) Special Requirenents. Describes any special
rehabilitation work required for a specific item
room space, or building which is not required for



the project as a whole. For exanple, the Genera
Requirenents nay state that all floors are to be
sanded and refinished. However, if in a particular
living roomthe floor rmust be renoved and repl aced,
this should be included in a Special Requirenent
for that particular room

(5) During the work wite-up, the teamnust keep in nmind a
bal ance between the physical characteristics of the
properties and the financial aspects of the proposal
The objective is to achieve an attractive and acceptabl e
property within the limt of funds avail able.

Exhi bits. Because the nature and extent of rehabilitation may
vary wi dely anong individual projects, the particular exhibits
needed for each case cannot be definitely identified unti

after the joint exam nation and wite-up. Elaborate plans are
not required but exhibits should be in sufficient detail to
permit a conplete review of the sponsor's proposal by HUD FHA
staff.
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Generally, the follow ng should suffice:

(1) A plot plan or site plan showi ng the |ocation of
bui I di ng(s), parking and recreation areas, wal ks, drives,
streets, and other relevant details.

(2) Sketch plans show ng proposed work and exi sting arrangenent
in cases where structural or planning changes are
contenplated. |If the work can be adequately descri bed
in the specifications, no plans are needed.

(3) Specifications based on the conprehensive work write-up
establishing the | evel of quality for workmanship and
materials which will be acceptable for the project. This
may be in the format of the Uni form System of Construction
Specifications in which the itens of work are descri bed
under the appropriate division headings or the
specification may take the formof a series of separate
work items. HUD FHA Suppl ementary General Conditions nust
be included in each specification

(4) The contractor's cost estimates based on the contract
exhi bits (plans/specifications) my be prepared in the
format usually enployed in the locality, or organized
according to the division headings of the Uniform System
of Construction Specifications. The format nust be



conducive to rapid review.

7- 8. UNDERWRI TI NG REVI EW AND FI NAL DETERM NATI ON. When the exhibits
are prepared in accordance with these instructions, they are to
be presented to the field office for review and final determ nation
HUD- FHA wi || review the exhibits for conformty with
agreenents previously reached and will check the cost estimates
or firmbids for reasonabl eness. HUD-FHA will then prepare an
FHA Form 2264 with estimates of rents, operating expenses,
nort gage anount, cost of rehabilitation, contingency all owance,
| egal and organi zation costs, carrying charges, financing fees,
the "as is" value of the property, and other appropriate itens.

a. The Residual "As Is" Value is no longer the only estimate
made for deternining the Assistant Secretary-FHA Conmi ssioner's
estimate of "as is" value. Rather, "as is" value will be the
| esser of Fair Market "As Is" Value or Residual "As |Is" Val ue.
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(7-8) b. The Fair Market "As Is" Value, reached by market conparison
techni ques, will be based upon the current market prices paid
or asked for conparable properties in simlar condition to
the property being appraised. Thus, if conparable properties
in simlar condition are available for $4,000 per unit,
justification for a value "as is" in any anount substantially
in excess of $4,000 per unit is inprobable.

c. Processing - Property to be Acquired. The "As Is" value and
the Total Estimated Cost of Project (Itens 70 and 71, Section
G of FHA Form 2264) will be conpleted as foll ows:

(1) An appraisal of the project "as is" will be nade on a
suppl enental FHA Form 2264 titled, Fair Market "As Is"
Val ue using Sections A, B, C D, E F, I, J (Iltenms 12
and 13 only) K and L (excluding the sunmation estimate).

(2) Use the applicable Replacenent Cost Format (see Reference
(16) of the Foreword) to find the total estinated project
cost. Use the Market "As Is" Value fromStep (1) above
and the rehabilitation cost received fromthe cost
anal yst .

(3) Find the maxi mum supportable cost of the project after
rehabilitation. The maxi num supportable cost will be
the | esser of;

(a) That cost indicated by working the "basic rent”
portion of the Section 236 Rent Formul a backwards



starting with the Residential Basic Mounthly Rent
(as indicated by the rent linmts) and working up
to replacenment cost: and

(b) The estimated cost of new production of simlar
units in this location

(4) If the total estimated project cost fromStep (2) above
does not exceed the maxi mum supportable cost from Step
(3) above, the Residual "As Is" value of the project
will equal the Market "As Is" value fromStep (1) above.

(5) If the total estimated project cost fromStep (2) above
is greater than the nmaxi mum supportable cost from Step
(3) above, the "as is" value by the residual approach
will be |lower than the market "as is" value. Conplete
the Residual As Is Value Format" for property to be
acquired (see Reference (16) of the Foreword).
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(7-8)

d.

Processing - Property Owmed. Were the project has been owned
by the sponsor in excess of one year, the "As is" value will

be determined in the sane manner as for a property to be
acquired. Since existing indebtedness is used in the interest
calculation in place of the "as is" value for properties owned,
this requires the use of a special format in Step (3)(e)
titled, "Residual As Is Value - By Fornmula - Rehabilitation
Projects (Property Omed)" if a residual approach is required
(see Reference (16) of the Foreword).

(1) In any case, once the "as is" value has been determ ned
by procedures described in paragraph 7-8.c. above, a
check nmust be nade to determ ne whet her existing
i ndebtedness will limt the nortgage. Were the nmaximum
loan ratio is 90% the procedure is as follows:

(a) Subtract the existing indebtedness fromthe "As |s"
Value. The result is the sponsor's equity.

(b) If the sponsor's equity exceeds 10% of the |esser
of the total estimated cost from Step c.(2) above
or fromthe maxi mum supportable cost (or value) of
the project from Step c.(3) above, the project
nmortgage will be determ ned by conpleting "Mxi num
Mortgage - By Formula - Rehabilitation Projects
- Property Omed - Wen Existing |ndebtedness
Controls." Select the applicable format for projects
wi th BSPRA (Appendi x 5) and those without BSPRA



(Reference (16) of the Foreword).

1 Conplete Section G of FHA Form 2264 based on the
nmort gage indicated using the "as is" value in
Li ne G 70.

2 The existing indebtedness, although Iimting the
nmortgage, is not to be entered in Line G 70.

(c) If the sponsor's equity is less than 10% as det erni ned
in Step d.(1)(b) above, the project nortgage
will be 90% of the lower of the estimates in Steps
c.(2) or c.(3) above. In this case, the format for
" Maxi mum Mort gage - By Formul a" is unnecessary and
woul d produce an incorrect answer.
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(2) If the maximumloan ratio is 100% the basis for
determning the nortgage controlling criteria is sinply
whet her the sponsor has any equity. |If so, the nortgage
anount is to be determned by conpleting the format as
in Step d.(1)(b) above. |If the sponsor has no equity,
the nortgage will be 100% of the | ower of total estinmated
cost from Step c.(2) above or naximum supportabl e cost
fromStep c.(3) above

(3) Wen part of the property has been owned by the sponsor
for nmore than 12 nonths and part is to be acquired, the
parts are to be processed as though they were separate
projects. Thereafter, project cost, rents, expenses,
and other items fromthe separate parts are to be added
together to obtain figures for the conposite FHA Forns
2264 and 2264A required to validate the single nortgage
transacti on.

Changes in Net Inconme and Estimted Cost. Several changes in
the net income and estimated cost may occur as details of the
proposal s are devel oped during pre-conmm tnent processing. The
residual "as is" value is particularly sensitive to changes

af fecting cost or net income and should remain tentative unti
cost details of the proposed rehabilitation becone reasonably
firm Some revision of estinmates may be necessary to reflect
changed circunstances, but this should be done with prudence.

The Estimate of Interest During the Construction Period shal
take into consideration the interest charges associated wth
the acquisition of the property and the period of tine for
rel ocation activity.



7-9. APPLI CATI ON FOR MORTGAGE | NSURANCE. If the results of the HUD FHA
detailed underwiting review of the work wite-up and exhibits are
satisfactory, the Field Ofice Director will notify the sponsor
inwiting, of the tentative nortgage anmount and nortgage term
and will advise the sponsor that a fornmal application for nortgage
i nsurance (on FHA Form 2013-R with fee) will be accepted.

7-10. COW TMENT TO I NSURE. Upon receipt, the sponsor's application
(with fee, docunents, and exhibits) will receive final HUD FHA
review to assure that all agreements and concl usi ons reached
during pre-comm tnent processing are accurately portrayed. Since
this subm ssion provides the basis for the conmtnent and cl osing
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(7-10) docunents, any errors, om ssions, anbiguities, or other
non-conformties nmust be corrected. |If the application is
consistent with previous feasibility deterninations, HUD FHA will
issue a formal commitnment to insure which, in the context of
appl i cabl e FHA regul ati ons, enbodies the conditions and requirenents
of the contract for nortgage insurance.
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