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1. This Transmits
A new HUD Handbook 4240.3, Application Through
I nsurance (Single Fanmily) Section 203(n), dated 6/79.

2. Expl anati on of Materials

a. The 203(n) Handbook expl ains the processing and
underwriting procedures to be used by HUD Field
Staff and program partici pants under the 203(n)
program

b. The 203(n) program provides nortgage insurance
financing for individuals or famlies acquiring
a Corporate Certificate which entitles the owner
to occupy a unit in a cooperative housing project
covered by a bl anket nortgage insured by the
Nati onal Housing Act.

c. These instructions detail the application
procedures and | egal docunents which nmust be
used by |l enders and other participants in the
program In addition, the instructions outline
the apprai sal nortgage credit and the
architectural procedures to be followed by the
Field Staff.

3. Inplenmentation
| mredi ately.
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4240.3
FOREWORD

This Handbook sets forth a program description and basic
processing instructions for HUD's Section 203 (n) Program.
General processing instructions for the Department's basic
home mortgage insurance program, Section 203 (b) are to be
followed except as modified by this Handbook.

Because of the unique nature of this insured financing
program and the cooperative housing system, there may
be questions that arise which have not been foreseen
and appropriately addressed in this Handbook. Should
this occur, program participants and HUD Field Office
staff should direct such questions to the Director,
Office of Single Family Housing, Attention: Director,
Single Family Development Division, with HUD
Headquarters in Washington.

References:

(1) 4550.1 - Basic Cooperative Housing Insurance
Handbook

(2) 4550.3 Revised - Converting an Existing Project

to a Cooperative

(3) 4165.1 - Endorsement for Insurance for Home
Mortgage Programs

(4) 4465.1 - Valuation Analysis for Project Mortgage
Insurance
(5) 4155.1 - Mortgage Credit Analysis for Mortgage

Insurance on One to Four Family Properties

6/79
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CHAPTER 1. GENERAL

1-1 | NTRODUCTI ON.  For a summary expl anation of cooperatives,
see reference (1) of the Foreword. Section 4(b) of
The Energency Hone Purchase Assistance Act of 1974
added a new subsection (n) to Section 203 of the
Nati onal Housing Act. Under this program Section
203(n) nortgages are insured to assist individuals
or famlies in acquiring stock certificates
or nmenbership certificates, hereafter referred
to as Corporate Certificates, in cooperative
housi ng projects which are covered by bl anket nortgages
i nsured under the National Housing Act. An individua
or famly which is already a stockhol der or nenber of
a cooperative housing project cannot obtain a nortgage
encunbering his/her Corporate Certificate under this
program Likew se, the programis limted to
owner - occupants. Non-occupant owners are not eligible.
a. The 203(n) programis available to assist a
purchaser in acquiring a Corporate Certificate,
thereby assuming the responsibility for the nmonthly
charges due the cooperative which are attributable to
the dwelling unit the owner of the Corporate Certificate
is entitled to occupy, and financing a portion
of the seller's equity with an insured nortgage.
b. The seller's equity is the difference between the
out st andi ng princi pal bal ance on the project nortgage
attributable to the dwelling unit the owner of the
Corporate Certificate is entitled to occupy and the
fair market value of the dwelling unit, assuming it
was being sold on the open market.
c. As in the other single-famly nortgage insurance
progranms, the equity financing loan wll
be funded by a HUD approved nortgagee and the
nortgage will be insured by the Departnent.
1-2. DEFINITIONS FOR USE I N THE 203(n) PROGRAM
a. "Mortgage" shall nean a first lien given to secure
a |l oan made to finance the purchase of a Corporate
Certificate together with the applicable Gccupancy
Page 1-1 6/ 79
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Certificate of a cooperative ownership housing
corporation in which the permanent occupancy of
the dwelling units is restricted to nmenbers of
such corporation
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b. "Corporation" shall mean an organi zation which
holds title to a cooperative housi ng devel opnent
for the nenmber/owners which is covered by a bl anket
nmort gage or nortgages insured under the Nationa
Housi ng Act, as anended.

c. "Corporate Certificate" shall nean such stock
certificates, nenbership certificates, or other
instruments which the laws of the jurisdiction
in which the cooperative housi ng devel oprnent is
| ocated require to evidence ownership of a specified
interest in the corporation

d. "Qccupancy Certificate"” shall nean a witten instrunent

provi ded by the corporation to each nenber/

owner hol der of a Corporate Certificate which
grants an exclusive right of possession of a
specific dwelling unit in the cooperative housing
devel opnent .

e. Ref erences to "Property." The term "property"
in this Handbook, the regulations for Section
203(n) and other material dealing with the
program shall be construed to nean the Corporate
Certificate together with the rights conveyed
by the Cccupancy Certificate. Were such references
when interpreted under Section 203(n) of the
Nati onal Housing Act clearly indicate the intent
to be the dwelling unit, such references shal
nmean the dwelling unit identified in the Cccupancy
Certificate.

REGULATI ONS - Regul ati ons governi ng the program are
|l ocated in Chapter Il of Title 24 of the Code of Federa
Regul ati ons under Section 203.43c and Section 203. 437

MAXI MUM MORTGAGE AMOUNT - The nortgage shall not
exceed the anmpbunt cal cul ated per instructions for
Section 203(b) relating to owner-occupants m nus
the portion of the unpaid bal ance of the bl anket
nortgage which is attributable to the dwelling unit.

Page 1-2
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a. The followi ng exanple is for clarification purposes:

HUD estinmated val ue of dwelling unit $38, 000
HUD estinated cl osing costs 500
Unpai d bal ance on project nortgage

attributable to dwelling unit

(as of the date of acceptance) 23, 865

The nmaxi mum i nsurabl e nort gage anount woul d be
$13, 200, cal cul ated as foll ows:



HUD esti mated val ue for nortgage insurance purposes
(sum of value and estimated cl osing costs) $38, 500

97% of $25, 000 $24, 250
95% over $25, 000 12, 825
Maxi mum i nsur abl e under Section 203(b) $37,075
$37, 075
- 23, 865
Maxi mum i nsur abl e under Section 203(n) $13, 210

$13, 210 rounded to the next lower nultiple of

$50 is $13,200. This is the method to be utilized
in determning the maxi num nortgage anount to be

pl aced on the conditional conmtnent (see Chapter 2).

The contract of sale can be drawn in such a

manner that the outstanding bal ance on the

project nortgage attributable to the Corporate
Certificate may or may not be reflected in the
sales price of the Corporate Certificate. For
example, if HUD s estinmated val ue of the dwelling
unit is $30,000 and the portion of the outstanding
bal ance of the project nortgage attributable

to the Corporate Certificate is $20, 000, the sales
price of the Corporate Certificate set forth in the
sal es contract may be $30, 000, not the value of the
Corporate Certificate, $10,000. In such situations,
the normal contingency clause relating to the financing
shoul d contain | anguage to the effect that the
portion of the outstanding bal ance on the project
nortgage attributable to the Corporate Certificate,
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$20,000 in this exanple, which is reflected in the
sales price will not be paid in cash but that paynent
of this obligation will be assumed by the nortgagor
at cl osing.

Anot her situation which can occur is where the

sales price is set forth as the value of this
Corporate Certificate, $10,000 in this exanple,

and | anguage is included that the purchaser is

aware and acknow edges that a portion of the

out st andi ng bal ance on the project nortgage is
attributable to the dwelling unit which the purchaser
will be entitled to occupy as the owner of the
Corporate Certificate.

The nmaxi mum nort gage anobunt which will be avail able
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to the purchaser will be based on the nortgagor's
Total Acquisition Cost, of the Corporate
Certificate or the HUD estimate of the val ue

of the dwelling unit plus the estimte of closing
cost, whichever anmpunt is lower, |ess the unpaid
bal ance of the bl anket nortgage covering the
cooperative devel opnent which is attributable to
the dwelling unit. See Chapter 3 of this
Handbook for nortgage credit instructions on
determini ng the maxi num nortgage anount for the
firmcomitnment.

MAXI MUM TERM AND AMORTI ZATI ON PERI OD OF 203(n)

LOANS - The maximumtermis 30 years, the renaining
term of the blanket nortgage covering the cooperative
devel opnment or three-quarters of the renmining
economc |life of the building inprovenents encunbered
by the bl anket nortgage, whichever is the |east.

The Anortization period nust be either 5, 10, 15,

20, 25 or 30 years.

SECTI ON OF THE ACT CODE - The section of the Act code
for 203(n) nortgages is 260. For nortgages insured
pursuant to Section 223(e) authority, the code is
360.

| NTEREST RATE: Sane as for Section 203(b).

SECURI TY FOR THE LOAN - Mortgages insured under
this programare given to finance the purchase of

a Corporate Certificate and Qccupancy Certificate
in a cooperative housing project, the pernanent
occupancy of which is restricted to menbers of such

Page 1-4
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cooperative. The security for the loan is the
Corporate Certificate and the Cccupancy Certificate
entitling the owner to the pernanent occupancy of
one of the dwelling units owned by the cooperative.
The nortgagee nust establish a first lien on the
nortgagor's Corporate Certificate and Cccupancy
Certificate under the laws of the state where the
cooperative housing devel opnent is located. (See
par agraph 1-12.)

SECONDARY LI EN - The only other lien pernitted

on property, i.e., the Corporate Certificate

and Cccupancy Certificate, is the Cooperative's
lien, which is a lien for cooperative fees,

and it must be subordinated to the lien established
by the 203(n) insured nortgage. Accordingly,

t he organi zational documents of the cooperative
corporation nmust provide that a nortgage insured
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under Section 203(n) shall be a first lien
upon the property covered by the nortgage.

TRI - PARTY AGREEMENT - The regul ations require a
Tri-Party Agreenment between the corporate owner of
the cooperative housi ng devel oprnent, the 203(n)
nort gagee, and the Secretary. The Agreenent is
intended to be a part of each origination of a

nmort gage covering an individual dwelling unit under
Section 203(n). The Agreement obligates the signers
to provide notices, acknow edge interests in, and
performfunctions regarding the dwelling unit and
owner shi p docunentation. This Agreement is
necessary to carry out the regulatory requirements
of the 203(n) program The Agreenent, which nust be
identical to the one set forth in Appendix 1, is an
agreenent which nmust acconpany the subm ssion for

i nsurance endorsenent. It rmust be reviewed by the
Director of Housing or his/her designee, and if
found acceptable, signed by the Director. The
original should be inserted in the insured case
binder with two copies to be sent to the 203(n)
nmort gagee with the executed Mrtgage | nsurance
Certificate, Form FHA-9100.

a. A sanple Tri-Party Agreenent is set forth
in Appendi x 1 of this Handbook. No nodifications,
additions, or deletions to the
Agreenent are permitted. The subm ssion of
an executed Tri-Party Agreenent identical to the
one set forth in Appendix 1 nust be a condition
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for insurance set forth in each conditiona
comm tnent issued under Section 203(n).

b. Cooperatives, nortgagees, and Field Ofice
personnel shall review the terns and conditions
set forth in the Tri-Party Agreenment and
fam liarize thenselves with the obligations
that will be incurred upon execution of the
Agr eenent .

APPLI CATI ON FORVMS AND REQUI RED DOCUMENTATI ON
Applications for appraisal of the dwelling unit

attributable to the Corporate Certificate and

i ssuance of a conditional commitment to insure a
nort gage encunbering the Corporate Certificate

and Cccupancy Certificate are subnmtted on Form
FHA- 2800, Application for Property Appraisal and
Conmitrent. These applications nmust be transmitted
by a covering letter containing the | anguage set

forth in the draft letter in Appendix 2. Lenders



shoul d note the agreenent they are comitting
thensel ves to when signing the covering letter

a. True copies of the follow ng docunentation
are required to acconpany the application
form
(1) Certificate of Incorporation
(2) Regul at ory Agreenent and anmendments.
(3) Byl aws as anended.

(4) Current Financial Statenent.

(5) Proposed Occupancy Certificate.

(6) Proposed Corporate Certificate.

(7) A letter signed by the nortgagee identica
to the format letter set forth in
Appendi x 2.

(8) A Form FHA- 2800 application

b. Any of items (1) through (6) above nmay be
wai ved by the local office as necessary

docunentation to be submtted with the Form

6/ 79 Page 1-6
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FHA- 2800 application. Such a waiver is
appropriate only in those instances where the
of fice has previously processed an application
for 203(n) insured financing involving the
same cooperative and determnmined that the
organi zati onal docunents were acceptabl e.

See paragraph 1-13 of the Handbook for the
detail ed procedure of receiving and approving
the docunents.

c. Conditional Cormitnent. - The initia
application for appraisal under the Section
203(n) programis submtted on Form
FHA- 2800.

(1) Upon receipt of the Form FHA-2800 application
and a review for conpl eteness of
the application and exhibits, the
receiving clerk will establish a file.

(2) Once a case nunber has been assigned,
the Form FHA-2800-2 will be renmpved by
the receiving clerk fromthe Form FHA



2800 package and returned to the nortgagee
to acknow edge acceptance of the
appl i cati on.

(3) The appraiser will conmplete the Form
FHA- 2800 as in all other applications.
However, it may be necessary to docunent
the findings and deci si ons reached by
means of a menorandum attached to the FHA
2800 report. \When the appraiser
conpl etes the report, the appraiser's
estimated value of the unit shall be
set forth under the headi ng "Esti mated
Val ue of Property” on the Form FHA-2800- 5.
The nonthly expense estimates
will be included on the Form FHA-2800-5
block 7, with appropriate handwitten
pen changes being made to the titles of
the lines or blocks and specific commtnent
condi ti ons shoul d be checked or
filled out, where appropriate, and an
addendum sheet attached, when necessary.
A copy of the Addendumto the Statenent
of Appraised Val ue, Appendix 4, and HUD
Fact Sheet 321-F-(5) nust acconpany the
condi tional conmitnent when issued.
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(4) The nortgagee is responsible for providing
the Statement of Appraised Value, as well
as the Addendum and the HUD Fact Sheet,
to the borrower prior to the Form FHA
2900-1, Mortgagee's and Mortgagor's
Application for Mrtgagor Approval and
Conmi tment for |nsurance under the
Nati onal Housi ng Act, being signed by the
borrower.

(5) A copy of any menorandum used to docunent
the report nust be nmade and acconpany Forns
FHA 2900-3, Firm Conmitnent Application
and 2800-4, Conditional Conmmitnent
Application, being sent to the Managenent
I nformati on Systens Division after
i nsurance endor senent.

d. FirmComitnment. - Applications for approval of
the nortgagor and issuance of a firm comm tnent
are submtted on Form FHA 2900. The firm
commitnent is issued on Form FHA 2900- 4.

1-12. MORTGAGE FORM - No specific nortgage formis required
to be used under the program However, the follow ng
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instructions are applicable.

a.

The nortgage submitted for insurance nust:

(1)

(2)

(3)

(4)

Invol ve a principal obligation in rmultiples
of $50.

Have the payments conme due on the first
of each nont h.

Have an anortization period of either 5,
10, 15, 20, 25, or 30 years by providing
for either 60, 120, 180, 240, 300 or 360
mont hly paynments but not to exceed the
remai ning termon the project nortgage.

Provide for paynents to principal and
interest to begin not later than the first
day of the nmonth followi ng 60 days from
the date the nortgagee's certificate on
the commit ment was execut ed.

Page 1-8
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(6)
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(8)

(9)
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Contain a provision pernitting the nortgagor
to prepay the nortgage in whole or in part
upon any interest paynment date after giving
to the nortgagee 30 days advance notice in
witing of intention to prepay, but shal

not provide for the paynment of any charge
on account of such prepaynent.

Contain nortgage terns that do not exceed
those set forth in the firmconmtnent.

Be executed by the sane person(s) as naned
in the firmcomitnment.

Set forth that if the loan is held

by the Federal Housing Commi ssioner, the
nmortgagor will pay to HUD a nonthly charge
(inlieu of the nortgage insurance prem un
whi ch shall be in an anpbunt equal to
one-twel fth (1/12) of one-half (1/2) per
centum of the average outstandi ng bal ance
due on the nortgage | oan wi thout taking

i nto account del i nquencies or prepaynents.

Set forth that the aggregate of the anpunts
required to be paid under the nortgage shal
be paid in a single paynent each nonth to
be applied by the I ender first in paynent
of HUD s nortgage insurance prenium then
to interest payable on the nortgage, then



(10)

to the principal on the note, and then to
| ate charges, if any.

Contain a "Resolution of Inconsistency”
which states: "If this nortgage and note
be insured under Section 203(n) of the
Nat i onal Housi ng Act, such Section and
Regul ati ons issued thereunder and in effect
on the date hereof shall govern the rights,
duties and liabilities of the parties
hereto, and any provision of this or other
instruments executed in connection with
this nortgage and note which are inconsistent
with said Section of the Nationa

Housi ng Act or Regul ations are hereby
amended to conformthereto."

Page 1-9 6/ 79
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b.

The nortgage may provide for:

(1)

(2)

(3)

(4)

A late charge not to exceed four (4)
cents for each dollar of each paynent
nmore than fifteen (15) days in arrears,
to cover the extra expense involved in
handl i ng del i nquent paynents.

Equal nmonthly paynents by the nortgagor
to the nortgagee which will anortize
the fire and ot her hazard insurance
premuns, if any are required by the
nortgagee, within a period ending one
month prior to the date on which the
sanme becones del i nquent.

Authority for the lender to collect from
the borrower each nonth, until the note

is paidin full, one-twelfth (1/12) of

the annual nortgage insurance premum (M P)
charged by the Department for providing

nmort gage i nsurance on the nortgage | oan

The nortgagee is responsible for the

paynent of the MP. HUD regul ations

permt the nortgagee to collect the funds
necessary for the payment fromthe

nmort gagor. Accordingly, if the nortgagee is
going to collect the funds fromthe nortgagor
authority to do so nust be included

in the nortgage

Contain a provision which states that
failure of the nortgagor to pay the

nort gagor's share of the compn expenses
or assessnents and charges i nposed by the



corporation as provided for in the instrunments
establ i shing the cooperative shal

constitute a default under the provisions

of 203(n) of the Housing Act.

c. As was previously nmentioned, no specific
nortgage formis required to be used under the
program Before a nortgage form can be used,
however, it must be found acceptable for use
under the Section 203(n) program by the |oca
HUD Field Ofice. In this regard, a nortgagee
anticipating funding 203(n) nortgages shoul d
have its |l egal counsel prepare a draft 203(n)
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(1-12) nmortgage formreflecting these instructions,
appl i cabl e HUD regul ati ons and State and
| ocal statutes dealing with cooperatives.

(1) Thereafter, when the nortgagee subnmits its
initial application for insured financing
under Section 203(n), the nortgagee
will include a copy of the proposed nortgage
form The covering letter required to
transmt the application should be expanded
to nmention that an initial application is
i nvol ved and the proposed nortgage formis
included with the application package.

(2) Upon receipt of the application and the
proposed nortgage form the proposed form
will be forwarded to the Area Counsel
I nstructions contained in paragraph 1-13
relating to the approval of the
organi zati onal docunents are also applicable to
approval of the nortgage form The sanple
format letter in Appendi x 3 should be
adjusted to reflect that a nortgage form
is involved instead of the organizationa
docunents. Use of one letter to approve
bot h the organi zati onal docunents and
the nortgage formis pernitted if the
local Field Ofice finds this nore
conveni ent .

(3) In addition to the above, a copy of the letter
approving the nortgage form together with a
copy of the nortgage formitself, shall be
provi ded the Assistant General Counsel for Home
Mort gage | nsurance in Headquarters. This will
permt a post-review of the nortgage form and
enabl e Headquarters personnel to be faniliar
with various State and |ocal requirenents as



they relate to cooperatives.

(4) Since the nortgagee will be closing subsequent
| oans on the approved nortgage form Field
O fice approval of the form when each
application is subnmitted, is not necessary.
However, the nortgagee nust submt
docunentati on with each cl osing subm ssion
evi denci ng HUD s approval, and a requirenent
of this nature should be included on each

Page 1-11
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condi tional comm tment which is issues
under Section 203(n). The requirenent
shoul d read as fol |l ows:

"A copy of the letter issued by the
Director of this office approving the
format of the security instrunent upon
which the loan will be closed nust be
submitted with the subm ssion for insurance

endorsement. In addition, the
followi ng certification nust acconpany
the copy of the letter. "The provisions

contained in the security instrunent
are identical to those approved by HUD
under letter dated

(copy attached)

Mor t gagee. "

(5) |If the proposed nortgage formis not
acceptabl e, the conditional conmitnent nay
still be issued but a condition should be
pl aced on the comm tnent requiring HUD
approval of the nortgage form before
i nsurance endorsenent will take place.

1-13. ORGANI ZATI ONAL DOCUMENTS

a. HUD regulations require that the organizationa
docunents of the cooperative corporation
provide for the foll ow ng:

(1) Either the Secretary or a nortgagee under a
nmort gage i nsured under this section shall be
a nmenber of the cooperative corporation for
so long as either owns a Corporate
Certificate;

(2) A nortgage insured under this section shal
be a first lien upon the property covered
by the nortgage;



(3) The Secretary may exercise the voting rights
which are attributable to each Corporate
Certificate owned by the Secretary;

(4) The Secretary may desi gnate an agent as
proxy for the purpose of exercising the
voting rights of the Secretary which are
attributable to the Corporate Certificate
or Certificates owned by the Secretary;
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(1-13) (5) The Secretary may cease making nonthly
paynments attributable to any dwelling unit
for which the Secretary owns a Corporate
Certificate six nonths after the Secretary
notifies the corporation to sell the
Corporate Certificate or upon default by the
corporation on the bl anket nortgage
covering the dwelling unit;

(6) The Secretary or a nortgagee shall not be
obligated to nmake paynents to the corporation
for any amounts unpai d by a nortgagor
under a nortgage insured under this section
prior to the date the Secretary or the
nort gagee becones the owner of the
Corporate Certificate.

b. Upon receipt in the Field Ofice of a Form FHA
2800, the organizational docunents which
acconpany the application will be forwarded to
the Area Counsel in order that they can be
reviewed to determine if they are in accordance
wi th the suggested organizational documents
set forth in Reference 2 of the Foreword.

(1) |If they do correspond, a letter of approva
signed by the Area Ofice Manager/ Service
O fice Supervisor indicating their acceptability
shoul d acconpany the conditiona
conmmitnent when it is issued (see Appendi X
3 for sanple format letter).

(2) If there are significant differences,
copi es of the organi zati onal docunents
must be imediately forwarded to the O fice
of the Assistant CGeneral Counsel for Home
Mort gage I nsurance with a request for a
revi ew and comment s.

(3) The Field Ofice will be notified of the
docunents' acceptability by the Assistant



Cener al Counsel

(4) If mnor differences are evident, the Area
Counsel may di scuss such differences informally
with the Ofice of the Assistant
General Counsel and render an opini on based
upon such a di scussion
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(5) Processing of the application should
continue while the Area Counsel's review
is taking place.

(6) If the documents are unsatisfactory, a
condi tional conmtnent should not be
i ssued, and an explanation of the reason(s)
they are unsatisfactory should acconpany
the report on application Form FHA 2026
in order that the nortgagee can notify the
cooperative accordingly. Such reasons wll
be provided by the Area Counsel or in the
event the docunents were forwarded to the
O fice of General Counsel for review, that
office will notify the field of any reasons
of unacceptability.

(7) Fil es shoul d be established containing
the copies of the organi zati onal docunents
and letters of approval. For subsequent
conditional conmtment applications
subnmitted by a nortgagee involving a
cooperative whose docunents have been
approved, the Field Ofice my waive the
requi renent that copies of the organizationa
docunents be submitted. If a
wai ver is granted, the application nust
be acconpani ed by a copy of the approva
letter and a certification fromthe
cooperative that no changes have been
made in the organizational document since
i ssuance of the approval letter. A
provision setting forth the waiver is
included in the sanple format letter in
Appendi x 3. The certification | anguage
is also set forth in the format letter

REVI EW FOR | NSURANCE ENDORSEMENT - The cl osing clerk

wi Il handl e the submission for insurance endorsenent

as outlined in reference (3) of the Foreword, except
that a HUD nortgage formis not required to be used.

Any nortgage form which has been approved by the

Area Manager or Service Ofice Supervisor is acceptable.
A copy of the letter of approval nust
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acconpany the cl osing subni ssion together with an
executed certification as required in paragraph
1-12c(4). The closing clerk will review the nortgage
and note to deternine that they are in conpliance
with the terms of the commitnent.

Page 1-14
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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

Page 2-2

4240. 3

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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(2-6)

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.

2-13.

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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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
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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:
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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
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(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
Page 3-4
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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.

Page 3-7 6/ 79



4240. 3

Appendi x 1
TRI - PARTY AGREEMENT
Thi s agreenment made and entered into this day
of , 19, by and anong the Secretary of the Departnent

of Housi ng and Urban Devel opment (hereinafter the

Secretary), (hereinafter

the Mortgagee), and, (hereinafter

the Corporation).
WHEREAS, the Corporation is the owner of a cooperative

housi ng devel opnent | ocated at

and desires, on behalf of its nenbers, to induce the
Secretary to insure a nortgage involving Damelling Unit
Nunber , under Section 203(n) of the National Housing
WHEREAS, the Mrtgagee proposes to nmake a nortgage | oan

i nvol ving such dwelling unit and to subnit an application
to the Secretary for nortgage insurance, and,

WHEREAS, the Secretary will insure nortgages involving

such dwelling units provided that the nortgages neet all
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of the requirenents of Section 203(n) of the Nationa
Housi ng Act and the regul ati ons issued pursuant thereto,
and,
WHEREAS, said regul ations require that the Mrtgagee
and the Corporation enter into an agreenent with the

Secretary and with each other providing for certain

wai vers and requiring certain actions on the part of the



Mort gagee and the Corporation

NOW THEREFORE, for or in consideration of the reliance

upon the terns and conditions of this agreenent, the

parties nutually covenant and agree with respect to the

nort gage submitted for insurance under Section 203(n)

of the National Housing Act as follows:

1. At the time of application for insurance of a nortgage,
the Corporation shall furnish the Secretary with the
nost recent annual certified financial report of the
Corporation and the nost recent nmonthly or quarterly
financial report.

2. The Corporation waives any option or right of first
refusal it may have to purchase the Corporate
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Certificate unless the Corporation pays the full amount
due under such nortgage or pays the full anmount of the
Secretary's investnment if the Secretary is the owner of
the Corporate Certificate whichever is greater

3. The Corporation waives all authority it nmay have to
approve or reject a buyer of the Corporate Certificate
except with the approval of the Secretary.

4, The Corporation will, on notice by the Secretary, act
as the Secretary's agent for a fee to be determ ned by
the Secretary for the linited purposes of:

a. Selling all Corporate Certificates of the Corporation
owned by the Secretary and,

b. Renting and collecting rents for any dwelling



unit for which the Secretary owns the Corporate
Certificate.
5. The Secretary shall not be obligated to nake paynents

to the Corporation for outstanding debts of the

nor t gagor .
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6. The Corporation will, upon request, furnish to the

Mort gagee or to the Secretary:
a. A statenent certified by the officer charged
wi th mai nt enance of the Corporate Certificate
transfer book that such book currently shows
that the Mortgagee or the Secretary is the owner
of any Corporate Certificate transferred to the
Mort gagee or the Secretary; and,
b. The Cccupancy Certificate in the name of the
Mort gagee or the Secretary.
7. The Corporation will notify the Mrtgagee at the
address indi cated above of any default in Corporation
fee paynents by the Mortgagor within fifteen (15)
days of such default.
8. The Mortgagee will notify the Corporation of any
default in nortgage paynments by the Mortgagor
within fifteen (15) days of such default.
9. The Corporation will, upon notice by the Secretary
or the Mortgagee when the Secretary or the Mrtgagee
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is the owner of the Corporate Certificate and for a
fee to be determned by the Secretary, evict any
person or persons fromthe dwelling unit.
The Corporation further certifies that its organizationa
docunents provide that:

a. Either the Secretary or a Mdrtgagee under a
nort gage i nsured under this section shall be a
menber of the Cooperative Corporation for so
|l ong as either owns a Corporate Certificate;

b. A nortgage insured under this section shall be
a first lien upon the property covered by the
nor t gage;

c. The Secretary may exercise the voting rights
which are attributable to each Corporate
Certificate owned by the Secretary;

d. The Secretary may designate as his/her proxy
an agent for the purpose of exercising the voting
rights of the Secretary which are attributable
to the Corporate Certificate or Certificates
owned by the Secretary;
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e. The Secretary nmay cease nmki ng nonthly paynents
attributable to any dwelling unit for which the
Secretary owns a Corporate Certificate six nonths

after the Secretary notifies the Corporation to



sell the Corporate Certificate or upon default
by the Corporation on the bl anket nortgage
covering the dwelling unit;

f. The Secretary or a Mrrtgagee shall not be obligated
to nake paynents to the Corporation for any anounts
unpaid by a Mrtgagor under a nortgage insured
under this section prior to the date the Secretary
or the Mortgagee becones the owner of the Corporate
Certificate.

g. The permanent occupancy of the dwelling units is
restricted to nmenbers of such Corporation

IN WTNESS WHEREOF, the parties have caused this agreenent
to be duly executed in several counterparts each of which
counterpart shall be considered an original executed copy
of this agreenent.
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Format Letter to Transmt
Application for Conditional Commtnent

Dear Field Ofice Manager/ Supervi sor:

Encl osed herewith is Form FHA 2800 together with
appropriate exhibits requesting a conditional commtnent for
nort gage i nsurance under Section 203(n) of the Nationa
Housing Act. In requesting this conditional commtnent,

we hereby acknow edge that references to the term"property
in all processing forms, documentation, commtnents, etc.
concerning the 203(n) programrefer to the Corporate
Certificate and Occupancy Certificate except when the use
of the term as interpreted under Section 203(n) of the
Nati onal Housing Act, clearly indicates that reference

to the dwelling unit is intended, such term means the

dwel ling unit identified in the Gccupancy Certificate.

Al so, we agree to deliver to the purchaser of the Corporate
Certificate involving the dwelling unit at (dwelling unit
address), copies of the Statement of Appraised Value, the
"Addendumto the Statenent of Appraised Value," and HUD
Fact Sheet 321-F-(5) before the purchaser signs the Form
FHA 2900- 1.

Si ncerely,
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Format Letter for
Approval of Organi zational Docunents/
Mort gage Form
Dear
This is to advise you that a review of the
(Organi zational Docunents, i.e., Certificate of

| ncor poration, Regulatory Agreenent, Amendnent to
Regul at ory Agreenent and the Byl aws as amended)

(proposed nortgage form
whi ch acconpani ed FHA application (case nunber) has
been conpl eted and the (docunents) (form found
accept abl e.

(Accordingly, future applications submtted by you for

Section 203(n) financing involving housi ng
cooperative need not be acconpanied by (Itens 1 through 6)
as set forth in paragraph 1-11 of HUD Handbook . In

lieu of that docunentation, a copy of this letter together
with a certification as follows signed by an appropriate
official of the housi ng cooperative shoul d

acconpany each application, FormFHA
"The provisions of the Organizational Docunents
approved by the HUD Field Ofice under letter

dat ed are still in full force and
effect, No changes whatsoever to the Organizationa
Docunents have been nade since that approval was
secured. "

((Ooficer) of Housi ng Cor poration))
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(A copy of this letter nust be submtted with any subm ssion

for insurance endorsenent involving a Section 203(n) nortgage
loan. Also, the following certification executed by an

of ficer of your conpany nust acconpany the copy of the letter

"The provisions contained in the security instrunent
are identical to those approved by HUD under
letter dated (copy attached).

((oficer) of (Mrtgagee))



Si ncerely,
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ADDENDUM TO STATEMENT
OF APPRAI SED VALUE

The Departnent requires that you receive a Statenent of

the Appraised Value of the dwelling unit your Corporate
Certificate entitles you to occupy. A copy of the Statenent
of Appraised Value and this Addendum nmust be given

to you before you sign Form FHA 2900-1, Application for

Mort gagor Approval and Comm tnent for Mortgage | nsurance

HUD has estimated the value of the dwelling unit you wll

be entitled to occupy when you buy your Corporate Certificate.
This anount is in the block "Estinmated Val ue of

Property." The Corporate Certificate you are purchasing
does not have the same val ue as the val ue of the subject
dwelling unit. The estimted value of the Corporate
Certificate equals the estimted val ue of the dwelling
unit | ess the portion of the outstandi ng bal ance of the
project nortgages, if any, attributable to the Corporate
Certificate you are purchasing.

In addition to the "Statenent” and this Addendum HUD
requires that you be provided with a copy of HUD Fact Sheet
321-F-(5), HUD Conparison of Cooperative and Condom ni um
Housing, prior to signing the application, Form FHA 2900-1
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You should keep in m nd when reading the "Statenent" and
ot her documents relating to your purchase of the Corporate

Certificate that when the term"property" is used, it refers



to the Corporate Certificate. However, sonetines "property"
means dwelling unit. Were "property" neans the dwelling

unit, it will be obvious in the context of the document that

it is the dwmelling unit identified by the Corporate Certificate.
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