U S. DEPARTMENT OF HOUSI NG AND URBAN DEVELOPMENT

TRANSM TTAL
NOTI CE Decenber 11, 1972

1. This Notice Transnits the Foll ow ng:
HUD Handbook 4260.1, Section 223(a), (e), and (d),
M scel | aneous Type Hone Mortgage | nsurance.

2. Expl anation of Materials Transnitted:
Thi s Handbook provi de policy and processing procedures for HUD
staff and others interested in nortgage insurance under the
Section 223 prograns.

3. Applicability:
Thi s Handbook contains rules, regulations and policy matters in
effect as of Septenber 30, 1972. Al issuances rel eased
subsequent to Septenber 30, 1972, take precedence over the
contents of this Handbook where appli cabl e.

4. Cancel | ati ons:
The foll owi ng i ssuances are cancel |l ed:

FHA Manual - Volune VI, Book 2, Part B, Preapplication
Appendi x A-1 and A-2

Vol ume VI, Book 1 and 2
Par agr aphs 70764.1 thru 70764.9
Par agr aphs 71428 thru 71429.4
Par agr aphs 71433 thru 71433.2

Par agraph 71603. 3

Par agr aphs 71982.10 thru 71982. 13
Par agr aphs 72458 thru 72458.7
Par agr aphs 72726 thru 72726.1
Par agr aphs 72925 thru 72925. 16
Par agr aphs 73033 thru 73033.5
Par agr aphs 73087.10 thru 73087. 20
Par agr aphs 73079 thru 73079. 2
Par agr aphs 73087.50 thru 73087.52
Par agr aphs 73089. 10 thru 73089. 12
Par agr aphs 73089. 15 thru 73089. 17

FOREWORD

Section 223 is to assist governnental agencies in the sale of

exi sting properties through the use of HUD FHA nortgage insurance.
This authority is set forth under Section 223(a). GCenera

i nformation, and processing instructions in connection therewith are
contai ned in this Handbook

The Handbook al so contains instructions and general information for
Section 223(e) which authorizes nortgage insurance in ol der
decl i ning urban areas where "econoni ¢ soundness" and "econonic life"
requi renents are wai ved under certain risk conditions and Section
223(d) two year operating | osses.



Ref er ences:

(1) (4425.1)* - Application Through Fi rm Comm t nent
for Project Mrtgage |Insurance

(2) (4410.1)* - Project Fiscal Procedures

(3) HPMC-FHA 4200.15 (4480.1)* - Multifam|ly Reports and
Forms Cat al og

(4) HPMC-FHA 4010.9 (4110.1)* - Fiscal and ADP Handbook

*The information in parentheses indicates the |ocation of the
referenced material in the new classification system

Cancel l ati ons: This Handbook cancel s FHA Manual, Vol unme VI, Book 2
Part B, Preapplication Appendix A-1 and A-2. Volunme VII, Book 1 and
2, Paragraphs 70764.1 thru 70764.9, 71428 thru 71429.4, 71433 thru
71433.2, 71603.3, 71982.10 thru 71982.13, 72458 thru 72458.7, 72726
thru 72726.1, 72925 thru 72925.16, 73033 thru 73033.5, 73087.10 thru
73087.20, 73079 thru 73079.2, 73087.50 thru 73087.52, 73089.10 thru
73089. 12, 73089.15 thru 73089.17, and Circul ars HPMC FHA 4005. 16
FHA 4400. 2, FHA 4400. 26, and FHA 4441. 24.
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U S. DEPARTMENT OF HOUSI NG AND URBAN DEVELOPMENT
HOUSI NG PRCDUCTI ON AND MORTGAGE CREDI T - FHA

TRANSM TTAL No. 1
August 29, 1975

1. This Transmittal Transmts:
Revi sion to HUD Handbook 4260.1, "M scel |l aneous Type Hone
Mort gage | nsurance Section 223(a), (e), and (d).

2. Expl anation of Material Transnitted:
Chapter 3, paragraph 3-7.c. is changed to delete the
requirenent that Field Ofices submt to the Ofice of Field
Support a listing of hone nortgage comm tnents issued each week
pursuant to Section 223(e).

3. Filing Instructions:
Renmove I nsert
Pages 3-3 and 3-4, dated 11/72 Pages 3-3 and 3-4, dated 8/ 75

Assi stant Secretary for Housing
Producti on and Mortgage Credit --
Federal Housi ng Conmi ssi oner
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CHAPTER 1. ADM NI STRATI VE | NSTRUCTI ONS

1-1. TYPES OF | NSURANCE AND REFI NANCI NG  Section 223 of the
Nat i onal Housing Act authorizes the Assistant Secretary-FHA
Conmmi ssi oner:

a. Section 223 of the Act:

(1) To insure mscell aneous type nortgages (223a).

(2) To refinance existing nortgages (223a and 223b).

(3) To insure nortgages assigned to himor executed in
connection with a sale by him (223c).

(4) To insure a loan to cover the excess of expenses over
project gross inconme incurred during the first two
years followi ng the date of conpletion of the project,
for such amounts, and upon such terns and conditions
as he may prescribe (223d).

(5) To insure nortgages on properties |ocated in ol der
decl i ning urban areas (223e).

b. Legal Authority. Section 233 of the National Housing Act

(Public Law 73-479) as added by the Housing and Urban

Devel opnent Act of 1968 (Public Law 90-448), 12 U S.C

| 71 5x.

1-2. AUTHORI TY REGARDI NG COWM SSI ONER- HELD PROPERTY. Authority is
given to the Assistant Secretary-FHA Comm ssioner to insure,
pursuant to Section 233, any nortgage assigned to him or
executed in connection with the sale by himof any property
acqui red under any Section or Title of the Act without regard to
any limtation upon eligibility contained in Title Il of the
Act .

1-3. SECTION 233(a) (1-6) OF ACT- RENTAL PRQJECTS SOLD BY PUBLIC
AGENCI ES OR POLI TI CAL SUBDI VI SI ONS ( UNDER SECTI ON 207) .

a. M scel | aneous Type Mortgages. M scell aneous type
nortgages within the provisions of Section 223(e) of the

Act include those executed in connection with the sale of

property by the Governnent, the Secretary, Housing and

Ur ban Devel opnment, G eenbelt Towns, the Departnent of

Interior, Atom c Energy Conmi ssion, and others under

prescribed conditions as set forth in the Act.

Page 1-1 11/ 72
1-4. AUTHORI TY UNDER REGULATIONS. As set forth in Section 207.31 of

the Regul ations, HUD-FHA is authorized by Section 223(a) (1)
through (6) to insure, under Section 207 of the Act, nortgages
for rental housing projects sold by federal, state or |oca
public agencies, instrunentalities or political subdivisions.



Such nortgages shall be:

a.

11/ 72

Executed in connection with the sale by the Governnent, or
any agency or official thereof, of any housing acquired or
constructed under Public Law 849, 76th Congress, as
anended, or Public Laws 9, 73 or 353, 77th Congress, as
anended, (including any property acquired, held, or
constructed in connection with such housing or to serve the
i nhabi tants thereof); or

Executed in connection with the sale by the Public Housing
Adm ni stration, or by any Public Housing Agency with the
approval of the said Adm nistration, of any housing
(including any property acquired, held, or constructed in
connection with such housing or to serve the inhabitants
thereof) owned or financially assisted pursuant to

provi sions of Public Law 671, 76th Congress; or

Executed in connection with the sale by the Governnent, or
any agency or official thereof, of any of the so-called
Greenbelt towns, or parts thereof, including projects, or
parts thereof, known as Greenhills Chio; G eenbelt

Maryl and; and Greendal e W sconsin; devel oped under the
Emer gency Relief Appropriation Act of 1935, or of any of
the village properties or enployee's housing under the
jurisdiction of the Tennessee Valley Authority; or

Executed in connection with the sale by the Governnent, or
any agency or official thereof, of any housing (including
any property acquired, held, or constructed in connection
therewith or to serve the inhabitants thereof) pursuant to
the Atom c Energy Community Act of 1955, as anended:

Provi ded, that such insurance shall be issued without
regard to any preferences or properties except those
prescribed by the Atom c Energy Community Act of 1955, as
anmended; or

Executed in connection with the sale by a state or
muni ci pality, or an agency, instrumentality, or politica
subdi vi sion or either, of a project consisting of any

per manent housi ng (including any property acquired, held,
of constructed in connection therewith or to serve the

i nhabi tants thereof), constructed by or on behalf of such
state, municipality, agency, instrunentality, or politica
subdi vi si on, for the occupancy

Page 1-2

of veterans of Wrld War |1, or Korean veterans, their
famlies, and others; or

Executed in connection with the first resale within two
years fromthe date of its acquisition fromthe
CGovernment, of any portion of a project or property of the
character described in subparagraphs a., b., c¢c., and d.



her eof .

1-5. SECTION 223(a) (7) OF ACT- REFI NANCI NG OF EXI STI NG | NSURED
MORTGAGES ( UNDER 207) .

1-6.

1-7.

a.

Introduction. As set forth in Section 207.32 of the

Regul ations, HUD-FHA is authorized by Section 223(a) (7) of
the National Housing Act, as amended, to refinance an

exi sting HUD-FHA insured nortgage covering five or nore
rental units.

SCOPE AND NATURE OF SECTI ON 223(a) (7).

a.

Section 223(a) (7) is a refinancing provision which night
be of assistance in preventing acquisition. It is not to
be construed as a rehabilitation provision

If an upgrading plan is to be conpleted incident to
refinancing, a project may be eligible for assistance. In
some i nstances upgradi ng may be necessary to inprove the
conpetitive position of the project which may have becone

i mpai red through obsol escence of its design, functiona

pl an or equipment. |If the cost of upgrading will amunt to
one-fifth or nore of the total nortgage amount, it is
likely to be accepted directly under another HUD FHA
program as a rehabilitation case.

No upgradi ngs, costs of capital inprovenents, or additions
required incident to refinancing pursuant to Section 223(a)
(7) can normally be included in advances to be

i nsur ed.

REQUI REMENTS | NCI DENT TO REFI NANCI NG MORTGAGE AMOUNT.  The
anmount of the nortgage, accepted for insurance under Section
207 pursuant to Section 223(a) (7), may not exceed the | owest of
the following limts:

a.

The original principal amunt of the existing insured
nort gage.

The unpaid principal anpbunt of the existing insured
nortgage, to which nmay be added

(1) The outstanding i ndebtedness incurred in connection
with capital inprovenments nmade to the property which
are acceptable to the Assistant Secretary-FHA
Commi ssi oner.
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(2) The costs, as determined by the Assistant
Secretary- FHA Commi ssi oner, of capita
i nprovenents, upgrading or additions required to
be nmade to the property, and



1-8.

1-9.

1-10.

(3) Loan closing charges which may include financing
expense not to exceed 1 1/2% title and
recordi ng expense and | egal and organi zati on
expense. No discount may be included in
estimating the maxi mum nortgage anount.

cC. 90% of the HUD-FHA estimate of the value of the
proj ect .

d. An ampunt which entails a debt service (including
speci al assessnents, if any, and ground rents, if
| easehol d) not in excess of 90% of the HUD FHA
estimate of net incone.

REQUI REMENTS | NCI DENT TO REFI NANCI NG MORTGAGE TERM

The term of the nortgage, accepted for insurance under Section
207 pursuant to Section 223(a) (7), may not exceed the unexpired
term of the existing nortgage, except that in any case in which
it is determned that the insurance of a nortgage for an
additional termw Il inure to the benefit of the applicable

i nsurance fund, taking into consideration the outstanding
insurance liability under the existing nortgage and the

remai ning econonic life of the property, such refinancing

nmort gage may have a termof not nore than twelve (12) years in
excess of the unexpired termof such existing insured nortgage.

REQUI REMENTS | NCI DENT TO REFI NANCI NG AMORTI ZATI ON

Anmortization of the nortgage, accepted for insurance under
Section 207 pursuant to Section 223(a) (7), shall be in
accordance with the Level Annuity Monthly Payment Plan since, as
a matter of general policy, it is the objective of HUD FHA t hat
refinanci ng and upgradi ng of projects with the assistance of
HUD- FHA nort gage i nsurance shall be acconplished without
appreci abl e increase in rents.

REQUI REMENTS | NCI DENT TO REFI NANCI NG - RESERVE FOR REPLACEMENT
ACCOUNT. A reserve for replacenent account, in connection with
the nmortgage accepted for insurance under Section 207 pursuant

to Section 223(a) (7), shall be established to cover the new

i nsured nortgage amount. The commitment will require that the

bal ance in the existing reserve account be applied to:

11/ 72 Page 1-4

(1-10) a. The anount required to be escrowed for reserve

items schedul ed for del ayed replacenent, and

b. The cost of itens being replaced incident to the
refinancing. |In the event there is any bal ance
remaining in the account, it shall be released to the
nmortgagor at the time of initial/final endorsenent.

Page 1-5 (and 6) 11/ 72




2-2.

CHAPTER 2. UNDERWRI TI NG | NSTRUCTI ONS

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

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

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

i nsurance that nay be used by the governnental agency in

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

a. To be eligible the property shall:

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

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

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

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

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

(6) Have conplete utility services wi thout dependence on
ot her properties, except for such joint utilities as
are protected by acceptable easenents. As in all
properties accepted by insurance, easenents nust be
m nimzed and careful note nust be nade of any that
are likely to present adverse effects.
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b. Eligibility is ascertained by exam nation of the preni ses
and any exhibits provided. Were any deficiency exists and
correction is feasible appropriate requirenents are nmade as
condi ti ons of acceptance.



2-3.

c. Wor ki ng drawi ngs and specifications conposed prinmarily of
the original contract drawings will be provided by the
gover nnent al agency for processing purposes but will not be
retai ned permanently by HUD-FHA. Suppl ementary draw ngs and
specifications, in duplicate, shall be required when
necessary to show any nodifications and i nprovenents. A
general site or plot plan is required in duplicate and nust
show t he boundaries of the utilities thereto, when a
subdi vi sion of the original project is proposed. These are
retai ned by HUD-FHA together w th suppl enmentary draw ngs
in the master binder and reference is made thereto in other
bi nders for each case

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

a. Prelim nary Stages.

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

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

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

(2) Examination and use of forns as described will be
necessary but not with the degree of thorough study
anticipated in the |ater stage of processing. The
exerci se of judgment and perception should result in a
concl usi on wherein all major requirenments essentia
for eligibility
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(2-3)

wi Il be established and costs approxi nated on a
realistic basis, so as to avoid the need for a ngjor
change of concl usion in subsequent processing stages.

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



(4)

(5)

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

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

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

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

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

Requi rements nust be nade for repairs and for

repl acenents which are not needed and which are

i ndi spensabl e to nmake the buildings sound and safe
with respect to sanitary and structural conditions,
and to provide appropriate resistance to the el enents.
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(2-3)

(6)

(a) If prudent managenent woul d indicate that
the replacenent of an itemcould be deferred a
year or nore by repairs, then repairs rather than
i medi ate repl acenent are to be required.

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

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

i ving accommpdati ons and appearances necessary to



(7
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keep the present tenants or to attract tenants or
prospective purchasers of the type anticipated in the
mar ket .

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

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

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

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

| nprovenents or repairs nay appear desirable even

t hough not essential for eligibility. These may
increase livability and appeal, or reduce maintenance
or operating expenses, all of which would serve to
make ownership of the properties nore attractive. Any
such itens shoul d be included as "Reconmendations. "
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(2-3)

(8)

(9)

(10)

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

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

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

At the conclusion of the Prelimnary Stage the

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



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

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

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

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

4 Ceneral coments including any with respect to
excessi ve operating costs.
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(2-3)

(b)
(11)

An opinion of ineligibility and reasons.

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

Appraisal Eligibility Stage

(1)

(2)

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

Al so a recheck and additional information may be

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

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



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

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

(1) |If a variation is proposed, a revised Underwiting
Report is prepared reflecting the acceptable
differences. The exhibits and specific conditions
are revi ewed for adequacy.
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2-4.

2-5.

(2) During this stage an effort is nade to see that the
applicant is informed of the benefits to be derived
fromall items previously recomrended but not adopted
by the nortgagor in the application

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

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

ARCHI TECTURAL PROCESSI NG Proj ect Mortgages (Reserved).

VALUATI ON PROCESSI NG Section 203 pursuant to Section 233

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

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

(1) Prelimnary Stage
(a) Property Exam nation

(b) Delineation of Properties



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

st ages.
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2-6. STAGES OF PROCESSI NG

a.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Val uation Processing of Miultifam |y Projects Under



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

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

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

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

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

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

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

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

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

(8)

(9)

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

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

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

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

rates were adjusted accordingly. The

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

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



(b) In the case of state, municipal, or other
owner shi p, the Valuator may or may not have
a parallel situation. 1In any event, he nust
estimate the probabl e annual taxes based on
privat e ownership.
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(2-6)

(10)

(11)

(12)

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

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

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

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

Maj or Repairs, Mintenance and Repl acenents.

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

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



reasonabl e costs over the period of

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

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

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

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

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

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

a.

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

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

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

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

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

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

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

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

a.

M scel | aneous Type Mortgages. Applications involving

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

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

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

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

Ref i nanci ng Transactions. Applications involving

nort gages as defined in Section 207.31 of HUD FHA

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

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

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

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

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

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

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

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

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

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

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

11/ 72 Page 2-16




CHAPTER 3. SECTI ON 223(e) ADM N STRATI VE | NSTRUCTI ONS

3-1. GENERAL.

a.

Section 103 of the Housing and Urban Devel opnent Act of
1968 added a new Section 223(e) to the National Housing
Act which authorized the Secretary to insure under any
Section in Title Il of the Act, either single or
multifam |y construction, a nortgage executed in
connection with the repair, rehabilitation, construction
or purchase of property located in ol der, declining urban
areas in which conditions are such that one or nore of the
requirenents of the Title Il cannot be nmet. In order to to
i nsure nortgages under these provisions, the Secretary nust
find that the area is reasonably viable, considering the
need for adequate housing for famlies of |ow and
nmoderate-inconme in the area and, in view of such

consi deration, that the property is an acceptable risk

The purpose of Section 223(e) is to pernit the use of HUD
FHA nortgage insurance in older, declining urban areas, in
order to provide housing for | ow and noderate-incone
famlies and to contribute to the upgradi ng or
stabilization of such areas.

To acconplish these inportant objectives, HUD-FHA is

aut hori zed to recogni ze the increased underwiting risk

i nvol ved and to place the insured nortgage in the Speci al
Ri sk Insurance Fund rather than in the insurance funds for
ot her Sections under which applications are submitted. In
establishing the Special Risk Insurance Fund, the statute
appropriations to cover any | osses or administrative costs
not net by reasonabl e prem um charges

Applications will be anal yzed pursuant to established
underwriting criteria for the program under which the
application is originated. However, many properties

| ocated in ol der, declining urban areas will not neet
normal eligibility requirements relative to property

| ocation and term of the nortgage.

For properties insured pursuant to Section 223(e), HUD FHA
wi Il waive normal "econom c soundness” and "economic life"
requirenents with respect to |l ocation and term of the
nortgage, if the property is in a location which is judged
to be reasonably viable, considering the need for housing
for Il ow and noderate-incone famlies and the objective of
upgr adi ng ol der, declining nei ghborhoods.
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In the case of home nortgages, the term of the nortgage
shal | not exceed 30 years; except that, if, in the
judgnent of the Field Ofice, the nortgagor cannot qualify
under a 30-year nortgage, a 35-year term nmay be



3-2.

3-3.

3-4.

3-5.
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aut horized, or up to 40 years in Section 221(d)(2) cases.

g. In the case of multifam |y properties, the termshall not
exceed 40 years.

h. Under these circunstances the property nay be considered an
acceptable risk and insured under the applicable Section of
Title Il pursuant to Section 223(e).

APPL| CATI ON NUMBERI NG The nortgagee's application will be
submitted, received, and nunbered under one of the regul ar

Title Il progranms; i.e., 203(b), 221(d)(2), 207, etc. It will
be noted that it cannot be determined prior to processing

whet her the nortgage will qualify for insurance under the
Section for which application for conmitnment was nade. |If the
conmitnent is to be issued pursuant to Section 223(e) the Field
Ofice will strike the Section of the Act suffix code and insert
the Section 223(e) suffix code. For exanple, if the application
was submitted for processing under Section 203(b), the Section
203 code nust be changed to Section 303, thus indicating that
the conmitnent was issued pursuant to Section 223(e).

FEE AND PREM UM CCOLLECTIONS. All fees and prem uns for
commitnents issued pursuant to Section 223(e) will be collected
on the sane basis and at the same rate as currently provided in
the HUD- FHA regul ati ons for the program under which the
nortgage could not qualify for insurance

COW TMENTS. Al conmitments for insurance under the
appl i cabl e Section of the Act issued pursuant to the provisions
of Section 223(e) will bear the followi ng statenent on their
face, either by typing or rubber stanp:

"This commtment is issued under Section (insert
appl i cabl e section) pursuant to Section 223(e)."

| NSURANCE ENDORSEMENT. Upon presentnent of |oans for insurance
endorsement, the follow ng statenent nmust be typed or stamped on
the reverse side of HUD-FHA Form 9100-1, Mortgage |nsurance
Certificate, or in the endorsenment panel of the note in
multifam |y cases
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"Endorsed for nortgage insurance under
Section pursuant to
Section 223(e)."

I n honme nortgages cases on the front of the insurance
certificate, after the word "Section," the nortgagee nust insert
the Section 223(e) suffix code shown on the comm tnent foll owed
by Section 223(e), for exanple, Section 303/223(e). Care nust
be taken to assure that the Section of the Act designation, and
all other required itens of information are correctly entered on
the certificate and both underlays, and that ADP cards and
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3-7.

Case

fiscal records have been reported properly.

CLAI M5 FOR | NSTANCE BENEFITS. All properties conveyed

or all nortgages assigned to the Secretary pursuant to the
provi sions of Section 223(e) will be the obligation of the new
Speci al R sk Insurance Fund and clains for insurance benefits
will be settled by paynent in cash.

REPORTS.

a. The nunber of hone nortgage conmitnents issued each week
pursuant to Section 223(e) shall be reported on the Wekly
Report of Operations, FHA Form 2498, as foll ows:

(1) Total Nunber of HR*Conditional
Commi t nent s

(2) Total Number of HR*Firm
Commi t ment s

*H gh Ri sk

b. Al so, each Field Ofice shall maintain a listing of home
nmort gage conditional conmitnments in the follow ng format:

Hone Mortgage Conditional Conmtnents
Property Nane and
Section Location Conpl et e
of (Compl ete Mortgage Dat e of Addr ess of

Nunber Act Addr ess) Anmount Conmi t ment Mort gagee

c. This listing shall be prepared and maintained in a 3-ring
bi nder and shall be available to the public as a register
of comm tnents.
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FI SCAL | NSTRUCTI ONS. For fiscal instructions see references
(2) and (4) of the Foreword.
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CHAPTER 4. SECTI ON 223(e) UNDERWRI TI NG | NSTRUCTI ONS - HOVE MORTGAGES

4-1.

4-2.

4- 3.

4-4.

4-5.

COST PROCESSI NG There are no special cost instructions
for Section 223(e).

ARCHI TECTURAL PROCESSI NG There are no special architectura
instructions for Section 223(e).

VALUATI ON PRCCESSING. I n the foll owi ng special prograns,

the Underwiting Report is prepared, and processing, analysis
and the application of the Mninmum Property Standards is in
accordance with outstanding instructions for properties

submi tted under Section 203(b) except as set forth bel ow

| NSURANCE | N OLDER, DECLI NI NG URBAN AREAS - SECTI ON 223(e).
Section 223(e) gives HUD-FHA nore flexibility in providing
financi ng under other Sections of Title Il. A nortgage nmay be

i nsured under any Section of Title Il, pursuant to Section
223(e) for the repair, rehabilitation, construction or purchase
of properties in older declining urban areas. Section 223(e)
wai ves "econom ¢ soundness" and "economic life" requirenents
with respect to |ocation and nortgage term but it does not

wai ve other eligibility requirenments which may be inposed by the
Section of the Act under which the application is submitted. It
may not be used for refinancing unless coupled with najor repair
or rehabilitation of the property. Major repair or
rehabilitation nust be distinguished from nai ntenance and the
cost of repair or rehabilitation must equal |O percent or nore
of HUD- FHA val ue.

FACTORS TO BE CONSI DERED | N APPROVI NG PROPERTI ES PURSUANT

TO SECTI ON 223(e). Al hone nortgage properties nust be
submitted by nortgagees under a standard Section of the Housing
Act, usually Sections 203(b) or 221(d) (2). Under these
Sections a property nust be free of hazards, noxious odors,
grossly offensive sights, or excessive noises which night
endanger the physical inprovenents, affect the livability of the
property or its marketability, or the health and safety of its
occupants. A property must also conply with the code in code
enforcenment areas. Finally, a property nust possess sufficient
future econonmic life to warrant a | ong-term nortgage.

a. Exanpl es of conditions which woul d render a property
unaccept abl e under the standard Title Il Sections include:
Page 4-1 11/ 72

(1) Hazards. Any physical condition such as unsafe
construction, danger of subsidence, flooding,
unstabl e soils, air or vehicular traffic hazards,
danger fromfire or explosion, inadequate water or
sewerage facilities, inadequate police and fire
protection in high crime |ocations, radiation hazards
and the like.
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(2) Noxious (dors. Snoke, chem cal fumes, stagnant ponds
and nmarshes may exist to a degree that the health of
occupants may be affected.

(3) Gossly Ofensive Sights. These nmay include junk
yards, truck warehouses, industrial plants, sewage
di sposal plants, or dil api dated abandoned properti es.

(4) Excessive Noises. Noises which may affect the health
and peace of mind of the occupants night include heavy
industrial activity, all night cafes, bars, gas
stations, truck termnals, airport activity, kennels,
and the like.

b. The decision to accept or reject a property affected by
any of the above cited conditions, or any other conditions
nmust be nmade on a case by case basis by the processors who
i nspects the property and its environment to determne if
the property neets the eligibility criteria and the
obj ectives of the MPS and the location criteria.

ELI G BI LI TY UNDER SECTI ON 223(e).

a. Section 223(e) is to be used only when a property | ocated
in an ol der, declining urban area cannot nmeet the | ocation
eligibility requirenents of the Section of the Act under
whi ch insurance is sought, or produces an unreasonably
short nortgage termby reason of its location in an ol der
decl i ning urban area whi ch has an adverse affect upon the
economic life of the property.

b. Envi ronnent factors which render a property unacceptable
because of conditions which constitute a danger to the
health and safety of the occupants or to the preservation
of the property as recited above are not subject to waiver
under action 223(e).
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4-7.

4- 8.

LOCATION. For a location to be eligible pursuant to Section
223(e) the area nmust be reasonably viable and able to support
adequate housing for famlies of |ower incone levels. Viability
nmeans ability to live. The |ocation features adversely
affecting the desirability and useful ness of the property nust
not endanger the health and safety of its occupants. They
cannot be ejected to term nate the useful physical life of the
property over the expected life of the nmortgage. Finally the
property under consideration nmust be consi dered reasonably
livabl e and marketable in Iight of the alternative housing
avail able to the typical occupant of the area despite the
presence of the limting |ocation influences.

ACCEPTABLE RI SK. A second provision of the Act concerning
223(e) eligibility is that the property nust be found to be an
acceptable risk. Under the standard Title Il Sections a
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finding of econom ¢ soundness and/or acceptable risk is based
upon the determ nation of econonmic life. A property with
sufficient economic life to justify a | ong-term nortgage, which
nmeets the property eligibility requirements is acceptable for
standard Title Il Sections and is, therefore, ineligible for
Section 223(e). \Were environnental factors so adversely affect
economc life as to render the property ineligible, but the

i mprovenents are ot herw se acceptable a property may be eligible
under Section 223(e). The physical life of the property nust

be sufficient to permit the | ong-term nortgage. The
substitution of physical life for econonmic life is justified
because the Section 223(e) special risk provisions conpensate
for those environmental factors which adversely affect the
property, thus permtting a nortgage of up to 30 years for
single family nortgages and 40 years for multifanm |y nortgages
if the physical life of the property will pernit.

| DENTI FI CATI ON OF ENVI RONMENTAL FACTORS

a. When an apprai ser receives an application for an appraisa
and it develops that the property is located in an area
that has adverse environnental factors as described in
par agraph 4-5. above to the extent that rejection is
proper, the application should be rejected and brought to

the attention of the Chief Valuator. 1In rejecting
conditions that render the property ineligible, the Chief
Val uator will inspect the property and adjoi ning properties

and prepare docunentation including a description of the
extent of the adverse factors and photos of the adverse
environnmental factors which cause the property or
properties to be unacceptable. Care nust be exercised to
limt rejection only to the actual properties affected and
in which it is obvious that HUD- FHA i nsurance would be a
di sservice to purchasers or nortgagors.
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b. The docunented file for each specific group of properties
which are sinmlarily adversely affected nust be approved by
and contain the concurrence of the Director of Operations
in cases of nultifamly property or the Assistant Director
Single Fami |y Mrtgage I nsurance and the Area Ofice
Director or the Director and Chief Underwiter of the
I nsuring Ofice.

C. Prior approval and concurrence, the Field Ofice Director
will contact the | ocal municipal authorities, describe the
probl em encount ered and request that action be taken to
cause correction. |If the local authorities indicate any
feasible programfor correction of the problemin the
i medi ate future, the application rejection will stand
until such time as correction is undertaken; the fina
approval, however will be wi thheld pending a reasonabl e
time interval so that local authority can take action. |If
no action takes place after a reasonable tine, the
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docunented rejection recommendation will be sustained.
(This procedure is applicable to any area including those
designated for assistance (Mbdel Cities, U ban Renewal,
Code Enforcenent, etc.) if not action has been or will be
taken and the conditions found are unacceptabl e as

sti pul at ed above.)

The Valuator Clerk perfornming the initial review function
shoul d review the completed reject folder and set up an
appropriate card file for future reference, |ogging of
cases, etc. The original copy of the conpleted folder is
to be retained in the Valuation Section Data File.

The instructions require identification of only those
specific environmental factors which present a serious
hazard to prospective occupants. This specifically does
not permt any arbitrary delineation of reject areas.

ENFORCEMENT AND REPAI R REQUI REMENTS

The rel ati on between HUD-FHA repair requirenents and | oca
code enforcenent standards has created problens in ol der
decl i ning urban areas. HUD-FHA policy provides for

comm tnent conditions assuring conpletion of repairs
necessary to preserve the property and protect the health
and safety of the occupants. This requirenent reflects in
a general way the intent of |ocal housing codes, although
HUD- FHA is not responsible for conpliance with code
requirenents to the extent that |ocal enforcenent agencies
are.
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In areas where codes are in effect and are being actively
enforced, the HUD- FHA comitment shoul d require code
compliance, in which case the condition on the commtnent
will provide for evidence fromthe |ocal code authority
that the property is in conpliance. In this way, HUD FHA
can protect the nortgagor of nodest neans fromthe burden
of bringing a newy purchased property up to code |evels.
HUD- FHA apprai sers in these areas should be sufficiently
famliar with | ocal code enforcenent operations to reflect
code-induced repairs in the property val uation

The appraiser will seldom have avail abl e a breakdown of
work to be done to conply with a |ocal code. Wen the
apprai ser cannot visualize the property as it will be

after conpletion of code work, the case nay be rejected

and reopened after the code enforcenent inspection and
recei pt of the statenent of required repairs. It should be
enphasi zed that the cost of code work does not necessarily
af fect value in a proportional anount and that HUD FHA
requi renents and code requirements rmay be the same or they
may differ in a particular case.
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FI NDI NG VALUE. Section 223(e) will expose the valuator to

margi nal properties and | ocations in which he has sel dom

apprai sed. Such properties, however, have a value and it is the
val uator's responsibility to exercise his professional judgnment
and skill in finding that val ue based upon his analysis of the
property, the location and the conprehensive nmarket data which
is a prerequisite to any appraisal assignnent. Care should be
taken to avoi d val ue escal ations influenced principally by the
availability of financing in areas where financing has
previously been unavail abl e at reasonabl e nmarket terms. Speci al
note should be taken of sales prices which have been financed
previously with sales contracts or second nortgages and
appropri ate downward adj ustnent should be made in value to
reflect an all cash sale to the seller. In this manner, HUD FHA
protects the nortgagor's and Secretary's interest and at the
sanme time broadens the choices available to the public and

| essens the blight on certain properties and areas that denial

of financing can inpose.
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4-12.

4-13.

4-14.

REPAIRS. Commitnent conditions are required to insure that
repairs necessary to preserve the property and protect the
health and safety of the occupants are conpleted. Typica

repair requirenments in properties of the type anticipated by
this Section involve plunbing, heating systens, broken or

m ssing fixtures, rotted counter tops and floors, |eaking roofs,
exterior paint peeled to the bare wood, nasonry crack, and the
like. A property must be in sound condition so that the
nortgagor shall not have an i nmedi ate burden of mmintenance and
repairs. In Section 223(e) cases, the appraiser will exercise
special care to specify the nobst econonical means to the end, in
realization that unnecessarily expensive corrections may

j eopardi ze the transaction. It is, of course, recognized that
sonme properties are in such condition that rejection is the best
answer for all concerned.

MORTGAGE TERM  The naxi num nortgage termfor a single famly
conmi tnent issued pursuant to Section 223(e) shall not exceed
the remaining useful physical |ife of the property, assuning
nor mal mai nt enance and consi dering any proposed rehabilitation
or 30 years, whichever is |ess.

SECTI ON 203 PURSUANT TO SECTI ON 223. Section 203 pursuant to
Section 223 invol ves proposed sal es of existing governnent-owned
housing or the first resale thereof within two years after its
acquisition fromthe government. Cases involving properties of
not nore than four living units shall be, and properties having
five but not nore than eleven living units may be processed
under these instructions.

a. Val uati on procedures relative to Section 223 vary in sone
respects fromregul ar 203 processing. Processing of Section
223 projects will generally follow this sequence, with
variations as necessary to conformto any special statute



pertaining to a particular disposal program
(1) Prelimnary Stage
(a) Property Exam nation
(b) Delineation of Properties
(c) Tentative Value Estimates
(2) Appraisal and Eligibility Stage
(3) Pre-comm tnent Stage
(4) Conpliance Stage
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b. The Val uation Section will participate in conferences and
work closely with the ADSF/ CU, and the Land Pl anni ng,
Architectural and Mdrtgage Credit Sections during all
st ages.

4-15. PRELI M NARY ANALYSI S STACE. The Valuation Section wll
assenbl e the follow ng appraisal data in addition to other
necessary data relative to the subject proposal
a. Qutline of the public agency's proposed sal es plan.

b. Data relative to mai ntenance and operation of public
rights-of-ways and utilities.

C. Tax and hazard i nsurance data.

d. Current rent schedul es.

e. Current operating statenents.

f. Wai vers of local authorities covering any code or zoning

violation or, in the absence of formal waivers, sone
reliable evidence of early availability of such waivers.

g. Proposed protective covenants which are enforceabl e
agai nst the property.

h. A reasonably accurate map delineating the boundaries of
the entire property and indicating its net area. Were
subdi vi sion of the project is proposed, the property
survey is to show the boundaries of the parcels, the
| ocation of existing structures, street rights-of-way, and
utility easenents, if any.

i Drawi ngs of the project including site and utility plans,
noted to disclose known deviations in the actua
construction, or as-built drawings if they are avail able.



4-16.

PROPERTY EXAM NATI ON.  Val uati on and Architectural Section
representatives will jointly consider the physical condition of
the property and the necessity, scope, and approxi mate cost of
any proposed or required repairs, alterations or replacenents
necessary to put the security in sound and acceptabl e condition
The Val uation Section will study the nei ghborhood and assenbl ed
data and provide comrents and conclusions in determning the
general price and rent level. The current and future
marketability, and the economic life of the structures wll

|'i kewi se be studied.
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4-17.

4-18.

4-19.

4- 20.

DELI NEATI ON OF PROPERTIES. The Valuation Section will offer
advice in establishing the acceptability of properties which
require delineation prior to appraisal and sale as separate rea
estate entities. Existing or proposed easenents for service
lines or access will be studied to determine their affects on
the utility and narketability of the property. Proposed

dedi cati on of streets, wal ks, and other public areas or
easenents, the assunption by a public body of responsibility for
mai nt enance of such dedi cated areas, and the acceptability of
the proposed disposition of utility systens shall be considered
careful ly.

TENTATI VE ESTI MATES OF VALUE. The Val uation Section will
prepare tentative estimtes of value for use in final pre-
application conferences. Sanple appraisals on carefully
sel ected typical sales units will be nmade

APPRAI SAL AND ELI G BILITY STAGE. FHA Form 2800-3 and 2017A will
be used in processing as per current instructions for Section
203 processing. Since these properties may be in a different
sales price and rental range fromthat ordinarily considered in
HUD anal yses, data available in office files on competitive
properties may be limted. Therefore the collection of
appl i cabl e and rel evant market data in the price range under
consideration will be of prime inportance. Likew se, the

anal ysis of such conparative data should take into consideration
the fact that properties in these price and rental categories
may be appropriately equi pped on a level |ess exacting than
woul d normal Iy be required in new construction

MORTGAGE CREDI T PROCESSI NG

a. A nortgage financing the repair, rehabilitation
construction or purchase of a property located in an
ol der, declining urban area shall be eligible for
i nsurance under any Section of Title Il of the Nationa
Housing Act provided it nmeets the requirenments set forth
bel ow. The nortgage shall be insured pursuant to Section
223(e).

b. Mort gage | nsurance Requirenent. The nortgage shall neet
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the underwiting criteria of the Section of the Act under
whi ch insurance is requested, except that any requirenents
relating to economic |life and econom ¢ soundness will not
apply. It nust be found that:
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(4-20)

(1) The area is reasonably viable, considering the
need for adequate housing for fanmlies of |ow and
noderate inconme in the area and;

(2) In view of such consideration, the property is an
acceptabl e ri sk.

Mortgage Credit Hone Mdrtgage Procedures and Anal ysis

Fol | ow out standing instructions for the Section of the Act
under which insurance is requested. All statutory,

regul atory and nortgage credit Iimtations shall be

appl i ed except that the limtation on the termof nortgage
of 75% of the remmi ning economc life of the building

i nprovenents is not applicable. In lieu thereof, a
limtation of 100% of the physical life of the property
will apply. Since the purpose of Section 223(e) is to make
properties in older, declining urban areas eligible for

i nsurance, waiver of FHA requirenents will normally involve
the property and | ocation only. Mortgagors nust neet
credit, inconme, and minimuminvestrment criteria pertinent
to the Section of the Act under which insurance is

request ed.

Multifam |y Mortgage Credit Procedures and Anal ysis.

Fol | ow out standing instructions for the Section of the Act
under which insurance is requested. Al statutory,
regulatory and nortgage credit Iimtations shall be
appl i ed except that the termof the | oan shall not exceed
40 years or 100% of the estimated physical life of the
property. Since the purpose of Section 223(e) is to make
properties in older, declining urban areas as well as riot-
threatened areas eligible for insurance, waiver of HUD FHA
requirenents will normally involve the property and

| ocation only. Mdrtgagors nmust neet credit standards,
financial requirements, and maxi num nortgage criteria
pertinent to the Section of the Act under which insurance

i s requested.
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CHAPTER 5. SECTI ON 223 (d)

5-1. VALUATI ON PROCESSI NG

a.

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

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

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

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

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

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

ef ficiency of the project managenent.

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



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

For ewor d.

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

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

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

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

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

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

to May 31, 1957; and

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

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



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

Step 1. Multiply the total annual rent by 90%

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

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

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

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

di sposition of such itens.

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

| owest of the follow ng:

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

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

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

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

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

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

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