4561. 1

CHAPTER 3. PROPERTY AND MORTGAGOR ELI d BI LI TY
3-1. PROPERTY AND DEVELOPMENT REQUI REMENTS
A.  Proposals nmust be for either of the foll ow ng:

1) New construction. Construction nmay not start before initia
endorsenment for insurance of advances or firmconmmitment for
i nsurance upon conpl etion except as pernitted in paragraph
12-7. The start of construction is defined in paragraph
7-31 A

2) Substantial rehabilitation. Property nust require
substantial rehabilitation as defined in this paragraph. It
qual i fies under 221(d) coinsurance if:

a) The cost of repairs, replacenents and inprovenments
exceeds the greater of:

1. 15 percent of the property's value after conpletion
of all repairs, replacenments and inprovenents, or

2. $6,500 per dwelling unit (adjusted by the applicable
hi gh-cost factor),
OR

b) Mre than one mgjor building conponent is being replaced.
These include: roof structures; ceiling, wall or floor
structures; foundations; plunbing systens; heating and
air conditioning systens or electrical systens.

Start of rehabilitation is the first tine a worker appears
on the job and starts rehabilitation work, if the work is
continuous and w t hout appreciabl e del ays.

B. Project size. Projects nust consist of five or nore dwelling
units, which may be detached, sem -detached, row houses or
multifamly structures.

C. Project site. The project nust be on one site. However, the
site may consist of two or nore noncontiguous parcels of |and
when the | ender finds that the parcels:

1) Physically conprise a readily rentable real estate entity;
and

2) Are within an area small enough to allow conveni ent and
ef ficient managenent.

D. Real estate requirenments. Projects nust be on real estate held
or to be held:

1) In fee sinple;
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2) Under a renewable | ease for not less than 99 years;

3) Under a lease running at least 75 years fromthe date the
nortgage i s executed; or

4) Under |ease executed by a government agency, or other |essor
approved by HUD, for up to the maxi numtermthe agency or
| essor may enter into, but not |ess than 50 years fromthe
date the nortgage is executed

Li ens

1) The property nmust be free and clear of all liens other than
the coi nsured nortgage, except as noted in paragraph 2, bel ow.

2) The lender, with witten HUD Headquarters approval, may
permit an inferior lien made or held by a Federal, State or
| ocal government agency or instrunmentality. (See Chapter 10.)

Property standards

1) New construction projects nmust conply with | ocal requirenents
and HUD M ni nrum Property Standards (MPS)

2) Rehabilitation projects nust conply with local requirenents if
they are conparable to one of the three nationally recognized
nmodel codes

3) Contact the HUD field office with jurisdiction for what
requi renents apply.

Zoning. Projects, including inprovements, nust conply with al
appl i cabl e zoning or deed restrictions.

Projects for the elderly or physically handi capped. May have
central dining and other congregate facilities (e.g., conmunity
di ni ng rooms, workshops), but each dwelling unit nust have a ful
bath and mininumkitchen facilities. (See paragraph 17-6 C.)

Retirenment Service Centers (ReSCs). ReSCs are a variation on
housing for the elderly that permts added anenities and services
that may al so be coi nsured under Section 221(d)(4). (See Chapter
17 for special procedures and requirements for ReSCs.)
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Commercial areas. Projects nmust be designed primarily for
residential use but nmay include comrercial and conmunity
facilities to serve the occupants. |In general, the net
rentabl e cormercial area may not exceed 5 percent of the tota
net rentabl e area.

1) |If the commercial tenants neet financial standards in
par agraph 9-6, the net rentable comrercial area nmay be up to
20 percent of the total net rentable area.

2) HUD Headquarters (office of Insured Miultifanmily Devel opnent)
must review any project with nore than ten percent net
rentable comercial area. See paragraph 9-6 for what to
subm t.

Portfolio cases. Mortgages already held by an approved | ender
or related entity nmay be coinsured only if:

1) The project requires substantial rehabilitation

2) The loan is current and has not been in default,
nmodi fi cation, or forbearance at any tine during the two years
before the subm ssion of the application to the | ender

3) The entire loan transaction is reviewed and approved by HUD
before any commitnent is issued; and

4) Refinancing of portfolio | oans nakes up no nore than 1/4 of
the total number of |oans the | ender presents for endorsenent
for coinsurance during any 12-nmonth period. Mortgages
i nsured by HUD under its full insurance prograns and those in
which the lender's sole involvenent is servicing are not
subject to this limt.

NOTE: \Where a Housing Finance Agency is the I ender, loans held in

the portfolio of another public agency under the same State
jurisdiction are considered portfolio |oans.

Di spl acenent. HUD s policy is to ninimze displacenment of
tenants in its prograns. In the 221(d) coinsurance program the
| ender is responsible for this policy. Therefore, if substantia
rehabilitation will cause involuntary displacenent of tenants,
the | ender nust:

1) Require the nortgagor to provide, with its application, a
plan to minimnze the effects of displacenent.

2) Determine that the plan is adequate and the nortgagor can
carry it out financially and physically.
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3-2.

AREA ELI @ BI LITY

A

General. Lenders nust consider all aspects of general livability
and rentability during analysis of the location (e.g., freedom
from adverse environnmental conditions, accessibility to conmunity
facilities). Project |ocation nust:

1) Be acceptable for the type of housing proposed and t he market
to be served.

2) Meet the requirements of 24 CFR Part 51, HUD Environment al
Criteria and Standards, for noi se abatenent, explosive and
fl ammabl e st andards, clear zones and acci dent potenti al
zones.

Fl ood hazard areas. The |ender cannot coinsure in areas
identified by the Federal Emergency Managenment Agency (FEMA) as
havi ng speci al flood hazards unl ess:

1) The conmmunity in which the project is located is
participating in the National Flood |Insurance Program and
its regulations (see 44 CFR Parts 59-79); or

2) It has been less than a year since FEMA' s designation, and
flood insurance on the structure can be obtained in
conmpliance with Section 102(a) of the Flood Disaster
Protection Act of 1973 (Public Law 93-234, 42 U.S.C. 4001
et seq.); and

3) HUD has conplied with Executive O der 11988, Fl oodplain
Managenment, and Executive Order 11990, Wetlands Protection.

Contact the HUD field office to see whether a proposed site is
in a flood hazard area.

Hi storic site. HUD nust ensure conpliance with Section 106 of
Nati onal Historic Preservation Act during environmental review
(See paragraph 6-8 for details on environnental review.) To
speed up this process, contact the State Hi storic Preservation
Oficer to see if a project is subject to historic requirements.

Coastal barriers. The |ender cannot coinsure any project in the
Coastal Barriers Resources System established by the Coast al
Barriers Resources Act (16 U. S.C. 3501). Contact the HUD field
office to make sure that the project is not within the Coastal
Barriers Resources System HUD will review this during the
environmental review. (See paragraph 6-8.)

Mlitary inpacted areas. |If the HUD field office review of

housi ng need pursuant to paragraph 6-12 finds that the project is
inamlitary inpacted area (where nmilitary, atomic energy or
space installations substantially affect the housing market), the
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Section 238(c) procedures apply. Contact HUD Headquarters,
Ofice of Insured Multifam |y Housi ng Devel oprnent, for how to
proceed with case-by-case approval of these projects.

3-3. ELI G BLE MORTGAGORS

A

Cener a

1)

2)

Al'l coinsured loans with an identity of interest between

| ender and nortgagor (i.e., where the |ender, its subsidiary,
parent, or principals have or will have an ownership
interest) require HUD revi ew before issuance of a conmmitnent.

Al'l nortgagors nmust be regul ated by the | ender through a
regul atory agreenent. This agreenent establishes the
nortgagor's obligations in project operations and the
lender's and HUD s rights if it is violated. (See Appendi x
36.)

Eli gi bl e Types

1)

2)

3)

4)

Nonprofit. An entity organized for reasons other than
financial gain and which the | ender finds is not controlled
or directed by persons or firnms seeking financial gain from
it. Its operation nust be regul ated under Federal or State
| aw.

Buil der-seller. An entity organized to:

a) Build or rehabilitate a project and which, by witten
agreenent with a nonprofit nortgagor, will sell it (at
final endorsenent) to that nortgagor for no nore than the
| ender - approved certified cost;

b) Operate the project (subject to regulation by the |ender)
according to HUD requirenents until sold to the nonprofit
nmor t gagor; and

c) Operate the project, if it is not sold within two years
to a nonprofit nortgagor, as a linmited distribution
nortgagor. (See paragraph C, bel ow. )

Limted distribution. An entity restricted by Federal or
State law as to rate of return and other aspects of its
operati on.

Cooperative. A nonprofit cooperative ownership housing
corporation that restricts pernmanent occupancy to nenbers of
the corporation and requires nenbership eligibility and
transfer of menmbership in a manner approved by HUD
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(3-3) 5) Investor-sponsor. An entity organized the sane way as a
bui |l der-sell er nortgagor (paragraph B, above) and subject to
the sane restrictions, except that the project will be sold
to a cooperative rather than a nonprofit nortgagor

6) Ceneral. Any nortgagor approved by the | ender that does not
meet any of the definitions in paragraphs A through E
Profit-notivated nortgagors are general nortgagors.

7) Public nortgagors. Not eligible under 221(d) coinsurance.

3-4. CONSTRUCTI ON, HI RI NG AND WAGES
A. Prevailing wages. The 221(d) coi nsurance program requires:

1) Paynent of no |less than the wages prevailing in the locality,
as predeterm ned by the Secretary of Labor pursuant to the
Davi s- Bacon Act (40 U.S.C. Section 276a-276a-5), to al
| aborers and mechani cs enpl oyed in the devel opnent of any
proj ect, and

2) Compliance with all other related rules and regul ati ons under
Davi s- Bacon (See paragraphs 6-13, 12-2, and 13-7 and Handbook
1344.1, Federal Labor Standards Conpliance in Housing and
Conmuni ty Devel opnent Prograns) and the Copel and Act
(40 U . S.C. Section 276c¢).

NOTE: Section 212(a)(1) of the National Housing Act contains a limted
exception to paynment of prevailing wages for certain volunteer

| abor in cooperative projects. Contact HUD Headquarters for

case- by-case approval

B. Equal enploynent opportunity. You nust conply with Executive

Order 11246 and 41 CFR Part 60 regardi ng equal enploynment on

Federal | y-assi sted construction contract. They:

1) Prohibit discrimnation because of race, color, religion
sex or national origin.

2) Require affirmative action to ensure fair treatnment on
enpl oynent, upgradi ng, denotion or transfer; recruitnment or
recrui tnment advertising; layoff or term nation; rates of pay
or other forms of conpensation; and selection for training
and apprenticeship.

3-5.  OCCUPANCY
A. Lender's responsibility: Mist ensure that nortgagors operate

proj ects according to HUD standards. See Handbook 4566.2 for
servicing requirenents for 221(d) coinsured projects.
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(3-5) B.

Sel ection of occupants. Al fanmilies and individuals are
eligible for occupancy subject to normal tenant selection (except
in cooperatives, which restrict occupancy to corporation nenbers
and subl essees approved by the cooperative). There are no incone
restrictions unless the project is subsidized by HUD or the
nortgage is financed through tax-exenpt bonds, The nortgagor

must :

1) Not discrimnate against any fam |y because of the sex of the
househol d head or because there are children in the famly,
unl ess the project was designed specifically for occupancy
by el derly peopl e.

2) Comply with Title VIII of the CGvil R ghts Act of 1968, as
anended, and its regul ations prohibiting discrimnation
because of race, color, religion, sex, or national origin.
The nortgagor nust administer the programto affirmatively
further fair housing and conply with simlar State and | oca
fair housing |l aws and regul ati ons.

3) Conply with Executive Order 11063 and associ ated regul ati ons
preventing discrimnation because of race, color, religion
(creed), sex or national origin in housing and rel ated
facilities assisted by Federal funds.

4) Not execute any |eases for |less than 30 days or for transient
rentals, or provide occupants with customary hotel services
such as room service, bellhops, or daily maid service

5) Gve tenant selection priority to famlies or single persons
di spl aced by urban renewal, other governnent action, or by a
maj or disaster. The owner nust require displacees to have a
si gned Form FHA- 3476, Certificate of Eligibility (Appendi x
64), as evidence of displacee status. An owner is not
required to hold units vacant waiting for an application from
a di spl acee
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