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CHAPTER 9. VALUATI ON PRCCESSI NG

9-1. VALUATI ON ANALYSI S

A.  Purpose. To evaluate the property as security for a
| ong-term coi nsured nortgage

B. Special Characteristics
1. Acceptable Risk

a. The analysis nust show a reasonabl e expectation
that project income will, for the duration of the
nortgage term be adequate to:

- properly maintain the property
- pay all required project expenses
- meet debt service requirenents and
provi de a reasonable return to the
owners' equity investnent.
2. Val ue/ Repl acenent Cost. The apprai ser

a. Uses the estimate of project replacenent cost as
the determ nation of value, and

b. Does not determ ne estimates of value by capitalization
and mar ket conparison net hods.

C. Market Criteria. The analysis nmust show sufficient market
demand for the nunber of units at the location, at rents
abl e to support the project.

D. Rental Rates/Carrying Charges. Mist be conpetitive with
conpar abl e unsubsi di zed rental projects.

There are no HUD tenant income eligibility requirenents.
9-1 6/ 85
4561. 1

9-2. PRINCI PAL ELEMENTS OF VALUATI ON PROCESSI NG,  Appraiser's duties:

A

Envi ronnment al Assessnent Information. You rmay be required
to gather and organize information related to environnental
concerns so that HUD may nake a determination. (See

par agr aph 6-8)



B. Land Appraisal. Estimate the value of the site fully inproved.

C. The Site and Market Acceptability. Decide whether site is
acceptable for the project and whether a market exists for
the units at estimated rents.

D. Market Rent by Conparison. Prepare estimates.

E. Annual Expense. Estimate project expenses based on conparison
with actual operating expense data from other projects.

F. Inconme Conputations. Estimate occupancy and effective gross
i ncone, then subtract annual expense to arrive at estimated
net incone before nortgage paynents.

G Tentative Mdrtgage Anmount. Figure the tentative nortgage
anount based on a nortgage credit determination of nmaxinmum
nor t gage.

H  Replacenment Cost. Estinmate the replacenent cost of the
proj ect when nortgage anount has been determ ned. (Many
charges during construction depend on the nortgage amount.)

. Maximum Al l owabl e Rents. Estimate maxi num al | owabl e rents
for the first operating year by using a rent formula. The
rents woul d cover paynment of operating expenses, taxes and
reserves, debt service and a reasonable return to the equity
investrment for profit-notivated sponsors based on the
repl acenent cost of the project.

J. Operating Deficit. Estimate the operating deficit, if any,
expected during initial rent-up

K. Cost Not Attributable to Dnmelling Use. Estimate cost not
attributable to residential use to conply with statutory
per unit nortgage lints.

L. Narrative Summary. Briefly sunmarize inportant concl usions.
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9-3. Forns and References

NOTE: You may ignore instructions in the references dividing the
various underwiting actions into separate processing stages; the
coi nsurance program does not prescribe particul ar processing
stages. (See paragraph 4-1)

A.  HUD Handbooks



Handbook 4465.1, Valuation Analysis for Project Mortgage

I nsurance: (Chapters 2, 3, 4, 5, 6, and 10 concerning
Mar ket Val ue of Land, G ound Leases, Appraisal of Ar
Ri ghts, Estimated Rental |ncone, Operating Expense
Esti mates, and Rehabilitation Processing).

Handbook 4480.1, Multifam |y Underwriting Reports and
Forms Catal og: (Form HUD- 92264, Project |Income

Anal ysi s and Appraisal; Form HUD-92264-A, Suppl enent to
Project Analysis: Form HUD- 92273, Estinmates of Market
Rents by Conparison; Form HUD- 92274, QOperating Expense
Anal ysi s Wor ksheet).

B. Information Sources
1. Form HUD- 92013, Application for Mrtgage |nsurance
2. Omners and operators of rental properties, nmanagenent
compani es, nortgage lending institutions and real estate
apprai sers specializing in this field
3. Housing market reports/publications
C. Basic Formrequired for coinsurance val uation processing is
Form HUD- 92264, available fromthe | ocal HUD Ofice.
D. Exhibits. Attach to Form HUD- 92264:
1. Expense conparabl e anal ysis (Form HUD-92274)
2. Rent conparabl e anal ysis (Form HUD-92273)
3. Repl acenent cost formula
4. Valuation Trial copy Form HUD-92264- A
5. Rent formula
6. Market absorption data
7. Land sales data
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9-4.

New Construction Processing

A

Ceneral Consi derations

1.

2.

Project Eligibility. (See Chapter 3.)

General Underwiting. (See Chapter 4.)



B. Step-by-Step Processing of Form HUD- 92264

1. Show project name fromthe nortgagor's application
ot ai n project nunber fromthe HUD Field Ofice (See
6-9 F.)

2. Section A Location and Description of Property

a. Items A-1 through A-15. Show information fromthe
application and exhibits, confirned by inspection
and nodified as needed. (ltem4a, Census Tract
Nunber, and Item 4b, Pl acenent Code, |eave bl ank.)

b. ItemA-16. Enter year built. (Only applies to
rehabilitation.)

c. IltemA-16a. Indicate type of construction by checking
appropri ate box.

d. ItemA-17. Describe Structural System as foll ows:

- Steel frane; wood frame; solid masonry;
reinforced concrete; etc.

e. IltemA-17a. Describe Floor System (structural)
This does not refer to finished floors, but to stee
frame, reinforced concrete, etc.

f. Iltem A-17b. Descri be Exterior Finish as follows:

- Brick; masonry; stucco and siding; prefab
panel s, etc.

g. ItemA-18. Describe Heating/Air Conditioning System
by appropriate letter. Letters preceding the diagona
mar k describe the type of project heating system
if any; those after indicate the type of project
air conditioning system if any. Use the follow ng
letters for both heating and air conditioning
syst ens:
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(9-4)
I - Individual; C - Central; N - None;
E - Electric; G- Gas; and O- GOI.

For exanple, enter "IGIE" for a project with



3)

4)

i ndi vi dual gas furnaces and individual electric air
condi ti oners.

Section B. Information Concerning Land or Property

a)

b)

Items B-19 through B-25. Take fromthe nortgagor's
application, Form HUD- 92013, verified as necessary.

Item B-26. Verify by site inspection. (If there are
unusual conditions, you may request help fromthe

| ender's architect, cost analyst, or an engineer's
report.)

Section C. Esti mate of | ncone

a)

b)

Items C-27, C-28. Estimate unit rents per nonth
based on and supported by current nmarket rates

for simlar units in conparabl e projects furnishing
compar abl e services in conpeting areas.

1. You nmust not use rental data on subsidized
proj ects.

2. Make adjustnents on a rent conparable
anal ysi s sheet (Form HUD- 92273).

3. Trend the estimates to 2 nonths beyond the
proj ected construction conpletion.

Item G- 27. You nust conplete all itens.

1. "Rentable Living Area" is the area of a living
unit neasured fromthe inside faces of corridor
and exterior walls and fromthe inside faces of
partitions separating the living unit from other
living or commrercial areas.
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2. "Conposition of Units" can be filled in by
abbrevi ations for the various roons, preceded
by the nunber of each

L - living room BR - bedroom
D - dining room B - bath
K - kitchen BALC - bal cony

3. Conpare elevator units with elevator-unit
compar abl es and nonel evator units with
nonel evat or conparabl es. Wen both are in
a project, separately Identify and |ist them



d)

e)

Item C-29, Parking. Enter the nunmber of parking
spaces whet her attended or self-park, and the nunber
of open and covered parking spaces. Enter the

mont hly charge per space. \Were the parking charge
is included in the basic rent, enter NN A and attach
supporting docunentation to the appraisal report.

ltem G 30, Conmmerci al

1. Estimate rental income from conmercial space on
the basis of existing | eases and ot her market
data. (See paragraph 9-6 A for nmore details on
comrer ci al space.)

2. Additional inconme anticipated from subnetering
utilities, valet service, nonlaundry
coi n-operated equi pnent, cigar stands, vending
machi nes, pay tel ephones, apartment furniture,
T.V. satellite disk, etc., must not be included
in project incone estimates. Incone anticipated
fromrenting space for concession facilities or
the rental value of such space may be incl uded
on the sane basis as incone from conmmerci al
ar eas.

3. Attach docunentation supporting conmerci al
i ncone estimates.

Items C-33, C34 and C-35. Enter gross floor, net
rentable residential, and net rentabl e conmercial
areas. These figures are based on the nortgagor's
pl ans or other appropriate sources. The definitions
for the various areas are:

1. Net Rentable Residential Area: Sumof all rentable
living areas within the exterior walls (including
nonr evenue- produci ng residential areas).
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(9-4)

2. Net Rentable Commercial Area: Sumof all commerci al
areas within the exterior walls, neasured
fromthe interior faces of exterior walls, corridor
wal | s and partitions separating the area from
other comercial and/or living areas.

3. Net Rentable Area: Sumof net rentable

residential area and net rentable commerci al
ar ea.



4. &oss Floor Area: Sumof all floor areas of
headr oom hei ght within the exterior walls,
measured to the exterior faces of the walls or
to the center line of walls separating attached
bui I di ngs.

Note: Include built-in garages, commercial area
basenment and all other areas within the exterior
wal I s. Exclude recessed, extended or continuous
bal coni es, attached or detached carports,
accessory buil dings, patios, porches or terraces
and all other areas outside the exterior walls.

f) I1tem C 36 - Nonrevenue Produci ng Space

1. |If nonrevenue-producing apartnent units are
provided to project enployees, show type and
| ocation of units.

2. No incone is attributed to nonrevenue-produci ng
units in Item C27; however, the unit is listed
separately in the colum "No. of each famly-type
unit."

3. The loss of inconme is not considered an expense
in Section E and will |ower payroll estimtes
in Section E

4. Conpare with Section A Item 11, for accuracy.

5) Section D. Equiprent and Services |Included in Rent and
Speci al Assessnents

a) Items D37 (Equipnent), D 38 (Services)

1. Check the appropriate itens for the equi pnent
and services included in the rent.
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(9-4) Conpare with the nortgagor's application to see
if anything typically expected in the market
pl ace was left out and could, therefore, affect
the rent.

Variations nust be reflected in the appraiser's
estimate, and brought to the attention of the
| ender.

2. For services reported in Item D38, check type
of fuel (gas or electricity) and by the service



i ncl uded.

b) Item D 39 (Special Assessnments). Enter the bal ance
of special assessnents, if any, the annual paynent
amount and the remaining termof the special
assessnent. |ndicate prepayabl e or nonprepayabl e.

6) Section E. Estimate of Annual Expense
a) Items E-1 through E-22

1. Estimate project expenses based on actual operating
experi ence of conparable projects on an
expense comnparabl e anal ysis wor ksheet (Form
HUD- 92274) .

--Use a suitable unit of conparison such
as per-unit-per-annum or per-square-foot
of rentabl e area per annum

--Use data prudently, keeping in nmind the
simlarities and differences between the
compar abl es and the subject property.

I naccuraci es or inproperly supported
estimates have a | everage effect in the
estimate of value nmany tines their own.

a. You nust base estinmates on the typica
expenses of conparables. Mortgagors
plans for significantly | ower expenses
(i.e. - by providing their own nanagenent),
usual |y prove unrealistic.

b. If a proposal has significantly nore comrercia
space than the conparables

(1) Make a separate expense estinate for
the conmerci al space, using conmmerci al
compar abl es, and attach it to the form
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(9-4) (2) Add the comercial and residentia
expense estimates to get the tota
operating expense estinate.

(3) Attach docunentati on supporting
commer ci al expense estimate.

NOTE: This procedure doesn't apply to
such normal residential operations as



tenant parking and | aundry, which are
reflected in nobst per-unit expense data.

c. Reanalyze estimates when there is any
revision of the equipnment and services.

2. Transfer estimated totals for Line E-21, E-22
E-28 and E-29, trended to the tinme of endorsenent,
to Form HUD- 92264, using the proper multiplier
to obtain dollars-per-project-use.

a. IltemE-21. Replacenent Reserve. Enter
.006 nultiplied by Total Structures, for
new construction. This anmount, on Form
HUD- 92274, is not trended. Add it to the
total of E-1 through E-20 to provide the
Total Operating Expense in Line E-22

b. Itens E-23 through E-28. Use data on Form
HUD- 92274 in a sinmilar way to devel op tax
estimates for these itens and to trend
t hese esti mates.

7) Section F. Incone Conputations
a) ItemF-30. Enter ampunt from Section C, Line 32.

b) ItemF-31. Cccupancy Percentage and Rent Loss.
Long-term occupancy and rent collection ratios wll
sel dom exceed 93 percent for rental properties.
However, where a higher ratio can be docunented,

95 percent may be used. Any occupancy percentage
bel ow 93 percent anticipated during the rent-up
peri od nust be anal yzed for possible need for an
operating deficit requirenent.

c) Itenms F-32 through F-35 - Sel f-expl anatory.
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(9-4) d) Additional Mrtgage Anount - Tax Abatenent. Tax abatenent
is the reduction of property taxes for a specific anmount or
anounts for a specific termor terns by the appropriate
taxing authority. Unless the abatenment is for the sane
anmount and for the entire termof the nortgage, property
taxes will be estimated on line E-23 as if there was no
abatenment. Cal cul ate nortgage anounts as foll ows:

1. |If the annual abatenent is the sane anount and for a
termshorter than the nortgage term calculate as
fol | ows:



8)

a. Determ ne annual incone attributable to the
abat enent .

b. Divide by the debt service rate based on the per
permanent interest rate, MP and the termof the
abat erment .

c. Add the nortgage anount attributable to the
abatenent to the debt service criteria of Form
HUD- 92264- A.

2. |If the abatenent is for different amounts and terns and
the amounts are declining, calculate as foll ows:

a. Deduct the annual abatenent anobunt fromthe second
abatenent termfromthe first annual abatenent
anount .

b. Repeat Item?7, d) 1.b. (Note base termof the
abatenent on the first termonly.)

C. Deduct the annual abatenent anobunt fromthe third
abatenent termfromthe second abat enent anount.

d. Repeat Itens 7, d) 1.b. again, based on the tota
of the first two abatenent terns.

e. Repeat this process till all the terns of the
abat enent have been consi dered.

f. Total the nortgage anounts attributable to the
abatenent and add to the debt service criteria of
For m HUD- 92264- A.

Section G Estinmated Repl acenent Cost

Enter the estimate for "Total for Al |nprovenents"” established
by lender's cost estimates on line G50. Conplete the Section
as foll ows:

6/ 85

9-10

4561.1

(9-4)

First, approximate the project replacenent cost by
usi ng one of the fornmulas in Exhibits 1 through 5,
pages 9-38 through 9-42. This will show the

repl acenent cost and nortgage anmount that would result
if the nortgage anount were linmited only by the

repl acenent cost.

To conplete the formula refer to Form HUD 92013,



b)

Section B, for type of nortgagor. To find the
appropriate ratio of loan to cost, use the follow ng
tabl e:

Secti on Mor t gagor Per cent age
221(d) (3) General and Linmted 90

Di stribution

221(d) (3) Cooper ati ves 98
221(d) (3) Al others 100
221(d) (4) Al'l Mortgagors 90

Next, conplete a valuation trial copy of Form HUD- 92264- A,
Part |, Determ nation of Maxi mum | nsurabl e Mortgage.
1. For Criterion 3, use the estimate produced by

the replacenent cost fornmula, nmultiplied by the
|l oan ratio (according to above loan table) for
the type of nortgagor and section of the Act.
On Line 3b enter the value of any |eased fee,
multiplied by the Ioan ratio.

For Criterion 4, complete Exhibit 6 or 7, pages
9-43 through 9-44.

For Criterion 5.

a. Itemb5a. Enter permanent interest rate
from HUD- 92013

b. Item5b. Enter .5 percent for nortgage
i nsurance prem um payable to HUD and, if
charged, .25 percent for lender's prem um
(See paragraph 4-5B.)

c. Iltemb5c. Enter required initial curtai
rate applicable to anortization plan and
nortgage term

d. Iltem5bd. Self-explanatory.
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(9-4)

e. Iltemb5e. Enter net income fromltemF-34
and applicabl e debt service percentage.
(See paragraph 4-3 C.)

f. Item5f. Enter ground rent fromltemK-6
and special assessnments fromltem D 39.

g. Itens 5g and h - Sel f-explanatory.



h. Add the nortgage anounts attributable to
tax abat enent.

4. The final maximum insurable nortgage cannot exceed
the | east nortgage anmount shown for any of
the applicable criteria.

c) Use the nortgage anount from b) above to estimate
carrying charges and financing itens to conplete
the total estinmated replacenent cost.

1. ItemG53 - Interest. Estimate the accrua
during estimted construction period plus 2
months at the rate requested in Section B of
Form HUD-92013. It is conputed on half the
nor t gage

For exanple, the interest based on a $2, 600, 000
nmortgage, for a 16-nonth construction period,
plus 2 nonths and an 11.0 percent interest rate
is calculated as foll ows:

Hal f the Mortgage $1, 300, 000
Interest Rate . 110
Annual | nterest $ 143,000
18-nmont h construction period
18 divided by 12 = 1.5 years X 1.5
Interest during construction $ 214,500

2. Item G54 - Taxes. Show on pro rata basis the

taxes (and any special assessnents) accruing
during the estimated construction period plus
2 nont hs.
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(9-4) 3. ltem G55 - Insurance. Estimate insurance
including fire, windstorm extended coverage,
liability and other risks customarily insured
against in the conmunity during construction
The estimate covers the construction period
plus 2 nonths. Do not include worknen's
compensation and public liability insurance.
They are in the cost estimate, Line G 50.

4. 1tem G 56 - Mrtgage | nsurance Prenium
Cal cul ate nortgage i nsurance premnm um earned during



the presunmed construction period plus 2 nonths.
The anount is 1 percent of the nortgage for the
first year and 0.5 percent nore for each

addi tional year or part of a year.

5. Item G 57 - Exanination Fee. Calculate based
on not nore than 0.3 percent of the estimted
nor t gage.

6. Item G58 - Inspection Fee. Calculate based
on not nore than 0.5 percent of estinated
nort gage.

7. Item G59 - Financing Fee. Calculate based on

not more than 2 percent of estinmated nortgage.
This is an initial service charge, not to be
confused with discounts.

8. ItemG60 - AVMPO. Cal cul ate AMPO (al |l owance to
make project operational) based on 2 percent of
repl acenent cost in cases involving nonprofit
nort gagor s- not i ncl udi ng cooperative nortgagors.
See HUD Handbook 4500.1, Allowance for Making
Nonprofit Projects Qperational and Use of
Housi ng Consultants, for nore details, if needed.

9. ItemG61 - FNVW GNVA Fee. Calculate fee for
commi t ment and marketing (permanent | oan pl acenent
fee) for all nortgagors, based on not nore
than 1-1/2 percent of the nortgage anmount.

10. ItemG62 - Title and Recording. Show the
costs typically incurred for a nortgage
transaction, such as:

a. Recording fees
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(9-4) b. Mrtgage and stanp taxes
c. Survey
d. Title Insurances

e. Title work - frominitial through final
endor senent

11. Item G 64 - Legal. Estinmate the fees usually
required for:



12.

a. Counsel to create the nortgagor entity;
however, don't include cost of |ega
services to create tax shelters, trusts, etc.

b. Initial and final closing.

c. Normal interimactivities in creating a
proj ect .

NOTE: Legal fees for land acquisition are
not allowable since they are
attributable to nortgagor's cost and are
reflected in Land Val ue.

Item G 65 - Organization. Estimate administrative
cost of services, reflecting project size
and type of ownership, required to:

a. Initiate a project
b. Oganize its planning, financing and construction

c. Control and manage construction through
final endorsenent

Exampl es of the above are:

Col l ecting data and docunentation for requests
for mortgage insurance including anal ysis of

mar ket need, selection and optioning of site and
proj ect design considerations.

Assenbl ing the data and docunentation from
various parties for nortgage cl osings; arrangi ng
for execution of docunents; attending to closings.
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- Controlling and accounting for disbursenent of
nort gage proceeds and working capital.

- Placing nortgagor's hazard and liability
i nsurance; coordi nating building release for
occupancy.

- Paying and hel ping auditor obtain information for
cost certification.

- Liaison with HUD through final endorsenent, as
normal Iy indicated for typical projects.



13. Item G 66 - Cost Certification Audit Fee. Show
typical cost of hiring an accountant to audit the
account books and to issue an opinion for the
nor t gagor .

14. I1tem G 68 - Builder and Sponsor Profit and R sk.
Cal cul ate the Builder's and Sponsor's Profit and
Ri sk All omance (BSPRA) or Sponsor's Profit and
Ri sk All omance (SPRA). (Not applicable to
non-profit nortgagors.)

a. |If the |l ender determ nes that an
identity-of-interest exists between the nortgagor
and the general contractor, BSPRA will be
cal cul ated as foll ows:

1. not nore than 10 percent of the sum of
lines G50, G63 and G 67.

2. no profit will be allowed on line G 44.

b. If the |l ender determ nes that an
identity-of-interest does not exist or will not
exi st between the sponsor and the general
contractor as of the date of the firm conmtnment
in insurance upon conpletion of cases or initial
endor senent in insurance of advances cases ,
SPRA will be cal culated as foll ows:

1. not nore than 10 percent of the sum of
lines G 45, G 46, G 63 and G 67.

2. profit may be allowed on line G 44.
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(9-4)

15.

16.

17.

18.

Item G 69 - Consultant Fee. If nonprofit sponsor

is using an approved consultant, enter the consultant's
fee. The maxi mum al |l owabl e in repl acenent

cost and nortgage proceeds nust not exceed

the schedule in Chapter 2 of Handbook 4500. 1.

Item G 70 - Suppl enental Managenent Fund. Not
appl i cabl e to unsubsi di zed coi nsured projects.

Item G 71 - Contingency Reserve. Not applicable
to coi nsured new construction projects.

Item G 72 - Total Estinmated Devel oprment Cost.
Total all items of replacenent cost except the
"Warranted Price of Land."



19. Item G 73 - Warranted Price of Land. Enter from
item J14(3) of Form HUD- 92264.

20. Item G 74 - Total Estimated Repl acenent Cost.
Sumof Items G 72 and G 73. Wen the |east
nort gage anount on FHA Form 2264-A is the nortgage
limted by replacenment cost (in Criterion 3), the
"Total Estimated Repl acenent Cost of Project” in
G 74 should be within a few dollars of the
"Repl acenent Cost by Repl acenent Cost Fornul a.”

9) Section H  Maxi num Permi ssi bl e Rent

a) IltemH1l. HUDIimits the return a sponsor can
expect fromthe residential portion of a coinsured
project by limting the initial rents. Calculate
maxi mum resi dential gross incone using the rent
formula in Exhibits 8 and 9, pages 9-45 and 9-46.
Underline and enter the ambunt of the indicated
mont hly maxi mum

b) Itens H2 through H7. Not applicable to coinsurance
processi ng.

10) Section |I. Estinate of Operating Deficit

A project that can not rent-up in the first year should

be carefully examned for feasibility; however, it is

al nost i nevitabl e that occupancy percentage for the

first year or so will be less than the |ong-term percentage.
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(9-4) Estimate the operating deficit as follows if the entire

project net incone probably will not be avail abl e

during the initial rent-up period:

a) Deternmine the estinmated rent-up period or periods.

b) Determi ne the approxi mate date of project construction
compl etion and the date anortization of the
nmortgage will probably begin.

c) For each period, estinate:

1) the average nunber of units expected to be
occupi ed

2) rental incone and



3) the expenses, taking into account probable
initial increases in admnistrative expenses
and decreases in maintenance expenses. Reserves
for replacenent should not be included
in the estimate of the expenses before anortization
but must be included after anortization
begi ns.

d) Deduct total expenses for each period fromrenta
inconme to find the net income available to pay the
debt service

e) Calculate the debt service requirenent.

1) For any period of anticipated income deficit
before start of anortization, nultiply the
nort gage by the sumof the interest rate and
the nmortgage i nsurance premumrate, and add
to the total any ground rent for the period.

2) For any period of anticipated incone deficit
after the start of anortizaton, include paynents
for principal, interest, MP, and any
ground rent.

f) If debt service is greater than net incone for the
sanme period, the difference is the operating deficit
for that period.
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(9-4) 11. Section J. Project Site Analysis and Appraisa

NOTE: If a negative answer is indicated for an
itemfromJ-1 through J-5, explain under
"Remar ks. "

a) ItemJ-1. Site Location. Analyze the location of
the site.

1. Relative to the needs of the tenants for
a. transportation
b. schools
c. shopping
d. community centers and

e. churches.



2. Determ ne any special hazards or nui sances
such as:

a. flooding
b. airport hazards
c. airport, railroad, or highway noise |evels

d. noxious odors and/or concentrated air
pol lution

e. flammabl e or expl osive hazards

f. overhead high voltage transm ssion |ines,
pi pel i nes and drai nage channel s.

b) ItemJ-2. Adequacy of Site. Determne if the site
i s adequate in size, shape, exposure, and contour
Conpare the density of the proposed project with
that of similar successful projects operating in the
same mar ket area

c) ItemJ-3 - Permissive Zoning. Determine if the proposed
structure(s) and the nunber of units conply
with current zoning.
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(9-4) d ItemJ-4 - Availability of Wilities. Determne
whet her the water, sewer, gas and electrical facilities
are adequate for the project.

e) ItemJ-5 - Market of Rents Proposed. Analyze al
mar ket data for the area to deternine demand
potentional for the type and nunber of units at the
rents indicated by market rent conparison. Exam ne
economi ¢ and market analysis reports, data from
bui |l di ng departnents on new constructi on absorption
and vacancy reports and rental schedules in the area.

f) ItemJ-6 and J-7 - Site Acceptable or Unacceptabl e.
Check one based on J-1 through J-5.

g) ItemJ-8 - Value Fully Inproved. Enter in the top
row the | ocation and size of the project. Use the
rest of ltem8 to estimate, by narket conmparison
the market value of the site fully inproved. Attach
copies of the |and sal es data cards/sheets of the
conparabl es (to the Form HUD 92264).



1. The value fully inproved estimate for the site
must be the value for the intended use for which
the nmortgage will be insured.

2. Under the heading "Adjustnents", consider each
el ement when estinmating val ue, whether sales
price per foot or per unit is the basis for
compari son. Make adjustnents fromthe conparison
property to the subject.

a. To find the "Adjusted Price" for a conparable:
apply its "Total Adjustment” to the
comparabl e's sale price per square foot or
per unit.

b. To find an "Indi cated Val ue by Conparison"
multiply the area of the subject site by
the conparabl e's adjusted square foot price
or nunber of subject's units tinmes the
conparabl e's adjusted unit price.

c) Use this procedure for each conparable to
arrive at a range of values from which the
value of the site fully inproved is estinated
by correlation and entered in Item?9.
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(9-4)

h)

This value estimate is based on the assunption
that any offsite work has been conpl et ed

and any unusual site conditions

corrected.

d) Pertinent remarks explaining all adjustnents
must be made in the remarks section or in an
acconpanyi ng menor andum

IltemJ-10 - Value "As Is." Enter "N A" for "not
applicable.”

Item J-12 - Acquisition Cost. Record the nanes and
addresses of the principals, the price paid, date of

sal e and sources of information for the |ast

arm s-length transaction. The transaction that first gave
the sponsor effective control of the property

(whether the control was direct or indirect) is the

last armis-length transaction. Interview principals,
brokers or others who know the price paid in that
transacti on.



j) ItemJ-13 - O her Costs. Enter reasonable actual or
estimated costs related to acquisition of site.

k) ItemJ-14 - Value of Land and Cost Certification.
Fill in J-14(1) through (7) according to Handbook
4480. 1, page 2264-27, to estimate the "Warranted
Price of Land Fully Inproved" and the "Commissioner's
Estimated Val ue of Land '"As Is'."

I) Remarks. Use this section for pertinent conments on
any itemin the analysis and site appraisal. |If
necessary, attach a separate nenorandumto the Form
HUD- 92264, with a note here to see the nenorandum

12) Section K Incone Approach to Val ue

1. ItemK-1. Estimate econonmic life of the property.

2. Itens K-2 through K-5. Leave bl ank.

3. ItemK-6. Estimte the value of any |eased fee.
Generally it can't exceed the as is value. See
Chapter 3 of Handbook 4465.1 for details.

13) Section L. Market Conparison Approach to Val ue

Leave bl ank.
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(9-4) 14) Section M Cost Not Attributable to Dwelling Use
Copy data from form supplied by cost anal yst.

15) Section N. Calculation of Budgeted Construction Cost.
Leave bl ank - not applicable in coinsurance proposals.

16) Section O Remarks
Enter any relevant renmarks, including, but not limted
to, the value of |land underlying items of cost not
attributable to residential use.

17) Narrative Summary

Briefly summari ze i nportant concl usions.

Both the Form HUD- 92264 and this report must be signed
by the appraiser.

NOTE: For Section 221(d)(3) Builder - Seller proposals,



two Form HUD- 92264s are to be conpleted. One as
a nonprofit nortgagor and one as a limted
distribution nortgagor. The difference in the
mortgages will be placed in an escrow account. |f
the nonprofit mortgagor is not formed, the
nmortgage will be reduced by the escrow anmount.

9-5 Rehabi litati on Processing
A.  CGeneral Processing Consideration

1) As |s Value of the property before rehabilitation is
based on:

a. the property's intended nultifanmly use and not
the current or highest and best use.

b. its condition at the tinme of appraisal

You nmay conplete the "as is" appraisal using the Form
HUD- 92264 or by a narrative containing all pertinent
concl usi ons and docunent ati on.

2) Once you have the as is value, conplete Form HUD 92264
as instructed for new construction, with the follow ng
exceptions and anplifications:
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(9-5) a) Section C. Estimate of Incone. Estimate rent to
be obtained after rehabilitation, when the project
is offered to the market. Form HUD-92273 (Rental
Anal ysi s Worksheet) are conpl eted showi ng rental
estimates for each unit type trended to two nonths
beyond rehabilitation conpletion.

1. Project Eligibility, See Chapter 3.
2. General Underwiting, See Chapter 4.

b) Section E. Replacenent Reserve. Calculate Item
E-21 by applying the factor .004 to the nortgage
amount used in processing.

c) Section G Estinmated Replacenent Cost. Conplete
the appropriate replacenent cost format (see exhibits)
to show nortgage amount if repl acenent cost
were the only limiting criterion.

Use the repl acenent-cost-by-fornula to conplete the
cost-not-attributable format (Appendi x 16) for



rehabilitation only.

Enter the resulting cost-not-attributable anmount on
line 4b of the trial Form HUD-92264-A.

Conpl ete the trial Form HUD- 92264-A to show the
nort gage anount to be used in conpleting Section G

B. Step-by-Step Processing of Form HUD- 92264

1) ItemGb53 - Interest. Calculate in the same nanner
as new construction except conpute it on half the sum of
the nmortgage and the as is val ue.

2) ItemG58 - Inspection Fee. Calculate at 0.5 percent
on the total (rounded to the next $100 nultiple) of Line
50 plus either BSPRA or SPRA

3) ItemG71 - Contingency Fee. Enter the anount, which
may vary fromO to 10 percent of the sumof Itens 36(c),
41 and 42. The lender will tell you the exact percentage
to use for this reserve on each project.

4) ltem G 72a - Ofsite. Show any offsite costs or onsite
denolition costs, by inserting an "ltem 72a."
This separate entry is necessary in rehabilitation
processi ng because the as is val ue does not include
offsite requirements

6/ 85 9-22

4561.1

(9-5) 5) ItemG73 - Warranted Price of Land. Anend to read
as-is value. Enter the value of the property before
rehabi litation.

9-6 Conmer ci al Space Processing - New and Substantial Rehabilitation
(Al'so see paragraphs 3-1 J, 7-7 and 7-8)

A.  General Considerations
1) Eigibility. See paragraph 3-1 J.

2) Commercial Space In Excess of 10 Percent Net Rentable
Ar ea.

The | ender must submit the comercial rent test as outlined
bel ow with the supporting data to HUD Headquarters
(Ofice of Insured Multifam |y Devel opnment) for approval

3) Conmercial Rent Test. Commercial incone nust support
its cost. (Use Appendix 17.)



4) Commrercial Data. The appraiser nust:

a) Use current and conplete income and expense data
from successfully operating comrercial projects and
other residential projects containing comrercia
facilities.

b) Mke a special effort to obtain conmercial data
that reflects the type of commercial use and condition
of the space being processed.

5) Commercial Processing. The appraiser nust:

a) Obtain fromthe application or the nortgagor the
proposed type of commercial use and rents.

b) Determine if the proposed occupancy percentage of
comrercial use is realistic.

c) Determine the degree of finishing required to nake
the space conpetitive

HUD will allow finishing and alteration costs in
nmort gage anount to cover m nor tenant accommodati ons,
such as electrical and heating |ocations.

HUD will not allow in nortgage anount conmerci al
realty inmprovenments not typical in competing
comrercial space in the area. An escrow nust be
established for any cost to the sponsor not included
in the nortgage
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(9-6) d) ldentify |ease agreenents concerni ng paynments of
property charges - such as taxes, insurance,
mai nt enance, utilities, etc. - or any other condition

that would affect |ease paynent. This will clearly
define actual inconme derived fromthe | essee

e) Verify with local building departnent that the
facilities would neet | ocal codes for parking, fire,
delivery and any other requirenents.

B. Step-by-Step Processing of Form HUD 92264
1) Section C. Estimate of Incone
a) Don't limt the analysis to the two categories shown

on the formif plans and specifications indicate
nmore are applicabl e.



b) Use a minimumof three commercial income conparables
for each type of commercial space offered

c) Make adjustments if |ease terns applicable to the
conparables are different fromthe proposed conmerci al
terns. Rent raises and percentage cl auses
may be considered if data warrants.

d) Convert all rents to a square-foot basis for analysis
and for Form HUD- 92264.

2) Section F. Incone Conputations
a) Vacancy Factor:

Use an 80 percent occupancy factor for the conmmerci al
portion of gross effective inconme unless signed

| eases from established comrercial tenants approved
by the | ender support a higher estimate. At any

time during processing, before initial endorsenent,
any newl y signed acceptable | eases will be considered.
Never will the commercial occupancy factor

exceed the residential occupancy factor

1. When carrying the total annual rent from Section
Cto Section F, showit on Line F 30 in tw
anounts: the commrercial portion broken out and
identified as such just above the remainder of
total project gross incone.

2. On Line F 31, show the occupancy factors used.
Keep in the case file all docunentation supporting
the factors.
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(9-6) 3. To find effective gross incone (Line F 32),
apply the appropriate occupancy factors to the
respective gross incones.

b) Expense Anal ysis:

1. If the | essee assunmes all property charges and
there are no operating expenses attributable to
the commercial facilities, note this on Form
HUD- 92274 prepared for the residential portion
of the project.

2. If certain property charges such as utilities
taxes, nmmintenance and insurance will be borne
by the | essor, identify themeither on a



separate anal ysis worksheet or on the Form
HUD- 92274 and note appropriately.

3. Keep on file all docunmentation supporting the
commer ci al expense estinate.

3) Section |. Estimate of Qperating Deficit. Show
cal cul ations on Form HUD- 92264 to support need or |ack of
need for an operating deficit.

4) Section G Estimated Repl acenent Cost

a)

b)

Revi ew the plans with the cost analyst to see how
much finishing HUD can be expected to coinsure for
each commercial area, as warranted by narket and
the comercial rents

On Line G 71, enter the anount estimted by the

cost analyst and identified as "Comerci al

Conti ngency". For rehabilitation proposals, put the
anount just to the left of the total dollar anount.

9-7 Cooperative Processing Procedures
The procedures for processing Section 221(d)(3) cooperative
projects are basically the same as under the Sections 221(d)(3)
and 221(d)(4) rental prograns. The follow ng handbooks hel p.
A.  4465.1 - Valuation Analysis for Project Mrtgage |Insurance
B. 4480.1 - Miultifamily Underwiting Reports and Forns
C. 4550.1 - Basic Cooperative Housing |nsurance
D. 4550.2 - Presal e- Managenent Type Cooperative
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9-8 Basi ¢ Form for Cooperatives

Use the Form HUD- 92264B Cooperative or Condom ni um Housi ng Proj ect

Anal ysi s,

(See Appendix 65 for list of cooperative forns).

Exhibits to include are:

A.  Form HUD 92273 - Estinmate of Market Rent by Conparison

B. Form HUD- 92274 - Operating Expense Anal ysis Wrksheet

C. Replacenent Cost Formnul a

D. Rent Formul a



E. Land Sal es Data
F. Absorption Data
G Trial Form HUD- 92264-A

9-9 Conmi t ment Processing - Cooperative Managenent Type,
Under 221(d)(3)

Conpl ete Form HUD- 92264B as follows. Use the nortgagor's
application (Form HUD-93201, Application for Mrtgage |nsurance
Cooper ative Housi ng - Condom ni um Housing) as the prime source
of data for the descriptive portion of the form Unless noted
in the following, the individual items will be conpleted as
described in paragraph 9-4, New Construction Processing.

A. Location and Description. No change from paragraph 9-4
B. 2.

B. Property Information Concerning Land or Property. No change
from paragraph 9-4 B. 3

C. Unit Conposition and Charges

In order to limt the cooperative nortgage to an anount

whi ch bears a reasonable relationship to the earning
capacity of the property in the rental market, the unit
charge per nonth shall be based on the current rental

charge for similar units in the same or conpeting |ocations.
Usi ng Form HUD- 92273, neke adjustnents for

1. Any significant differences but not for
2. Omer's inconme tax benefits
(NOTE: Incone sufficient to support a 90 percent

rental nortgage would be nore than adequate to
support a 98 percent cooperative nortgage.)

6/ 85 9- 26

4561.1

(9-9) D. Equipnent and Services Included in Charges and Speci al
Assessnent s

Ranges and Refrigerators Replacenent - indicates that
subsequent replacenents will be made fromthe corporate
repl acenent reserves. |f down paynents are typically

| ess than $500 per unit, replacenent of refrigerators
and ranges as a corporate expense nmust be required.

E. Estimate of Annual Comobn Expense



Det erm ne the conmon expense by an estinmate perforned on
Form HUD- 92274 or equivalent. The only variances fromthe
rental procedure are:

- an estimate of apartnent resale expense in lieu of
adverti sing.

- computation of "Reserve for Replacenents” .004 of Section
H, Line 50, when replacement of refrigerators and ranges
is not a corporate expense. Wen it is a corporate
expense, conpute the replacenent as .066-of Section H,

Li ne 50.

F. & G Annual Fixed Charges and Net Common Expense and Fi xed Charges

Exhi bit 10, "Cooperative Net Incone," page 9-47, has been
substituted for these sections and is self-explanatory.
VWhen the Annual Net | ncone has been entered in Line 7 of
Exhibit 10, it is used in Criterion 5, "Amount Based on
Debt Service Ratio," of Form HUD 92264-A, in accordance
with instructions in paragraph 9-4B and with nortgage
credit instructions in Chapter 10 of this handbook

H  Estimated Repl acenent Cost

Conpl ete as for rental processing (See paragraph 9-4 B.8),
with the follow ng exceptions:

1) The repl acenent cost loan ratio percentage will be 98%

2) If the debt service criterion is not controlling, the
unit charges will have to be reduced to conformwith
the cooperative rent fornula. (Exhibit 11, page 9-48)

3) Devel opnent Services Al owance and Marketing

a) Devel opnent Services Allowance. Mdify Line 77 on
the Form HUD- 92264B, entitled "Qther", to read:

"Devel oprment Service Allowance." Enter the estinmate
t here.
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(9-9) Consi der the foll owi ng devel opnent requirenments

that are generally unique to cooperatives.

1. Efort by the professional group initiating
the project - i.e., analysis, evaluation and/or
negotiati on of market, site and design

2. Extra fornms and other exhibits, both for |ega



b)

and adm nistrative needs. Exanples are:

a. Form FHA 3265 - (Agreenent for Commencenent
of Early Construction)

b. I nformation Bulletin (Prospectus)
C. Qccupancy Agreenent (Differs froma Lease)
d. Form of Bal ance Sheet of Cooperatives

e. M nutes - Menbership Meeting of Cooperatives

f. Agreenment for Rei mbursenment of Certain
Expenses of Devel oper Hol d Back Escrow
Agr eenent

3. Devel opnent and execution of procedures usually
needed for building separately and | ater conbining
nmodel units and various sections into one
proj ect.

4. Devel opnent of procedures for additional escrow
requirenments for funds received from subscri bers.

5. Devel opnent of the procedures and setting up the
provi sional board of directors to function on
behal f of the cooperative until it can elect
its own board

6. Additional advice and assistance, both | egal and
adm nistrative, to newy elected board of resident
menbers for 90 days after final closing.

The above is not intended to be a total listing of
itens that may be acceptable for this allowance, but
toillustrate types of service that qualify.

Item 75 - Marketing. Marketing expense, based on
data reflecting the location, size and type project,
i ncl udes the anmpbunts necessary to:
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(9-9)

c)

1. Hire professional real estate sal es agencies or
individuals to qualify applicants.

2. Cover the usual advertising and pronotion expenses
for a reasonabl e sal e peri od.

Item 81 - Value of Leased Fee. See Chapter 3 of



M

o]

4465.1 concerning | easeholds. |n general, the
ground rent capitalized cannot exceed the as-is
val ue of the site.
Esti mat ed Expenses Not Included in Common Expense
Personal benefit expenses are those housi ng expenses not
included in the unit charges and are an obligation of the
i ndi vi dual cooperator. For each type unit, make estimates
for all essential services and equi prent not provided for.
Total Requirements for Settlenent
This section is reserved. Leave bl ank
Esti mat ed Annual Operating Statenment. Not applicable
Cost Not Attributable to Dwelling Use
Obtai n data from cost anal yst.

Cal cul ati on of Budgeted Construction Cost. Not applicable.

Project Site Analysis and Appraisal. Same as rental
(See paragraph 9-4 B.11.).

9-10 Commitnent Processing, |nvestor-Sponsor-Proposed Construction

A

Conpl ete sections A through F and section | on Form HUD 92264
as if the project were operated as a rental. Determ ne

the nortgage anount that could be supported by 90 percent

of the net income. That nortgage anobunt will be deducted
fromthe cooperative nortgage as determ ned bel ow

in 9-10-B. An escrow in the anount of the difference will

be established. In case the cooperative is unsuccessful

the escrow will be deducted fromthe cooperative nortgage.

Process Form HUD- 92264B according to instructions for
managemnent -t ype proposed construction, with the foll ow ng
excepti ons:

Section H  Estinmated Replacenent Cost

1) Item66 - Interest. Base the anmount on a 98% I oan
ratio.
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(9- 10)

2) Itens 62, 65, 67, and 68 - Base on the nortgage
anount applicable to the investor sponsor, which wll
be the lesser of 90 percent of estinmated replacenent
cost or the debt service nortgage from A above



9-11

3) Itens 73 and 74 - Indicate separately the anounts
applicable first to a rental project and second the
addi tional ampbunts applicable to the cooperatives
Make these entries to the left of the totals.

Managenent Type - Rehabilitation for Conversion

In processing rental projects for conversion to cooperatives,
conpl ete Form HUD-92264B, using instructions for managenent-type
proposed construction, with the foll owi ng exceptions:

Section E. Item 21 - Replacenment Reserve. Enter .004 tines the
anount of the nortgage. (.006 if replacement refrigerators and
ranges are a cooperative expense.)

Section H  Estinmated Replacenent Cost. The cost analyst wll
complete itens 43 through 61 based on the anount of rehabilitation

Iltem62 - Interest. Base on half the sumof the as-is val ue
and t he nortgage.

Item 67 - Inspection Fee. Enter .5% of the anount of the
rehabilitation recorded in Item 59

Item 73 and 74 - Legal and Organization. Include only that

anount required to effect conversion froma rental to a
cooperative project.

Item 77(a) - Contingency Reserve. Interline "Contingency Reserve"
between Itens 77 and 78. Enter the anount of the reserve,

which may vary fromO0 to 10 percent of the sumof Itens

45, 50 and 51. The chief underwiter will tell the appraiser

the exact percentage to use for this reserve for each project.

Iltem 79 - Warranted Price of Land. Anend to read "as-is"
val ue - value before rehabilitation

I[tem 80 - Total Estimated Repl acement Cost of Project.

Anmend to read "Sunmation Estimate." This is the sum of the:
as-is value of the property; the rehabilitation cost and
carrying charges; legal, organization and marketing expense
of the cooperative nortgagor

The sumwill be the I ender's estimate of project replacenent
cost.
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9-12

| nvest or Sponsor - Rehabilitation



In processing rehabilitation projects as investor sponsor
cooperatives, conplete Form HUD 92264-B, HUD 92264 and

HUD- 92264- A as for I nvestor Sponsor Cooperatives, New Construction
with the follow ng exceptions:

Section H  Estinmated Repl acenent Cost

Itens 43 through 61 will be completed by the cost anal yst
based on the anmount of rehabilitation.

Iltem62 - Interest. Base on half the sumof the as-is val ue
and t he nortgage.

I[tem 67 - Inspection Fee. Enter .5% of the anount of the
rehabilitation recorded in Item 59.

9-13 Retirenment Service Centers (ReSC) - Valuation Considerations
For final determ nation of overall feasibility of any ReSC
proposal, the total cost of the shelter and services will
have to be analyzed to determ ne the depth and availability
of the potential narket.

Consi der the foll owi ng when processing a ReSC in conjunction
with Section 221(d) program

A. Shelter Budget Inconme - Represents the funds for:
1) Shelter in the living unit

2) Equi pnent such as range and refrigerator in the
living unit

3) Maintenance

4) UWilities included in the rent

The total of the above for a feasible ReSC should exceed
rent in a noncongregate project by cost of debt service
on congregate facilities.

This inconme is reflected in Section C, Form HUD 92264,
and net income fromthis budget supports the nortgage on
the realty.

B. Nonshelter Budget |ncone - Represents the funds for:

1) Meals in a congregate dining room
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(9-13) 2) Maid service
3) Furniture in individual living units (if any)
4) Entertai nnent
5) Recreational or social services
6) Medical services (only with prior approval of HUD
Headquarters' Ofice of Insured Miltifam |y Housing
Devel opnent).
C. Nonshelter Budget for Meals in Congregate Kitchen and
Dining Facilities. (ldentity-of-Interest between the

ReSC Sponsor and the Provider of the Food Service.)

1) Show expenses for neals on Form HUD- 92013E as
fol | ows:

a) Food Service Enpl oyees
- cooks
- servers
- cleaners
b) Food and other related supplies
c) Mintenance and repair
d) Reserve for replacenent of dining furniture
e) Any other related cost
2) The neal charge to the tenant nust be sufficient to:
a) Cover expenses |isted above
b) Provide a small profit
3) The nmeals may be mandatory in order to:
a) Provide a stability of income
b) Ensure a reasonabl e charge
D. Commercial Leases of Space to Provide Food Service

Facilities (Nonidentity-of-interest between the ReSC
sponsor and the provider of the food service.)
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(9-13)

1)

2)

3)

4)

The expenses will not be shown on HUD Form 92013-E
Instead, a statement simlar to the follow ng nust
be entered on the form

"Three (mandatory/ nonmandatory) neals a day are
avail abl e froma comrerci al restaurant on the
premi ses. The initial average cost of neals is
expected to be:

Breakfast $
Lunch $
Di nner $ L

The neal s may be nandatory provi ded the sponsor has
the right to concur on:

a) Meal charges which:

-- cover expenses
-- provide reasonable profit

b) Changes in service.

These rights nmust be transferable to the nortgagor's
successors in the event of forecl osure or
deed in lieu.

Incone fromlease of congregate kitchen and dining
areas can be included in Section C of Form HUD- 92264
when supported by an adequate market study. Such rent
must be enough to pay:

a) Debt-service on the cost of kitchen and dining
facilities

b) Any operating expense of the facilities, including
but not limted to their share of taxes and
i nsurance.

Leases that have escape clauses not requiring the

| essee to begin paynents at conpletion, or by a
certain date, cannot be used to increase the occupancy
above the normal 80 percent used in processing
commer ci al space (see paragraph 9-6).

To avoid duplication of income, the shelter rent
estimate should not give any recognition to the cost
of debt-service on the comercial congregate facilities
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(9-13) E. Contract Food Service

A "Meal s on Weel s" approach to providing neal service
can al so be used in conjunction with a ReSC. This should
cause little or no additional rent in Section C, Form
HUD- 92264 either for shelter or conmercial space, but
will still require identification of the average neal
costs added to tenant charges.

F. I ncome Conparabl es

Retirement Service Center conparables that include
Founder's fees or initial adm ssion fees cannot be used

as inconme conparables to deternine rental charges. However,
fees paid for nmeals and other ancillary services,

if they can be determ ned on these type conparabl es, can

be used in analyzing the ancillary-type service cost.

G Processing Changes on Form HUD- 92264

1) Insert between Itens G70 and G 71 an Itemtitled
G 70a, Movabl e Equi pnent. The figure will be furnished
by the cost estimator.

2) Insert between Itens E-21 and E-22 an Itemtitled
E-21a, Repl acement Reserve Movabl e Equi prent. Cal cul ate
on the basis of .10 of line G 70a, Myvable
Equi prent .

9-14 Section 103(b)(4)(A) - Valuation Considerations.
Section 103(b)(4)(A) bond financed projects have incone
restrictions. The appraiser, when directed by the |l ender, wll
conpl ete Form HUD- 92264- TE (see Exhibit 12, page 9-49).

The Form HUD- 92264-TE i s sel f-explanatory with the exception
of the foll ow ng:

A. Line 3 - Applicable Section 8 Eligibility Incone Limt.
Use four-person incone, eligibility limt on all unit

types.

B. Line 4 - Estimated Maxi mum Af f ordabl e Mont hly Rent
for Restricted Units is predicated on:

1) Tenant incones at the top of the eligibility limt

2) Tenant's payment of up to 30 percent of gross incone
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(9-14) C. WMarket. Wen the rent for the restricted unit is less
than market, the appraiser will determine if there is
sufficient market for the restricted units, based on
what eligible fanmilies are willing to pay.

D. Operating Deficit. |If the appraiser determnes the
project is marketable with this restriction, an
operating deficit may still be required in order to

provide tine to attract qualifying famlies

E. Covenant Review. The appraiser shall also reviewthe
speci al deed covenants or other long-termrestrictions
recorded to run with the land that are inposed to conmply
with the requirenents of Section 103(b)(4)(A). The
apprai ser nust ascertain that:

1) Covenants are subordinate to the nortgage

2) Covenants will automatically terninate in the event
of foreclosure or transfer of title by deed in lieu
if foreclosure

3) Covenant provisions are subordinate to all applicable
coi nsurance regul ations and related adninistrative
requirenents

State and | ocal restrictions shall al so be reviewed for
their inmpact on the project.

9-15 Section 8 Mdderate Rehabilitation - Valuati on Consi deration

A. Rents. In processing rehabilitation cases with
Section 8 Mdderate Rehabilitation funds, the rents wll
be determi ned by one of two nethods:

1) Market Rents or

2) Market Rents plus up to 20 percent if required for
feasibility (only applies to Section 8 assisted
units). Feasibility refers to the maxi numrent required
to have the debt-service criteria equal the
controlling nortgage criteria.

NOTE: |If the market rents exceed the rents needed
to support the controlling nortgage criteria,
the rents nust be reduced to that rent or to
the Mbderate Rehabilitation Fair Market Limt
as descri bed bel ow, whichever is |ower.
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B

Fair Market Rent. The total charge to tenant (rent

pl us personal benefit expense) will be limted by the
Moderate Rehabilitation Fair Market Rent Limits which
are 120 percent of the Existing Fair Market Rents in
effect on the date the Section 8 Mdderate Rehabilitation
Agreenment is signed.

Excepti on Before Construction. The above Fair Market
Rent Limits may be increased by up to 110 percent, if

the HUD | ocal Field Ofice determ nes that nedian

rents for units of a given size in a specific area are
more than 10 percent higher than the Existing Fair Market
Rent s.

Execution of Section 8 Mderate Rehabilitation Agreenent.

On all projects, the agreement nust be signed after

i ssuance of the firmconmtnment but on

1) Insured Advances Cases. Before the date of initial
endorsenment or start of construction, whichever is
first.

2) Insurance on Conpletion Cases. Before the start of
construction.

Required HUD Field Review. In all cases, the rents nust
be reviewed and approved by the local HUD Ofice.

Exception to Fair Market Rent Limts After Cost Certification

After cost certification, the limts can be

rai sed an additional 10 percent, if necessary, for the

foll owi ng reasons

1) Contingency type construction change orders

a) Changes that reasonably could not have been

anticipated or are required by HUD or by |oca
codes or ordi nances, and

b) were not listed in the PHA or HUD approved work
wite-up

2) Unforeseen factors beyond the owner's contro
a) strikes
b) weather del ay
c) unexpected del ays caused by | ocal governnent

d) tenporary relocation costs

6/ 85
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(9-15) NOTE: (The above procedure varies fromthe
noni nsured Section 8 Mdyderate Rehabilitation
procedures which allow rent increases
for changes in financing, and PHA
rent conputation errors.)

G Approval. If the additional 10 percent is required,
that processing nust be reviewed and approved by HUD
Central Ofice.
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EXH BIT 1

REPLACEMENT COST - BY FORMULA
PROPOSED CONSTRUCTI ON
(W TH BSPRA) / (W THOUT BSPRA)

Consul tant Fee (If Lunp Sum) (NP Projects Only) $
Suppl erent al Managenent Fund

Warranted Price of Land

Movabl e Equi pnent

TOTAL KNOWNS ON WWH CH BSPRA MAY NOT BE ALLOWED s =
Total For All |nprovenents S
Taxes
| nsurance
Title and rRecording
Legal

Organi zati on
Cost Certification Audit Fee

TOTAL KNOMWNS ON WH CH BSPRA MAY BE ALLOWED = $ =

Interest Rate: 2 x Construction Period (Years)
Mort gage | nsurance Preni um

Exami nation Fee

| nspection Fee

Fi nanci ng Fee

AMPO (NP Projects Only)

FNVA/ GNVA Fee

Consul tant Fee (If An Unknown) (NP Projects Only)

Subt ot al X Loan Ratio = $

Mar ket i ng Expense (Cooperative or Condom ni um
Project Only)



TOTAL UNKNOWNS =C

W TH BSPRA:
A + 1.1B
=% Total Project Cost = X
1.0 - 1.1C
W THOUT BSPRA:
A+ B
________ =$ Total Project Cost = X
1.0 - C
X=3 X Loan Ratio=%$ Maxi mum Mort gage

Conpl ete Part G of Form HUD- 92264 using the above determ ned "naxi mum
nort gage” rounded to the next |ower $100 nultiple. The resulting "Total
Esti mat ed Repl acenment Cost of Project"” should correspond approximtely to
the total project cost found by the fornula.

9- 39 6/ 85
4561. 1
EXHBIT 2
REPLACENMENT COST - BY FORMULA
PROPOSED CONSTRUCTI ON W TH SPRA
Item 36¢c - Total Land | nprovenents S
Iltem41 - Total Structures .~~~
Item42 - Ceneral Requirerents

ltem43 - Builder's General Overhead
ltem44 - Builder's Profit

ltem47 - BOnd PPeédium .~~~
Iltem48 - &her Fees
ltem 69 - Consul tant Fee

I[tem 70 - Suppl ement Managenent Fund
Item 70a - Movabl e Equi pnent

Item71 - Contingency Reserve
Item73 - Warranted Price of Land

Total Knowns on Which SPRA may not be all owed s = Quantity A
I[tem45 - Arch Fee - Design S
Iltem46 - Arch Fee - Supervisory
Item54 - Taxes
Item55 - |nsurance
Item58 - Inspection Fee (on Line 500

Item62 - Title and Recording
Item 67 - Total Legal, Organization & Audit

Total Knowns on which SPRA nay be al | owed $ = Quantity B

Iltem53 - Interest x 1/2 x Construction Tinme %



Iltem56 - MP

Item57 - eamFfee 0
Iltem59 - F pancing FGe .~~~
IltemeO - AVPVO .
I[tem61 - FNWWOGNMA FEGe .~~~
__________ % = Quantity C
A + 1.1B
= =$ Total Project Cost = X
1.0 - .99C
X- A
= = _ = SPRA
11 11
Total Project Cost $ Xx.9=%__ Max. Mge. (If

Based on Cost)

Check by conpleting Section G of Form HUD- 92264 using the above
"maxi mum nort gage" anount rounded to the next |ower $100 nultiple.
The resulting total project cost Item 71 should correspond
approximately to the total project cost found by the fornula.
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EXHBIT 3

REPLACEMENT COST - BY FORMULA
PROPOSED CONSTRUCTI ON
(W TH GROUND LEASE)

(W TH BSPRA) / (W THOUT BSPRA)

Consul tant Fee (If lunmp sum NP projects only) $
Suppl erent al Managenent Fund

Warranted Price of Land

Ground Rent During Construction

Movabl e Equi pnent

TOTAL KNOMNS ON WHI CH BSPRA MAY NOT BE ALLOWED $ =
Total For Al |nprovenents S
Taxes
| nsurance
Title and Recording ...
Legal

Organi zati on
Cost Certification Audit Fee

TOTAL KNOMNS ON WH CH BSPRA MAY BE ALLOWED =3 =

Interest Rate Divided By 2 x Construction Period (years)
Mort gage | nsurance Preni um



Exami nati on Fee

| nspecti on Fee

Fi nanci ng Fee

AMPO (NP Projects Only)

FNMA GNVA Fee

Consul tant Fee (If An Unknown) (NP Projects Only)

Subt ot al X Loan Ratio =

Mar keti ng Expense (Cooperative or Condomni ni um Projects
Only)

TOTAL UNKNOWNS = =

VALUE OF LEASED FEE (From Section K, Form HUD- 92264) =

W TH BSPRA:
A+ 1.1B - 1.1CL
=% Total Project Cost = X

1.0 - 1.1C
W THOUT BSPRA:
A+ B- CL
___________ =$ Total Project Cost = X
1.0 - C
(X-L x___ Loan Ratio = $ Maxi mum Mor t gage

Conpl ete Part G of Form HUD- 92264 using the above determ ned "naxi num
nortgage” rounded to the next |ower $100 nultiple. The resulting "Total
Esti mat ed Repl acenment Cost of Project” should correspond approximately to
the total project cost found by the fornmula.
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EXH BIT 4
REPLACEMENT COST - BY FORMULA
REHAB PRQIECTS
(WTH BSPRA) / (W THOUT BSPRA)
Consultant Fee (If lunp sum $

Suppl errent al Managenent Fund
Of-Site Costs (If Any)

"As |s" Val ue

Rel ocation Cost (If Any)
Movabl e Equi pnent

TOTAL KNOMWNS ON VWH CH BSPRA MAY NOT BE ALLOWED $ = A




Total For All Inprovenents $
Interest on 1/2 of either the "As |s" Val ue or
Exi sting | ndebt edness
Taxes
I nsur ance
I nspection Fee (On "TOT. for Al Inprnts.")
Title and Recording
Legal
Organi zati on
Cost Certification Audit Fee

TOTAL KNOMNS ON WH CH BSPRA MAY BE ALLOWED =% =B

Interest Rate Divided By 2 x Construction
Period (years)

Mort gage | nsurance Prem um

Exami nation Fee

Fi nanci ng Fee

AMPO (NP Rental Projects Only)

FNMA GNVA Fee

Consul tant Fee (Wen Dol lar Anmount |s Unknown)

Subt ot al X Loan Ratio =3

Mar ket i ng Expense (Cooperative or Condoni ni um
Projects Only)

TOTAL  UNKNOWNS =3 =C
W TH BSPRA:
A + 1. 10055B
=$ Total Project Cost = X
1.0 1.10055C
X- A
_________ =% BSPPA
11
W THOUT BSPRA:
A+ B
_________ =$ Total Project Cost = X
1.0 - C
X=% X Loan Ratio=%$ Maxi mum Mor t gage

Recal cul ate the interest based on 1/2 of the sumof the nortgage and either
"As Is" Value or existing indebtedness. Enter the result on line titled
"Int.____ Ms. @__ , Part G of Form HUD- 92264.

For projects with BSPRA only, recalculate the inspection fee based on

"Tot. For Al Inprnts," plus rounded to the next higher $100 nmultiple.
Enter the result on line titled "FHA Inspec. Fee", Part G of Form

HUD- 92264.

Conpl ete Section G of Form HUD- 92264 using the above "nmaxi mum nort gage"
amount rounded to the next |ower $100 nmultiple. The resulting "Total



Esti mat ed Repl acenment Cost of Project"” should correspond approximately to

the total project cost found by the formula.
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EXH BIT 5
REHABI LI TATI ON
REPLACENMENT COST - BY FORMULA W TH SPRA
Item 36¢ Total Land | nprovenents $
Item 41 Total Structures
Item 42 General Requirepents
Item 43 Bui | der's CGeneral overhead
Item 44 Bui | der's Profit .
Item 47 Bond Prenium
Item 48 & her Fees
Item 69 Consul tant Fee
[tem 70 Suppl erent Managenrent Fund
Item 70a mvabl e EQUI ppPRRt
Iltem 71 Conti ngency Reserve
Item 73 “As Is* valve
Total Knowns on Which SPRA may not be all owed $ = Quantity A
| tem 45 Arch Fee - Design $
Item 46 Arch Fee - Supervisory
Item 53 Interest on 1/2 of "As Is" or x Ind
Item 54 Taxes
Item 55 | nsurance
Item 58 | nspection Fee (on Line G50)
Item 62 Title and Recording
Item 67 Total Legal, Organization & Audit
Total Knowns on which SPRA nay be al | owed $ = Quantity B
Item 53 Interest x 1/2 x Construction Tire %
Item 56 M
Item 57 eam Fee
Item 59 Fi nancing Fee .
Item 60 AMVPO
Item 61 FNMW GNVA FEe
Subt ot al X 90% = Unknowns % Quantity C

A+ 1.10055B

= Total Project Cost =

1 - 1.10055C

X- A

SPRA

11

X



X=% X Loan Ratio = § Maxi mum Mort gage

Recal cul ate the interest based on 1/2 of the sum of the nortgage and either
"As Is" Value or existing indebtedness. Enter the result on line titled

“Int. Mos. @ 9% Part G of Form HUD 92264.
For projects with SPRA only, recal culate the inspection fee based on
"Tot. For Al Inprms." plus SPRA rounded to the next higher $100 multiple.

Enter the result on line titled "FHA | nspec.
HUD- 92264.

Fee," Part G of Form

Conpl ete Section G of Form HUD- 92264 using the above "nmaxi mum nort gage"”
amount rounded to the next |ower $100 nultiple. The resulting "Total
Esti mat ed Repl acenment Cost of Project"” should correspond approximtely to

the total project cost found by the fornula.
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EXH BIT 6
CRITERION 4, TRIAL Form HUD-92264A Wt hout BSPRA
No. of OBRLU __ x$ _ =% __
No. of 1BRLU x$ __ =% ______
No. of 2BRLU _ x$ =% __
No. of 3BRLU _ x$ _ =% __
No. of 4+BRLU _ x$ _ =% __
Total Statutory Mrtgage Knowns $(A)
Value of Site Not Attributable to
Daelling Use $ X Loan to Value Ratio_ % = $(B)
I[tem50 - Total For Al |nprovenents =% ____
ltem 54 - Taxes =$_
Item 55 - |nsurance =$_
ltem62 - Title & Recording =% ___
Item 64 - Legal =% ______
Item 65 - Organization =$_
I[tem 66 - Cost Certification audit =% _
ltem 69 - Consultant Fee =$_
I[tem 70 - Supplenmental Managenent Fund =$___
Item 70a - Movabl e Equi pnent =%
Iltem 71 - Contingency Reserve =% ___
Total Knowns =$_
Total Knowns $ X Loan to Value Ratio %= $(0O
Cost Not Attributable to Dwelling Use o %

I[tem53 - Interest Rate Divided By 2 x Construction

Time in Months Divided by 12 %



Item 56

- Mortgage | nsurance Prenium

%

ltem57 - FHA EXamFee %
Item58 - FHA | nspection F;e %
Item59 - Financing Fee %
lteme6O - AWMPO %
ltem61 - FNW GN\WA FGe %
Total Unknowns %
Total Unknowns % X Loan to Value Ratio = () %
Step1-A$ +BS$S = $__
Step 2 - D %xCs$ = $__
Step 3 - Total of Steps 1 and 2 $
Step 4 - D___ %x E %= ___________
Step 5 - 1.0 - Step 4
Step 3
Mortgage Amount = =%
Step 5
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EXHBIT 7
CRITERION 4, TRI AL Form HUD- 92264A Wth BSPRA
No. of OBRLU x$ ___ = __
No. of 1BRLU x$ ___ = ___
No. of 2BRLU x$ _ =% _
No. of 3BRLU __ x$ =% __
No. of 4+BRLU x$ ___ = __
Total Statutory Mrtgage Knowns $(A)
Val ue of Site Not Attributable to
Daelling Use $ X Loan to Value Ratio % = $(B)
I[ltem50 - Total For Al |nprovenents =% ____
ltem 54 - Taxes =% ______
Item 55 - |nsurance =%
ltem62 - Title & Recording =% ______
Item 64 - Legal =% __
Item 65 - Organization =$_
ltem 66 - Cost Certification Audit =% ___
Subt ot al Knowns = $
Subtotal x 1.1 (10% BSPRA Adj.) = $
Item 69 - Consultant Fee =% ____
I[tem 70 - Suppl emental Managenment Fund =% _
Item 70a - Movabl e Equi pnent =%
Iltem 71 - Contingency Reserve =$

Total Knowns Adjusted for BSPRA




Total Knowns $ X Loan to Value Ratio %= $(0

Cost Not Attributable to Dwelling Use O %
I[tem53 - Interest Rate Divided By 2 x Construction
Time in Months Divided by 12 %
Item56 - Mrtgage | nsurance Premum | %
Item57 - FHA ExamFee %
Item58 - FHA |nspection Fee %
Item59 - Financing Fee %
ltem60 - AWPO %
Iltem61 - FNMWGNWA FEGe %
Total Unknows %
Total Unknowns % x Loan to Value Ratio = (pp %
Step1-A$ +B$ = $___
Step2-D__ %xCcs$ = $__
Step 3 - Total of Steps 1 and 2 $
Step4-D__ %x E = _______
Step 5 - 1.0 - Step 4
Step 3
Mortgage Amount = =$
Step 5
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EXH BIT 8

SUPPLEMENT TO FORM HUD- 92264

Case No.

SECTI ON 221(d) (3) RENT FORMULA
SUPPLEMENT TO FORM HUD- 92264

(For 221(d)(3) Rental Projects)
Multiply the replacenent cost (fromline Gr4, Form HUD- 92264)

$ by the debt service rate (interest rate
plus initial curtail rate plus MP, if any)

% =3

Divide the result from"1" by %
(95% for nonprofit or 100%for limted distribution)

1
&

Add total anount project expenses (including nanagenent
expenses) $ to the result from"2" =3




4. Less annual effective gross comercial incone, if any.
(Annual gross commercial inconme $ X
occupancy expected % =3

5. Annual effective gross residential rents, parking and
| aundry =%

6. Annual gross income to residential units, parking and
laundry (divide line 5 by residential occupancy)

=3
7. Divide the result of line 6 by 12. The result equals
nmonthly income to residential units, parking and
| aundry =3
8. Subtract nmonthly parking and | aundry, if any =%
9. Rent fornula residential total rent per nmonth (enter
inline H1., Form HUD 92264) =%
NOTE: For all calculations (lines 1 through 9), answers
in dollars and cents are to be rounded upward to
the next higher whole dollar amount.
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EXH BIT 9
BASI C RENT FORMULA SUPPLEMENT TO FORM HUD- 92264
MAXI MUM ALLOMBLE GROSS RENTAL - MULTI FAM LY HOUSI NG
(For Sections 207, 213 Investor-Sponsor, 220, 221(d)(4) and 231 PM
PRQIECT NO
1. Total estinmated cost of property (from Form HUD-92264) ¢
2. Ratio of total cost to Dwelling Unit Cost _ %
3. Cost applicable to dwelling use (Line 1 divided by
Li ne 2) $
4. Cash working capital (___ % of nortgage ampunt) $
5. Total investment in dwelling units (Line 3 plus Line 4) $
6. Interest Rate %
Initial Curtail %
FHA-MP %
Oover-ride %
Tot al %on Line 5 - Alowable return

on | nvest nent



7. Total annual expense, taxes and reserves (fromPart E

of Form HUD-92264) ' _
8. Expense applicable to dwelling units (Line 7 divided

by Line2y %
9. Allowable gross inconme applicable to dwelling structures

and tenant parking, not including vacancy and coll ection

| osses, (Line 6 plus Lineg &
10. Cccupancy esti mte %
11. Maxi mum al | owabl e annual gross income applicable to

dwel Iing structures and tenant parking adjusted for

vacancy and col |l ection | osses, (Line 9 divided by

Line 200 % _
12. Maximum al | owabl e nonthly gross rental applicable to

dwel l'ing structures and tenant parking &
13. Monthly income fromtepant parking ¢
14. Maxi mum al |l owabl e nonthly rental for all famly units

(enter in Part H Item1 of Form HUD-92264). &
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EXH BIT 10

COOPERATI VE NET | NCOVE

1. Total Modnthly Rent Roll from Residential Units

2. Total Monthly Incone from

a. Commerci al

b. Parking

c. Laundry

d. Subtota

e. Line 2d x % of col |l ections

expect ed

3. Total Mnthly Incone Al Sources
(Line 1 plus Line 2e)

4. Annual | ncone From Al Sources
(Line 3 x 12 nont hs)

5. Annual Income After Provision for 3% Operating
Reserve and 2% Vacancy Reserve (Line 4 x .95)




6. Total Annual Expense, Replacenent Reserves,
and Taxes

7. Annual Net Inconme (Line 5 minus Line 6)*

*In remarks, enter "Annual Net |ncone for
Debt Service Criterion $
This anount will be used by the nortgage credit processor.
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EXH BIT 11
COOPERATI VE RENT FORMULA
1. Mortgage Anount
2. Miltiplied by DS Rate of
3. Annual Paynments to P, I, MP
4. Annual Paynents to Ground Lease
5. Total Paynents Divided by .95
6. Total Annual Expense,
Repl acenment Reserves & Taxes
7. Total Al owabl e Annual
Ef fective Gross Incone Before
Vacancy & Operating Reserves
(Sum of Lines 5 and 6)
8. Total Allowable Annual G oss

10.

I ncome (Line 6 Divided By .95
To Provide 3% Operati ng Reserve
and 2% Vacancy Reserve)

Total Monthly G oss |ncone
(Divided By 12 M.)

a. Monthly Conmercial |ncome

b. Parking Incone

c. Laundry Incone

d. Subt ot al

e. FEffective Goss |Income



From Comerci al Parki ng
And Laundry (Line 10d x
Per cent age Col | ected

11. Monthly Charge To Units
(Residential) (Line 9 mnus
Li ne 10e)
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EXH BIT 12
UNI TS | N NON- SECTI ON 8 PROJECTS
I NVOLVI NG TAX- EXEMPT FI NANCI NG
0-BR 1-BR 2-BR 3-BR 4-BR

1. Rent by Market Conparison

2. Personal Benefit Expense
(i f any)

3. Applicable Section 8
Eligibility Incone Linit

4. Estimated Maxi mum Affordabl e
Monthly Rent for Restricted 1/

Units (30 x Iine 3) - line 2
—

5. Monthly Rent Estimate for
Restricted Units (lesser of
line 1 and line 4) 2/

NOTES:

1/ \Where State or |local |aws, ordinances or regulations limt rent to an
anount |ower than this forrmula estimate, or the Sponsor's proposed
rent is less than this fornula estimate, enter the | ower anmount and
expl ai n bel ow.

2/ Enter in Section C of Form HUD 92264.
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