4561. 1

CHAPTER 4. GENERAL UNDERWRI TI NG CONSI DERATI ONS FOR LENDERS

APPL| CATI ON STACGES. HUD does not prescribe particul ar processing
stages. The application and processing may be divided into three
stages simlar to HUD s (described in paragraphs A - E, below) or
you may use anot her system

The exhibits and infornmation for the firmconm tnent stage nust be
submtted and a firm comritment issued before initial endorsenent
(coi nsurance of advances) or start of construction (coinsurance on
completion). (See Chapter 5 for list of exhibits at each stage.
Appli cations nust be processed according to Chapters 6 - 11). The
HUD envi ronmental assessnent in paragraph 6-8 nust al ways be done
at the first subni ssion.

A. Site Appraisal and Market Analysis (SAMA) - new construction
proj ects

1) Determne nmarket need for the proposed project by type of
units, size, nunber of rooms, etc.

2) Estimate the obtainable rents and value of the site fully
i mproved.

B. Feasibility (substantial rehabilitation projects)

1) Do a basic underwiting analysis, which may include a credit
and financial analysis.

2) Establish economic feasibility, including type and extent of
required rehabilitation, estimated post-rehabilitation
repl acenent cost, and "as-is" value of the property, project
incone, etc. The analysis is generally conprehensive enough
to obviate the need for further |ender review before the
firmcomm tnent stage.

C. Conditional conmtnent
1) Analyze proposal and its econom cs including project
schematics and outline specifications devel oped by the
sponsor and its architect.

2) Examine credit and financial capacity of principals and
general contractor.

D. Firm comm tment

1) Review any updated information and final contract docunents
to see they agree with any findings made in earlier
processi ng stages and neet all standards and requirenents for
a firmcommitnent.
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4561. 1

(4-1) 2) Decide whether to issue a firmconmmitnment to coinsure
construction advances or to coinsure on conpletion. This is
sol el y your deci sion.

E. Conbined stages. You nmay accept a single conbined application
and process it directly to firmcomitnent. |[If, during
processing, you find the project is eligible but the nortgagor is
not or the material subnmitted is not enough to issue a firm
commi tnent, you may issue a SAMA or conditional comm tnent
stating your findings (e.g., the findings in paragraph A, if only
a SAMA can be issued - see paragraph 4-5 for partial return of
fees in this case).

NOTE: Commtnents and fees (see paragraph 4-5) are not transferable
bet ween the regul ar i nsurance and coi nsurance prograns or between
coi nsuring lenders and HUD field offices.
4-2. CHANGES | N PROPCSALS

A. Significant deviation. Wen a nortgagor's proposal changes at
any stage through firmcomm tment, you nmust determine if it is a
significant deviation fromthe original concept. |If so, you nay
reject the application. You nmay require a new application and
fee if the nortgagor wi shes to proceed again.

B. Allowable changes. It is not a significant deviation if the
change neets the sane program objectives. The itens bel ow may
be changed by the nortgagor or |ender in a counterproposal (see
paragraph D) and a new application or fee cannot be required (but
process changes to deternmine feasibility):

1) Rents*
2) Unit nunber*, mx, or size

3) Nunber of floors or buildings with the same buil ding type
(Part A of the Forms HUD- 92013 and HUD- 92264)

4) Deletion or substitution of simlar buildings in a
rehabilitation proposal if necessary for feasibility

5) Parking requirenents

6) G oss residential or comercial area*
7) Equi prment and services included in rent
8) Expenses

9) Taxes
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(4-2)

4- 3.

10) Repl acenent cost
11) WMarket price of site
12) Cash requirenents

Note: It is a significant deviation if rents, unit nunber
or gross project area change as described in paragraph C. 5.

C. Rejection. The changes bel ow are generally cause for rejection
of an application.

1) Substantial change in nortgagor (e.g., primary principals)
2) Location

3) Building type (fromlowto high rise or vice versa; from
wal k-up to townhouse, etc.)

4) Market to be served

5) Rents, unit nunber or gross project area changes great enough
to affect market potential require a new narket anal ysis.

D. Counterproposal by | ender

1) You may not suggest or require substantial changes that
deviate fromthe concept agreed to in a previous processing
stage except to ensure conformity with that concept.

2) You may counterpropose in witing the allowabl e changes in
paragraph B only if required for feasibility. The nortgagor
must agree in witing to a counterproposal before proceeding
further.

MAXI MUM MORTGAGE LIMTS. (See Chapters 9 and 10 for details on
nortgage anounts and cal cul ations.) Each coinsured nortgage will be
the | east of the foll ow ng:

A. Replacenent cost. Cannot exceed the applicable percentage of the
project's total replacenent cost as foll ows:

Section Mor t gagor Per cent age
221(d) (3) General (includes Profit-notivated) 90

and Limted Distribution
221(d) (3) Cooperative 98
221(d) (3) Al'l others (includes Nonprofit) 100

221(d) (4) Al'l Mortgagors 90
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(4-3) B.

NOTE:

4-4.

Statutory unit cost: Cannot exceed the sumof the project's
total calculated statutory cost limt (adjusted by any hi gh-cost
factor) plus the applicable percentage bel ow of structural and

| and costs not attributable to dwelling use:

Section Mor t gagor Per cent age
(1) 221(d)(3) General and Limited Distribution 90
(2) 221(d)(3) Cooperative 98
(3) 221(d)(3) Al others 100
(4) 221(d)(4) Al'l Mortgagors 90

The high-cost area factors for each market area and the statutory
cost limts are available fromthe HUD field office with
jurisdiction.

Debt service. Cannot exceed the ampbunt that can be anortized by
the applicabl e percentage of net incone set out bel ow

Section Mor t gagor Per cent age
(1) 221(d)(3) General and Limted Distribution 90
(2) 221(d)(3) Al'l others, including Cooperatives 95
(3) 221(d)(4) Al'l Mortgagors 90

OTHER BASI C REQUI REMENTS OF THE MORTGAGE

A

Maxi mumterm The | esser of:
1) 40 years fromdate of first paynent to principal, or

2) 75 percent of the lender's estimate of the project's
remai ni ng economc life.

Interest rate

1) The interest rate in a commtnent to coinsure must be agreed
on by the nortgagor and coinsuring | ender when the conmi tnent
i s issued.

2) It may be increased or decreased only after reprocessing and
i ssuing an anended commitnent.
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(4-4) 3) It may not be increased after initial endorsenent (insurance
of advances) or start of construction (insurance upon
compl etion), except that, where a nortgage increase is
requested, processed and approved, a higher (or lower) rate
may be applied to the anount of the increase only.

C. Requirenment for Level Annuity Monthly Payment (LAMP) plan. The
nmort gage nust be self-anortizing and provide for equal nmonthly
paynments of interest and principal due the first day of each
nont h under an anortization plan agreed to by the nortgagor and
| ender and acceptable to HUD.

4-5. FEES AND CHARGES. There are nmaxi mum fees and charges that the | ender
may collect in connection with the coinsurance program

A.  You may collect fromthe nortgagor an application fee and service
charge for processing an application, inspecting the project and
closing the nortgage. However, you may never charge nore than
the follow ng:

1) Application and processing fee - may not exceed $3. 00 per
$1, 000 of the anpunt of nortgage requested.

- You may collect this fee in stages comrensurate with
processing performed (e.g., $1.00 per $1,000 at each of
three stages, $1.50 per $1,000 at each of two stages, etc.
- see paragraph 4-1).

- You rust adjust the fee at final endorsement so that the
total anmpunt does not exceed $3.00 per $1,000 of the
finally endorsed nortgage.

- If a single application intended for a firm comm tnent
receives only a SAMA or conditional conmmitment, you nust
return sone of the fee because it took | ess processing

- i.e., if afirmcommtnment application was submtted, but
you can only issue a conditional commitnent, return $1.00
per $1, 000.

2) Service charge or financing fee - may not exceed $2.00 per
$100 of the anpunt of nortgage

- You may not collect this fee before initial endorsenment of
the nortgage. It is intended to reinburse you for costs
associated with initial and final closing of the project,
including | egal fees and admi nistering the construction
| oan.
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(4-5)

4-6.

3) Permanent placenent fee - may not exceed $1.50 per $100 of
nort gage anount .

- You may not collect this fee before initial endorsenment of
the nortgage

- If you collect this fee, it nust include all permanent
pl acement expenses except di scounts and bond fees.

- Where GNVA Mort gage Backed Securities are involved, you
may not assess an additional charge for the MBS application
fee or for the securities custodial or delivery fee.

4) Construction inspection fee - may not exceed $5.00 per $1, 000
of the nortgage anount, payable at initial endorsenent for
i nsurance of advances or before construction start for
i nsurance upon conpl eti on cases.

Di scounts. You may also elect to collect reasonabl e di scount
fees. Discounts nust be:

1) CQutside the nortgage computation
2) Disclosed at endorsemnent.

3) No greater than conparable fees in the Section 221 ful
i nsurance program

Additional lender's fee. Beginning on the anniversary of initia
endorsenment (12 nonths after the date of endorsenent for

coi nsurance on conpl etion), you may collect an additional fee of
.25 percent per year of the average outstandi ng bal ance of the
nor t gage.

1) This may not be collected unless it was included in the debt
service conputation on Form HUD- 92264- A processed before
commi t nent .

2) You may use this fee to offset the cost of any reinsurance
or retain it for your account.

MORTGAGE | NSURANCE PREM UMS. (Details are in Handbook 4561. 2.)

A

You nust collect fromthe nortgagor an annual nortgage insurance
premium (MP) and share it with HUD as described in paragraphs D
(i nsurance of advances) and E (insurance upon conpl etion), bel ow

Met hod and frequency of payment. Cash (by check to the Ofice of
Fi nance and Accounting) or debentures, continuing annually unti
the coi nsurance contract ends.
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(4-6) C. Adjustnents to required MP: None nay be nade for delinquent

4-7.

paynents or prepaynents on the nortgage except for the pro-rata
refund of MP permitted by 24 CFR 251. 804.

D. Insurance of advances

1) Collect the first year's MP (1 percent of the face anount of
the mortgage) fromthe nortgagor at initial endorsement. You
may include this amount in the replacenent cost conputation

a) For the first year's MP, .65 percent is payable to HUD
when HUD initially endorses the note for coinsurance.

b) Retain the remaining .35 percent.

2) After the first year and until the first paynent to
principal, MPis .5 percent annually. Collect 1/12 of the
M P nmonthly fromthe nortgagor, and pay the total collected
to HUD annual ly.

3) Beginning with the first paynent to principal, MPis .5
percent a year. Collect 1/12 of the MP nonthly fromthe
nmor t gagor and:

a) Pay .4 percent to HUD annually.
b) Retain the remaining .1 percent.

E. Insurance upon conpletion. There is no MP during construction
MP is .5 percent of the endorsed nortgage anount per year from
the date of endorsenent until the nortgage is paid or the
coi nsurance contract ends.

1) Collect the first year's .5 percent fromthe nortgagor at
endor sement and pay to HUD.

2) Beginning with the first paynent to principal, collect 1/12
of the .5 percent MP nonthly fromthe nortgagor and:

a) Pay .4 percent to HUD annually.

b) Retain the remaining .1 percent.
REI NSURANCE. The | ender may reinsure any part of the potential |o0ss
on an individual nortgage. However, the percentage of reinsurance
af fects the insurance benefits payable by HUD. (See Handbook 4561.1
for details.)

A.  Reinsurance up to 50 percent of risk:

- Lender is responsible for 5 percent deductible of outstanding
nor t gage

- Any remaining loss |Is shared 85 percent (HUD) and 15 percent
(1 ender).
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(4-7) B.

4-8.

Rei nsurance over 50 percent of risk

- Lender is responsible for 5 percent deductible of outstanding
nor t gage

- HUD pays only 85 percent of its normal 85 percent share, or
72.25 percent. Lender pays renaining 27.75 percent.

UNDERWRI TI NG CONSI DERATI ONS.  Thi s section highlights certain special
features of HUD-required nortgage underwiting. Details of
underwriting and | ender responsibilities are in Chapter 6.

I nstructions about each technical discipline are in Chapters 7
through 11.

A

Buil der's and Sponsor's Profit and R sk Al |l owance (BSPRA)

An ampount included in replacenent cost for profit notivated and
limted distribution nortgagors where an identity of interest
(See paragraph 4-9) exists between the nortgagor and genera
contractor. BSPRA is no nore than 10 percent of the total
estimated cost of: on-site land i nprovements; structures; genera
requi renents; general overhead expenses; architect's fees;
carrying and financing charges; and |egal, organizational and
audit expenses.

Sponsor's Profit and Ri sk All owance (SPRA). An anount i ncluded
in replacenent cost where no identity of interest (see paragraph
4-9) exists between the general contractor and nortgagor. SPRA
is no nore than 10 percent of the total estinated cost of:
architect's fee; carrying and financing charges; and | egal

organi zati onal and audit expenses.

Construction inspection. The |ender is responsible for

i nspections during construction or rehabilitation to eval uate
performance of contractor and architect and see that project is
constructed according to the approved draw ngs and specifications
and construction contract. During construction, the |ender nust
al so:

- Ensure conpliance with prevailing wage requirenments by
review ng payroll reports and interview ng enpl oyees.

- Determ ne construction progress on which to base insured
advances.

See Chapters 7, 12 and 13 for details.

Cost certification. Required by Section 227 of the Nationa
Housing Act and HUD regul ations for all rental housing projects.
Mortgagors, in all cases, and general contractors, when there is
a cost-plus construction contract, nust certify actual costs
before a project can be finally endorsed. (Procedures are in
Chapters 8, 10, and 13.)
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(4-8) E

Rate of return on investnment. Nonprofit nortgagors are not
entitled to distributions of project funds; the rate of return
for other nortgagors varies fromproject to project. Mortgagors
must conpute surplus cash and distributions using Appendi x 13 of
Handbook 4566. 2.

1) Limted-distribution nortgagors. Distributions nmay not
exceed the | esser of surplus cash or the distributions
avai l abl e as of the end of the previous fiscal period.

a) |If the project receives subsidy paynents from HUD,
distributions are cunulative and earned at the rate in
the regul ations and adninistrative procedures for that
subsi dy program

b) If the project does not receive subsidy paynents from
HUD, distributions are cumul ati ve and earned annual ly at
a rate prescribed by the | ender, consistent with State or
| ocal | aw.

2) Profit-notivated nortgagors. Al surplus cash generated
during the previous fiscal period nmay be distributed.

4-9. IDENTITY OF I NTEREST. An identity of interest exists if:

A

The nortgagor (or any general or limted partner, sharehol der
director, officer, enployee or authorized representative of the
nmort gagor) has a financial interest in or contractual arrangenent
with the contractor regarding the project, including site
procurenent, other than the construction contract or vice versa.

Any general or limted partner, sharehol der, director, officer
enpl oyee or authorized representative of the nortgagor is also a
general or limted partner, shareholder, director, officer

enpl oyee or authorized representative of the contractor or vice
ver sa.

The contractor advances funds for any obligation of the

nmort gagor, including site procurenent, or pays on behalf of the
nort gagor (or provides without cost) architectural or engineering
servi ces, except those permtted by the construction contract or
owner - archi tect agreenent.

The nortgagor (or any general. or linited partner, sharehol der
director, officer, enployee or authorized representative of the
nortgagor) can directly or through one or nore internediaries
control or influence the decisions or policies of the contractor
i ncludi ng apparent control or influence over the decisions or
policies, or vice versa

"Apparent control or influence" nmeans any relationship that
exi sts between the nortgagor and contractor (or any general or



limted partner, sharehol der, director, officer, enployee or
aut hori zed representative of the nortgagor and contractor) by
bl ood or marri age.
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(4-9) E.The nortgagor and contractor at any tinme enter into any
agreenent, contract or undertaking that changes or cancels any
obligation of the other party that is required by the docunents
executed at initial endorsenent.
Al'l questions on identities of interest or situations not covered
above nust be subnitted in witing to HUD Headquarters, Ofice of
Insured Multifam |y Devel opnent.
4-10. TRANSFER OF PARTI AL | NTEREST UNDER PARTI Cl PATI NG AGREEMENT.

A

A partial interest in a coinsured nortgage nmay be transferred
wi t hout HUD approval if:

1)

2)

3)

4)

It will be held by an approved coi nsuring | ender ("principa
| ender™).

The principal |ender retains at |least a 10 percent
beneficial interest in the coinsured nortgage until fina
endor sement (endorsement in coinsurance on conpletion cases)
and at | east 5 percent after that.

The participation or partial interest is issued to and held
by a:

a) Lender approved by the Commi ssioner

b) Pension or retirenent fund or a profitsharing plan
mai nt ai ned and admi ni stered by a corporation or
governnent or by a trustee or trustees which the
princi pal |ender determines has the authority to acquire
a partial interest in a coinsured nortgage under the
conditions of this section

The participati on agreement or arrangenent provides that the
principal lender will remain the | ender of record under the
contract of coinsurance and that HUD has no obligation to
recogni ze or do business with any other party except the

| ender of record.
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