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FOREWORD
Thi s Handbook contains processing instructions for the follow ng Sections:

Section 220(d)(3)(A) - A nortgage insurance programto finance
the rehabilitation of existing dwellings or the construction of



new dwel ling units in an urban renewal area. Dwellings of one to
el even livings units are eligible.

Section 220(h) - A nortgage insurance programto finance the
i nprovenent or rehabilitation of one to four fam ly dwellings
| ocated in urban renewal areas.

Legal Authority:

Section 220(d)(3)(A) - Section 220 of the National Housing Act
(Public Law 73-479) as added by the Housing Act of 1954 (Public
Law 83-560) and as anended.

Section 220(h) - Section 220(h) of the National Housing Act
(Public Law 73-479) as anended.

Ref er ences:

(1) 4460.1 - Architectural Analysis and Inspection for Project
Mort gage | nsurance, Section 207

- . . - Single Family Reports and Forns
(2) HPMC-FHA 4000.9 (4190.1)* Single Fam ly R dF
Cat al og

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

Cancel | ations: This Handbook cancels Volume VII, Book 1, Paragraphs
70772.1 thru 70772.7, Paragraphs 71434 thru 71434.12, Paragraph 71435,
Par agraphs 71978.1 thru 71978.4 and Paragraphs 71979.1 thru 71979. 7 of
t he FHA Manual .
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1-2.

1-3.

CHAPTER 1. ADM NI STRATI VE | NSTRUCTI ONS
PART 1. SECTI ON 220(d) (3) (A

PURPOSE. This program provi des nortgage i nsurance to assist in
the financing required for the rehabilitation of existing dwelling
units and the construction of new dwelling units in urban renewal
areas. |Its purpose is to elimnate sluns and prevent properties
fromdeteriorating.

ELI G BLE PROPERTIES. Dwellings insured under this program nust

be residential and for not nore than 11 families and be | ocated

in an area which has a | ocal workable program is part of a HUD
approved urban renewal plan, and has a concentrated program of
code enforcenent and nei ghborhood devel opment. Suppl emrental | oans
can be insured under this programto finance inprovenments on
eligible properties which will result in enhancing and preserving
sal eabl e hones. Generally nortgage terns are nore |iberal than
those under regul ar HUD- FHA nortgage insurance prograns.

ELI G BLE APPLI CANTS. Investors, builders, devel opers, and
i ndi vi dual homeowners may apply for nortgage insurance assi stance.
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CHAPTER 2. UNDERWRI TI NG | NSTRUCTI ONS

COST PROCESSI NG Proposed projects submtted under this Section
are processed and estimated in accordance with instructions
covering Section 203(b) home nortgage cases.

ARCHI TECTURAL PROCESSI NG The purpose of Rehabilitation and
Nei ghbor hood Conservation Housing Insurance is to aid in the
elimnation of slunms and blighted conditions and to prevent the
deterioration of residential property through new construction
and the rehabilitation of existing dwellings in U ban Renewa
Areas, in concentrated code enforcenment areas under Section 117
of the Housing Act of 1949, or in such other areas as may be
prescri bed by the HUD FHA Regul ati ons.

a. Processing: Applications subnitted under Section 220(d)(3)
(A) are processed in accordance with effective instructions
for Section 203(b) as nodified bel ow

b. Standards or Requirements
(1) New and Proposed Construction

(a) For properties having one or two living units,
architectural processing and application of mninum
requi renents shall be in accordance w th outstandi ng
instructions for properties subnitted under Section
203(b) .

(b) For properties having three or nore living units,
the M ninmum Property Standards for Multifamly
Housi ng are applicable as stated therein.

(2) Existing Structures to be Rehabilitated:

(a) The standards or requirements approved for the area
by HUD- FHA provi de the nini mum acceptable to
establishing standards are contained in reference (1)
of the Foreword.

(b) Existing properties which were constructed or
rehabi litated pursuant to the Urban Renewal Pl an,
accepted by HUD-FHA, may need no rehabilitation,
but all other existing properties shall involve
proposed rehabilitation of the structure.
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4245. 1

(c) Rehabilitation may involve little nore than
painting and linmted refurbishing to be acceptable
as neeting the standards and requirenents in effect,
and woul d suggest the mnimal type of rehabilitation.

1 This will usually occur in an existing property
which is sound in plan and construction, conforns
to standards and requirenents in effect for the
area, and which received continued or periodic
good mai nt enance and noderni zati on to minimze
obsol escence.

2 Oher properties which are deficient in these
respects and are obsolete, deteriorated or
otherw se blighted and | acki ng reasonably | ong
economic life will require a greater degree of
rehabilitation.

3 For all properties, except those whose exteriors
were recently cleaned, painted or otherw se
renewed, sone exterior cleaning or refinishing
shoul d be required which will contribute to the
general appearance of the nei ghborhood.

2-3. VALUATI ON PRCCESSI NG | NSTRUCTI ONS

a.

Apprai sal activities consist of both pre-application services
and processing services. Advisory services are furnished to
the Local Pl anning Authority and upon request, and preferably
as early in the initiation of the program as possible.

(1

(2)

The field office nmay be requested by the redevel opnent
agency of the city to collaborate in the site inspection
of the proposed area if Section 220 nortgage insurance
is contenpl at ed

In sone instances, the field office will be expected to
make appropriate recommendations to the assured that (1)
the limts of the proposed area are properly defined to
permit necessary assunption of nortgage risk under
Section 220, and (2) any necessary conditions to the
eligibility of the location are established. These wll
then be enbodied in a single statenent of all conditions
to the local public agency prior to approval of the
urban renewal area

12/ 72
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(2-3) b. Prelimnpnary Analysis. HUD FHA analysis during the devel opnent
of an urban renewal plan should cover; (1) suitability of
proposed urban renewal areas, (2) econonmic desirability or
proposed treatment (e.g., rehabilitated vs. clearance), (3)
adequacy of proposed nei ghborhood repl anni ng, (4) adequacy
of public inmprovenments, facilities, and services for the
project, (5) probability of adequate private investnment in
new construction and rehabilitation, (6) nmarketability of the
final accomopdati ons and acceptability for nortgage insurance.

c. The Workable Program The Workable Program subnmitted by the
governing body of the locality and approved by the Secretary,
is the conprehensive programfor the entire community and is
the basis for specific urban renewal or nei ghborhood plans.
Al menbers of the Valuation staff assigned to work in the
U ban Renewal Area nust be fully aware of the provisions of
t he approved Wrkabl e Program

d. The Urban Renewal Plan. The second step is the devel opnent
of the specific Urban Renewal Plan(s). This plan will be
devel oped by the | ocal governing body and will precisely
delineate a specific portion of the programmed rehabilitation
or renewal area. It will also outline in detail the
nei ghbor hood al terations and i nprovenents proposed by the
governi ng body of the locality.

(1) It is anticipated that the delineated area will be
ei ther:

(a) Large enough to constitute a nei ghborhood in
itself, or

(b) Contiguous with a nei ghborhood eligible for
i nsurance under Section 203(b) or 207, or

(c) So situated that the delineated area will reflect
the beneficial influence of proximty to an
abutting nmajor commercial district; public |ands,
parks, or civic centers; or a freeway or boul evard.
The del i neated area nmust not be subject to the
adverse effect of neighborhood substandard areas.

(2) The plan will state precisely the commtnents which the
community will make for the inprovenent of the
nei ghborhood. The itens to which the locality is committed
for conpletion will generally include:
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(2-3)

(a)

(b)

(¢)

Prot ecti on Agai nst | nharnoni ous Land Uses. Zoning
ordi nances, building codes and protective covenants
shoul d be such as to provide protection agai nst

i nhar moni ous or inproper uses and to insure continuing
residential utility of cleared, rehabilitated

or renewal areas. Such existing uses as are
non-conformng to the planned area and are seriously
detrimental to residential use will be abandoned or
suitably restricted or isolated. Buildings
condemed, or otherw se found unsuitable for
rehabilitation or renewal, will be razed. The

devel opment of areas thus vacated, or other vacant
areas, will be properly planned.

Physi cal and Social Attractiveness. This quality
is closely related to and affected by the degree of
protection agai nst inharnonious |and uses, and to
the commitnments in the plan regarding the renova
or mitigation of special hazards and nui sances.
Accept abl e street and nei ghborhood desi gn and

| andscapi ng of public areas are favorable factors.
Al conditions affecting the health and safety of
the occupants and their pleasure and pride in
residing in the nei ghborhood shoul d be consi dered,
and inproved, to the nmaxi num extent feasible.

Adequacy of Civic, Social and Commercial Centers.
Public school facilities should be adequate and
suitable as to conveni ence of |ocation, capacity,

and the physical structures to be used. Nei ghborhood
stores and nei ghborhood or central shopping

centers should be avail abl e and conveniently situated,
or their construction should be assured.

Desi gnation of new sites for conmercial devel opnent
may be desirable. Assurance should be had that
recreation facilities, playgrounds, theaters, etc.
will be available, preferably both indoor and
outdoor. These may include facilities in conjunction
with public schools. Churches may not be incl uded
inthe officially coomitted |ist of neighborhood

i mprovenents; however, they should be avail abl e.
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(2-3)

(d) Adequacy of Transportation. Necessary transportation
facilities sufficient for the replanned area should
be assured. These will include facilities for mass
transportation, integrated with hi ghway and
pedestrian access.

(e) Sufficiency of Uilities and Services. The streets
and other off-site utilities and services in the
area shoul d be redesi gned, as necessary, to assure
adequate arterial traffic routes, parking facilities,
and the necessary utilities and services.

(f) Level of Taxes and Special Assessnents. Assessed
val ues nmust be in proper and realistic relationship
to existing and prospective residential narket
val ues. The pyram di ng of assessed val ues by addi ng
to an existing exorbitant base an increase to cover
rehabilitation costs, repairs, etc., may result in
an assessnment in excess of that pertaining to other
residential areas. Assessed values of |and cleared
for reuse nmust bear a proper relationship to the
econom ¢ val ue of such |and.

Underwriting Reports, FHA Forms 2800-3 and 2017A. Reference
(2) of the Foreword where required, will be conpleted in
accordance with outstanding instructions, with the follow ng
exceptions: The analysis of location is acconplished in the
customary manner always assumi ng the conpl etion of those
betterments and i nprovenents to which the | ocal governing
body is committed. In this way, the subject |ocation can be
readily conpared with conpetitive |ocations. The application
of the analysis resenbles that used in subdivision analysis
in that the adequacy and acceptability of the various features
are nmade on the basis of existing suitable facilities and
anenities, plus those facilities assured of conpletion by the
communi ty.

Proposed Construction Cases. Since nortgage anmounts on
proposed construction cases are based upon the HUD FHA
Estimate of Replacenment Cost, it will be unnecessary to devel op
estimates of market price of the property or capitalized
incone. Al items on FHA Form 2800-3 will be conpl eted except
Box 35 "Capitalized Income.” Box 36 "Market Price" and Box

34 "Conparables.” In Box 6 "Value of Property" should be

mar ked t hrough and "Repl acenent Cost" entered on the first

line. dosing costs are added, as in all cases, to reach

the Total .
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(2-3) (1) Section 226 of the National Housing Act requires that
the purchaser of a property to be covered by nortgage
i nsurance by HUD FHA receive a statenent of "appraised
val ue" prior to purchase of the property.

(2) However, in proposed construction cases under Section
220, a statement setting forth the Assistant Secretary-FHA
Conmi ssioner's estimate of "Replacenent Cost" instead
of "Value" is issued to the purchasers of one and two
famly residences. Therefore, in such cases, it will not
be necessary to establish an estinmate of val ue.

g. Market Price of Site. Estimated Market Price of Equival ent
Site will be made in accordance with outstanding instructions
with the followi ng exceptions: Conparisons and resulting
mar ket price estimtes are made on the basis of the nost
profitable, or highest and best likely use of the site
permtted under the nei ghborhood Urban Renewal Plan and revised
zoni ng ordi nances. Were sites are |ocated in designated
urban renewal or redevel opnment areas and are cleared, (or wll
be cleared) with the aid of Federal subsidies and the cleared
sites are sold by the nunicipalities, the "Estinmated Market
Price of an Equivalent Site" in each case shall not exceed the
purchase price of the land as set forth in the | and purchase
contract.

(1) The conparative analysis, including any related studies
conducted by the application of |and residua
capitalization will require assunption that the commtnents
of the locality as to inprovenents, public facilities,
schools, etc., will be fulfilled.

(2) Existing conparable sites used as the basis for these
estimates will properly include sites outside the area
covered by the renewal plan which are simlar (but not
necessarily identical) and which have simlar actua
or potential utility. Thus a proposed site within the
area will be assumed to have the benefit of all
commitnments made by the comunity in the renewal plan.

(3) The site will be conpared with sites outside the area,
whi ch have simlar facilities, services, and amenities,
and which may be put to sinmilar uses.
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(2-3)

(4) The site will also have the benefits that accrue from
such commitnments nade with respect to other U ban Renewal
Plans within the competitive housing market area.

(5) Inusing sites within Urban Renewal areas as a basis for
conpari son, adjustnents may be necessary to reflect the
effect of the commitments on the conmunity, especially
in applying data pertaining to transactions prior to the
advent of publicizing of the Urban Renewal plan.

Exi sting Construction Cases. |n the case of existing
construction, the anount of the nortgage will be based upon
the sumof the estinmated cost of repair or rehabilitation and
the Estimate of Value of the Property before repair or
rehabilitation. Valuation concepts utilized in estinating
the val ue of existing properties before inprovenents or
rehabilitation are outlined in subsequent paragraphs.

(1) An applicant for a loan to purchase an existing hone is
not eligible for insurance under Section 220(d)(3) (A
unl ess sone repair or rehabilitation of the property is
involved in the transaction

(2) This requirenment is nmet even though repairs or
rehabilitation nay have occurred prior to the nortgagee
submitting an application for insurance, provided such
i mprovenents were conpleted in accordance with, and
subsequent to, the date of the Secretary's approval of an
Urban Renewal Pl an.

General Val uation Concepts. Valuation processing under
Section 220 differs basically from Section 203 in that

Val uation anal ysis nust give full consideration not only to
exi sting influences but to specific changes for inprovenents
and alteration of the nei ghborhoods to which the governing
body of the locality is committed. It is conmmon appraisa
practice to give effect to the probability of such changes
taking place and to anal yze the effect in terns of val ue.
Wiile it is realized that there may be sone | apse of tine

bet ween the pl anni ng stage and conpl eti on of conmi tnents nade
under the plan, the valuator is to assune conpletion in
accordance with the conmtnments made by the community and
thus is not required to base his concl usi ons upon conjecture.
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(1) There will be other unusual problens for consideration



(2)

(3)

(4)

In any area of blight, slumclearance, rehabilitation

or conservation, the potential demand for dwelling units
in the newy constructed nei ghborhood nust be studi ed.
The Workabl e Programwi Il have included an inventory of
housi ng resources and surveys of housi ng needs.

These reports, supplenented, if necessary, by narket
studi es made by the appraiser or by the Housing Market
Anal yst, should be used in estimting the demand, sale
and rental potential of specific properties.

The anal ysis of potential demand will consider that which
may be derived within the delineated area together with
that fromother, possibly conpetitive, neighborhoods.

Val ues for sale and for rental of the dwelling units in
the reconstructed area nust bear a proper relationship

to the financial abilities and denonstrated preferences
of the prospective consuners. These consuners nay be
present residents in the nei ghborhood, residents from

ot her nei ghborhoods who are expected to desire to own

or rent units here, or a conbination of both.

The extent, probable tine required to acconplish, and the
effect of citizen participation in the city-w de program
and nore specifically in the fulfillment of the Urban
Renewal Plan, will be inmportant in the val uation process.
As with evaluating any trend, both present acconplishnents
and future probabilities nust be taken into account, and
their effects translated into val ue.

A summation of the general valuation concepts discussed
herein can be nmade in the followi ng manner:

(a) Appraisals will assune the conpletion of the specific
nei ghbor hood i nprovenents to which the locality is
committed in the approved urban renewal or
redevel opnent plan. This includes not only the
i nprovenents to be paid for by local public agencies,
such as streets, utilities, parks, schools, |and
cl earance, etc., but also the inprovenents to
privatel y-owned real estate which will have to be nmade
as a result of the enforcenent of |ocal codes.

12/ 72 Page 2-8
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(2-3) (b) Appraisals will assunme the conpl etion of those

i nprovenents to which the locality is conmtted in
ot her urban renewal or redevel opment areas and wil |
consi der the influence which such inprovenents exert



on the subject area.

(c) Appraisals will assune the conpletion of those
provi sions of the Wrkable Program which the |oca
governi ng body has agreed to nake effective
concurrently with the subject urban renewal or
redevel opnent plan. Exanples of these additiona
provi sions woul d be general inprovenent prograns
for utilities and streets, etc.

(d) Appraisals will assune the conpletion of the above
conmi t ments when eval uati ng apprai sal factors such
as rental rates, occupancy ratios, economc life,
and capitalization rates. Al appraisal estimtes
will be nade on a conparison basis with simlar
properties in nei ghborhood which will be conpetitive
with the subject property and area after the urban
renewal or redevel opnent plan is conpleted.

Conparative Data. The use of narket prices for equival ent

and nearly equival ent properties in the nei ghborhood nust be
judicious. Adjustnents will be necessary in initial cases

to weigh the results of the comparison in the light of the
assured nei ghborhood renewal in prospect. As the renewal

pl an progresses, conparative data should also reflect the
beneficial influences and finally be usable w thout adjustnent
for this factor. Conparisons should not be confined to the
delineated area. Mdre accurate estimates of value may result
from conparison with residential property in other

nei ghbor hoods, which will be conpetitive when the inprovenents
conmmitted in the Urban Renewal Pl an have been conpl et ed.

(1) Conparable property need not be identical but should
compete for the same general segnent of the market.

(2) Thus, facilities and anenities offered in conpetitive
areas, simlar to those to be nade available in the
delineated area, will provide excellent bases for
estimating prices and val ue.
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k.

Val ue by Capitalization Before |Inprovenent and Rehabilitation
Rental estimates, rent nultipliers, and capitalization rates
shoul d reflect the effects of the U ban Renewal Plan in the
desi gnated ar ea. I ncome streams, operating and mai nt enance
expenses, vacancy and coll ection | osses, and taxes mnust be
estimated with due recognition to the U ban Renewal Pl an and



its effect upon each factor which enters into the appraisa

process.

Preparation of Underwiting Reports.
exi sting construction cases wl|l

the Estinmated Cost of Repair,
| npr ovenent,

Rehabilitation or |nprovenent.

preparation of two Underwiting Reports,
2800- 3 suppl emented by 2017A on renta

case. These fornms wll

Report)." Each will

The nortgage amount in
be based on the sum of (a)

Rehabi litation and/ or
plus (b) the Value of the Property Before Repair,

This will necessitate
FHA Form 2800-3 (or

i ncone cases) on each

be identified with bold lettering as
"Before Rehab (Prelimnary Report)" and "After

Rehab (Fina

be prepared as follows and after

compl eti on of processing stapled together

(1)

Bef ore Rehab (Prelimnary
the val ue of the property

rehabilitation or inprovenent.

devel oped in the usua
Aneni ty- 1 ncome or

Underwriting Report will
the Cost,
val ue,
i nsurance purposes shal

of Property Before Repair
is" value of the property
the subject property will
with |l ocal building codes
the lack or insufficiency
viol ati on of codes, often
the levels warranted if
"as is" value wll
froml egal

added and the Tot al

| ocal
reflect only the benefits which arise
use of the property in conpliance with codes

and zoning in the locality.
(as is) wll

Report). This formwll show
"as is" before any repairs,
The estimate will be

manner for Section 203(b)
Rent al - I nconme cases,
at this stage of processing wll

except closing costs
be onmitted. The

be entirely conpleted utilizing
Mar ket Data, and Capitalization approaches to
as they are applicable.

The total for nortgage

be anended to indicate "Val ue

or Rehabilitation." The "as
will be estinmated assuning

be brought into conpliance
and zoning. Uses, design, or
of equi prent, which are in
result in nmarket prices above
codes were enforced. The

No closing costs will be
be entered on the bottom

line of Box 36 in the sane anbunt as the "Val ue (Excl

C. Costs)."
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(2-3)

After

(2) Rehab (Fi na

as the sum of

Report).
estimate upon which the nortgage is based will
"as is" value plus cost of

On this formthe final
be entered
rehabilitation.

The cost estimate of proposed and required inprovenents

or alterations wll

Rehab. "

be prepared in Box 32 in which the
headi ng "Repl acenent Cost" is anended to read,

"Cost of



(a) The total cost of "Rehab" fromthe bottomline of
Box 32 will be entered in Box 36. In Box 38 the
Val uator will [list:

1 Estimated Cost of Repairs and/or
i nprovenents fromBox 32 . . . . . . . . . .$

2 Val ue Before Rehab. from Box 36 of
"Before Rehab (Prelim Report)" . . . . . . §

3 CdosingCosts . . . . . . . . . . ... ..%

4 Cost of Repair or Rehab. plus Val ue
bef ore Rehab. plus closing costs
(Total L +2+3) . . . . . . . . . .. ..%

(b) Monthly rental value, operating expenses, net incomne
estimates, estimated remaining econonmic life, and
the monthly estimate in Box 7, will be conpleted
(for use of the Mortgage Credit staff) reflecting
conditions that will exist after the proposed work
is conpl et ed.

(c) No other entries or estimates are required on the
"Final" Underwiting Report by the Valuator. No
entries are nmade in Box 6 except a notation, "Not
Applicable."” Boxes 8 through 10 are conpl eted by
the Authorized Agent using the valuation estinmates
in Box 36 to determine the conmitnent anount.

Bef ore i ssuance of the conditional conm tnent, the
val uation estimates on the "Final" Underwriting
Report are typed on Form FHA-2800-5 (both copi es)
in the space at the bottom of the page bel ow any
Speci fic Comm tnent Conditions that nay be entered,
as foll ows:
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HUD- FHA Esti nmat es

Cost of Repairs and/or |nprovenents.
Val ue before Rehabilitation
Cl osing Costs .

@ B B

Cost of Repair or Rehab, plus Value
of Property before Rehabilitation. . . . $



m Leaseholds. |In |easehold cases the value of the property
before repair or rehabilitation will be found in fee sinple
and the ground rent and the value of the | eased fee will be
recorded under "Remarks" in Box 38 as in other cases.

2-4. MORTGAGE CREDI T PROCESSI NG
a. Maxi mum | nsurabl e Mortgage.
(1) GQccupant Mortgagors.

(a) $60,000 on a one-famly dwelling; or
$65, 000 on a two-famly dwelling; or
$65, 000 on a three-famly dwelling; or
$75,000 on a four-famly dwelling; or
$82, 700 on a five-famly dwelling; or
$90, 400 on a six-fanmly dwelling; or
$98, 100 on a seven-fam ly dwelling; or
$105, 800 on an eight-fanily dwelling; or
$113,500 on a nine-famly dwelling; or
$121,200 on a ten-famly dwelling; or
$128,900 on an eleven-family dwelling; and

(b) If the application involves the proposed
construction of a new single famly dwelling and

i s approved for nortgage insurance prior to the
begi nni ng of construction:

2/ 78 Page 2-12
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(2-4) 1 97%of the first $25,000 of the estinated
repl acenent cost of the property, plus 95% of
such replacenent cost in excess of $25, 000.

2 |If the application involves a single-fanmily
dwel ling and is acconpanied by a certificate
i ssued by the Veterans Administration or the
Secretary of Defense



100% of the first $25,000 of the HUD FHA

repl acenent cost of the property, as of the date
the nmortgage is accepted for insurance, or the sum
of the HUD-FHA repl acenent cost if not in excess
of $25,000 and the itens of prepaid expense |ess
$200, whichever is the lesser, and 95% of the

HUD- FHA repl acement cost in excess of $25, 000.

(c) If the application involves a new dwelling under
construction and is approved for nortgage insurance
after the beginning of construction and prior to
the conpl etion of construction

90% of the first $25,000 of the estinate replacenent
cost of the property, and 95% i n excess of
$25, 000.

(d) If the application involves an existing dwelling
whi ch was approved for nortgage insurance prior to
t he begi nning of construction or has been conpl eted
nore than one year:

97% of the first $25,000 of the sumof (i) the

HUD- FHA estimate of the value of the property before
repairs or rehabilitation (if any, proposed or
required) and (ii) the estimated cost of the repairs
or rehabilitation, if any, (100% of the first
$25,000 of the sumof (i) and (ii)), or the sum of
(i) and (ii) not in excess of $25,000 and
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(2-4) prepai d expense, |ess $200; whichever is the
| esser, (if the applicant is an eligible veteran),
plus 95% of such sumin excess of $25, 000.

(e) If the application involves an existing dwelling
whi ch was not approved for nortgage insurance prior
to begi nning of construction and the construction
has been conpl eted | ess than one year

90% of the first $25,000 of the sumof the HUD FRA
estimate of value of the property before repairs

or rehabilitation (if any proposed or required) and
the estimated cost of repairs and rehabilitation

if any, plus 95%in excess of $25, 000.



(f) Wen the application involves the refinancing of
exi sting indebtedness, the sumof the estimted
cost of repairs and rehabilitation, and the anmount
required (including itens of prepaid expense) to
refinance the existing indebtedness secured by the
property plus any existing indebtedness incurred
in connection with inproving, repairing, or
rehabilitating the property.

NOTE: Based on | egal opinion, properties which are
bei ng purchased under long termcontracts
providing for installment payments over a
peri od of years can properly be refinanced
under this Section. The amount of the
out st andi ng obl i gation under such a contract
may be considered as an "existing indebtedness
secured by the property.” However, a contract
in existence for |less than approxi mately six
mont hs may be considered as interimfinancing
and the application processed as a "purchase
transaction.”

(2) Properties Held for Rental. Were the nortgagor is not
the occupant of the property, or a unit thereof, and
certifies to the Assistant Secretary for Housi ng- Federa
Housi ng Commi ssioner that he intends to hold
the property for rental purposes, the principal anmount
of nmortgage shall not exceed:
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(2-4) (a) 93% of the anpunt avail able to an owner-occupant
nmor t gagor conput ed under the provisions of
Par agraph 2-4a(1)(a) thru (e);

(b) The anmpunt avail able to an owner-occupant nortgagor
conput ed under the provisions of Paragraph 2-4a
(1) (f).
(3) Properties Held for Sale. |In case of a one- or

two-fanmly dwelling to be constructed, repaired, or

rehabi litated, where the applicant is not the occupant

of the property, or a unit thereof, and certifies to the
Assi stant Secretary for Housi ng- Federal Housing

Commi ssioner that he intends to hold the property for sale,
the principal anount of the nortgage shall not exceed:



(a) 85%of the anpunt available to an occupant nortgagor,
ot her than veteran, conputed under the provisions
of Paragraph 2-4a(1)(a) thru (e), or

(b) The anmpunt avail able to an owner-occupant nortgagor
conput ed under the provisions of Paragraph 2-4a

(D (f), or

(c) The ampunt conputed under the provisions of
Par agraph 2-4a(1)(a) thru (e), to other than a
veteran, provided the transaction is eligible under
the escrow comm tment procedure, and at |east 15%
of the original principal anount of the nortgage,
or such higher ampbunt as may be required to neet
the linmitations under (3) (b) above and the m ni num
cash investnent requirenments, is deposited in
escrow, trust or special account for credit on the
mortgage in the event the property is not sold to
an accept abl e owner-occupant nortgagor within 18
nmont hs.

Cash Investnent. |In any case the nortgagor's cash investnent
must equal the difference between the total cost of acquisition
and the anobunt of nortgage to be insured, but in no event |ess
than amounts indi cated bel ow

(1

If the dwelling is approved for nortgage insurance prior
to the begi nning of construction, or the construction of
the dwel ling has been conpl eted nore than one year prior
to the application for nortgage insurance:
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(2-4)

(2)

3% of the first $25,000 of the cost of acquisition, plus
5% of such acquisition cost in excess of $25,000 or in
case of a veteran:

$200 of the sumof (1) the total cost of acquisition
not in excess of $25,000 and (2) the itenms of prepaid
expense; and 5% of the total cost of acquisition
(exclusive of the itens of prepaid expense) in excess
of $25, 000.

If the dwelling was not approved for nortgage insurance
prior to the begi nning of construction and the construction
of the dwelling has been conpleted | ess than one

year prior to the date of the application for nortgage



i nsur ance:

10% of the first $25,000 of the cost of acquisition
and 5% in excess of $25, 000.

c. The Term of Mrtgage shall not exceed three-quarters of the
remai ning econonmc life of the building inprovenents, and 20
years with respect to firmconmtnents invol ving one- and
two-family dwellings to be constructed, repaired or
rehabilitated and held for sale, except under the Escrow
Conmi tment procedure the termnmay be 30 years.

2/ 78 Page 2-16

HUD- Vash., D. C.



4245.1

3-2.

3-3.

3-4.

3-5.

CHAPTER 3. ADM NI STRATI VE | NSTRUCTI ONS
PART 2. SECTI ON 220( h)

NATURE OF PROGRAM  Maj or hone inprovenents involving 1 to 11
fam |y properties in urban renewal areas may be financed by | oans
i nsured under this program including |loans to repair properties
in urban renewal areas damaged as a result of a disaster

AMOUNT OF LOAN. Loans in maxi mum anmounts up to $12, 000 per
famly unit can be insured.

| NTEREST AND MATURITY. Interest on the insured | oan nay not
exceed 7% (plus 1/ 2% nortgage insurance prem un) and the | oan may
be repaid over a termnot to exceed 20 years.

SECURI TY FOR LOAN. Security in the formof a recorded lien is
required but is not necessary that this take the formof a first
mortgage. Inferior liens are acceptable.

| NCORPORATI ON BY REFERENCE. I n general, regulations, instructions
and processing with respect to insured home inprovenent |oans
under Section 203(k) of the Act apply to hone i nprovenent | oans
under this program
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CHAPTER 4. UNDERWRI TI NG | NSTRUCTI ONS
COST PROCESSI NG,  Follow instructions applicable to Section 203(b).

ARCHI TECTURAL PROCESSI NG  Hone i nprovenent | oans are to provide
properties located in the area of an urban renewal project.
Properties may have one to eleven living units upon conpl etion.
Processi ng and application of standards shall conformto
instructions for Section 203(b) except as stated herein.

a. Character of Inprovenents. Loans shall be for work required
to bring properties into conformity with the rehabilitation
standards established for the urban renewal area. GCenerally
such loans will be for basic inprovenments to the real estate
to nake properties nore |ivable and adequate.

(1) Basic inprovenents include new work, structura
alterations and reconstruction, planning and changes for
i mproved functions and noderni zati on, and changes for
aest hetic appeal and elimnation of obsol escence. Basic
i mprovenents al so include reconditioning and repl acenent
in plunmbing, heating, air conditioning and el ectric work,
new roofing and sidewall work and trim flooring and
tiling, as well as major |andscape work and site
i mprovenent. \When such basic inprovenments are to be
effected, related fixtures such as cooki ng ranges,
refrigerators and other appurtenances as well as genera
pai nting and decorating are also eligible. Inprovenents
may be included if appropriate and acceptable in the area
as part of the real estate.

(2) Loans on structures |less than 10 years old nust be used
primarily for major structural inprovenents or to correct
defects which were not known at the time of conpletion
of the structure or which were caused by fire, flood,
wi ndstorm or other casualty. "Primarily for ngjor
structural inprovenents" neans structural inprovenents
nmust be first in inportance in the use of the |oan funds
and are major in effect on the structure. Wen najor
structural work or correction of defects is the primary
pur pose, other work as indicated in the paragraph above
may be incl uded.
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(4-2) (3) Loans may include or be solely for the purpose of paying
the cost of public inprovenents for which (assessnment or
otherw se) the borrower is legally liable. Public
i mprovenents may include sidewal ks, curbs, gutters,
street paving, street |lights, sewers, or other public
i mprovenents adjacent to or in the vicinity of property
of the borrower.

(4) This programis not designed to finance the acquisition
of individual equipnent itens although | oan proceeds nmay
be used to acquire certain itens of equi pnent determ ned
by the Assistant Secretary-FHA Conmi ssioner to be
necessary and incidental to the acconplishment of the
primary basic inprovenents, as stated above, and the
equi pnent itens are of a type acceptabl e under Section
203(b).

b. Loan proceeds may be used to construct Family Fall out
Shelters of a type that neet recomendations of the Ofice
of Civil Defense and the m nimum standards for fall out
shel ters.

c. Loan proceeds cannot be used for

(1) Itenms which, by established custom are supplied by the
occupant and are renoved by hi mwhen-vacating the
prem ses, such as phonograph, radio and tel evision sets,
movabl e furniture and rugs.

(2) Swinm ng pools, outdoor fireplaces, barbecue pits and
simlar inprovenents of a nonessential or |uxury
character.

Note: A sw mming pool and rel ated equi pnent may be
accepted in properties of five or nore living
units where essential for rentability and to
meet conpetitive conditions, provided the sw nmm ng
pool, related equipnent and installation are in
addition to eligible basic inprovenents.

(3) Addition or alterations to provide for conmercial use,
or to equip or refurbish space for such use

(4) Property which is not eligible under Section 220. For
exanple, a property subjected to periodic floods or
subsi dence woul d not be eligible even though the | oan
was to be used to correct damage fromthese causes.
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4- 3.

4- 4.

d. Exhibits shall be only those draw ngs and FHA Form 2005
needed to describe the work and to serve for contract
purposes. Public inprovenents nmay be described without
dr awi ngs.

e. Cost Estimation. No "Estinmate of Replacenent Cost of
| mprovenents" is prepared. However, in connection with every
application an estimate of the cost of the new work and
rehabilitation is required. This is based upon cost data
compiled by the field office for hone inprovenents and
rehabilitation work. Such data will reflect current costs
encountered in the locality for hone inprovenent and
rehabilitation work. The cost of any public inprovenents
for which the borrower is legally liable is included in an
anount not to exceed the dollar anount.

VALUATI ON PRCCESSI NG Fol | ow procedure outlined for processing
exi sting construction in Paragraph 2-3.h. above.

A lease for a termof 99 years, renewable, or having an expiration
date in excess of 10 years later than the maturity date of the
| oan i s acceptable.

MORTGAGE CREDI T PROCESSI NG

a. Omner Cccupant Borrower. \en the borrower is the owner and
occupant of the property the principal anount of the inprovenent
| oan shall not exceed:

(1) $12,000 per famly unit, or

NOTE: The Secretary may increase the foregoing
per-famly-unit dollar anmount limtation by not to
exceed 45 per centumin any geographi cal area where
he finds cost levels so require.

(2) $40, 000, or

(3) The Assistant Secretary-FRA Commi ssioner's estimate of
the cost of inprovenents, including |oan closing charges
as shown on the Underwiting Report, or

(4) The borrower's estimated cost of inprovenents including
| oan cl osi ng charges, but excluding the estimted val ue
of any | abor to be perforned by the borrower, or
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(4-4) (5) An anount which, when added to any outstandi ng i ndebt edness
related to the property creates a total indebtedness
not in excess of the |l esser of the foll ow ng:

(a) $45,000 for a one-famly residence;
$48, 750 for a two-fanmi |y residence;
$48, 750 for a three-famly residence;
$56, 000 for a four-famly residence;
$63, 700 for a five-fam |y residence;
$71, 400 for a six-famly residence;
$79, 100 for a seven-fanmily residence;
$86, 800 for an eight-fam |y residence;
$94,500 for a nine-famly residence;
$102,200 for a ten-fam ly residence;
$109,900 for an eleven-fam |y residence;

(b) 97%of the first $25,000 of the sum of:

1 The HUD-FHA estimate of value of the property
before repairs or rehabilitation, and

2 The estimated cost of repairs and rehabilitation
plus 90% of such sumin excess of $25, 000, but
not in excess of $35,000 plus 80% of such sumin
excess of $35, 000.

3 Less the value of the leased fee, if |easehold,
and the principal anpbunt of special assessnent,
i f any.

(6) Wthin the foregoing linmts; a |oan nade for the purpose
of financing any off-site inprovenents as defined in
HUD- FHA Regul ati ons, nay include an anount not to exceed
$12, 000 when added to any outstandi ng insured | oans
whi ch were nade for the sane purpose under this subsection
of the Act or subsection 203(Kk).
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NOTE: The Secretary nmmy increase the foregoing dollar
anmount limtation by not to exceed 45 per centum
i n any geographical area where he finds cost
| evel s so require.

Non- Cccupant Borrower - Rental Properties. (Borrowers holding
properties for sale are not eligible). Wen the borrower is
not the occupant of the property or a unit thereof the
limtations under paragraph 4-4.a., will apply except that:

An amount, which when added to any outstandi ng i ndebt edness
related to the property creates a total indebtedness not in
excess of 93% of the |lower of the anbunts conputed under

par agraph 4-4.a.(5)(a) and (b), less the value of the |eased
fee, if |easehold, and the principal amount of specia
assessnents, if any, applies.

The Term of the Inprovenent Loan may not exceed 20 years or
three-quarters of the Assistant Secretary-FRA Conmi ssioner's
estimate of the remaining economic life of the structure,

whi chever is the |esser

The Existence of Qutstanding Obligations related to the
property being inproved does not in itself make the

i mprovenent | oan ineligible for insurance. Except for specia
assessnents, the proceeds of the inprovenent |oan shall not
be used to refinance the outstanding obligations including
Title | Loans. However, there may not be any outstanding
obligations incurred in connection with the proposed

i mprovenents except the inprovenent |oan to be insured.

In Determning the Ratio of Loan to Value, the principa
anount of the outstanding i ndebtedness related to the property
pl us the subject inprovenment | oan will be used as the | oan
anount, and the sumof the "as is" value of the property and
the cost of repairs and rehabilitation will be used in lieu

of value. The nonthly paynent and/or ratio of debt service
to net incone, will include nonthly paynments for principal
interest and nortgage insurance premum This assumes a
single nortgage equal to the total principal amunt of the

out st andi ng i ndebt edness related to the property (reduced to
the nearest $50 nultiple) including the subject inprovenent
loan. It will also include nonthly paynments for ground rents,
if |leasehold, and any special assessnents which will remain

a lien against the property.
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(4-4) f. Cost Certification. Wen the structure or structures
contains five or nore famly units, certification of actua
cost of the inprovenents upon conpletion is required. The
princi pal amount of the | oan when endorsed for insurance
shal | not exceed the approved certified cost of the
i mprovenents. The reconmendation for issuance of conmitment in
all cases involving five or nore units shall be conditioned upon
cost certification in accordance with the Regul ati ons and
appl i cable Administrative directives.
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