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4550.4
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SUBJECT: Supplementary Loan - Cooperative Housing
1. This Circular Transmits the Following:

HUD Handbook 4550.4, Supplementary Loan - Cooperative Housing.

2. Purpose:
This Handbook provides information and sets forth requirements and
procedures regarding HUD"s supplementary loan program for housing
cooperatives.
3. Applicability:
This Handbook contains rules, regulations and policy matters in
effect as of January 31, 1973.
4_. Cancellations:
The following issuances are cancelled by 4550.1, 4550.2, 4550.3,
4550.4, 4550.5 and 4550.6:
FHA Manual - Volume VI, Book 2,
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Paragraphs 72456 thru 72456-19
Paragraphs 72514.2 thru 72514.3
Paragraphs 72627 thru 72627.2
Paragraphs 72628 thru 72628.2
Paragraph 72632
Paragraphs 72717 thru 72717.1
Paragraphs 72718 thru 72718.3
Paragraphs 72724 thru 72724.2
4550.4
4. Cancellations: (Continued)



Paragraphs 72933 thru 72933.1
Paragraphs 72934 thru 72937
Paragraphs 72938 thru 72942.
Paragraphs 72943 thru 72945
Paragraphs 72946 thru 72946.
Paragraphs 72961 thru 72961.
Paragraphs 72963 thru 72963.
Paragraphs 73050 thru 73059.
Paragraphs 73060 thru 73069.
Paragraphs 73080 thru 73087.
Paragraphs 73087.30 thru 73087.36

N

NS~ O O1Oo O

Circular HPMC-FHA 4200.11 - Mortgage Insurance on Cooperative
Mobile Home Parks
Dated January 4, 1971

4/73

HUD-Wash., D.C.

4550.4

COOPERATIVE HOUSING

SUPPLEMENTARY LOAN

APRIL 1973
PROGRAM PARTICIPANTS AND HUD STAFF
A HUD HANDBOOK
HOUSING PRODUCTION AND MORTGAGE CREDIT-FEDERAL HOUSING ADMINISTRATION
U. S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

WASHINGTON, D. C. 20410






4550.4

Paragraph

|
POOO~NOORAWNER

1
o

RS R R R S

|
e el
WN R

1-14.
1-15.

1-16.
1-17.

TABLE OF CONTENTS

CHAPTER 1. ADMINISTRATION

Introduction

Application for Mortgage Insurance
Eligibility

Nature of Improvements

Prevailing Wage Requirements

Cost Certification

Financing

Closing Requirements

FNMA Eligibility

Loan Security

Consent by Holders of Prior Liens
Architectural Exhibits

Relationships of Supplementary Cooperative Loan

To Withdrawals From Replacement Reserve
Approval of Cooperative Membership
Supplementary Loans to Finance Resales of
Memberships

Commitment Forms

Page

RPRRPRRRPRRRERRRRER

|
AR WWWNNNE

e
oo

e
(eole)]

Mortgage (or Deed of Trust) Covering Supplementary

Cooperative Loans

CHAPTER 2. SUPPLEMENTARY LOANS - VALUATION

INSTRUCTIONS

2-1. Purposes and Kinds of Supplementary Loans 2-1
2-2. Requirements and Processing 2-1
2-3. Loans to Finance Repairs 2-1
2-4. Funds to Finance Cooperative Purchase and
Resale of Memberships 2-2
2-5. Loans for Value of Improvements or Additional
Community Facilities 2-2
2-6. Improvement Loans, Valuation Processing 2-2
i 4/73
HUD-Wash., D. C.
4550. 4
Paragraph Page

CHAPTER 3. MORTGAGE CREDIT REQUIREMENTS

FOR

SECTION 213(j) SUPPLEMENTARY LOANS



3-1. General Requirements 3-1
3-2. Maximum Insurable Loan 3-1
3-3 Amortization of Loan 3-2
3-4. Determination of Maximum Insurable Loan 3-3

FORMS APPENDIX 1V - SUPPLEMENTARY COOPERATIVE LOANS

APPENDI X FORM NUMBER TITLE
4-1. FHA-3201-A Application for Insurance
4-2. FHA-3206-A Commitment for Insurance of Advances
4-3. FHA-3209-A Commitment to Insure Upon Completion
* FHA-3212 Mortgagor~s Certificate
* FHA-3213 Off-Site Bond
* FHA-3220 Mortgagee®s Certificate
4-4. FHA-3257-C FHA Required Closing Instruments

*Copy of form included in forms appendix Reference (2) of
the Foreword.

4/73 ii

HUD-Wash., D. C.

4550.4

FOREWORD

This fourth handbook of the cooperative housing series provides
information and sets forth requirements and procedures regarding HUD"s
supplementary loan program for housing cooperatives.

Chapter 1 explains the benefits iIn this program and sets forth
administrative procedures relating to the insuring of the loans. Chapters
2, 3, and 4 address themselves to the necessary underwriting requirements
and procedures.

An Appendix of forms pertinent to this program and a numerical reference

to applicable HUD-FHA Regulations are included for ready reference and

convenience.

Legal Authority:

Supplementary Loans
Subpart A - 213.1 (@), (b)), (), (D, (M, (n); 213.2 through 213.4;

213.6(d); 213.7(1), (m); 213.8; 213.9(a); 213.10;
213.18(a), (b)-(1), and (c); 213.27(e); 213.28(a) thru
(F); 213.31(Ch); 213.39.

Subpart B - 213.251 through. 253(d); 213.254(d); 213.255(d); 213.256(d);



213.257(b); 213.258(a) (b); 213.259; 213.265(a); 213.266;
213.266(a); 213.267 through. 270 and 207 except as provided
in 213.251(c) and (d).-

References:
(1) 4470.1 - Mortgage Credit Analysis for Project Mortgage Insurance
(2) 4550.2 - Pre-Sale-Management Type Cooperative Handbook. (For

additional instruction on the determination of the
maximum insurable loan, see Chapter 11.)
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Cancellations: Handbooks numbered 4550.1, 4550.2, 4550.3, 4550.4,
4550.5 and 4550.6 cancel the following portions of Volume VI, Book 2,
of the FHA Manual:

Appendices 1V-1, 2, 3, 4, 5, 6, 7
Paragraph 63402.17-a(l)

Paragraph 63511-(exceptions)
Paragraph 63608.6-Note

Paragraph 63608.6k

Paragraph 63608.6-o0-Note
Paragraph 63608.6-p-Note
Paragraphs 63616 thru 63616.6

The following FHA Manual, Volume VI1, Book 2 references are cancelled:
Paragraph 72435.2 and Table 1, Paragraphs 72456 thru 72456.19 Paragraphs
72514.2 and. 3, Paragraphs 72627 thru 72627.2, 72628 thru 72628.2,
72632, 72717 thru 72717.1, 72718 thru 72718.3, 72724 thru 72724.2,

72933 thru 72933.1, 72934 thru 72937, 72943 thru 72945, 72946 thru
72946.5, 72961 thru 72961.6, 72963 thru 72963.5, 73050 thru 73059.8,
73060 thru 73069.4, 73080 thru 73087.7, and 73087.30 thru 73087.36.

Circular HPMC-FHA 4200.11 - Mortgage Insurance on Cooperative
Mobile Home Parks
Dated January 4, 1971

Copies of this handbook should be made available to interested parties.
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CHAPTER 1. ADMINISTRATION

INTRODUCTION. A cooperative insured under Section 213 may
obtain an insured supplementary loan to finance improvements or
repairs on the property covered by the mortgage or to acquire
community facilities. The supplementary loan procedure is
limited to management type cooperatives, the maturity cannot
exceed the remaining term of the mortgage (except as indicated
below), and the loan amount when added to the balance due on the
mortgage cannot exceed the original principal amount of the
mortgage, unless improvements or additional community facilities
are involved, In which case see Section 213.7(1)(1) of the
Regulations. This legislation differs somewhat from the home
improvement loans under Section 220 in that the loan will
normally be made in connection with a project already covered by
an insured mortgage loan and will thus be simpler insofar as
eligibility and loan security questions are concerned and will
in some respects resemble an "open end" loan. Properly
implemented it will be advantageous to HUD-FHA as well as the
occupants by enabling the mortgage security to be repaired and
improved when deemed necessary or advisable by HUD-FHA.

a. The 1964 Amendment to Section 213(J)(1) of the National
Housing Act extended insurance for supplementary
cooperative loans to include a loan made for the purpose of
financing cooperative purchases and resales of memberships
which involve increases in equity; but, in such resales the
cash down payments by the new members must not be less than
those made on the original sales of such memberships. To be
eligible for a loan to finance the purchase and sale of a
cooperative membership, at least three years must have elapsed
since the final endorsement of original mortgage and the latest
insured supplemental cooperative loan for this purpose.

b. The Housing and Urban Development Act of 1968 further amended
Section 213(jJ) by authorizing HUD-FHA insurance of supplementary
loans to housing cooperatives which purchased housing
from the Federal Government under uninsured mortgages which
represented a part of the purchase price of the housing.

Such loans are subject to the usual Section 213(j) supplementary
loan limitations, except that the maximum maturity

may be up to 10 years beyond the remaining term of the

uninsured mortgage where the loan is for major rehabilitation

or modernization and the mortgage is more than 20 years old.
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1-2.

1-3.

1-4.

APPLICATION FOR MORTGAGE INSURANCE. 1In applying for a
Supplementary Cooperative Loan, Application for Mortgage Insurance,
FHA Form 3201-A is used.

ELIGIBILITY.

a. Eligible Loans. It is to be noted that loans of this nature
may only be made to management type cooperatives whose
property is covered by project loans previously insured
under Section 213. In the case of Supplementary Cooperative
Loans, the loan amount when added to the balance due on the
mortgage at the date the commitment is issued should not
exceed the original principal amount of the mortgage.

b. Eligible Projects. The original legislation limited eligible
borrowers to Management Type Cooperatives insured under
Section 207 prior to the Housing Act of 1950. A 1968
amendment to Section 213(j) of the National Housing Act now
authorizes the Secretary to insure supplementary loans for
cooperative projects purchased from the Federal Government
which are covered by an uninsured mortgage. Under this
provision, in cases where major rehabilitation is involved,
and the original uninsured mortgage was executed more than
20 years prior to the iInsurance commitment, the refinancing
mortgage may have a maturity date up to 10 years in excess
of the original uninsured mortgage.

(1) Unlike the improvement program under Section 220(h) of
the Act, the property need not be located in an Urban
Renewal area to be eligible.

(2) In determining whether a proposal is feasible, the
Field Office should consider, in addition to the
desirability of the improvements, the increase which
will be required in the monthly carrying charges of
the cooperative members. The Field Office must be
satisfied that the project will still be attractive
from a market standpoint after taking into account
the increased carrying charges which will be required.

NATURE OF IMPROVEMENTS. To be eligible, the loan must be for
the purpose of financing improvements or repairs to the property
covered by the insured mortgage or for the construction

or acquisition of appropriate community facilities whether or
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1-5.

1-6.

1-7.

not located on the property included in the previously insured
project mortgage. Generally such loans will be for basic
improvements to the real estate to make properties more livable
and adequate. Basic improvements include new work, structural
alterations and reconstruction, planning, and changes for
improved functions and modernization. Basic improvements also
include changes for aesthetic appeal and elimination of
obsolescence, reconditioning and replacement in plumbing, heating,
air conditioning and electric work as well as new roofing and
sidewall work and trim, flooring and tiling, and major landscape
work and site improvement. When such basic Improvements are to
be effected, related fixtures such as cooking ranges and
refrigerators and appurtenances as well as general painting and
decorating are also eligible. Circumstances will vary from
project to project and therefore it is not possible to specify
all items which would or would not be eligible. In situations
where the proposed improvement does not come within the foregoing
definition but the Field Office Director is of the opinion that
a supplementary loan would be sound and desirable, he should
forward his recommendation on the subject to the Director of the
Office of Unsubsidized Insured Housing Programs.

PREVAILING WAGE REQUIREMENTS. Prevailing wage requirements are
applicable to the work to be performed and the commitments
require the submission of the appropriate forms on this subject.
Obviously, however, when the loan is for the purpose of
purchasing an already completed community facility, there will be
no prevailing wage requirements to be met.

COST CERTIFICATION. It has been administratively determined

that the loan may not exceed the actual cost of the improvements,
repairs or community facilities, as approved by HUD-FHA. Thus,
the loan will be reduced prior to final endorsement by the amount
of any excess over such actual cost. While the Section 227 cost
certification procedures are not statutorily applicable,
outstanding cost certification forms will with appropriate
adaptations be followed.

FINANCING. The lender may make a charge of an amount not to
exceed one and one-half percent (1-1/2%) of the original
principal amount of the supplementary loan for services rendered
in the origination and closing of the loan. Although the
regulations state, "Any additional charges shall be subject to
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1-8.

1-9.

1-11.

1-12.

prior approval of the Secretary," it has been determined that
as a matter of policy no additional charges will be allowed.

CLOSING REQUIREMENTS. The closing check list applicable is
FHA Form No. 3257-C.

FNMA ELIGIBILITY. The FNMA Seller®s Guide indicates that under
appropriate circumstances, a supplementary loan under Section
213 is eligible for FNMA purchase.

LOAN SECURITY. Security on these loans will normally be a
recorded lien against the property on a form prescribed by
HUD-FHA and consistent with the laws of the State in which the
property is located. Any proposal not meeting this requirement
must be forwarded to the Office of the Director of Unsubsidized
Insured Housing Programs accompanied by the recommendation of
the Field Office Director with identification of the reasons
why a recorded lien is not possible under the circumstances.
Evidence that title to the property is vested in the borrower
as of the date of endorsement will be required. The Regional
Attorney should satisfy himself that the transaction does not
adversely affect the title insurance coverage applicable to the
previously insured Section 213 project loan.

CONSENT BY HOLDERS OF PRIOR LIENS. In view of the fact that most
outstanding mortgages contain a covenant against the creation of
liens and alterations or modifications to the property, it is
essential that the borrower obtain the consent of the holders

of prior liens. A signed copy of the letter(s) from the
paramount lien holder(s) stating that there are no objections to
the proposed improvements or the loan transaction should accompany
the application for the insured loan. This clearance may

save the borrower unnecessary expense and later difficulties.
However, if the outstanding mortgage contains the provisions

for supplementary loans, such mortgagee consent will not be
required.

ARCHITECTURAL EXHIBITS. The use of the words *"Drawings™ and
"Specifications”™ in the commitment and other administrative
forms does not mean that drawings and specifications prepared
by a qualified architect are an absolute requirement. Although
this may be desirable where the rehabilitation of a project
includes major structural changes, plans and specifications
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prepared by other than a professional architect may be accepted
if they are adequate to the extent that they completely describe



the work to be performed and related conditions. In those
instances where rehabilitation is limited to relatively minor
modifications, such as: moving partitions; cutting openings in
existing walls; changes in utilities; installation of new
plumbing fixtures; resurfacing of floors; patching of plastered
surfaces; rebuilding of stairways; etc., sketches, line drawings,
and/or narrative outlines of the work may be considered adequate
if they provide ready identification of the work to be performed.
"Drawings' and "'Specifications' described above as adequate for
HUD-FHA processing, will be considered as adequate exhibits to
the Mortgagor®s Certificate, the Building and Loan Agreement,

and the contract documents.

1-13. RELATIONSHIPS OF SUPPLEMENTARY COOPERATIVE LOAN TO WITHDRAWALS
FROM REPLACEMENT RESERVE. The Replacement Reserve is intended
to be available to defray, at least in part, the timely replacement
of worn and obsolete structural components and mechanical
equipment included in the breakdown of the Reserve. In
arriving at the replacement schedule HUD-FHA makes an estimate
of useful life for each component on the basis of experience
tables and technical information available to it.

a. It is obviously impossible to forecast the life of every
item with absolute accuracy. Conditions of usage, changes
in the character of services, evolutions of custom, etc.,
are unpredictable factors which cause results to vary.
Estimates of this character are further affected by changing
economic conditions which are reflected in material and
labor costs.

b. The Reserve is regarded as an entire fund and HUD-FHA is
guided by the test of reasonableness in arriving at a
judgement to measure releases of monies from the reserve
sSo as to be acting in the best interest of the cooperative
and the Commissioner as insurer of the mortgage. By formal
agreement between HUD-FHA and the mortgagor the breakdown of
Reserve for Replacements can be revised whenever operating
experience indicates the need for revision.

c. Recognizing that from time to time large scale replacements
may become necessary or desirable as a result of unforeseen
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circumstances (for example, replacement of plumbing because
increased use has rendered original specifications inadequate
or water chemicals have caused unusually rapid deterioration;
rewiring because original wiring specified has become



obsolete by virtue of increased appliance usage including

air conditioning; and so forth). HUD-FHA has been reasonably
liberal in permitting the cooperative to borrow monies from
its accrued reserve on the basis of a reasonable program of
repayment.

d. In many cases the objectives of a supplementary loan may be
achieved by permitting a cooperative to, in effect, borrow
its own money by obtaining release of a portion of its
reserves on a repayment basis.

(1) Since in some cases this represents the most economical
method of making needed replacements or capital
improvements without endangering the economic stability of
the cooperative serious consideration will be given to such
requests.

(2) At the same time, however, the maintenance of an
adequate replacement reserve must be recognized as
extremely important to both the cooperative and the
Commissioner as insurer of the loan.

(3) All of these factors must be weighed by the Field
Office and prior to approving any unusual withdrawals
from the replacement reserve.

1-14. APPROVAL OF COOPERATIVE MEMBERSHIP. The application should be
accompanied by evidence that the members have voted in favor of
the improvement proposal in sufficient number to comply with
legal requirements and indeed the proposal should be of such
desirability and soundness as to have obtained the support of
an overwhelming majority of the membership.

1-15. SUPPLEMENTARY LOANS TO FINANCE RESALES OF MEMBERSHIPS. The
Housing Act of 1964 provides for supplementary loans for
financing cooperative purchases and resales of memberships which
involve increases in equity. A cooperative is eligible for
such a supplementary loan where the Field Office is satisfied
that the following requirements (in addition to the usual
conditions applicable to supplementary loans) are complied with:
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(1-15) a. The cooperative has developed a sound plan and has retained
competent bonded personnel to administer the revolving fund;

b. The cooperative will require new members to make down
payments in amounts not less than the amounts made on the



original sales of such memberships;

The cooperative will invest any unused portion of such
loan in obligations issued, or guaranteed as to principal
by the United States Government and will make withdrawals
therefrom only for the purpose of financing purchases and
resales of memberships;

The cooperative will require the borrowing member to repay
his loan in monthly installments to principal large enough
to enable the cooperative to meet its payments on its
supplemental loan. The interest rate charged the borrowing
member should be a rate in excess of the cooperative~s

rate of interest on the supplementary loan so that repayment
of the loan is on a sound basis, but, the borrower®s rate
shall not exceed the legal interest rate in the state;

The cooperative will add installment repayments to the
invested funds referred to in (c) hereof, so as to create
a revolving fund;

In processing an application for membership the cooperative
will take into account the applicant®s financial ability to
repay the loan while at the same time making his usual
monthly carrying charge payments;

A supplementary loan of this nature will be approved for
individual projects at intervals not oftener than once
in every three years;

No member remaining In occupancy is to be permitted to
recoup his equity, as it is intended that the funds will be
used only to finance the repurchases and resales of the
units;

Commitment Form 3209-B is to be used. Among other conditions,
this will require a Regulatory Agreement to be executed by
the cooperative obligating it to comply with the conditions
of the loan.
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1-16. COMMITMENT FORMS.

a.

Where insurance of advances is desired, the correct form

is Commitment for Insurance of Advances of Supplementary
Cooperative Loan, Section 213, FHA Form 3206-A. Where the

loan is to be insured only after completion of the improvements,



the appropriate form is Commitment to Insure Supplementary
Loan upon Completion, Section 213, FHA Form 3209-A.

(The commitment form to be used in connection with
supplementary loans for financing repurchases and resales of
memberships is specified in the preceding subsection.)

Where the requested loan amount is comparatively small, the
latter form of commitment may serve the purpose, but there

is no arbitrary dollar limitation applicable in this regard.
This is to be distinguished from the $40,000 limitation

which has been established in the improvement loans insured
under Section 220(h) to distinguish home and project
transactions. Since a cooperative is a non-profit entity and
normally does not have unobligated funds or credit at its
disposal, it will probably find it necessary in most instances
to pursue the insurance of advances route and therefore

no arbitrary dollar limitation has been established.

1-17. MORTGAGE (OR DEED OF TRUST) COVERING SUPPLEMENTARY COOPERATIVE
LOANS. Until such time as standardized forms have been issued,
it will be necessary to obtain administrative and legal
clearance from Washington as to the form to be employed in a
particular jurisdiction.
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CHAPTER 2. SUPPLEMENTARY LOANS - VALUATION INSTRUCTIONS

PURPOSES AND KINDS OF SUPPLEMENTARY LOANS. Pursuant to Section
213(jJ) of the National Housing Act, as amended, supplementary
loans for terms of 10, 15, 20, 25, 30, 35 or 40 years (generally
not to exceed the remaining term of the original insured mortgage)
may be insured for management type cooperatives, for the purpose
of financing any of the following:

a. Cost of repairs.

b. Funds to finance the cooperative purchase and resale of
memberships.

c. Value of improvements or additional community facilities.

REQUIREMENTS AND PROCESSING. Since requirements and processing
methods differ for each kind of supplementary loan, the three
kinds are processed iIn three different ways. These different
procedures are discussed in the following paragraphs.

LOANS TO FINANCE REPAIRS. In loans to finance repairs, the
mortgage will be the lesser of: (&) an amount which, when
added to the total unpaid balance of all insured mortgages and
other loans on the property, creates a total indebtedness equal
to the original principal obligation on the insured mortgage;
or (b) the HUD-FHA estimate of the cost of repairs including
financing charges; or (¢) the actual cost of repairs, including
financing charges approved by the Commissioner under cost
certification procedures. Valuation processing is as follows:

a. The cost estimate for the repairs prepared by the Cost
Analyst will be reviewed and appropriate carrying charges,
inspection fee and financing expenses for the work to be
done will be added. Title, recording expense and organization
expense may not be involved; legal expense should be
minimal .

b. The total of the above items is the HUD-FHA estimate of
cost of repairs. The amounts may be presented to the
Assistant Director Technical Services/Chief Underwriter
(ADTS/CU) by memorandum signed by Cost Analyst and
appraiser, or iIn the replacement cost portion of FHA Form
2264 .
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2-4.

2-5.

2-6.

FUNDS TO FINANCE COOPERATIVE PURCHASE AND RESALE OF MEMBERSHIPS.
Supplementary loans may be insured to finance the cooperative
purchase and resale of memberships in an amount which when

added to the outstanding balance of the previous mortgage and
other loans, does not exceed 97% of the current appraised value
of the project for continued use as a cooperative. Valuation
processing will be in accordance with instructions for management
type cooperatives, existing construction. Loans for this

purpose must be processed separately from improvement loans.

LOANS FOR VALUE OF IMPROVEMENTS OR ADDITIONAL COMMUNITY FACILITIES.
For such loans, an increase in the total indebtedness

by an amount which does not exceed 97% of the value of improvements
or additional facilities is permitted. The outstanding
indebtedness thereby created may exceed the original principal
obligation of the mortgage iIf it does not exceed the present
project living unit statutory limits.

Eligible improvements may include any appropriate program of
rehabilitation or modernization voted by the cooperators and
found to be within the ability of the cooperative to assume
the added debt service.

IMPROVEMENT LOANS, VALUATION PROCESSING. Upon request for an
examination of the feasibility of the proposed improvements, the
appraiser will process in the following steps, using FHA Form
2264-B.:

a. A List of the Proposed Improvements will be obtained and
reviewed and the Cost Analyst will enter the cost of the
improvements in the space for estimated replacement cost
(Section H). To the cost estimate for new improvements the
appraiser will add appropriate carrying charges, inspection
fee and financing expenses for the work to be done. Title,
recording expense and organization expense may not be
involved; legal expense should ordinarily be minimal.
Neither marketing, land value nor "as is"™ value is included.
Item 80 is amended to read: "Total Estimated Cost of
Improvements $

4/73
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(2-6)

b. Current Unit Charges and Annual Budgets for recent years
are reviewed and with this information the remaining portions
of FHA Form 2264-B (except Sections L and M) are completed



to reflect conditions after completion of the improvements
and facilities and to show:

(1) New unit charges which will be made by the cooperative,
reflecting any changes in debt service, replacement
reserves, other common expenses, and operating reserve.
The replacement reserve account shall be increased by
an annual amount equal to the cost of improvements
multiplied by .005.

(2) The estimated new monthly personal benefit expense of
the cooperative members.

c. The Total Cost to the Cooperators of both living unit
charges and personal benefit expense will be compared with
total cost of receiving the same benefits in competitive
housing, both on a cooperative basis and on a rental basis.
Reproduced copies of sheets from the data bank will be
included in the file with items circled in red which indicate
costs of receiving similar benefits in competitive
housing.

d. The Value to be Found is the worth of the proposes improvements
to the cooperative. The appraiser makes the comparisons
described in (c) above, employing the Substitution Theory.
IT the total expense of all charges to the cooperative
members, after improvements, is no greater than the total
cost of enjoying similar benefits in competitive housing,
either cooperative or rental housing, then the value of the
improvements will equal the cost of the improvements. The
value will not exceed the cost because the substitution
theory uses cost as an upper limit of value. If the total
expense to the cooperative members, after improvements, is
greater than the expense of similar benefits in competitive
housing, then the value of the improvements will be less
than cost.

e. In the Blank Space Below Item H-80, the following will be
typed:

"For Supplementary Loan Purposes, the value of
the proposed improvements is $ "
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(2-6) f. Where the Value of the Proposed Improvements is Less Than
Cost, the cooperative is not warranted in making the



improvements and feasibility is not justified.
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CHAPTER 3. MORTGAGE CREDIT REQUIREMENTS FOR
SECTION 213(j) SUPPLEMENTARY LOANS

3-1. GENERAL REQUIREMENTS.

a. Pursuant to Section 213(j) of the National Housing Act, as
amended, supplementary cooperative loans may be insured
with respect to:

(1) A property covered by a mortgage insured under Section
213;

(2) Any cooperative housing project covered by a mortgage
insured under Section 207 that is in effect prior to
the enactment of the Housing Act of 1950;

(3) A property purchased from the Federal Government covered
by an uninsured mortgage representing a part of the
purchase price.

b. These supplemental loans may be made for the purpose of
financing any of the following:

(1) Improvements or repairs of the property covered by such
mortgage;

(2) Community facilities necessary to serve the occupants
of the property; or

(3) Cooperative purchases and resales of memberships in
order to provide necessary refinancing for resales of
memberships which involve increases in equity.

c. The loan is restricted to Management Type Cooperatives and
must be secured by a recorded lien against the mortgaged
property. To be eligible for a loan to finance the purchase
and sale of cooperative membership, at least three years
must have elapsed since the final endorsement of original
mortgage and the latest insured supplemental cooperative
loan for this purpose.

3-2. MAXIMUM INSURABLE LOAN. The insurable loan amount shall be in
multiples of $100 and shall not exceed the lowest of the following
applicable limitations.
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a. |If the Item is to Finance Improvements or Additional Community
Facilities; the lesser of:

(1) An amount which, when added to the outstanding balance
of the insured mortgage and other loans does not exceed
the limits set forth under new construction; or

(2) 97% of the HUD-FHA estimated value of such improvements
and/or additional community facilities; or

(3) 100% of the actual cost of the Improvements and/or
additional community facilities including financing
and carrying charges, as approved by the Assistant
Secretary-FHA Commissioner and prescribed under the
cost certification procedure for Section 213.

b. If the Loan is to Finance Repairs; the lesser of:

(1) An amount which, when added to the total unpaid balance
of all mortgages and loans insured by the Assistant
Secretary-FHA Commissioner on the property, creates
a total outstanding indebtedness equal to the original
principal obligations of the mortgage; or

(2) The HUD-FHA estimate of the cost of the repairs, including
financing charges; or

(3) The actual cost of the repairs, including financing
charges as approved by the Assistant Secretary-FHA
Commissioner and prescribed under cost certification
procedure for Section 213.

c. |If the Loan is to Finance Cooperative Purchases and Resales of
Memberships; the lesser of:

(1) An amount determined as under paragraph 3-2.a. above, or

(2) An amount which, when added to the outstanding balance
of the insured mortgage and loans does not exceed 97%
of the appraised value of the project for continued
use as a cooperative.

3-3. AMORTIZATION OF LOAN. The loan must be amortized in accordance
with the amortization plan of the original insured mortgage,
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(i.e., level annuity or accelerated principal declining annuity).
The maturity shall be either 10, 15, 20, 25, 30, 35, or 40

years not to exceed the remaining term of the original insured
mortgage. However, in the case of a project mortgage covered

by an uninsured mortgage dated more than 20 years prior to

date of the commitment to insure a supplementary loan, the
supplementary loan may have a maturity date up to ten years

in excess of the remaining term of the uninsured mortgage, if

such loan is made to finance major rehabilitation or modernization.

DETERMINATION OF MAXIMUM INSURABLE LOAN. The determination of
the maximum insurable loan will be made on FHA Form 2264-SL
(Format only) in accordance with the instructions in Reference

(1) of the Foreword. |If the applications involve a supplementary
cooperative loan for the purpose of financing or purchases

and resales of cooperative memberships, mortgage credit processing
is not required beyond the determination of the amount of
insurable loan. When improvements, repairs, or community
facilities are involved, mortgage credit processing shall be

in accordance with Reference (2) of the Foreword for financial
requirements for closing, assurance of completion, insurance

of advances if applicable, construction changes and cost
certification. A determination of the individual member-s

ability to pay will not be required. This is based on the

premise that generally the increase in monthly charge will be
nominal, that individual members have been previously approved and
accepted, that they are meeting their monthly payments and a
comparatively small increase would be inconsequential. Further,
it must be assumed they as a group are requesting the increase
after taking into consideration the increased charges that will be
imposed on them individually.
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FORMS APPENDIX 1V

The following model forms are applicable to the Section
213(J) supplementary cooperative loans program.

All forms are subject to revision from time to time and
care should be taken to check for the most recent revision
before they are used.
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