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APPENDI X B: SPECI AL PROCRAMS

B-1 203(K) REHABI LI TATI ON HOVE MORTGAGE | NSURANCE

The Section 203(k) programis HUD s prinmary program for
rehabilitating and repairing single-famly properties. A Section
203(k) nortgage provides financing for the acquisition and
rehabilitation construction of a property. The nortgage is
funded by a HUD approved | ender and insured by HUD FHA. A
Section 203(k) nortgage nmay be used to performthe foll ow ng:

0 Purchase a property and repair/renovate it.

0 Purchase a dwelling on another site, nmove it onto a new
foundation and repair/ renovate it.

0 Ref i nance exi sting indebtedness and repair/ renovate a
property.

0 Repair/renovate a presently owned property.

The foll owi ng table summarizes which properties are eligible
under Section 203(k).

Type of Property Eligibility
Condoni ni uns Yes 2
Mobi | e hones Yes
Cooper atives No
Non-resi dential being converted to
single famly (1-4 unit) Yes
Single fanmily (over 1 year old) Yes

A 203(k) nortgage may be originated on a "m xed use" residenti al
property provided that:

0 The percentage floor area used for commercial purposes
foll ows these standards:
- One story building 25%
- Two story building 49%
- Three story building 33%
o] The conmercial use will not affect the health and safety of

the occupants of the residential property

0 The rehabilitation funds will only be used for the
residential functions of the dwelling and areas used to
access the residential part of the property.

2 Condominiuns are eligible only if they neet the foll ow ng
requi renents:

- FHA/ VA approved

- Maxi mum | oan does not exceed 100%

- Inprovenents are only within the unit walls

- Condominiumis conplete with no ongoing or anticipated
addition of any units or common areas

- Unit owners have had control of the conmmon area for at |east
one year

- The condom ni um associ ati on has proof of hazard, liability



and fl ood i nsurance coverage

- Unit is owned fee sinple

- There are no restrictive covenants or provisions restricting
conveyance of the unit

- A mninmmof 90%of the units in the project have been sold
- 51 %or greater of the units in the project are owner

occupi ed

- No single entity owns nore than 10% of the units in a project
with nmore than 30 units.
- No single entity owns nore than 20% of the units in a project
with ess than 30 units.
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A ELI G BLE | MPROVEMENTS

(B-1)

A m ni mum of $5, 000 nust be used in part for renovation

and/ or repair of an existing property. Mnor or cosnetic
repairs or new fixtures al one, such as stoves and
refrigerators, are not acceptable. The repair or renovation
may i ncl ude:

(0]

(]

maki ng structural alterations such as repair or
repl acenent of structural danage, additions to
structure and finished attics and/or basements

elimnating health and safety hazards that woul d

violate HUD s M ni mum Property Standards

o]

installing wells and/or septic systens and

recondi ti oni ng pl unbi ng

(o]

(o]

maki ng changes for inproved functions and noderni zation

maki ng changes for aesthetic appeal and elimnating

obsol escence

(o]

o]

(0]

t hat

repairing or adding roofing, gutters and downspouts
maki ng energy conservation inprovements

| andscapi ng, grading, repairing patios and terraces
i mprove the property equal to the dollar anount

spent on the inprovenents

(0]

B

creating accessibility for the handi capped

I NELI G BLE | MPROVEMENTS

Any luxury item and/or inprovement that does not becone a
per manent part of the subject property is not eligible,

i ncl udi ng:

0 additions or alterations to support comercial use or
to equip or refurbish space for commrercial use

0 recreational or luxury inprovenents, such as sw nming
pool s, hot tubs, whirlpool baths and saunas

0 barbecue pits, bath houses, tennis courts, satellite
di shes or tree surgery



C BORROVER, PLAN REVI ENER AND APPRAI SER
The borrower nmust have the followi ng itens prepared before
an application, review or appraisal can occur

0 an existing plan of the structure

0 a proposed plan detailing where structural or planning
changes are contenpl ated

0 inspection reports froma qualified engineer or

i nspection service denoting the presence of rodents,
dry rot or termtes and eval uating the adequacy of the
exi sting structural, heating, plunbing, electrical and
roofing systens

o specifications of repairs

o for site inprovenents, a plot plan denoting the

| ocation of the structure, wal kways, drives and other
rel evant details

o0 description of materials (HUD Form 92005 or simlar

form
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203k Consultant: The borrower selects a HUD approved 203(k)
Consultant to do the foll ow ng:

0 visit the site
0 prepare work wite-up that specifies a description and
cost of each work item
0 review the architectural exhibits for conpliance with
HUD s M ni mum Property Standards
0 i nspect any of the property's health and safety itens

noted on the draw ngs

In conparing the cost estimates with others projects, the
consultant can use R S. Means & Conpany Repair and
Renodel i ng Cost Data Book or The Honme- Tech Renbdel i ng and
Renovation Cost Estimator. \Wen the consultant has revi ewed
the property and respective plans, an appraisal can be
requested. The lender will hire the sane or another 203(k)
Consultant to inspect the rehabilitation during construction
and sign off on all draw requests.

Apprai ser. The appraiser is required to performan "as-
repai red" appraisal and to report it on the URAR  Wen
performng an "as-repaired" appraisal, appraise the subject
property at its expected market val ue when the proposed
rehabilitation and/or inprovements are conplete.

Al so, a |lender may request an "as-is" appraisal to be
recorded on a separate URAR  Under an "as-is" appraisal
the subject property is appraised in its present condition
to establish the value before rehabilitation. Repair

requi rements or VC conditions are not included in the "as
i s" valuation

The appraiser nust visit the property, reviewthe



architectural exhibits showi ng the proposed work and revi ew
the proposal for standard valuation conditions that may have
been overl ooked. |If conditions exist that inpact the safety
and health of the occupants, discuss these itens with the

pl an reviewer to correct themin the architectural exhibits.

B-2 SECTI ON 255: HOVE EQUI TY CONVERSI ON MORTGAGES ( REVERSE
MORTGAGES)

A Reverse Mdrtgage allows a borrower aged 62 and older to
borrow agai nst the equity in a property that has limted
out standi ng debt. A subject property under this program
nust be a one- to four-unit dwelling in which the nortgagor
occupi es one of the units. The appraiser nmust performthe
appraisal with the same standards and forns expected in an
FHA single-famly appraisal. It may be a unit in an
approved condom nium or Planned Unit Devel opnent (PUD).
Manuf actured hones are eligible if the home conplies with
out st andi ng FHA gui dance. The sanme deficiencies and repair
items must be noted on the URAR forms. |n certain

i nstances, the borrower is not required to treat any
defective paint surfaces after closing for properties built
bef ore 1978.
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B-3 SECTI ON 223(E)

Section 223(e) is a nortgage insurance programfor properties

| ocated in ol der, declining urban areas. The program allows for
the acquisition, repair and/or renovation or construction of a
residential property. Under this program FHA waives the

requi renent that the subject property have a renaini ng econonic
life of at |least five years if the property is in a reasonably
vi abl e I ocation where there is a need for affordabl e housing.

Apprai sal: The property nust conply with HUD s M ni num Property
Requirenents of , and the appraisal nust denote any deficiencies
on the VC form \Wen conducting an apprai sal on a subject
property eligible for this program the appraiser nust determn ne
the remai ning econonic life by exanmining the pattern of recent
changes in the adjacent sites' land use strategies that would be
i ncompatible with single-famly use. |If the remaining econonic
life is less than five years, prepare a plan of the subject
property denoting the |and use patterns surrounding it.

The physical life of the property nust be sufficient to pernit a
| ong-term nortgage. Under this program the physical life of a
property can be substituted for the econonmic |ife because of the
speci al risk provisions that conpensates for the econonic factors
that adversely affect the property.

B-4 TITLE | PROPERTY | MPROVEMENT AND MANUFACTURED HOVE LOAN
PROGRAM

Title | is two-1oan prograns, one for property inprovenents and

one for the purchase of manufactured homes and/or |ots on which

the manuf actured hones are to be placed. No appraisal is needed

for a property inprovenent |oan; however, an appraisal of any



real property involved in a manufactured hone is required or for
any existing hone. This would be:

o a nmanufactured hone | ot | oan

o the lot portion of a conbination |loan for the purchase of a
| ot and manufactured hone

o a used manufactured hone

If a loan defaults, the | ender repossessing the manufactured hone
under the Uniform Comrercial Code or through judicial processes
nmust request an N. A D. A appraisal. Appraisals of repossessed
manuf act ured hones shoul d be nmade before renoval by the | ender

B-5 SOLAR ENERGY

To encourage the use of solar energy in honmes, HUD will insure a
nortgage up to 20 percent above the nmaxi mum al | owabl e i nsurabl e
amount in a geographical area if such increase is necessary to
account for the increased cost of the residence due to the
installation of a solar energy systemwhich nmay not exceed 20
percent of the value of the property.

An eligible solar energy systemis defined as any addition
alteration, or inmprovenment to an existing or new structure which
is designed to utilize wind or solar energy to reduce energy
requirements obtai ned fromother sources. Active, passive and
photovol tai ¢ solar energy systens are pernmitted in this program
provi ded they are acconpani ed by operational 100 percent back-up
conventi onal systens.
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The sol ar energy systemlis contribution to value will be limted
by its replacement cost or by its effect on the market price of
the dwelling. |In the event that narket data is not available to
i ndi cate the additional amobunt which would be paid for a property
containing a solar energy system the anount of increase would be
the |l esser of the actual cost of the solar systeminstalled in
the subject house or 20 percent of the market val ue of the
property. The difference in added value contributed by the sol ar
systemin conparison to the conventional system nust represent a
reasonabl e proportion of the total value of the property and may
never exceed 20 percent of the nmarket value of the property

wi t hout a solar energy system

A Apprai sal Procedure

The appraiser shall reflect in value the | ocal market
acceptance of sol ar heating equi prent. Solar collectors
nmust be | ocated where they will be free fromnatural or man
made obstructions to the sun

1. Sol ar Hot Water Systens

Acceptability. Wen such systens are proposed to be
installed, they nmust conply with the provisions of Use
of Materials Bulletin Nunber 100, Subject: HUD Buil di ng
Product Standards and Certification Programfor Sol ar
Wat er Heating Systens, issued August 15,1993. [Use of



Materials Bulletin are avail able for public inspection
during regul ar business hours in the Ofice of Consuner
and Regul atory Affairs, Departnent of Housing and Urban
Devel opment, Room 9156,451 7' h Street S.W, WAashi ngton
DC 20410. They will soon be avail able on the HUD Wb
Page.] When such a systemis already installed in an
exi sting hone, the apprai ser may request an inspection
by a qualified solar systeminspector/contractor for
reconmendations as to acceptability in operations,

mai nt enance and |ife expectancy.

2. Phot ovol taic Systens [In Preparation]

3. Limts to Val ue

The sol ar heating or hot water systenmis contribution to
value will be Iimted by its replacenent cost and by
its effect on the market price of the dwelling. In
estimati ng market val ue by conparing a subject property
that has a solar heating systemto a recently sold
conparabl e property with a fossil fuel systemonly,
increased the sale price of the conparable by the
anount typically paid in the market for the solar
heati ng system

4. Tenporary Procedure

Lack of Market Data. |In the event that narket data is
not available to indicate the additional anpunt which
woul d be paid for a property which does include sol ar
heating or hot water system then the anount of the
i ncrease shall be the difference in cost between all
heati ng equi pnent, including solar installed in the
subj ect house, less the cost of all heating equi pnent
installed in the conparable property w thout a solar
installation.
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However, in making this adjustnment based on differences
in cost, the appraiser shall consider the ratio between
the val ue added by a solar heating systemand the val ue
of the property with a conventional heating system
only, to ensure that the contribution of a solar
heating systemto the total value represents a
reasonabl e proportion of the total value of the

property.

5. Responsibility for Tenporary Limt

The HOC will consider the costs of acceptable solar
energy systens for honmes of several sizes, and wll
consider the market prices of typical hones of these
several sizes (wthout solar energy systens) in order
to set alimt on the ambunt which a sol ar energy
system can add to the estimated val ue of the subject
property. This limt shall be expressed as a
percent age of the market value of the subject property
(before consideration of the solar energy system and



this limt shall not exceed 20 percent of the market
val ue of the subject property (wi thout a solar energy

system.
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