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CHAPTER 11. SALE OF LI M TED DI STRI BUTI ON MORTGAGE TO
NONPROFI T OR COOPERATI VE MORTGAGOR

GENERAL. The statute and the Project Mrtgage Regul ations pernmnit

a limted dividend sponsor/owner to prepay a Section 236 nortgage

wi t hout prior consent of the Commi ssioner, provided the project

is sold to a nonprofit or cooperative entity, and further provided
that the purchaser and the terns of the sale are approved by

HUD- FHA.

a. The Sale of a Finally Endorsed Section 236 Mrtgage nay be
consumat ed t hrough either of two nethods.

(1) A nonprofit or cooperative organization may assune the
liability of an existing nortgage and pay for the LD
mortgagor's equity out of its own resources. In this
case, the outstanding interest reduction contract would
not be di sturbed.

(2) 1In the nore usual case, the outstanding indebtedness
woul d be refinanced with a new nortgage. The anount of
such a new nortgage nmust not exceed the | esser of:

(a) An anount, the debt service of which can be net
fromproject income remaining after paynent of al
operating expenses, taxes, and required services,
provided the project is operated on a nonprofit
basis and the rental charges in effect at the tine
of the purchase are not raised, or

(b) Whichever is greater of the project's actual cost at
the tinme of conpletion (as deternined by HUD) or the
project's fair market value for residential purposes
as determned (by HUD) on the basis of operating the
project w thout the benefit of any interest reduction
paynments or rent suppl enent paynents and without the
controls by the Assistant Secretary-FHA Comi ssi oner
over the project inposed by the provisions of FHA
Regul ations for Project Mrtgage | nsurance, Chapter
I'l, Subchapter A, Part 236, Subpart A

b. The Term of the Refinanced Mortgage nmay exceed the renaining
termof the original nortgage on the project but in no event
may it exceed the remaining economic life of the project (as
determi ned by HUD).
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c. Section 236 Funding Authority contracted for under the term
of the original nortgage nmay be cancelled and reused for the
new nortgage. However, sone increase in contract authority
may be required fromfunds available in the field office to
cover the increased nortgage under a nonprofit form of
owner shi p.

CONDI TIONS. The sal e and conveyance of a property covered by an

i nsured nortgage necessitates a substitution of nortgagors.

HUD- FHA approval of the substitution is required in every case in
whi ch HUD- FHA exerci ses control over the nortgagor (as by a

Regul atory Agreenment). It is essential that a thorough analysis
be nmade of all facets of proposed transfer transactions, including
the status of the insured nortgage, the financial and physica
condition of the project, and the acceptability of the proposed
pur chaser.

a. The Policies and Procedures established in Reference (13) of
the Foreword with respect to substitution of nortgagor will
apply to sales of Section 236 projects, except as anended
her ei n.

b. Reprocessing. Wen a new nortgage would be involved, the
case nust be reprocessed to deternm ne the new nortgage and
subsi dy anpbunts. Reprocessing nust take into account the
adequacy of current operating expense ratios and any prior
or continuing tax abatenent.

c. Eligibility of Nonprofit Purchaser. A nonprofit corporation
whi ch proposes to purchase an insured Section 236 project is
subject to an exanination for eligibility as a nonprofit
housi ng sponsor (FHA Form 3433) in the sane nmanner as if it
wer e sponsoring new construction.

d. Eligibility of Cooperative Purchaser. A cooperative entity
whi ch proposes to purchase an existing Section 236 project is
subject to a 90% presal e requirenent. Approval of the
substitution of nortgagors is contingent upon fulfillnent of
this requirenent and the requirenent will not be waived or
reduced. Waivers will not be permtted because the tine period
whi ch can be antici pated between the approval of the
substitution and actual consummation of the sale of a project
ready for occupancy is much shorter than the period between
HUD- FHA prelim nary approval of proposed construction and fina
endor senent .
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e. Correction of Deficiencies. 1In addition to the interim
financial statement required of the seller, an audit of the
project (by the Ofice of Audit) and a physical inspection of
the project nust be nade prior to conveyance of the property.
Any financial deficiencies, objectionable financial policies,
managenment or operational discrepancies, or defects in the
physi cal condition of the property nmust be corrected before
the sale is consummated. Satisfactory evidence that the
corrections have been nmade nust be subnitted to the field
office and, if necessary, another audit and inspection wll
be made prior to approving the sale.

11-3. PRQIECTS I N DEFAULT. 1In the case of Section 236 projects in
default, whether or not a nodification agreenent is involved,
prelimnary approval of a sale will be w thheld pending satisfactory
arrangements for restoring the nortgage to a nondefault status.

Full reinstatement will be required prior to or sinultaneously
with conpletion of the sales transaction.
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