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2-2.

CHAPTER 2. PROVI SI ONS

GENERAL. For the purpose of reducing rentals for |ower income
famlies in Section 236 projects, HUD is authorized to nake, and
to contract to make, periodic interest reduction paynments to

nort gagees on behal f of owners of rental housing projects neeting
the programrequirenents. The Secretary also includes in the
paynent to the nortgagee an anount which he deens appropriate

to reinburse the nortgagee for its expense in handling the

nort gage.

a. For Each Unit in Housing Projects approved for receiving the
benefits of this program a basic rent charge is established.
This basic rent charge is deternmined on the basis of paynent
of principal and interest due under a nortgage bearing
interest at the rate of one percent per annum

b. A Fornmula Rent Charge is al so established, calculated on the
basi s of paynent of principal, interest, and nortgage insurance
prem um (which the nortgagor is obligated to pay under the
mar ket rate nortgage covering the project). However, the
total formula rental charge nust not exceed the fair narket
rent estimated on a direct conparison basis.

c. For His Dnelling Unit, a tenant must pay the basic rental
charge or such greater anount, not exceeding the fair market
rental charge, as represents 25 percent of the tenant's
adj usted i ncone.

PROIECTS. The devel opnment of feasible Section 236 housing projects
i nvol ves nore than keeping within the cost linitations prescribed
for the program Consi derable thought nust go into the site

sel ection and project design in order to best serve the intended

| ow and moderate i ncome market.

a. The Sponsor's Architect and HUD Staff nust make every effort
to conbine nmaximumlivability with reasonabl e cost. Proper
techni ques and materials nust be used to reduce construction
costs and keep future operating costs to an acceptabl e m ni mum
The design should incorporate features that will prevent,
not lead to, premature obsol escence. Certain anenities, such
as nore than one bathroomfor |arger units, sw mm ng pool s,
di shwashers, carpeting and draperies, nmay be pernitted
provi ded that the market demands these anenities in unsubsidized
noderate i ncome residential apartment projects in the
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(2-2) area and further provided that the inclusion of such anmenities
wi Il not have a significant detrinmental effect on other design
el ements of the project (such as unreasonably reducing the
anmount of living or recreation space). Projects which are
intended to serve fanmilies with children should be designed
to neet their needs. Hi gh-rise construction should be avoided
in these cases. Attractive |andscaping and adequate recreation
space shoul d be provi ded whenever possible. These
features inprove livability and narketability.

b. The Possibility of Over-Concentration of Low Income Families
must be consi dered when | arge projects are proposed. For this
reason, sponsors shoul d be encouraged to devel op smaller
projects, and/or to choose sites for devel opnent which are
scattered throughout a community. Scattered devel opnent has
the dual effect of preventing over-concentration of |ower
incone famlies in one area of a comunity and providing
prospective residents with a freedom of novenent into a
different area in which they may prefer to Iive and which may
al so be located within nore reasonabl e di stances fromtheir
pl aces of enpl oynment.

* c. Maximum I nsurable Mortgage. Unit nortgage limts established
for both garden type and el evator type construction are
listed in Chapter 5, paragraph 5-6.c.

d. The Maxi mum Term of the insured nortgage is 40 years.

e. Projects Miust Include at least five units, which may consi st
of elevator, garden, row or single-famly type structures on
contiguous or non-contiguous sites, provided they constitute
a readily marketable real estate entity and are |ocated so as
to pernit reasonable, efficient nanagenment. They may be
desi gned for general use as rental projects for |ower incone
famlies or exclusively for occupancy by elderly or handi capped
persons (in which case they may include facilities for use by
the elderly or handicapped). See Chapter 9 of this Handbook
for further discussion of housing for the elderly, handi capped
and di spl aced.
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2-3. COWERCI AL SPACE. Any Section 236 project may include comrercia
area not exceeding 10 percent of all net rentable floor area
(both residential and commercial) except in urban renewal areas.
In urban renewal areas, the commercial facilities allowed are



2-4.

2-5.

those deened adequate and appropriate to serve the occupants and

t he surroundi ng nei ghborhood; provided that the project is

predom nately residential in nature; and further provided that

any conmmerci al space included in the nortgage (other than parking

or coin-operated laundry facilities) will produce income sufficient
to pay its proportionate share of expenses and a return on its

cost equal to the nmarket debt service rate of the insured nortgage
Consi deration shall be given to the possible effect of the project
and its facilities on other business enterprises in the comunity. *

ELI G BLE PROPCSALS. Only new construction or projects requiring
substantial rehabilitation are eligible to benefit from Section
236. Please refer to Chapter 7 of this Handbook for a di scussion
of the criteria for acceptance of rehabilitation proposals.

CONDOM NI UVS.

a. Although condom niums may not be insured as such under
Section 236, projects may be designed so that individual units
may | ater be rel eased fromthe bl anket nortgage, sold to
| ower incone, elderly or handi capped purchasers, and insured
under Section 235 or Section 234(c). Such projects nust neet
all the statutory and admi nistrative requirements for
participation in the Section 236 program and nust neet the
requirenents for conversion to condoni ni um ownership as stated
in Sections 234.26 and 235.20 of the Regulations. The price,
including closing costs, of a unit to be sold to a Section
235 nortgagor may not exceed the HUD val ue of the unit.

b. Section 236 nortgagors who intend to spin-off units to
i ndi vi dual (condom nium) ownership should plan for a period
of several years between final endorsenent and actual rel ease
of the units fromthe bl anket nortgage. This is preferable
for several reasons: (1) Section 236 is not intended to be
used to provide insured advances for single fam |y devel opnent;
(2) fees for multifamily projects are not appropriate for
single fam |y devel opnents; (3) from planning and production
points of view, it is not desirable to encunber substantial
anounts of both Section 236 and Section 235 contract authority
for the length of tinme it takes to construct a nultifamly
project; and (4) the spin-off provision is designed to help
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|l ower incone fanilies nove into decent rental housing at a

price they can afford and then, when they have accrued
sufficient capital and have becone acceptable credit risks,
progress to honmeownership (assisted or unassisted). |If there is
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a market conprised of families who can becone honeowners
i medi ately, prograns other than Section 236 should be used.

COOPERATI VES. Cooperatives are insurable under Section 236
For further information about the details of the sponsorship,
organi zati on and operati on of cooperative housing-projects,
pl ease refer to Reference (4) of the Foreword.

COLLEGE HOUSI NG The Section 236 programis not intended to
stimul ate the supply of housing for college students and such
intended use will lower an application's priority for the linited
funds avail abl e.

a. College Students who qualify as eligible tenants under
Section 236 may of course, apply for units in Section 236
proj ects; however, all such devel opnents are open to any
eligible tenant and may not be restricted to coll ege students.

b. Educational Institutions may w sh to consider subnmitting an
application to participate in the Coll ege Housi ng Program
which is designed to neet specific college housing needs.

Pl ease see Reference (5) of the Foreword.

SPACE FOR COMMUNI TY AND RELATED FACI LI TIES. Buildings for conmmunity
use as recreational facilities, rent-free day care centers
operated on a nonprofit basis, and other simlar facilities, may
be included in Section 236 nortgages. It nmay be desirable to
design conmunity facilities for possible future use by tenants of
nmore than one subsi dized project (not necessarily devel oped under
the same progran). However, due to the uncertainty of future

devel opnment, care nust be taken to include no nore actual space for
community facilities in one project than is feasible within

i ndi vidual project cost limtations. |[If community buildings are
eventually to serve nore than one project, with expansion to be
undertaken as other projects are devel oped, the basic facilities
shoul d be planned to be as convenient as possible to all the
projects. This situation is likely to occur in cooperative
projects (which are often devel oped in several phases). If one

of the first phases includes community facilities for all the
phases and the rest of the planned phases are not devel oped, the
financial position of the existing phases nmay be seriously

j eopardi zed. Thus, reliance should be placed on planned expansion
to the extent feasible.
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MORTGAGORS. Private non-profit corporations. limted distribution
entities and cooperative housing corporations are eligible

nort gagor - sponsors of Section 236 projects. The builder-seller
arrangenment for cooperatives is also permtted.



a. A Sponsor Group or Organi zation nust have notivation
reliability, substance, and the ability to conplete a project
and provi de conpetent, continuing managenent of the property.
The capability and resources of the sponsor nust be commensurate
with the size of its proposed project.

b. Wth Respect to Mdtivation, the sponsor nust have a proper
and clearly identified interest in providing housing for the
i ntended occupants in the proposed location. This requirenent
applies to all types of nortgagors.

c. Although There are No Precise Cuidelines to be used naking
these findings, personnel engaged in the prelimnary review
should be at all tines be aware of the requirenent that a
proposed nortgagor has (a) proper notivation and (b)
sufficient conpetence to conplete a successful project.

2-10. BORROW NG BY NONPROFI T MORTGAGORS. It is pernissible for
non-profit mortgagors to borrow funds required for project purposes,
subject to the follow ng conditions:

a. Nonprofit nortgagors may borrow funds fromthe contractor or
other entities which furnish supplies or services but only
for the cost of itens to be covered by the insured nortgage.
Any such | oans nust be paid in full at the tine nortgage
proceeds are advanced for the itemfor which the | oan was
made. I n insurance upon conpl etion cases, any such | oans
made must be paid in full at the time of endorsenment of the
note for insurance.

b. Nonprofit nortgagors may borrow funds required for any project
purpose fromthe sponsor or fromentities which are in no way
connected with the project. |If funds are to be borrowed for
proj ect purposes not to be included in the nortgage, the total
anmount of the debt nust be secured by a prom ssory note executed
by the nortgagor on FHA Form 1710. Upon receipt of this
Form the field office nust advise the nortgagor that the
maxi mum rental schedule will not be increased to allow for
repaynment of any such | oan.
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c. |If a nonprofit nortgagor receives gifts or donations fromthe
general contractor, a subcontractor, the architect or other
parties furnishing supplies or services, the anbunt of such
gifts or donations nust be deducted by the nortgagor in cost
certification.

2-11. ALLOMNCE FOR MAKI NG PRQIECTS OPERATI ONAL (AMPO). The wor ki ng
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capital deposit is not required for projects sponsored by
nonprofit organi zations. To provide capital required to nmake

the project operational, there shall be included in the estimted
repl acenent cost an allowance equal to two percent of the total
repl acenent cost figure. For a full discussion of AVMPO see

Ref erence (6) of the Foreword.

HOUSI NG CONSULTANTS. Nonprofit organi zations rmay be sincerely
interested in providing multifanily housing, yet |ack technica
staff and other facilities needed to develop a project. Therefore,
HUD rmay recogni ze in the nortgage conmtnent the expenses to

t hese organi zations of obtaining the services of housing
consultants. Consultants' efforts will be directed solely to
assisting the nonprofit sponsor. See Reference (6) of the Foreword.

ELI G BLE LENDERS OR MORTGAGEES. To be eligible to apply for and
receive commtnments for HUD-FHA-i nsured | oans under Section 236

a | ender nust be an HUD FHA- approved nortgagee and nust be willing
to receive nonthly interest reduction payments on behal f of the
proj ect nortgagors. HUD FHA nortgagee approval is not required

in the case of state or |ocal assisted projects not involving

HUD- FHA nortgage i nsurance. The |ender should al so be an approved
FNMA/ GNVA sel ler-servicer if the loan is to be sold to FNMA GNVA

FEES AND CHARGES
a. HUD FHA Fees are as foll ows:
(1) Application fee is $1.50 per $1,000 of nortgage anount.

(2) Commitnent fee is $3.00 per $1,000 of conmitnent anount
| ess application fee previously paid.

(3) Inspection fee is $5.00 per $1,000 of conmitnent anount.

(4) Mortgage Insurance Premiumis 1/2 of 1% of nortgage
anmount .

b. The Financing Fee is 2% conputed on the original principa
amount of the nortgage.
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c. FNMW GNVA Fee: Conmitnent, purchasing and marketing fee for
Section 236 is 1-1/2 percent of the nortgage anount. See
par agraph 1-3 b.

SPECI AL RI SK | NSURANCE FUND. d ains arising from nortgages
i nsured under Section 236 will be paid in cash in accordance with
Section 236.265 of the Project Mrtgage Regul ati ons, fromthe
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Speci al Ri sk Insurance Fund established under Section 238 (added
to the National Housing Act by Section 104 of the Housing and
Urban Devel opnent Act of 1969). Under certain circunstances, a
nmort gagee may be requested to assign its nortgage to HUD. In

any such instance the nortgagee will receive, as consideration
for the assignnment, the outstanding bal ance of principal plus any
accrued interest, without the customary deduction of 1 percent
(see Regul ations 236. 265(c)).

ANTI Cl PATED ADJUSTMENTS | N RENTS

a. Adjustnents prior to or at closing. Cccasionally, during
processing or closing, adjustnments nust be nade in the
anticipated rent schedule in order to provide for
unexpect ed changes in debt service or operating expenses
(including tax increases) which have occurred or will occur in
the near future. Although all nortgages which HUD insures
shoul d be self-supporting at the tine of closing and remain so
throughout the life of the nortgage, rent increases can nean
that the persons for whomthe project was originally intended
will be financially unable to pay the rents prescribed in a
new schedul e. Thus, an absence of housing for |ower incone
famlies will continue to exist and the good intentions of the
sponsors and | ocal governing bodies will be thwarted. In
addition, a project may have been built for which there nmay be
no market at all. Further, public relations problenms may be
antici pated when housing originally intended as part of a city
program for providing housing for |owincome famlies m sses
its mark.

b. Notification of Regional Adninistrator. The Area Ofice
Manager is to ensure that the Regional Administrator is
i nformed of any significant upward revisions of rent
proposed for any projects designed for | ow and noderate
i ncome occupancy, and the reasons therefore.
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ASSURANCE OF COVPLETI ON. HUD standardi zed requirenents to

assure conpl etion (see Reference (7) of the Foreword) are m ni num
requirenents Inposed primarily for HUD s own protection

Not hing in these instructions shall be construed as linmiting or
restricting the absolute right of the nortgagee or the owner

to inpose additional or stricter requirenents, but the HUD
requirenents will not vary. See HUD Regul ations Section 221.542

7179

Page 2-8



