4561. 1

18- 1.

18- 2.

18- 3.

CHAPTER 18 I NSTRUCTI ONS FOR PROCESSI NG A MULTI FAM LY | NSURED
PROQIECT W TH GRANTS/ LOAN.

GENERAL. These instructions apply to:

A. Gants invol ving Federal funds.

B. Loans to principals of the nortgagor entity involving Federa
funds.

C. Loans to the nortgagor entity froma Federal, state or
| ocal governnent agency or instrunentality.

APPLI CATI ON FOR MORTGAGE | NSURANCE. At the conmmitnent processing
stage, the applicant:

A. ldentifies the use of grant/loan funds on Form HUD 92013,
Application for Project Mrtgage |nsurance.

B. Subnits either:

1) A "letter of intent"” signed by an authorized agent of
the government agency or instrunmentality show ng:

a) Anount of the grant/loan funds.
b) Intended use of the grant/l|oan funds.

c) Oiginal source of grant nonies, if not subnmitted
presune Federal funds are invol ved.

2) An application for the grant/l oan showing the information
above.

REPLACEMENT COST FORMULA.  Fornms HUD- 92013 and 92264 nust

reflect the inclusion of all proposed nortgageabl e i nprovenents
whet her they are to be funded by the grant/l oan funds or nortgage
proceeds. The Val uati on Branch

A. Deducts the ampunt of the grant/loan funds attributed to
repl acenent cost (nortgageable) itens when conputing
repl acenent cost by fornul a.

B. Doesn't deduct grant/loan funds earmarked for non-repl acenent
cost (i.e., not nortgageable) itens.

C. Conpletes either

1) Exhibit 1 for proposed construction projects
2) Exhibit 2 for rehabilitation projects
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4561.1

(18-3) 2) Exhibit 2 for rehabilitation projects

D. Prepares a trial copy of Form HUD 92264A, follow ng
out standi ng nortgage credit instructions as nodified by
par agr aph 18-4 bel ow.

E. Conpletes the Total Estimated Repl acenment Cost of Project
in Section G of Form HUD 92264 using the nmaxi mum insurable
nort gage devel oped on the trial Form HUD 92264A.

18-4. SUPPLEMENT TO PRQIECT ANALYSI S ( FORM HUD- 92264A) is conpl eted
as foll ows:

A. Criterion 3, Val ue/ Repl acenent Cost
1) Deduct of grant/loan funds attributed to nortgageabl e
items fromthe total of the replacenment cost taken from
Section G line 74 of Form HUD- 92264, Project Incone and
Anal ysi s.

2) Miltiply the result by the applicabl e percentage:

Section Mor t gagor Per cent age
1) 221(d)(3) GCeneral and Limted Distribution 90

2) 221(d)(3) Cooperatives 98

3) 221(d)(3) Al CGhers 100

4) 221(d)(4) Al Mortgagors 90

B. A grant/loan:
1) Does not affect other criteria on Form HUD 92264A.

2) Cannot be used to neet the nortgagor's required
i nvest ment

C. The least nortgage permitted by the applicable criteria becones
t he maxi mum i nsurabl e nort gage.

D. Add the grant/loan funds to the nortgage anount
in Part A of the "Total Requirement for Settlenent" section
of Form HUD- 92264A.
18-5. I NI TI AL ENDORSEMENT

A.  Chief Counsel and Mortgage Credit review the grant/| oan
docunents to assure:

1) Legal sufficiency of the docunents.
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18-5 B. You nust consent to the existence of the second nortgage and
agree that its existence doesn't constitute a basis for default
on the first nortgage

C. The nortgagor may use instead of a front noney escrow, either

1) Unconditional irrevocable letter of credit issued
by a banking institution or

2) An agreenent entered into by the | ender, the governnent
agency or instrunmentality, and the nortgagor which
provi des the foll ow ng:

a) The | ender has:

1. The right to approve construction advances
after considering any reported nonconpliance
by the agency or instrunentality if the
project is proceeding in-conpliance with approved
pl ans and specifications.

2. Sole authority to resolve differences in the
i nspection process and di sbursenent of grant/|oan
proceeds.

b) The nortgagor will concurrently supply you and the
agency or instrunentality with copies of Form
FHA 2448, Contractor's Requisition, Form HUD 92403,
Application for Insurance of Advances
of Mbrtgage Proceeds.

c) The agency or instrunentality nmust process
the advance pronptly and w t hout adjustnent.

1. Send the agency or instrumentality
a copy of the approved requisition for
their records
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18-5 2. The agency nust notify you of a need to nmake
an adjustnent in the foll ow ng nonth.

d) If default occurs before conpletion of construction
the agency or instrumentality nust disburse
the remaining funds so long as the request
for funds remains in the same ratio as previously



D.

e)

f)

aut hori zed.

The agency or instrunmentality attorney

must render an opinion that the agreenent

and grant/loan commtnent is |egally binding
on the present and all future adm nistrations.

Mort gagors must post either a cash escrow or an
uncondi tional irrevocable letter of credit

equal to no less than 10 percent of the

grant/| oan proceeds.

1.

Draw upon the escrow if the governnent
agency or instrunmentality fails to
advance the grant/loan proceeds in a
tinmely manner.

The nortgagor nust reinstate any portion
of the escrow called during the term of
the construction | oan, within ten days
of the draft for paynent.

Establish control of the escrowin a
separ at e agreenent.

Grant/| oan proceeds nmay be advanced:

1)

2)

3)

Bef ore nortgage proceeds.

Concommitantly on a prorata basis with
the di sbursenent of nortgage funds proceed.

Rel ease of grant/loan proceeds cannot be geared
to the completion of specific inprovenents.

18-6. REPAYMENT OF THE LOAN nmay be secured by a second lien

on the project provided:

A. Repayment of the secondary nortgage, including interest, is
geared solely to the availability of surplus cash or residua
receipts. The follow ng | anguage nmust be included in the
not e:
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18-6 "So long as the Secretary of Housing and Urban Devel opnent

and (insert nane of coinsured | ender) or their successors
or assigns, are the insurers or holders of the first
nmort gage on (insert project nane and FHA Project

No.),

paynents due under this note shall be payable

only fromsurplus cash (or residual receipts) of



said projects, as the termsurplus cash (or residua
receipts) is defined in the Regul atory Agreenent

dat ed between the (insert name of coinsured | ender)
and (insert nane of nortgagor). The restriction on
paynment inposed by this paragraph shall not excuse
any default caused by the failure of the nmaker to
pay the indebtedness evidenced by this Note."

B. The termof the second nortgage may be extended, if:
1) The note natures, there are no surplus cash funds or
residual receipts available for repaynent and the
first nortgage has not been retired in full
2) You grant a defernment of anortization or forebearance
which results in an extended maturity of the insured
nor t gage
C. The second nortgage is assumable in the event of a sale or
transfer of physical assets where the nortgage insurance
renmains in the place provided:
1) 70 percent of the net proceeds of the sale or transfer
be applied to the reduction of the |oan
2) For these instructions, net proceeds are the funds
available to the original nortgagor after
a) Correcting any nonetary or covenant default on the first
nort gage
b)  Maki ng:
1. Necessary contributions to any required
reserve funds
2. Needed inprovenents to the property as evidenced
by your annual inspections reports.
D. The loan automatically termnates if you acquire title to
the project by a deed in lieu of forecl osure.
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18- 6 E. Al work performed with the proceeds of the second nortgage
will be cost certified and conformw th Davi s-Bacon
requirenents. This includes the subm ssion of payrolls,
certifications, etc.
F. The second nortgage is subject to and subordinate to the

first nortgage, the regulatory agreenent and the building



| oan agreenent.

G Proceeds of the second nortgage are used to cover only
project related itens.

H |If aloan is nmade to the project sponsor then

1)

2)

The issuer of the loan and the principals nust certify
that they have no claimand will not |ater assert any
claim against the nortgaged property, the nortgage
proceeds, any reserve or deposit nmade in connection wth
the nortgage transaction, or against the rents or other
incone fromthe nortgaged property for paynent of any part
of the I oan.

The nortgagor cannot issue a surplus cash/residua
receipts note to the principals as evidence of
an obligation of paynment for the | oan.

. In addition to the conditions cited in itenms, A through
H above, ternms of the second nortgage should reflect those
provisions found in Forns FHA 1710, 1712 and or 2223, as
appl i cabl e based on nortgagor-type.
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EXH BIT 1
REPLACEMENT COST BY FORMULA
FOR GRANT/ LOAN ASSI| STED PRQIECTS
PROPCSED CONSTRUCTI ON (W TH BSPRA/ W THOUT BSPRA)
Al Grant/Loan Anounts |ncluded in Repl acenent Cost $ =G
Consul tant Fee (NP Project Only) $
Suppl erent al Managenent Fund
Warranted Price of Land
Maj or Movabl e Equi prent (Section 232 Only)
TOTAL KNOMS ON WHI CH BSPRA | S NOT ALLOWED $
Less Portion of Gant/Loan Attributable to
Above |tens - %
TOTAL KNOMS ON WHI CH BSPRA | S NOT
ALLONED ADJUSTED FOR GRANT/ LOAN $ =A
Total For All |nprovenents $

Taxes




| nsur ance

Title and Recording

Legal

Organi zati on

Cost Certification Audit Fee

TOTAL KNOMNS ON WHI CH BSPRA | S ALLOVWED $
Less Portion of Gant/Loan Attributable
to Above Items $ X .90909 (for
PMor LD) or x 1.00 (for NP, Coop, or NH ICF) = - %
TOTAL KNOMS ON WH CH BSPRA | S ALLOVWED
ADJUSTED FOR GRANT/ LOAN $ =B
NOTE: Al Grant/Loan anpbunts for nortgageable itens included in
Repl acenent Cost "G' shall be subtracted from"B", Total
Knowns on which BSPRA is all owed, unless specifically earmarked
for "A", Total Knowns on which BSPRA is not all owed.
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EXH BIT 1
Interest Rate/2 x Construction Period (Yrs)
Mort gage | nsurance Preni um
Exam nati on Fee
| nspecti on Fee
Fi nanci ng Fee
AMPO (NP Projects Only)
FNVA/ GNVA Fee
Consul tant Fee (If an Unknown, NP Only)
Subt ot al X Loan Ratio =
Mar ket i ng Expense (Cooperative or Condo Only)
TOTAL  UNKNOWNS =C
W TH BSPRA:
A+ 1.1B
_________ =% Proj ect Repl acenent Cost,
1- 1.1C Excluding Grant = X
(X+G-A/11 = $ = BSPRA

W THOUT BSPRA:

=% Proj ect Repl acenent Cost,




1-C Excluding G ant = X
TOTAL PRQIECT REPLACEMENT COST:
X+ G=R Total Project Replacenent Cost = R

MAXI MUM MORTGACGE:

R- G=% X % (Loan Ratio) =

( Maxi mum Mor t gage)

Check Agai nst 92264, Line G/4:
R = Line Gr4, Form HUD 92264, Total Estinmated Repl acenent Cost of
Proj ect (Approximately)
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EXH BIT 2
REPLACEMENT COST BY FORMULA
FOR GRANT/ LOAN ASSI STED
REHAB PROQJECTS (W TH BSPRA/ W THOUT BSPRA)
Al Grant/Loan Anounts |ncluded in Repl acenent Cost $ =G
Consul tant Fee (NP Project Only) $
Suppl erent al Managenent Fund
Of Site Costs (If Any)
"As-1s" Val ue
Conti ngency Reserve
Rel ocation Cost (If Any)
Maj or Movabl e Equi prent (Section 232 Only)
TOTAL KNOMS ON WH CH BSPRA MAY NOT BE ALLOWED $
Less Portion of Gant/Loan Attributable to
Above |tens - $
TOTAL KNOWNS ON WH CH BSPRA |'S NOT
ALLONED ADJUSTED FOR GRANT/ LOAN $ =A

Total For Al Inprovenents $
Interest on 1/2 of either the "As |Is" Val ue
or Existing | ndebtedness
Taxes
| nsur ance




| nspection Fee (On "TOT. for Al Inprnts.")
Title and Recording

Legal

Organi zati on

Cost Certification Audit Fee

TOTAL KNOMNS ON WH CH BSPRA MAY BE ALLOWED $

Less Portion of Grant/Loan Attri butable
to Above ltens $ X .90862
(for PMor LD) or x 1.00 (for NP, Coop, or NHICF) - $

TOTAL KNOANS ON WHI CH BSPRA | S ALLOWNED
ADJUSTED FOR GRANT/ LOAN $ =B

NOTE: Al Grant/Loan anpbunts for nortgageable itens included in
Repl acenent Cost "G' shall be subtracted from"B", Total
Knowns on which BSPRA is all owed, unless specifically
earmarked for "A", Total knowns on which BSPRA is not all owed.
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EXH BIT 2

UNKNOVWS:

Interest Rate/2 x Construction Period (Yrs)
Mort gage | nsurance Premnium

Exam nati on Fee

Fi nanci ng Fee

AMPO (NP Projects Only)

FNVA/ GNVA Fee

Consul tant Fee (If an Unknown, NP Only)

Subt ot al X Loan Ratio =
Mar ket i ng Expense (Cooperative or Condo Only)
TOTAL UNKNOMNS =C
W TH BSPRA:
A + 1.10055B
=% Proj ect Repl acenent Cost,

1 - 1.10055C Excluding G ant = X
(X+G- A/11 =% = BSPRA
W THOUT BSPRA:
A+ B

=% Proj ect Repl acenent Cost,
1.0 - C Excluding G ant = X



TOTAL PRQIECT REPLACEMENT COST:

X+ G=R Total Project Replacenent Cost = R

MAXI MUM MORT GAGE:

R- G=3% X % (Loan Ratio) = $ Maxi mum Mor t gage

Recal cul ate the interest based on 1/2 of the sumof the nortgage and either
"As Is" Value or existing indebtedness. Enter the result on line titled
"Int. ___ Mis. @___ % Part G of Form HUD 92264.

For Projects with BSPRA only, recalculate the Inspection fee based on "Tot.
For All Inmprnts." plus BSPRA rounded to the next higher $100 nultiple.
Enter the result on line titled "FHA Inspec. Fee," Part G of Form

HUD 92264.

Check Agai nst 92264, Line Cr4:
R = Line Gr4, Form HUD 92264, Total Estinmated Replacenent Cost of Project

(Appr oxi mat el y)
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