4580. 1

CHAPTER 1. | NTRODUCTI ON

CONDOM NI UM CHARACTERI STI CS.  Condomi ni um ownership is created by
a special real estate law that permts individual dwelling unit
estates to be established within a total and |arger property
estate. The individual estates are technically established by

use of vertical and horizontal planes (surfaces) which are usually
identified; vertically, as the walls (not roompartitions) of the
unit and, horizontally, as the floors and ceilings of the unit.
The exact | ocation of the building structure on the property and
the exact location of the unit within the structure are described
in the plat (location map) and in the architectural plans. Each
is also described in |l egal |anguage in an Enabling Declaration
(sometines called a Master Deed or Plan of Apartnment ownership).
After all of the individual unit estates have been descri bed
within the total property estate, all of what renains, such as the
| and and structural parts of the buildings, becones a common
estate to be owned jointly by the owners of the individual estates.

a. The Master Deed. Wen the Enabling Declaration is recorded
it extends the condoniniuml|aws of the State in which the
condomniumis |located to the property. It also establishes
an associ ation which provides for the use and t he nmi nt enance
of the conmon estate to be governed by a Board of Directors
or "Board of Managers" el ected from anong the owners of the
i ndi vidual estates. The internal government is controlled by
the By-Laws which are recorded with the Enabling Declaration
The By-Laws can usually be changed by a vote of the mpjority
of individual owners but changes in the Enabling Declaration
normal Iy require consent of 100% of the owners. A Board
governs the conmon estate.

b. The Individual. 1In a condom nium an individual has rea
estate title to his own unit; and, with the owners of other
units, he has an undivided interest in the common areas and
facilities that serve the devel opnent.

c. The Common Estate. The common estate includes such el ements
as land, roofs, floors, main walls, stairways, |obbies,
halls, streets (that are not otherw se dedicated), parking
space and conmunity and commercial facilities. Each unit
owner nakes a nonthly contribution to the Association
covering his share of the cost of nmintaining and operating
the common properties.
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1-2.

PROCGRAM CHARACTERI STI CS ( SUMVARY) .

a.

The Two Phases of a Condoni ni um (Project/Individual Unit).
Unlike the single famly (single deed) estate which is
eligible for insurance under Section 203(b), a condom ni um
estate is not conplete without its undivided interest in a

| arger comon estate. Therefore, regardl ess of whether or

not a condom niumis, or has been, encunbered by a multifanily
project nortgage its characteristics are those of a project.

A condom ni um nust be devel oped under a master devel opnent
pl an which reflects the total nunber of units conprising the
condomi ni um and on which the ratios of undivided interests are
based.

Under the National Housing Act, as anended, the nortgages on

i ndividual unit estates are not eligible for insurance under
Section 234(c) unless they were conceived out of a project
the nortgage of which was previously insured by HUD FHA
(except where the condoni nium contains no nore than 11 units).

The 1 ndividual Unit Phase, Section 2.34(c) is covered in
Ref erence (1) of the Foreword.

(1) The project phase nakes it possible to develop the |and
(streets, utilities, recreational areas and residentia
areas) with insurance of advances. FNVA will participate
up to 95% If 80% of the value of the units are sold the
i ndividual units may be financed in the foll ow ng ways:
(a) Cash Sale.

(b) Conventional nortgage.
(c) HUD FHA Section 234(c).

(d) VA Guaranteed Loan (there nust be at |east one
HUD- FHA- i nsur ed nortgage).

(e) HUD FHA Section 235(i) (Section 235 unit limtations
and eligibility requirements apply).

(2) Al of the above can coexist in the sane devel opnent.
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(1-2)

(3)

(4)

(5)

(6)

(7

(8)

(9)

(10)

The Buil der can buy units in the condom nium for occupancy
or rental but it nust be on the sanme basis as any other
owner .

Condom ni uns are acceptable in suburban areas where
rentals frequently are not.

Hi gher densities and better |and use can be achieved
because of the undivided interest in the conmon property.
Sewer and water lines can serve a cluster of units rather
than individual |ots.

It is basically an unsubsidi zed program but assistance
can be given to individual buyers and know edge of the
fact need be only between the individual, his nortgagee
and HUD- FHA.

Procedures provide mninmal cost certification
requi renents for insurance upon conpl etion cases using
the sinplified processing.

Interimrental is pernitted while the 80% presal e
requi renent is being pursued.

The buil der needs only to own the |and, have a

know edgeabl e Attorney with a set of FHA nodel forns of
condom ni um docunments and a sales staff to put himin the
busi ness of devel opi ng condom ni uns.

In the absence of a sponsor, who may or may nhot be
properly notivated to protect the interest of consuners
(as required by Section 234), HUD personnel nust assure
thensel ves that the conditions, covenants and restrictions
in the Declaration, Regulatory Agreenent and ot her
docunents are in the nodel fornmats and appropriately
implement the intent of the Act. The By-Laws nust

provi de for equitable governnent by the owners and the
Information Bulletin nust adequately informthe buyers
before they are conmitted to purchase.

b. Insurance Approaches:

(1)

I nsurance of Advances is a dual conmitnent (condom nium
or rental).
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(1-2)

(2)

(3)

I nsurance Upon Conpl etion (standard forn) is a dua
commitment providing for condom niumor rental. The
bui |l der must have his own source of financing construction
of the project.

I nsurance Upon Conpl etion (nodified forn) is used in
sinmplified procedures using hone nortgage processing.
This is not a dual commtnent. The devel opnent will not
be insured by HUD as a rental if it fails to market as

a condomi nium Even though hone nortgage processing is
used, units can not be insured under Section 203(c) if a
condom niumreginme is recorded on the property. Section
203(b) does not provide for an undivided interest in the
| and underlying the unit.

| mportant points to Consider

(1)

(2)

The National Housing Act makes it possible for any

proj ect previously insured by HUD- FHA (except a Section
213 Managenent Type cooperative) to be converted to a
condom nium Conventionally financed devel opnents of 11
or less units can be insured as a condonminiumif the
docunents conformto the HUD FHA nodel fornmns.
Conventional |l y Financed devel opnents that have 12 or nore
units and are old enough to require substantia
rehabilitation can be insured if the project is

rehabi litated under the provisions of Section 234(d).

Applications for new construction shoul d be made under
Section 234(d) because of the dual processing features
of the program It is, however, pernissible to use
Section 236 as a vehicle to create a condomi niumfor |ow
i ncone people where the period required to sell 80% of
the value of the units would require interimoccupancy
on a rental basis, and the prospective buyers coul d not
pay market interest rate. This, however, would require
an allocation of Section 236 funds as well as Section
235. If a strong market of |ow incone people exist and
the project is of a size that can be rapidly constructed
and sold without the need for interimoccupancy, it
woul d be best to use the sinplified insurance upon
conpl eti on approach.
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(1-2)

(3)

Legal review differs fromadm nistrative review It is
the Area Counsel's responsibility to review for confornmance
to nodel forms but he should advise the Field Ofice



Director of the legal or admi nistrative inpact of

addi tional or changed provisions. Architects and

Apprai sers nust check the Enabling Declaration to determ ne
how the unit and its undivided interest is described.
Managenment personnel nust be cogni zant of the provisions in
both the Master Deed and the By-Laws.

(4) In the Sinplified Insurance Upon Conpl etion cases,
HUD-PHA is not cormitted to insure the devel opnent as a
project rental if 80% of the value of units has not been
sold (the sinplified honme nortgage processi ng does not
contenplate a rental project). The construction of the
proj ect must also be conpleted. (Wth 80% sal es the
i ndebt edness can nornally be paid off prior to, or
si mul taneously with, spin off to individual ownership.)
The construction nust be conpleted prinmarily because by
recording the Enabling Declaration (FHA 3276-A) an
undi vi ded interest would be created between the early
buyers and the builder (this creates joint liability
probl ems and probl enms of nechanic's liens attaching to
the undivided interest). |If the construction is conpleted
and t he i ndebtedness can be renoved, the presale
requi renent could be | owered 80% (but not bel ow 51% of the
value of the units) if there is still evidence of a strong
mar ket (care should be taken to deternmine that the selling
price is not substantially in excess of the HUD FHA
val uation). Before lowering a presale requirenment a
vi sual inspection should be nmade to determnine that the
property is attractive and the units are conducive to
| ong term occupancy (i.e., a garden type w thout comunity
facilities, may not be). See Reference (1) of the
Foreword for Presale Requirenents prior to insurance of
i ndi vi dual unit nortgages.

(5) Wile any devel oprments insured under any Section of the
Nati onal Housi ng Act nay be converted to condom nium
(except Section 213 Managenent and Sal es Type), in
accordance with the Section 234(c) Handbook, (Reference
(1) of the Foreword) conversion should not be pernitted
by rel ease of units froma project nortgage one by one
unless it is clearly to the benefit of the Secretary to

do so.
Page 1-5 6/ 73
HUD- Wash., D. C.
4580. 1
(1-2) (6) HUD FHA financed condom nium regi nes may, under certain

conditions, share use of off-site community facilities
where the facilities are owned by a nonprofit recreationa



corporation which is approved by HUD FHA

(7) There are two different Regul atory Agreenents applicable
to the condom ni um program FHA Form 3278 is recorded
with the Master Deed and nust be used in all Instances
where an individual nortgage is insured. FHA Form 3254-B
is only used to control the builder sponsor organization

(8) As in the ownership of a single fanmily dwelling, title
(owners title policy) and liability insurance are the

i ndi vidual responsibility of the condom niumowners. In
sonme situations a conprehensive general liability policy
wi th each owner co-insured has been used. |If such is the

desire of the owners, the prem um should appear in the
Budget of the Association of Co-owners (Form HUD 93240).

(9) There is always a presale requirenent after construction
is completed and prior to recording the Master Deed.
This serves the purpose of proving the market and
establishing a viable condoninium Wen the 80% presal e
requirenent is required before construction in Insurance
of Advances cases, it is only for the purpose of proving
the market. It does not automatically nean that the
Enabl i ng Decl aration can be recorded and title to the
i ndi vidual units can be conveyed as they are constructed.
Recordi ng the Enabling Decl arations changes the | aw
covering the land within the boundary |lines of the
condom ni um property fromtraditional real estate lawto
condom niumlaw. This should not be done until a viable
condominiumis assured. Title nmust not be conveyed unti
construction is conpl eted.

(10) Mortgage Application for Blanket Commitment (Form FHA
3280) and Bl anket Commitnment for Insurance of Individua
Condomi ni um Mort gages Form FHA 3275-A are used in
conversion cases to close the gap between a project that
has al ready been insured under some Section of the Act
other than Section 234(d) and the individual nortgages
under Section 234(c).
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d. Taxes. |In a condomnium it is essential that all taxes and
speci al assessnents be | evied against the individual unit
owners, separately, and not agai nst the condom ni um associ ation
Al so, each unit nust be capable of bearing its own nortgage.
Thus, an owner's title is not endangered by default on the
part of owners of other units in neeting nortgage and rea



1-3.

1-4.

estate tax paynents, nor is the owner subject to call to neet
deficiencies in such paynents. Al States, as well as the
District of Colunbia, Puerto Rico and the Virgin Islands,

have enacted | egi sl ation recogni zing this division of ownership.

e. Contract of Sale. A Subscription and Purchase Agreenent
(Form FHA 3279) sets forth the terns under which the
prospective buyer will acquire title to a unit, together with an
undi vided interest in the conmon areas. It also functions as
an Information Bulletin and nmust contain, anong other things,
a full disclosure of any unusual characteristics of the
condomi ni um

ESTABLI SHVENT OF A CONDOM NI UM REG ME. A condominiumregine is
established by the recording of an Enabling Declaration (Form FHA
3276-A) dedicating the property to a condom ni um pl an of
ownership. Exhibits attached to and recorded with the Enabling
Decl aration include plat and plans of the project, the By-Laws of
the Association of Omers (Form FHA 3277) and the FHA Regul atory
Agreenent, Form FHA 3278.

a. The Enabling Declaration nust identify and describe accurately
the individual units and the common areas.

b. Valuations and Proportioned Interests nust be correctly
stated, because the extent of interest that the owner of a
living unit has in the comobn areas and facilities as governed
by the ratio also represents the owner's voting interest in
t he condom ni um owner association and it determ nes the
owner's proportionate share of the expenses of the association

OFF- S| TE RECREATI ON OR SERVI CE CORPORATI ONS.  Condomi ni um owner s
may own a nenbership certificate in a "Nonprofit/Non-equity"
corporation that holds title to recreation areas, streets, water
and sewer facilities, etc., that are shared by a nunber of separate
condomi ni um devel opnents. The equity under such circunstances is
built up in the individual condom niumunit and not in the
recreation property.
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a. Condom nium Omers may al so own an undivided interest in a
freehold estate (fee) that is governed by a corporation or
associ ati on under their absolute control

b. Condom niums and Rental Operations nmust not be conmm ngl ed by
use of off-site corporations without a field office review of
the circunstances and docunents that govern such a
relati onship and the witten approval of the Ofice of
Multifam |y Housi ng Devel opnent.



1-5. HUD | NSURANCE PROGRAMS FOR CONDOM NI UMS.  HUD i nsures project
nmort gages to finance construction or rehabilitation of
condom ni um housi ng devel opnents. Later, when the units in such
projects are sold to individual owners, the project nortgage is
either termnated or the units are rel eased fromthe project
nortgage and financed separately. Initial sales and resal es of
the dwelling units in a condom niumthat was approved as a project
by HUD prior to construction or rehabilitation may be sold for
cash or financed under unsubsidi zed Section 234(c) or subsidized
Section 235(i) of the National Housing Act, with a VA Quaranteed
Loan or with a Federal National Mortgage Association (FNVA)
conventional |oan, Standard conventional |oans are also pernmitted.

a. Mrtgage Limts for Projects Under Section 234(d). An anount
attributable to dwelling use excluding exterior |and
i mprovenents as defined by the Assistant Secretary for Housing
- Federal Housing Conm ssioner not to exceed: (The nortgage
anount may exceed these linmts by not nore than 90% of the
cost not attributable to dwelling use, including exterior
| and i nmprovenents.)

(1) wvalk-up Structures:

$19,500 per famly unit without a bedroom
$21, 600 per family unit with one bedroom

$25,800 per fanmily unit with two bedroons

$31,800 per family unit with three bedroons

$36, 000 per famly unit with four or nore bedroons

(2) Elevator Structures:

$22,500 per family unit w thout a bedroom
$25,200 per famly unit with one bedroom

$30,900 per famly unit with two bedroons

$38, 700 per famly unit with three bedroons

$43, 758 per famly unit with four or nore bedroons
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(1-5) NOTE: The Assistant Secretary for Housing- Federa
Housi ng Conmi ssi oner may increase the foregoing
dol lar amount limtations by an anount not to
exceed 50% i n any geographi cal area where he
finds cost levels so require. Instructions for
cal cul ating high cost percentages are contained
in Reference (2) of the Foreword.

b. Eligible Type of Housing. The housing may consi st of high



rise, garden type, row, sem -detached or detached structures
Wil e the project nust be designed principally for residentia
use, conmercial facilities adequate to serve the needs of the
occupants may be included. Such facilities may be included
in the coomon el enents or may be treated as individua

condom niumunits with conventional financing, except that
where the net rentable comrercial area exceeds 10% of all net
rentabl e area, both comercial and residential, then al
comrer ci al areas nust be separate condom ni umunits.
Conmer ci al condomi nium units nmust be conventionally financed as
they are not eligible for HUD nortgage insurance.

(1) A project nust contain no less than four units to be
eligible for insurance under Section 234(d).

(2) One person may own as many as four units financed under
Section 234(c) with HUD i nsured nortgages, but nust
live in one of them

c. Conditions Precedent to Sale of Units. Wether the project
is new or existing construction, sale to condom ni um buyers
may be nade only after HUD has processed the case and found
the plan of condom ni um ownership acceptable. Prior to
solicitation for nenbership, all condom ni um sponsors nust
obtai n HUD approval of the organizational docunments and
the Subscription and Purchase Agreenment, Form FHA 3279.

d. Projects Located in Resort Areas. Projects located in resort
and recreational areas are eligible for nortgage insurance
under Section 234 subject to the provisions outlined in
Ref erence (3) of the Foreword. Use of the units as prinary
or secondary hones is permssible. The provisions of Section
513 of the National Housing Act concerning hotel and transient
occupancy are applicable and are set forth in the Regul atory
Agreenment, Form FHA 3278 and the nodel Form of Enabling
Decl aration, Form FHA 3276-A.
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1-6.

UNSUBSI DI ZED vs SUBSI DI ZED UNI T MORTGAGES | N A CONDOM NIUM  The
basi ¢ condomi ni um docunents set forth in this Handbook are not
changed by the application of assistance paynents under Section
235(i). A Section 234(c) conmtnrent can be qualified so as to
make it convertible to Section 235(i) if the unit and the fanmly
that is to own the unit are eligible for assistance paynents. The
basi ¢ docunents are al so applicable to condom niuns. The project
nort gages of condom niuns are to be insured under Section 236

and all of the units are to be converted, at sone |ater date, to
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1-8.

Section 235(i) individual condom nium nortgages. Al so the basic
docunents are applicable to rehabilitation project nortgages to

be insured under Section 235(j)(1) for future conversion to Section
235(j)(4) individual condom ni um nortgages.

SECTION 221(i). This Section is no |onger operational because
the increased funds that woul d be necessary to support the

est abli shnent of a condom nium regi ne and the marketing of the
units are no | onger avail able.

VA GUARANTEE OF LOANS ON HUD- FHA APPROVED CONDOM NI UMBS.

a. General Information. The Veterans Housing Act of 1970 permits
the VA to guarantee "a loan to an eligible veteran to purchase
a one-fanmily residential unit to be owned and occupi ed by him
as a home in a condom ni um housi ng devel opnent or project as
to which the Secretary of HUD has issued, under Section 234
of the National Housing Act, as amended, evidence of insurance
on at |east one loan for the purchase of a one-family unit."
Under this limtation, the VA may guarantee a condoni ni um | oan
only after the determ nation has been nade that HUD-FHA has in
fact insured a nortgage under Section 234 for the purchase of
a condom niumunit. The fact that HUD-FHA nay have insured a
nmort gage on the project under Section 234 is not sufficient to
qualify unit loans in a project for VA guarantee or insurance.
Certificates of Reasonable Value in connection with the
original sale of a condomi niumunit will be based on the HUD FHA
Val ue of Unit Excluding Cosing Costs, Colum 12 of Condom ni um
Anal ysi s and Appraisal, FHA Form 180.
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b. Documents for the Veterans Admi nistration. Wen the firm
conmitnent for project nortgage is issued, copies of the
comm tnment forns FHA 3283, 3284 or 3275a, of the Schedul e of
units FHA Form (3280-A) and of Condoni ni um Anal ysis and
Apprai sal FHA Form 180 will be sent to the Veterans
Admi ni stration office which guarantees |oans in that area.
Copies fromfeasibility or conditional conmitnent stage
processing should not be sent to VA as it is desired to send
only valuations which are not likely to be changed. When the
condom ni um unit sal es program begi ns, VA purchasers may be
i ssued CRVs based on HUD- FHA val ue, but each CRV will contain
a requirenent for evidence that at | east one nortgage on a
condom niumunit has been insured by the Secretary for HUD

c. Resale of Condom niumUnits. |In projects where HUD FHA has
in the past, insured a nortgage on at |east one condoni ni um
unit, the VA will appraise for reasonabl e value and i ssue CRVs
for resal e purposes. The VA val uation procedures involve



estimation of the current unit share of condomi ni um unit

repl acenent cost by nultiplying the Unit Share of Condomni ni um
Repl acenent Cost for that unit in Colum 8 (as shown in the
ori gi nal Condom ni um Anal ysi s and Apprai sal FHA Form 180) by
the cost index factor necessary to adjust costs fromthat date
to the present. For this reason, HUD Field offices will
supply copi es FHA Forns 180 concerning previously processed
condom ni um proj ects whenever the VA office requests it in
order to appraise condom niumunits for resale.

Notice of First Insurance. Wen the first condom ni um unit
nortgage is insured by HUD-FHA in a project, the Chief

Apprai ser will prepare a menorandumto be signed by the Field
Ofice Director, informng the VA that an identified unit
nortgage in that project was endorsed for nortgage insurance
on a particular date.
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