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Assessment Valuation of Privately Owned, Government Subsidized

Bousing Northcentral Region of Assessment Officers
Springfield, Illinois

saturday, May 7, 1977
James A. Graaskamp

I. A variety of housing projects including detached single family, townhouses
and multi-family units for family and elderly are being developed through-
out the midwest under federal, state, and local project subsidy formulas.

A,

D.

Included are 221 (d) (3), Section 236, and Section 8 developments
(in these programs the subsidy goes to the property owner subject to
significant conditions constituting a long term encumbrance).

The programs in "A"™ impact the assessment value while programs which
subsidize the tenant or occupants do not.

The number of these projects will continue to increage over the next
three years because the lead time from congressional budgeting to
completed unit occupancy is about three years.

Many assessors are applying fair merket value sales of conventional
projects as their benchmark for subsidized projects when in fact, the
market comparison approach is inapplicable and has been recognized as
such in several states.

The objective this morning is to first establish why the market com-
parison approach is inapplicable, then to establish why the income
approach is the appropriate method, and three, to suggest two income
methods which would be appropriate.

II. Subsidized housing projects seldom are sold by the original owner because:

A.

The primary incentive for investment is the accelerated 200% declining
balance depreciation on the component method which is available only
to the original owner, i.e., the owners of record when the first dol-
lar was collected.

1. A second owner would receive only 125% declining balance, and
the IR would raise the land value component, thus reducing the
depreciable base.

2. The seller would be taxed on all excess depreciation for the first
100 months in excess of straight line and forgiven 1% per month
of excess depreciation thereafter, forcing a holding period of
at least 200 months. The seller's other option is to sell to the
tenants and immediately invest in another subsidized unit.

3. The federal subsidy contract prohibits resale for 20 years and
the state housing authorities prohibit resale for 40 years;
moreover the change in estate tax laws in 1976 which requires
the estate or heirs to maintain the same tax base as the de-
ceased discourages the wealthy individual from any sale at that
time,
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L. Since cash dividends to the investor are limited to 6% on a
make-believe 10% equity, the primary incentive is not cash income
but rather tax shelter in the short run and possible inflationary
increases in value when the subsidy program lapses 20-40 years
hence. The general partner enjoys a lucrative property manage-
ment contract on the elderly units.

5. PYederal and state agencies have been forcing sponsors or developers
to combine family housing on scattered sites with elderly on a
central site under a single loan., Family housing is a management
headache while elderly housing is a stable and satisfying invest-
ment. The assessor must be able to distinguish among these pro-
Jects and site types.

6. By and large, state housing finance agency projects are better
located, better built, and better managed than federal projects.
¥evertheless, many subsidized housing projects have poor materials,
shoddy construction, and poor maintenance because:

a. Developers derive construction budget from rent standard im-
posed by the federal goverment. Once the budget is known,
the builders must build for that number or invest their own
money.

b. Annual cash flows are diverted to certain required reserves
and escrows which can only be released to repair with a long
appeal process to the agency.

c. Yor many years, the govermment required that rents include
utility costs so that utility budgets have far exceeded
original estimates, diverting cash from maintenance.

d. A condition of the loan is rent control by the federal
govermment which will permit an increase in base rents only
after historical costs have run the project into the red so
that rental increases always lag expenses.

e, Several states have already taken official positions that a
govermment subsidized loan is a long term encumbrance on the
property which impairs a fee simple title.

1. 8ee state of California in Appendix,

2. 8ee State of Washington in Appendix.

3. S$ee "Appraisal of Low Income Nousing", James P. Landry,
CAE, Assessors Journal, July 1975.

4, Bee "A Non-Market Incaome Approach to Value for NUD
Subsidized Co-ops", R. Terry Narrison, ASA, The Real
BEstate Appraiser, April 1977.

ITI. The income approach requires a definition of affected gross revenue,
operating expenses, debt service, and returned equity. Unlike many
income properties, this information is available from public sources
on an annual audited basis.

A. Effective gross revenue equals actual dollars collected from tenants
Pplus actual subsidy minus required escrows minus cash in excess of
limited dividend of 6% on equity.
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B. Actual operating expenses for the previous fiscal year are available
to the assessor from the District Office of FEA or the appropriate
state office for the State Nousing FPinance Agency. These are avail-
eble under the Public Information Act.

C. Determining the debt service is related to the nature of the subsidy.

1. Early programs, primarily 221D3, provided mortgages at non-market
interest rates rather than s direct cash payment. In that case,
there would be no subsidy for effective gross, but the interest
rate would be at 3 1/2 - & 1/24 on a 40 year mortgage.

2. More recently, the interest rate is pegged by FEA or specifically
set for each project where the State Nousing Finance Authority
passes through the tax exempt interest rate on its moral cbliga-
tion bonds and adds a loading not to exceed 3/ of 1%. The
mortgage permits interest rate adjustments because the mortgage
is for 4O years, but the bonds are of differing maturity dates
depending on what the bond underwriter's would sell at a given
point in time.

D. The forecast period for capitalizing the income stream should not
exceed 5 years.

1. Assume no change in resell price for elderly housing.

2. Assume family housing will decline in value 1% a year because
« of more intense use and less maintenance.

There are 3 levels of sophistication for valuing the project. A manual
mortgage equity approach, a simple computer version of Elwood, and an
after tax version.

Actual rents collected from tenants - $60,000
Actual subsidy dollars collected - 40,000
Total effective gross income - 100,000
Operating expenses including utilities - 42,000
Required reserves for replacement increment - 8,000
Net operating income before real $50,000

estate taxes
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Housing projects constructed pursuamt to Section 236 of the National

Housing Act are subject to an enforceable restriction that must be
considered by appraisers when valuing the project for property tax

purposes (see Attorney General Opinion No. CV 75/267, April 21, 1976).
The appraiser's goal is to estimate the market value of the property

subject to existing controls and regulations imposed by FHA.

The comparative sales approach will have little application in the appraisal
because open-market sales of 236 housing projects are rare, and data from
sales of unrestricted properties cannot be used (see Revenue and Taxation Code
Section 402.5). However, the sales comparison approach will become more
meaningful when open-market transactions of 236 projects take place.

The income approach should be considered the preferred approach.

The

gross income to be processed and converted to a value indicator should
include both the basic rental received by the landlord and the interest
subsidy payments made by the government to a lending institution on behalf
of the landlord. Any rent paid by "high income" tenants in excess of the
base rental established by FHA should not be included in the income stream;
this excess rent, if any, is refunded to FHA to assist in making interest

subsidy payments.

Since sales data from 236 projects are not available, capitalization rates

should be developed by the band-of-investment method.

The equity yield

portion of the investment should not be confused with the six percent maximum
return on annual cash flow allowed limited-dividend ownerships; equity yield
resulting from cash flow and equity build-up may well exceed six percent.

The debt interest portion of the rate should reflect the full mortgage interest
rate required for the original loan. Capitalization rates derived from un-
restricted properties are inapplicable. However, mortgage-equity overall rates
developed from a refined band-of-investment technique are well suited for these

properties.
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However, there may be occadions when the replacement cost approach will be

a reliable check against the capitalized earnings approach. FHA regulations
do not restritt the use for which the improvements were débigned: multiple-
family resid&hces. Also, the regulations may not restrict .a project's
economic earmings since the interest subsidy can offset economic remtal ldas.
If the eccnom:!.c dncome is not substantially restricted, and the land value
used in the &ost approach reflects multiple-family residential use, then the
cost approach can be used to gauge the accuracy of the income approach.

#. 2 wrdauin

Jack E. Fisenlauer, Chief
Assessment Standards Division
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Robert Gustav k .
. Appellant
vS. :
Re: Petition for Rehearing

Docket. Nos. 10912,°10913,
12330, 12331

Harley H. Hoppe
King County-Assessor

Respondgnt

Cat? Nt N St Nl NP Nt P S P

This matter came before the Board April 20, 1976 as a
vetition for rehearing pursuant to WAC 456-08-540 timely
filed by the. respondent King County Assessor. The Board revieiied
the evidence before it at the hearing, its order and decision
and analyzed the relevancy of the issues raised in the petition.

It appears to the Board that the thrust of the resuondent%
objection relates more to the formula used by the Board rather
than to the actual valuation results. The Board has always
taken the position that each appeal stands on ltS'Own merits.

The two Board decisions cited in respondent's petition are not
considered as _establishing a precedent regardlng the_use of
actual rent as ooposed to %SSESE&S—‘QPt in the valuatLOﬁ process.

The Panorama House appeal (DJocket Nos. 12681, 12664} was
considered in.an entirely different light than the subject appeals.
It was clearly a luxury type development warranting the use of
economic rent rather than actual rent. The same was true of the
appeal under Docket Number 7926 (The Newport Apartments) which
sold for $355,625 in 1875 according to respondent's petition for
rehearing.

The’ Board also notes, as reflected on Page 2 of the Henxy
House dec1sxon, that it reacted to respondent‘s statement that
the income approach was not very reliable in the subject appeals
since there was a dearth of evidence in this area of wvaluation.

The Board conzsludes that the issues raised by the appellant
~were adequately met in its Final Order and £inds no substantive:
basis for changing its Order. Therefore, it finds no good
purposes would be served by hearing further oral arguments on

the niatter.

The petition for rehear‘ng is denled and the Final Order
is afflrmed.

DATED at Olympia, Washington -~ STATE OF WASHINGTON BOARD OF TAX ADDFZATS

this 2lday of April ©  , 1976 T» o S
: Coomt AL 2 NVt aar e e CEATRMAN
/,
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STATE OF WASHINGTON
Boaxd of Taj Appeals

lobert Gustav )
(Henry Housc) )
) Docket Nos. 12330, 12331
Appellant ) : .
- ) Re: Property Tax hppeals
vs. )
) OQRDER
Hacley H. Hoppe ) .
King County Assessor ) FINAL DECISION
)
Respondent )
)

This matter came on before the Board of Tax Appeals for
hearing on Decembex 16, 1875, the appellant beirg represented by
James K. Treadwell, Attorney and Earl L. Stay, Appraisex, and
the respondent being xepresented by Jim Miller and W. R. Hueckstedt,
Deputy Assessors. The Board having heard testimony in support of
the appellant's appeal and of the respondent's answer and having
‘heard and considered the arguments made on beshalf of both parties,
now makes its order as follows: .

VAﬁUATIONS IN CONTROVERSY

. Assessment Description County Poard .  Board of Tax Appeals
Docket No. Year of Property Valuation Valuation
. ; » - land Improve- Land Improvatents
: ments '
. Parcel: ' - L.
10912 1973 No. 012603-9061 $49,260 $259,720  $49.260. _,y\ $288,230
v - £4790% ol .
10513 1973 No. 012603-3468 $31,500 $257,380 $3:1.500: « $288,230
12330 1974 No. 0126039061 $53,700 $319,400: . §59,700)  4( $281,920
Lot & Tt N .
12331 1974 No. 012603-9468 $37,200 $319,100 $37,8098° - $281,920

OPINION AND STATEMENT OF FACTS

These appeals concern.a low income apartment housing complex,
known as “Henry House", and located on the Richmond Beach Road, Xing
County. "Henry House" consists of 2 three-story frame and marblecrete
exterior buildings, built in 1968 and containing 54 units (12 one~bedroon, -
36 two-bedroom and 6 three-bedroom units). The one-bedroom units contain
729 square feet; the two-bedroom units contain 847 square feet; and the
three-bedroom units contain 1,066 square feet, making a total building area
of 50,250 sguare feet. The total site or land area is 230 by 300 feet or a
total of£.69,696 square feet contained in two unequal parcels. It 'is assume
?g;h ofh§he two parcel numbers contain the same number of apartment units

each). :

- Henry House is a HUD section 221 (Q)(3) (BMIR) project. <This
Program 1is similar to a Sec. 236 project with low controlled rentals
resulting from an FHA rent subsidy. This program provides for monthly
payments from the_government directly to the_mortgage—lender,” 6n behalf of
the project owner; tihe ownexr is required to pass the benefits of this —

amount of the ronthly government payment to the lender is equal to the
difference between the payment that would be required for principal,
interest and mortgace insurance premium on the market rate wortaszae
(currently limited by HUD to 7 percent) and the amount that would be
required for principal and interest if the rortgage*® carried an interast
rate of 3 percent.

e My bm@7 )= Ss03%e

\'/_S}Ib.SidY_ along to the eligible_residents in the_form 0f 10Wér rents.— The

~

«

L
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O0.R D E R — Continued -2 -

co Re: Property Tax App=zals
FINAL DECISION

Docket Nos. 10912, 10913,
12330, 12331

The appellant has had two HUD approved rent increases, the
original rents (1968) being $108 for the one-bedroom units, $128 for
the two-badroom units and $146 for the three-bedrocom units. The
current rents (which include utilities) are $123 for the one-bedroom
units, $147 for the two-bedroom units and -$§169 for the three-bedroom
units.

The respondent-assessor has utilized all three approaches to
value, the assessor's cost approach to value for assessment year 1873
and 1974, was adopted by the board of equalization and these values
are as follows:

Assessment Yeaf 1973 .

Docket No. 10912 Docket No. 10913

Parcel No. 012603-906) Parcel No. 012603-9468 TOTAL
Land $ 49,260 § 31,500 $ 80,760
Improvement $ 259,720 ° $ 257,380 $ 517,100
TOTAL $ 308,980 $ 288,880 $ 587,87
fssi e Appet: e
Assessment Year 1574

*  Docket No. 12330 " Docket No. 12331
Parcel No. 012603-95061 Parcel No. 012603-9468 TOTAL
. Land $ 59,700 § 37,800 $ 87,500
Improvement $ 319,400 $ 319,100 $ 638,500
_TOTAL "$ 379,100 $ 356,900 $ 736,000

A8 Tre Loos 75500

In the above cost approach analysis in estimating the value af
the improvement, the respondent-assessor used a replacement cosc (Marshal
Swift indices) which ﬁE§E§3§G§EEE~Y3E‘dEprec1at10n TOTr each assessment
year ahd added to this $15,65% aCCEess0 aravemeunts or_a total of
$517,100 for 1973 and $638,500_fox 1974. Added to this is the lanad

. appraisal of $80,760 for 1973 (based on $1.15 per-square foot) and
ng $97,500 for 1574 (based on $1.40 per square foot). In his income apprc..
z}‘ to value of the improvements, the respondent-pssessor used an economic
5.2 ,regg_gg_lﬁ_ggnt§_per_§gg;£g_foot per month for 1973 or a total 3Incornz of

QXQF $100,608 and 17.5 cents per square foot per #onth ror L1974 or a Etotal
_rental income of $110,0838. The asSéssor then allowed a 5 _percent Vacancy
factor, a 25 percent expense deduction, an estimated life of 45 years and
2 lg*1§—§§§5§11 capitalization Yate of 10.78 percent_for 1873 and 10.72
percent 9745 arriving at a total value of $682,000- for 1973 and
$151,800 for 1974. The assessor stressed these income approach valuss
as being non-reliable. The respond@nt=assessor alss Prevented Some
evidence relating to the market approach to value, arriving at an estimat
of $660,520 ($12,230 per unit) for 1973 and $729,000 ($13,500 per unit)
for 1574. -

Appellant contends that pursuant to RCW 84.40.030, the incoma
approach to value should be used and in the use of such an appraisal
technique it is mandatory that the property be valued with all of its
burdens as well as the benefits:

=
3



R D E R — Continued -3 - Re: Propexty Tax Appeals
INAL DECISION Docket Nos. 10912, 10913,
12330, 12331 -

RCW 84.40.030 and .030(1) (b) read in pertinent part:
RCW 84.40.030:

PThe true and fair value of real property for taxation purposes
(ineluding property upon which there is a coal or other mine,
or stone or other quarry) shall be based upon the following
eriteria:

¥(l)(a) Any sales for the property being appratsed or.s{miicr
property with respect to sales made within the past five
\ years. The appraisal shall take into consideration political

restricitions suen as zoning as well as physical and ervironmental

influences . . ." (emphasis added) N

RCW 84.40.030(1) (b): -
. *In addition to sales as defined in subsectton (l)(al), consideration

( may be given to cost, cost less depreciation, reconstruction costs
less depreciation, or capitalization of income that would be
derived from prudent use of the property. In the ease of property
of a complez nature, or being used under terms of a franchise

. from a public agency, or operating as apublic utility, or property
not having a record of sale within five years and not having a
significant number of sales of similar property in the general
area, the provisions of this subsection (l)(b) shall be the
dominant factor in valuation.”

Appellant further contends that political restgictibbs necessarily
assumed under R Xestricted housing do constitute Yimit3Ations upon £all
market _value and are not.present—in ordinary xesidential rental propezty.

“The appellant assigns the following as pertinent in this respect:

¥The Federal Housing Commissioner must give prior written approval
in order for the owner to: . - <.
(a) convey, transjer, or encumber any of the mortgaged property,
or permit the conveyance, transfer or encumbrance of such
propaerty; . - .

{ﬂ‘ *(b) assign, transfer, dispose of, or encumber any personal
proparty of the project, tncluding rents, or pay out any
funds, other than surplus cash, ezcept for reasorcble
operating expenses and necessary repairs;

¥{c) convey, assign, or assign any beneficial interests in any
trust holding title to tre mortgaged property, or the
interast of any general pariner in a partnership owning
the mortgaged property, or any right to manage or receive
tha rents and profits from the mortgaged property;

¥(d) remodel, add to, reconstruct, or demolish any part of
the mortgaged property or subtract from any real or
personal property of the project;

*(e) rnaka, or receive and rztain any distribution of any
assets or any income of any kind of the project exczpt
from surplus cash and ezcept on the following conditicns:

(1) £11 distributions shall be made only as or after the .
end of a semi-annual [iscal pariod, and oxnly as
permitied hu tha Ilaw AT the anzlicabla juwicdictisw;
all such distributions in ary one fiscal year shail
ba limited to six p2r czxnt {sic) of the fnitial

%

e o~ - e
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®equity investment, which shall be determined by
. the Commissionar; the right to such distribution
8kall be cumulative;

#(2) lNo distribution shall be made from borrowed funds
or prior to the completion of the project, or when
there is any default under the agreement or under
the note or mortgage;

¥(3) Any distribution of any funds of the project, which
the party receiving such funds is not entitled to
retaitn haereunder, shall be held tn trust saparate
and apart from any other funds; .

¥(¢) There shall have bean compliance with all outstanding
noticas of requzrements for proper maintenance of
the project.

¥(f) engage, except for natural persons, in any other busineass
or activity, including the operation of any other rental
project, or incur any liability or obligation not in
connection with the project;

"(g) require, as a condition of the occupancy or Zeasing of’
any unit in the project, any consideration or deposit
other than prepayment of the first month's rent plus a
8ccurtty deposit in an amount not in excess of one
month’s rent to guarantee the performance of the covenants
or the lease. Any funds collected as security deposit
shall be kept separate and apart from all other funds
of the project in a trust account, the amount of which
shall at all times equal or ezcead the aggregate of all
outstanding obligations under said account;

®(h) Parmit the .use of the dwelling accommodations of the
projact for any purpose except the use which was
origirally intended, or permit commercial use greater
than that originally approved by the Commissianaer;

urrent operating expenses, exclusive of the indebtaedness

*(i) Encur any liability, direct or contzngent other than Sor
AE

ecurad by the mortgage necessartly inctdent to the
“execution and delivery thereof;

"(3) pay any compensation, including wages or salaries, or
trncur any obligations, to himself or any officers,
director, stockholders, trustees, partners, beneficiaries
under a trust, or to any of their nominees;

"(k) entaer into a contract or contracts for supervisory or
naragerial services.”

In the determination of land value, the Board deems the $1. 15

per square foot for 1973 and the $1.40 per square foot to be prope
and reasonable. We note that Mr. Stay, Appraiser for appellant has
assigned a value of $1.50 per square foot for both assessment years,
vwhich adequagely corroborates the assessor's land values. We deem
the assessor’s land values which were sustained by the Board of
Equalization, to represent market value of the land for the two
assessment years. .

“X

g e ; . s
e D E R - Continued - 4 - Re: Properxty Tax App:a’“
FIN D ECISION Docket Nos. 10912,, 2.0913,"



E R - Continued - 5'-, Re: Property Tax Appzals
DECISION Docket Nos. 10912, 10913,
12330, 12331

The Board.deems the cost approach to improvement value as
presented by the respondent-assessor, and confirmed by the Board of
Equalization as a proper appraisal method; however, we believe this
technigue does tend -to-eéstablish_the UppST _Llimits of value. This

15 perhaps the result of the fact that under federal housing programs
it is evident that governmental requlations do tend to_ burden

jﬁggg%gi;ion_and—constructlon_costSu Moreover, the Hgggg_%giggwghe
opinion that the cost approach, standing alone, does not_ take into
gonsideration the Unigue &nd income restricted nature of apartmsnt
house ownership as required undeg_geq;m23;£§[CU(BﬁIR)fthjgéggt"
Theé governmental restrictions imposed should be taken into account
since these restrictions do reflect what a willing buyer would

pay for the property. The Board was only mildly impressed with the

comparabliiifles presented in the assessor's market data approach

to value. {|We agree with appellant that in the instant case the
utilization of the income approach is not only appropriate b does
generate the most crediblé& evidénge relating to market value; :
particularly is this true since the subject property is an apartment

‘house complex which generates restricted income, and the net income

so generated does involve some economic uncertainties that might
result from unpredictable inflationary influences. [?he Board is of
the further opinion that in the capitalization of ifcome approach, -
the present actual or contract rents are proper since these rents

do take into account the lack of freedom to adjust rents and the

6 percent dividend limitation On the other hand, the Board is
wholly cognizant; and, recognizes such in its ultimate determination
of market value, that consideration should be given to the fact that
the imposition of the HUD restrictions are, indeed, self-imsosed. and
that the disadvantages of the rental-freeze and the Six percent
dividenrd limitation are to some degree offset by the advantages of a
no risk, nonrecourse financing arrangement. We believe that an income
approach, used by appellant’'s Mr. Stay, and which utilized actual
rentals,a 5 percent vacancy factor, an economic life of 33 years and
2 11.5 overall cap rate to have validity. However, we do note that
the 1975 actual rentals of $123 for the one-bedroom units, $147 for
the two-bedroom units and $169 for the three-bedroom units, {even
for assessment years 1973 and 1974) are more realistic and 2ccurate.’

These rentals uppear to be a mean between tue actual 1973 xentals

" and the economic rent arrived at by the assessor, and, by Mr. Stay,

appraiser for appellant. ILikewise, we deem the.administration costs -
of $6,000 and the inclusion of taxes as an expense (vhen addad to_the
overall capitalization rate) to be invalid. Recognizing there are
some added management duties’ resulting from a HUD regulated project,
we believe a7 percent management fee merited. We deem a 33~-1/3
economic life to be appropriate in this type of investment, and a
three perxcent recapture rate in determining the capitalized value .
of the improvements to be merited, which results in an overall rate of
11.5 percent. We find the values that result from the use of contract
rent realistically represent market value of these "locled in”
politically restricted, income producing properties.

Using these factors, our compgtation of capitalization of income
approach for both assessment years 1is as follows:
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o R é E B - Continued -6 - . Re: Property Tax Appeals
FINAL DeCrsioN . + ", Docket Nos. 10912, 10913,
« v 12330, 12331
¢ "
HENRY HOUSEA1973
{Both Parcels)

vs

e Zacer)
12 - 1 Bedroom Units @ $123 per month 097r’“"f2L - $ 17,712
36 - 2 Bedroom Units @ $147 per month . $ 63,504
6 - 3 Bedroom Units @ $169 per month : ‘$ 12,168
GROSS INCOME $ 93,384
Less 5% vacancy and credit 4,669
EFFECTIVE GROSS ~§ 88,714
LESS EXPENSES .
Advertising $ 197
Operating Expenses (Utllltxes) 7,520
Management (7%) 5,717 . :
Insurance 2,103 ,1102- $ 15,537
NET INCOME BEFORE RECAPTURE AND TAXES T $T 73,177
Koo ropat .
L, LA R
nd, Value € $1.15 x 69,696 square feet .
$80,150 x 8.5 = net income attributable to land ) 6,813
INCOME ATTRIBUTABLE TO IMPROVEMENTS $- 66,364
CAPITRLIZED VALUE OF IMPROVEMENTS l11l.5% $ 577,078
PLUS VALUE OF LAND $ 80,150
INDICATED LAND AND BUiLDING VALUE (1973) $ 657,228
. rounded -to § 657,220

Note: The Board att “ributes the xmprovements
equally to each parcel

HENRY HOUSE 1974
- {Both Parcels)

e
1=
12 -~ 1 Bedroom Units @ $123 per month 'S’/" f $ 17,712
36 ~ 2 Bedroom Units € $147 per month-; $ 63,504
6 -~ 3 Bedroon Units & $165 per month J $ 12,168
GROSS INCOME § 93,384
-Less 5% vacancy and credit . 4,669
EFFECTIVE GROSS $ 88,7141
LESS EXPENSES
Advertising - $ 197
Operating Expenses (Utilities) 7,520 A
Managamant (7%) 5,717 T
Insurance 2,103 e 3 15!537

NET INCOME BEFORE RECAPTURE AND TAXES $ 73,177

Land value @ $1.40 x 69, 696 feet

$97,574 x 8.5 = net income attributable to land S 8,294

INCOME ATTRIBUTASLEZ TO IMPROVEMENTS $ 64,883
CAPITALIZED VALUZ OF IMPROVEMENTS 11.5% $ 563,770
PLUS VALUE OF LAND $ 97,574
et et
"INDICATED LAND ‘“D BUILDING VALUE (1974) $ 661,344
$ 661,340

Note: The Board attributes the improvements
egually €O caitli peruel

7
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D E R - Contiaued -7- Re: Proparty Tax 2ppeals
AL, DECISION Docket Nos. 16312, 10913
12330, 12331

e

t

v
Z

The Board concludes that the values resulting from the prec ed:.ng
.tual income and expense analysis realistically reflect the fair marke
.lue of the above described politically restricted "Henry House" co:ao1 ex.

DECISION

The land values determined by the Board of Equalization are
stained, and the improvement values as shown on the above schedule
‘e so ordered. The combined land and building value for assessment
ar 1873 is $657,220 and for assessment year 1974 is $661,340.

TED at Olympia, Washington —~ - STATE OF WhSHZIICGTON BOARD OF TAYX APPEALS
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MORTGAGE INSURANCE FOR MODERATE~COST RENTAL
AND COOPERATIVE HOUSINGs SECTION 221(d) (3)

Section 221(d) (3) of the National Housing Act, legislated
in 1961, has been one of the most important of the Federal Housing
Administration's (FHA) programs for moderate-income families in
the Council District. This program has been widely used in the
Council District to provide housing for families whose incomes
are e too high for public housing, but too low to readily obtain
new ox rehabilitated standard housing in the private market,
Accounting for the program's success are the below-market interest
rates and the provisions allowing limited dividend sponsors to
qualify for mortgage insurance.

Mortgage insurance under Section 221(d) (3) is available
for newly constructed or rehabilitated projects. Each project
must consist of at least five units of detached, seni-detached,
row or multi: family design. Projects may include community and
commercial facilities adequate for the occupants and which are,
where applicable, consistent with the urban renewal program
‘for the area. There are two_components of the 221(d) (3) program:
-below-market interest rate, and a market interest rate _program,

Below=Market Interest Rate: One of the most important aspects
of the 221(d) (3) program is that it provides mortgage insurance
for mortgages with below=-market interest rates, Eligible for the
Section 221(d) (3) below-market interest rate (BMIR) program are
nonprofit, limited dividend, cooperative, or public sponsors of
rental or cooperative housing projects. The Housing and Urban
Development Act of 1968 permits the conversion of rental 221(d) (3)
BMIR projects to condominium or cooperative ownership, retaining
the below-market interest rates. While most of the projects
developed in the Council District have been rental housing, this
new provision may increase the use of cooperative and condominium
forms of ownership.

Market Rate: In addition to the below-market interest rate
aspects of this program, mortgage insurance is also available
for projects developed under Section 221(d) (3) with market interest
rates, Profit-motivated housing sponsors are eligible for market
rate (d) (3) and greater profits are permitted than under 221(d) (3)
BMIR, Detailed certification is not required, and the market rate
{(d) (3) project need not be located in a community with a Workable
=14~
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Program for Community Improvement,

Housing built under tbe market rate program in the Council
District has generally been used in conjunction with the rent
supplement program, While rents in the market rate projects
are higher than in the BMIR projects, the use of rent supple=
ments can bring this housing within the means of low-income
families,

Administration

Federal Role: The Section 221(d) (3) programs are administered
by FHA in HUD. The administration of all the phases of the (d) (3)
programs are similar, The Commissioner of FHA and the national
office establish regulations concerning project, sponsor, and
tenant eligibility. The Commigsioner delegates immediate respon=-
sibility for the program to the local FHA insuring offices, but
retains the right of final approval of potential sponsors and
projects, '

Local Role: The FHA insuring offices accept applications
from potential sponsors, and issue conmitments of insurance to
acceptable sponsors, The insuring office is responsible for

andling negotiations between the mortgagors and the FHA, as
well as supervising and regulating the (d) (3) projects for

the length of the mortgage term. FHA claims certain insurance
premiums and fees in order to maintain the agency®s self=suf=-
ficiency. Eligibility requirements for project, sponsor, and
tenants are established in BMIR projects to assure the continued
moderate rental characteristics of the project.

Sponsor's Role: Several types of mortgagors or sponsors
are eligible for mortgage insurance under Section 221{d) (3)
BMIR. Included among these types are the nonprofit and builder=
seller mortgagors., A nonprofit mortgagor is an association
organized for purposes other than making a gain for itself or
anyone connected with it. The builder-seller mortgagor, ap-
proved by the Commissioner, is organized to construct or rehabili-
tate a multifamily project and sell it to a nonprofit association
at a price not to exceed the actual cost of the project. The
builder-seller mortgagor operates the project under all 221
regulations until its purchase. If the purchase of the project
is delayed, the builder-seller mortgagor must operate the project
as would a limited dividend mortgagor., These mortgagors are all
gulated by federal or state law as to rents, charges, and methods
£ operation.




Public mortgagors make up the second category of mortgagor-
sponsors eligible for 221(d) (3) BMIR financing. Public mortgagors,
which include federal or state instrumentalities other than public
housing authorities, are regulated as to rents and methods of
cperation,

A third type of mortgagor eligible for BMIR financing is

~-the limited dividend mortgagor., These.are limited by state law-
ags to their distribution of income, and are formed exclusively
for the purpose of providing housing for moderate~income families,

A final type of mortgagor eligible for BMIR financing are
nonprofit cooperative ownership housing corporations, approved
by the Commissioner, Cooperative corporaticns restrict project
occupancy to members of the corporation and membership requlations
must be approved by FHA. Cooperative housing may be built or
rehabilitated by an investor-sponsor mortgagor, who intends to
sell the project to a cooperative mortgagor within two years of
its completion, The investor-sponsor is limited as to rate of
return on investment and is subject to regulations concerning
sales and charges,

All of these mortgagor-sponsor types are eligible for the
special {4} (3) below-market interest rate, which is currently
three percent, BMIR projects carry an initial interest rate
of up to 7% percent, which is lowered to three percent upcn
final endorsement of the project.

General mortgagors are eligible only for market-rate (d) (3)
financing. These mortgagors must be approved and regulated by
the Commissioner, Market rate projects carry a market rate
interest, up to 7% percent, throughout the term of the mortgage,

Once the mortgagor has satisfactorily completed all the
conditions necessary for the initial closing, the initial closing
is held and the FHA endorses the Secured Note for mortgage inw-
surance, At this point the first advance of mortgage funds may
be made and project construction begqun, At the completion of
construction the mortgagor submits cost certification statements
to the FHA,

Final closing, or full endorsement of the loan is made by
the FHA. If the mortgage is to carry the below~-market interest
rate, the mortgage is purchased by the Government National Morte
gage Association (GNMA), &nd the interest rate reduced from 7% to
threae percent., Prior to 1968 these mortgages were purchased by
the Federal Natiocnal Mortgage Association,

=]l6=
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GMMA purchases 221(d) (3)BMIR mortgages with funds appro-
priated by Congress for its Special Assistance Program, Because
these funds are limited, certain criteria are established which
projects must follow if they are to be eligible for the special )
interest rate., Basically, these criteria require that the progect;
gserve moderate-income or displaced families,do not duplicate
other local housing programs, and are sponsored by persons capable /
of handling the paperwork and of managlng the completed projecta

Financing: Public, profit, and nonprofit sponsors subject
to state or FHA regulations are eligible for financing under the
221(d) (3) programs, The amount of the mortgage varies with
sponsor type and certain statutory, unit, replacement, and debt
service cost limits,

The maximum mortgage amount available for a (d) (3) project
is $12.5 million, Within this amount, the project must be built
or rehabilitated within certain construction cost limits, These
may be raised by up to 45 percent in high cost areas.

Table 2: Construction Cost Limits for 221 (d) (3) Housing

Number of without with

Bedrooms Elevator Elevator
0 $ 8,000 $ 9,500
1 11,250 13,500
2 13,500 16,000
3 17,000 20,000
4 or more 19,250 22,750

t

Public and nonprofit sponsors are eligible for a mortgage
covering 100 percent of the FHA estimate of the project replace=
ment cost. A limited dividend or a general mortgagor may receive
a mortgage covering 90 percent of the project replacement cost,
All sponsors are further limited in the amount of the mortgage
they may recelive by the debt service that the project is capable
of carryinge.

The maximum mortgage term is 40 years, or three-fourths of
theremaining economic life of the property. Market rate 221(d) (3)
projects pay a maximum mortgage interest rate of 7% percent.
BM;3~prgjects carry an interest rate of three percent, For proj-

17



commitment, and inspection fees-paid to-the FHA. These total

up “to $3.00 pex $1,000 of the amount of the mortgage for applica=-
tion and commitment processing, and up to 85,00 per $1,000 for
inspection fees.

General mortgagors and limited dividend mortgagors are per-—
mitted to receive a profit on their projects. A limited dividend
mortgagor may distribute annually from surplus cash approximately
- six percent of his equity in the project. Project architects,
builders, and managers are allowed certain fees, based on the
amount of the mortgage,

Section 221(4) (3) Housing in the Council District

Use: The 221(d) (3) BMIR rental housing program has been
the most widely used of the FHA programs for moderate-income
families. There are approximately 3,400 completed units: and
5,500 units in construction or planning in the Council District,
Most completed and planned units are in the City of Boston.

Of the completed units, about half are located in urban renewal
project areas, Approximately 2,700 of the units in construction
are being rehabilitated.

Oonly three BMIR projects are being, or have been, developed
as cooperatives. Two of these projects with 355 units are in
Boston., The third project with_ 115 units is located in Brookline,

The market rate (d)(3) program has been used in conjunction
with the rent supplement program since the latter's inception,
The use of rent supplements brings the costs of these units
within the income means of low~income families, There are 769
units of rent supplemented market rate (d) (3) housing completed
or soon to be completed in the Council District, All are
located in Boston, and all but 38 are rehabilitated units,

The following three tables list the type, location and number oa

units of 221(d) (3) houaing in the Council District which are
completed or have received initial or final approval by the FHA,
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EXBTALT 7
APPENDIX A
U.S. OEPARTMENT OF HOUSING AND URSAN DEVELOPMENT
qua som 0. 3134 FEOENAL HOUSING ADMINISTRATION
(Prosiont sitton shostorsd
R REGULATORY AGREEMENT FOR LIMITED DISTRIBUTION MORTGAGORS
URDER SECTION 226 OF THE HATIORAL HOUSING ACT, AS AMENDED
Preject Ne.
Morigagee
Amneunt of Mortgage Nete Dete
Mongege: Reconded: Nete Coumty Date
Beek Page
This Agreewent entered inte this doy of 19
betweon
whese address s
thesr succeesors, heirs, and sssigns (Jnntly and seversily, hereinalter ref d to aa On ) and the undersigned Secre-
taey of Housing end Uthan Deveiog and hus scting by snd threugh the Federsl Houning Commissionee

{hereinafter called Commissioner).

In consideration of the endorsement for inmwrance by the Commistioner of the sbove deacribed note of 1A considerse

tien of the ¢ m of the C to the fer of the mortgaged progerty, and in arder to comply with the requires
ments of Section 236 of the N 1 H. g Act, as ded. and the Regulations adopted by the C P
therete, Ownern sgree for themselves, thesr lucmmn. heies and ssaigns, that in with the goged

¥
and the project operated thereon and se long as the contract of mortgsge insurance cominues in effect, and ducing nch
further penod of time un the Commissioner shall be the owner, holder or reinsurer of the mortgage, or duzing any time the
Coammsonet 18 ohligated to 1A3ure & mortgage on he mortgeged property

1, Owners, except o3 limited by pacagraph 17 hereof, shail promptty make ol! pey due under the note and
mertgage, provided, however, that the Cmunone' shall make payments to the mottgegee on behslf of the
Owners 1n d with the int between the mortgagee sad the Commissioner,

2. (@) Owners shaii bliak or te & reserve fund foe repl nta by the stlocation to such tee
gerve fund 1r 8 scparate account with the martgagee or in a safe and resp ble deponitory designated by the
mottigagee, concurrently with the beginning of puy s rda amoctization of the principst of the martgsge
insured o¢ held by the Commissiones of en amount equal te $ per month uniess s difs

terene date or amount is spproved in writing by the Commissioner. Such fund, whether in the form of @ cash dev
poait o tnvenrted 1n obligstions of, or (ully guarsnteed as ta principal by, the United States of Amenca, shail ot
all umen be uadet the control of lhn mortgsgee. Dublnom: {rom such fund, whether for the purpose of efe
fecting replacement of and mech quipment of the project o¢ for say other purpese,
may be made only sller receiving the consent 1n wnting of the Cmiuim' In the event of e defaeit in the
terms of the Morfgage, pursuant 1@ which the loen has deen i d, the C may apply o¢ euther
sze the spplication of the betance wa such {uad te the smeunt due on the madgage dedt as I d

{») Where Owners are acquiting 8 project alresdy subject te an ol toge, the reserve fund foe repiaces
menis te be established will be equal to the amount due te be in such fund under existing agreements or char
tet previsione at the time Owners acquire such proj and pey L der shell begin with the flest paye
ment due on the mortgage after acquizition, wnless some other method of establishing and maintaining the fund
is appreved o¢ requited ia weiting by tie Commissioner.

(c) Owners shall establish snd maintain, in sdd. to the fund foe rep! dusl

fund by dopeniting thereto, with the mostgages, the residual receipta, as defined herein, -nhin 60 days e
ter the end of the semianaval o¢ snaval fiscsl penod withia whick such receipts are reslized. Residusi re-
ceigta shail be wnder the i of the C. and shall be disbursed oaly on the direction of the
Commiazionet, whe shail have the pewer and anthority te direct thet the residus] receipta, or any pert thete-
of, be waed for sach puryp o he mey d

3, Reai property ¢ by the gege sod ths Agr 18 deseribed in Schedule A hed hetwte.

4, The Owners covenaat and sgree that:

(2) with the prior app 1 of the Commi they wilf dlish for cach d-omag wit (1) & tavic rentsl
dmn determined om the basis of operating the project with pey of p ipel sad under @ mocte
gege b 4t one p: sedd (2) 0 faie macket rental chacge dﬂ«-ud o the beats of aperating
the peogect -uh payments of pcn::pcl. interent ard martgage insursace premivas due wnder the tnavred
wactgege ou the project;

/71 Page A-24
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(8) the rental chosged for each wait, which will inciude sll wiilities except telephone, will be equal to 25% of
the tenant's 1ncome Ot the bamic rental, whichever 18 grenter, but in A8 evemt shell the remal chorged exe
ceed the fair mathet rents),

(c) they shall [1mi admission 1o the project te those families whese incomes do not exceed the limits prescribe
od by the C. with the P of those lenants whe agree te pay fauc mathet teatal,

{4) prelesence {oc occupancy shail be given te those families displaced {rom sa urhban tenewel sren, ot a2 8 toe
sult of govemmental action, ot s # result of & dinaster determined by the President to be o major disaster,
and to those families whose iacomes ste within the lowest practicable limits for obiaining rental wails n

the preject,

(e) on forms app d by the C they will obtain from cech prospective tenent, prior te admission te
the peoject, @ certs{ication of income, and o eecertification of income from all Ienants whe sre not peying
faw matket rental at intervals s required by the C

(D il say recertification reveals & change 1a income wherchy the tenant hecomes eligible for a lower or higher
rental, auch adiustment 1 rental charged sheil be made, peavided thet rental shall never be less then basic
tental and shal! aever exceed fa1e market rental,

{3) W & meaner prcactibed by the Commissioner, uwy will oMtain written & L the inf:
1108 given on the tenonts’ [} end of income and shall retain the evidence in their
files for tiwee years,

(%) they shall require all enants whe da not pay the fair market rental 10 execule o lense 1n the form prescride
o4 by the Comminsioner, ond shall not rent say uait in the ptoject for less than JO deys mer more thea one
yeur,

(1) they shall remit to the Commissioaet on o before the tenth doy of each momh the smoumt by which the
total restals collecred an the dwelling wasts cxeﬂdl the sum of the approved basic rentals foe all eccepied
waits, whick shall be accomp dbya hly repoet on A form spproved by the Commissioner,
provided that a moathly report must be filed even if ne remittance is required,

(§) they shall net restrict accupancy by reason of the fact thet there ore children 10 l;o [amily, except 1
these proy thet are designed p 1y for eldesty p

M) they will rent commercial facilities if any, ot net less than the reatal appraved by the Commissioner;
Q) ne change will be mede 1n the basic tental or fair merket reatal uniess apy: ¢ by the C

(m) ne tenant shell be permitted to rent more than one unit st ady given time without the prioe written spproval
of the Commisnioner,

{n) 1l there aze ront supplement wmts in the 'co]ecl. the as te the elipmlity of tenants foe ade
mission to Such units and the cond. of od pency shall be 1a sccondsace with the Reat Sup-
plement Coatract execuied by the Owners and the Commssioner which 8 incocporeted in and mede a pert of
tus Agreement,

Upom prroe written app 1 of the C ,the Owners may charge to and receive from say tenant sych
amounts as from time o time may be mutually II'R‘ upon botween the tenont and the Owaers for any facilities
and, or services which may be furnished by the Ovum or others to suck tenant upon his request, in eddition te

the facilities and setvices inciuded ia the app d Renta] Schedsl:

. Owners ahall ot without the prioc written app 1 of the C !
{a) Ceavey, { ber any of the gaged property, oc permit the conveyance, tranafer of encums
beance of such Mﬂy.
(b) Assign, fer, d of, or bec any t peapecty of the peoject, incleding rents, oc pay owt
any funds, other thaa lm surplus cash, except foe ble op g exp and y repairs;

(c) Coavey, assign, o transfer any beneficial interest in say trust boldiu title to the mortgeged peoperty, or
%o interent of any ;ﬂmﬂl pertaer in @ hip owning the 4 property, o¢ any tight to menage or
teceive the rents snd peolits from the oon'-pd property,

(4) Remodel, odd te, , Or demolizh any pact of the mectgeged properiy or subtrect from say reel or
L 1 property ol the proj .

(e) Meke, or receive and retein, any distiibution of sssets or sny income of eay kind of the peoject, except frem
swrplus cash and except oa the following conditions:

(1) All distributions shail be made only u ol or after the end of 2 semisnnvat or sanval fiscel period, sad
oaly as permitted by the law of the appli d 8il such di in any one liscal yese
Mlhlhlle‘hnxmmuumwu-l equity o é d by the C

ond the right te such distzibution sheil be cumuiative;

Page A-25
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:

(2) Ne distribution shall be made {rom borrowed funds or prier te the completion of the project or when there
is any defaylt under this Ag: or uades the note o martgege;

(3) Any disuibution of asy funds of the project, which the party seceiving such fuads, is not entitied te ro-
tain hereunder, shatl be held in trust sepasate sad spart from sny other funds;

(4) There shall kave been pli with all ding netices of requi foe propes maintal
of the project. .

(f) Eagage, except for natursl persons, in ary other busi o¢ activity, including the eperation of say other
rental project, of iscue any lisbility or obligation aot in with the praj

Require, as s condition of the occup or leasing of any usit is the peoj any ideration ot deposi
other than the prepayment ol the llm mth'- rent plus 8 secutity deposit in an amoust not in excess of ou
month’'s remt t0 ¢ of the of the lease. Aay fund cellected as security depos~
its shali be km separate u‘ apart from all other funds of the m]ccl ia & trust account the amount of whick

shall st ail times squal o¢ euceed the aggregate of ait 3 ! wadery 2aid

(h) Pernit the use of the dwelling sccommodations of the project foc ary purpose except the use which was otige
inally § ded, o¢ permit sl use grester than thet ociginally approved by the Commissioaet;

(i) lacur uy liability, ditect ot contingent, other thaa foe current op ing exp: it of the indebted

sess d by the gage and ily 10 the ion and delivery thereol,

10ad

() Pay sny pensation, i ing wages or salerien, or incus sy obligations, to themaelves, or say officers,
d kho)d benefi under a trust, o¢ to aay of their nominees;

(4 P .

(k) Eates into say ot fos sup: y Ot getiol services,

Owners shall maintsin the d i d aad the grounds and equip t
thereto, in good repais and condition. Ia the event all or any of the bmldmu covered by the -«mup shail be
destroyed oc damaged by fire oc other casuslly, the money derived from sny insucance oa the property shali beop-
plied in accordance with the terms of the insured mortgage.

Owners shall aot file aay petition in bankruptcy, or for 8 receiver, or in insolvency, o¢ foc reorganization os come
position, or make say assignment (oc the benefit of cndmxl ot to 8 trustee foe credi or permit anadjudicetion
in bankruptcy, the taking p ion of the Lag petty o any part theteof by » ceceiver, or the seizure
and zale of the mostgaged property or any part thereof undu juduculpeoccuo'punum to any power of sale and
lnxl to have such sdverse sctions set aside withia foty-five days.

(s) Owners shall provide for the management of the project in & manner 'f y te the C. i Ay
[ d iato by Owners, o¢ aay of them, 1nvolving the project shall contein & provision
that it shall be subject to inatinn, without penalty and with or without cause, upona wistica request by the
Commissionet sddreszed te the Owners. Upon receipt of such request Owners shall immediately terminate the
contract withia s pcuod of nat more thaa thirty (30) days and shall make atrungements satisfuctory to the Come
missioner for « g proper gement of the peoject.

(b) Pay for ices, supplies, oe ials shall not exceed the amouat ordinactly paid for suck services,
supplies, or matenials in the srea where the sesvices are rendered or the supplies or matenials furmished.

{c) The mortgaged property, equipment, buildings, plans, olffices, apparatus, devices, books, contracts, reconds,
documents, and other pupers reluting thereto shall at all times be maintsined in reazonable condition les proper
audst and shall be subject to examination and inspection at any teasonable time by the Commissioner ot his duly
suthanzed agems. Owners shall keep copies of all wrstten contiacts or othet sastruments which sllect the mort-
guged property, all or any of whick muy be subject to inspectioa snd by the C t ot his
duly suthonzed agems,

(d) The books ead accounts of the cpevations of the mortgaged propesty ead of the project shall be kept in ace
cordunce with the requitements of the Commissionet.

(®) Within sixty days {ollowing the end of each fiscal year the C i t shall be f hed with 8 complete
annual finuncial tepost based upon ea examination of the books and tecotds of the mortgugor peepared ta accorde
ance with the (cquirements of the Commissioner certilied to by an officer oc tespoasible Owner und, when re-
quited by the Commissiones, pecparcd sad certified by a Cectalicd Public Accouatunt, of other person acceptuble
to the Commisxioncs,

(f) At the tequest of the C i s agents, employees, o¢ stiotneys, the Owners shall furmish monthly
occupancy reposts and shail give specific answers to questions vpon which snfoemation 18 desired from time to
time relutive to the income, assets, lmbulmu. conatucis, opetation, and condition of the property and the xistus
of the insured motiguge.

9N
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(D) All rems snd other recerpts of the project shall be deposited 1a 1he nome of the project in o beak, whese doo
posits ere inswred by the F.D.L.C. Such funds shall be withd: only in sccerd -nl the p of
this Agreement for expenses of the preject, to the C 13 ired wnder Paragraph

4&(i) sbove, o¢ for disinibutions of surplus cash os limsted by Pacagroph 6(¢) shove. Auy owner reCevIng

funds of the project other thea by sueh distrid of surples cosh shsll diotely deposit sech funds in
the preject benk account snd failing oo te de ia vielation of this Agreement shall hold such funds in trust.

Any swner wcerving property of the preject in viel of ths Ag shell imaedistely deliver such
property te 1he presect snd fadlmg se 1o do shall hold sSuch property in trust.

Ownere will comply with the provisiens of eny Faderal, State, o0 toral lew prelubiting viscrumination in
housing en the grounds of mce, coler, creed, or national origia, including Title VI of the Civil Rights
Act of 1964 (Public Low §8-352, 78 Stet. 241), ail requirementa imposed by or purseant to the Regule-

tions of the Depariment of Housing sad Urbea Develop (24 CFR, Sebtitie A, Port 1) insued pursuent
o that title, snd e issued g ot Owdec 11063,

11. Upon a vielstion of aay of the ateve per of this Agr by Owners, the Commissioner say give
written aotice, thereol, 10 Owners, by =i d or fied moil, add d to the odd stoted in this
Agreement, or such other add » ly. wpon spprepriete written mlnlhmoltoth'(:o-ob-
-m.umswusymo-m.w.m e If such violetion is not d to the

of the C -“Nu thiety ‘oy. after the date such notice is mailed or within such further
time os the C y o correct the vielstion, without further netice the

12,

Commissionts ey decloce o delavit uun this Amu dkenn on the dote of such deciorstion of defeult
and upon such delanit the Comminsionst mey:

(o)1) U the Commiesioner helds the nete - deciare the whole of seid inded § distely due sad paysble-
ond thea p d with the ferect of the

Ly

(2) ! snid note i net held by the Commissioner - notify the holder of the note of such defeult and request
holder te declore » defoult under 1he aote snd mertgage, and the holder after teceiving such notice and re=
quest, but net otherwise, ot s option, may declore the whole indebiedness due,and theteupos proceed with

foreclonure of the marigage, or sssiga the note snd gege to the C o8 provided in the Reguls
tions; .
(®) Collect sll remts and chasges in with the op of the project and use such collections tepey

the mertgagor's obligations wndes this A.m and under the note ond
of preserving the preperty and op g the p

gage ond the Y

(<) Toke posncusion of the preject, bring sny actien necessery to enlorce say rights of the Owners growingout
of the preject onnﬁ-. and eperate the project ia accordance with the terms of this Agreement unti} such time

es the C in Ms & that the Owaers are again in ¢ position to operate the project
n-:m-nh the terms of this Ags and in pli with the of the note and mortgege;

(@) Apply 1o sy court, Stateor Federsl, lor specific perl of this Agr for on injuncti 4

ey of the A . foz the op ofle .touhmu‘mnhepnkeliam‘-
ance with the terms ol the A.nc-un ot [or such other relief as may be appropriste, since the injury 1o the Com~
sussiener sriving from o deloult wnder any of the terme of this Ag: wouid be | ble snd the emount

of domage would be diflicult te escentnin;

(®) T the ¢ poy to the gegee mode p te Psragraph | hereinabeve.

Al numylovthmmdn-\‘n this Agreement 1o the reserve fund for replacements, and to secure the
of his hsbility n‘nthrn‘u-mnouheuuehumme. ond sa security for the

um obligetions wader this A the Owners resp yossign, pledge and gege to the C

there rights to the rents, ,-om-. income ul chorges of -htm vort whick they mey receive or be entitied to
from the op of the . . o ony tg of remts in the insun

od erigage referred to hereia. Uo«ladcf-llh‘ ] ndovtm- e ion s gromte

od 10 Owners to collect ond retain under the p of this A swuch nuu. pvom- incone, avd

charges, but upen defonit thia permiseion o terminated o3 1o all temts due or collected therenRer.

As woed in this Agreement the town:

(o) *‘Mentgage’’ includes 'Deod of Trust'’, *‘Chattel Mortgege’’, and any other secwurity fos the note identified
becotn, and endorsed foc inswrance or heold by the Commissioner;

(b) ""Mongugee' refor to the holder of the mortgege identified herein, its successers ond sssigne;

(c) *‘Mongagee’* meens the erigisal b wader the ond its and

{€) “Owners’’ refers 1o the peenens nsaed in the first peragraph hereol ond designated as Owners, their succes-
000 ond sesigns;
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EXHIBIT 7

16.

17,

(e) “‘Mortgaged Propesty’’ includes all property, real, 9 1, ot mixed d by the goge ot morntgages
ing the note end: d for i o¢ held by the Commissiones;

(D “Project’’ iacludes the mostgaged propmy -n‘ alf its other nuu of wh nature o¢ wh t 8ite
uate, used in ot owned by the busi d on said gaged progerty, which business is te provide
housing snd other such activities as are incidental theceto,

(g) *’Surplus Cash* mesns any cash temaining altes:
(1) the payment of:

(1) All sums due o¢ currently required to be paid uader the terms of any mortgege ot note insuced o¢ held
by the Federal Housing Commissiones;

(i) Al quired to be dep d in the fund fos sepl

(iis) All obligations of the project othee than the moctgage insured or held by the Commissiomer unless
funds (or payment ate set aside o7 defarment of payment has been spproved by the Commismoner,

(iv) Remi due to the C insi as required by Patagraph 4(1), and

(2) the segregation of:
(1) An amount equal to the aggregate of all special fuads required to be ¢ by the project;

(11} All tenaat security deposits held;

(iil) Thet portion of rentals which muat be remitted to the C in d with Paragraph
4{1), but not yet due. .

(h) "“Residual Receipta” mezas any cash remaining ot the end of & semiannual or annusl fiscal peciod after dee

ducting fiom surplus cash the amount of all distributions as that term is defined below snd as limited by

Paragraph &(e) heteof;

(i) **Family'* means (1) two or more persons wlated by blood, marrisge, or operstion of law, who occupy the
seme uait; Q) s hand:umd petson who has e physical impairment which 13 expected to be of lang continus
od and indefi & b ially impedes his ublluy to live independently, and is of such s nature
that his sbility to live independently could be imp d by more sustable housing conditions, {3) a single per
s0n, 62 years of sge oc older; ot (4) a single person less thaa 62 years of age provided that occupancy by such
peinons is limited 1o 10% of the dwelling uaits in the poject;

() “Distribution’ means any withdrawal a: taking of cash oc aay assets of the peaject, including the segregs-
tiom of cash oc assets toc subsequent vuhdmul withia the limitations of Paragraph &(e) hereof, and exclud-
iag pay foc p dent to the operation and meintenance of the project;

(k) "Income’* means the grosz snnual income of the (uully {tom al] sources before tanes and withholding, sfter
giviag effect to 1 tlowed by the C. i A

(1) “Default’’ means a default declared by the C i whes a violation of this Ag ia aot Gt
od to lus satisfaction withia the time sllowed by this Agreement or such {urthes time 38 nuy be allowed by
the Commissionas sfiee wiitten notice,

This {nstrument nlull blnd and the henefits shall inure (o. the tespective Owners, theit heirs, legal represents.
tives, in office o¢ § , and asaigas, and te the C end his

Successors so lug as the contrect of mottgage insurance contindes ia elfoct, sad dusiag such further time ae
the Commissionss shall be the owner, holder, ot reinsurer of the mostgage, of obligated 10 retasure the moctgage.

Owners wartant that they have act, and will aot, executs say other sg with pravisi dictory of,
¢ ia opposi to, the provi hersaf, and that, ia say event, ll\ouqnuuenue{mu Agreement are para-
mount aad coatrolling o the sighte and obligations set forth aad sup de any othet req in confl
therewith,

‘The invalidity of any clause, part oc p of this Ag shall act effect the validity of the remaining
portions theseof.

The (ollowing Owners:

do not sssume personal liability (o¢ payments due undes the note and moctgage, to the resesve foe teplacements,
o foc matters aot under thert coatrol, except:

(@) foe funds or propetty of the peaject coming iato theit hands which, by the provisions hereol,they sre not en-
Utled to retain, and

(b) for their own acts and deeds ot acts and deeds of athers which they have awthorized ia violation of the provie
si1aas hereof.

9/
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1 EQ YLD? .06

2 PROJ FPR? S
MORTGAGE 1 DATA

4 MTG INTR? .082

3 MTG PD? 40

7 PMT PDS/YR? 12

10 M7

11 M$? 300000
MORTGAGE 2 DATA

14 MTG INTR?

52 ALEFPR(-APPR)?T O

53 INCT 350000

53 Z INCR INCOME?T 0G5
3B EFJRWE+TX+Re7 032

-.0217019 = MTG 1 C
+0766303 = BASIC RATE
+1064251 = QUVERALL RATE

469813 = VALUATION

MODET

MORTGAGEL %X104%Z 300000 AT .08352 42621
EQUITY -3%Z -30186 AT .2336 ~7655
R.E.TAXES 13034

TOTAL 469813 S0000 INCOME

449813 ORIGINAL PRICE
O LESS 0X DEPRECIATION

oo e o o e s o

469813 PROPERTY REVERSIONs DEFERRED S YEARS
S00000 MORTGAGE 1

4720018 ?982 LESS 5 YEAR AMORTIZATION/ (1.99644E-2)

. - v by

-20204 EQUITY REVERSION, DEFERRELDl 5 YEARS

FRESENT VALUE OF EQUITY INCOME AND REVERSION AT 6.%
CINCOME INCLUDES PRESENT VALUE
OF 3.3 7% INCREASE QVER S YEARS]

~278835 INCOMEr -661%2.82 X 4,21234
-15097 REVERSIONy -20204.1 X 0.747258

-42982 TOTAL



MORTGAGEL 82% 400000 AT .0852 34097

EQUITY 184 87890 AT .0033 290
R.E.TAXES 139612
TOTAL 487890 50000 INCOME

487890 ORIGINAL PRICE
0 LESS 0XZ DEFRECIATION

B e T

487890 PROPERTY REVERSIONy DEFERRED 3 YEARS
400000 MORTGAGE 1
392014 7986 LESS 5 YEAR AMORTIZATIONF (1.,99644E-2)

et oo ore Gt s oo

95876 EQUITY REVERSIONy DEFERRED 5 YEARS

FRESENT VALUE OF EQUITY INCOME AND REVERSION AT 6.%
CINCOME INCLUDES FRESENT VALUE
OF 5.9 % INCREASE OVER 5 YEARSI

5585 INCOMEs 1326.08 X 4.212346
71644 REVERSIONy 93876.5 X 0.7472358

e wan e s e boms v

77230 TOTAL

MORTGAGEL 944 430000 AT .0832 38359
EQUITY &% 2B92T AT ¥~-.1274 -34685
R.E.TAXES 18328
TOTAL 478925 50000 INCOME

478925 ORIGINAL FRICE
0 LESS 00X DEFRECIATION

478925 PROFERTY REVERSION,y DEFERRED S5 YEARS
. 450000 MORTGAGE 1
441016 8984 LESS 5 YEAR AMORTIZATIONS (1,92644E-2)

37909 EQUITY REVERSION, DEFERREDIN 5 YEARS

PRESENT VALUE OF EQUITY INCOME AND REVERSION AT &.%
CINCOME INCLUDES PRESENT VALUE
OF 3.5 % INCREASE OVER S YEARSI]

-11159 INCOME, -264%9.21 X 4.212364
28328 REVERSIONy 37909.4 X 0.747258

.7168 TOTAL



