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PREFACE

1. The Underwriting Manual is issued by the Federal
Housing Administration. It contains instructions and regulations
governing the procedure and policies to be followed by Underwriting
Staffs of the Federal Housing Administration.

2. The Manual describes the techniques used by the
Federal Housing Administration to determine whether or not mort-
gages are eligible for insurance under Title II of the National Hous-
ing Act. Eligibility is determined by risk rating. This process con-
sists of an examination of mortgage risk and embraces valuation.

3. The salaried underwriting personnel and duly ap-
pointed fee consultants are furnished with loose-leaf Underwriting
Manuals. Each of these manuals is numbered and remains the prop-
erty of the Federal Housing Administration. Copies assigned to
staff members or fee consultants are listed in the name of the in-
. dividual to whom assigned. They shall not be destroyed or trans-
ferred and must be surrendered upon demand of the Federal Hous-
ing Administration.

4. Revisions of the Manual are issued by supplying new
or substitute sections for the loose-leaf edition. Such sections indi-
cate the dates upon which their contents become effective. They are
to be inserted in their proper places as indicated by the section
numbers.

5. In order to promote a broad understanding of the
underwriting and valuation principles and procedure adopted and
advocated by the Federal Housing Administration, the Underwrit-
ing Manual is made available to individuals and institutions. Such
manuals are bound and contain an imprint on the cover indicating
the date to which revisions have been made.

6. This edition of the Manual, dated February, 1938,
covers policies and procedures to be used in connection with non-
farm mortgages to be insured under the provisions of Section 203,
Title II of the National Housing Act, as amended February 3, 1938.
For mortgages to be insured under Sections 207 and 210, those in-
volving larger projects, and farm properties under Section 203,
policies are basically the same, but procedures and forms are dis-
tinctly different. In order to make the Manual available to the
Underwriting Staffs and to the public, this edition has been ordered
to be printed immediately upon enactment of the legislative amend-
ments,
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PART 1
SECTION 3
PRELIMINARY EXAMINATION

METHODS OF PRELIMINARY EXAMINATION

301. Purpose of Preliminary Examination.—Prelim-
inary examination is the initial survey of an application and occurs
as soon as possible after the receipt of the application by the Under-
writing Staff. Preliminary examination is made for the following
purposes:

a. To save mortgagors unnecessary expense for examination
fees in cases which are obviously ineligible.

b. To save the Federal Housing Administration the expense
of completely processing ineligible cases.

¢. To prevent delays in processing, resulting from incomplete
presentations.

d. To ascertain whether certain legal requirements, including
the suitability of contract documents, are complied with
before the issuance of commitments for mortgage insur-
ance.

302. Examination fees are charged by the Federal Hous-
ing Administration to offset the cost of processing cases. Applicants
who submit unacceptable cases are required to bear a portion of the
expense, but only when the actual expense is incurred subsequent to
preliminary examination. Preliminary examination which results in
rejection of the case before additional expense has been incurred
qualifies the applicant for refund of the examination fee. It follows
that preliminary examination, to be fair to the applicant, should
be thorough.

303. General Instructions.—The examination requires
the following two operations:

a. An examination to ascertain () whether the case presents
conditions which obviously render it ineligible, thereby
making it inadvisable to require processing by the Archi-
tectural, Valuation, and Mortgage Risk Sections of the
Underwriting Staff, or (2) whether it seems that the
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completion of such processing may result in a sound in-
sured mortgage. _

b. An examination to ascertain whether the application forms
and accompanying exhibits are complete or whether it is
necessary to secure corrections and amplifications which
will enable the case to be given proper consideration.
When necessary, this operation is followed by one or both
of the following:

1. The securing of supplemental data to amplify, confirm,
or clarify items in the application.

2. The securing of more complete drawings, specifications,
and contract decuments.

304, Mortgagees expect the Federal Housing Adminis-
tration to render its decisions in the shortest possible time consistent
with sound analysis. It is to their best interests to supply any in-
formation which is necessary to assist in processing cases with dis-
patch. Application forms require only such information as the
mortgagee and mortgagor can conveniently present, and there is a
sound and adequate reason for the presence of every item on the
forms. The completeness of the applications, together with all ex-
hibits, will be reflected in economy of operation and reduction in
processing time.

305. It has been found that some prospective home own-
ers permit loose and vague contractual agreements when building
their homes. Such practices are likely to lead to unnecessary mis-
understandings and avoidable difficulties and may result in loss to
one or more of the parties in the transaction. Experience has shown
the importance of well executed and complete drawings and specifica-
tions upon which the mortgagor, builder, mortgagee, and the Federal
Housing Administration can make and carry out binding contracts.
Preliminary examination must include a close scrutiny of the ade-
quacy and sufficiency of submitted drawings and specifications.

306. The term “application” is used in this section to
describe all the papers, photographs, drawings, and other exhibits,
jointly, which are presented by the mortgagee and mortgagor. Com-
plete applications include the following items:

a. Proposed or partially completed construction:

1. Mortgagee’s Application for Insurance, FHA Form No.
2004, or Mortgagee’s Application for Conditional
Commitment, FHA Form No. 2201.

2. Mortgagors’ Property Description, FHA Form No.
2004a or Property Description, FHA Form No. 2201a.
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3. Photographs showing front view of property, and street
view of property with properties adjoining on side.

4. Drawings and specifications.

5. Plot plan showing relationship of proposed improve-
ments to lot.

b. Completed construction :

1. Mortgagee’s Application for Insurance, FHA Form
No. 2004 or Mortgagee’s Application for Conditional
Commitment, FHA Form No. 2201.

2. Mortgagors’ Property Description, FHA Form No.
2004a or Property Description, FHA Form No. 2201a.

3. Photographs showing front view of property and
street view of preperty with properties adjoining on
side.

4. A description of proposed alterations or additions, if
any, with the estimated cost and complete drawings
and specifications.

307. The Preliminary Examiner shall determine
whether an application has any possibility of being the basis of ulti-
mate commitment for insurance. This requires preliminary analysis
from all underwriting points of view. For example, the application,
with or without drawings and specifications, may indicate that rejec-
tion is certain because of lack of adequate access, extremely excessive
lot coverage, or insufficient cash equity, or the fact that the security
may represent an ineligible type of property such as one designed
entirely for commercial use. The detailed instructions contained in
paragraphs 810 to 815 are to be followed in order to arrive at a deci-
sion as to probable eligibility or the need for additional information.

308. While the Preliminary Examiner makes the quick,
initial check for probable eligibility he notes any omissions or errors
on the application and exhibits. Minor corrections may be made
and initialed in red by the Preliminary Examiner, but information
concerning important changes or additions must be received from,
or be confirmed by, the mortgagee prior to such alteration of the ap-
plication. For example, the amount and term of the application may
not be changed by the Preliminary Examiner, but the computation of
monthly payment may be revised in red pencil or ink and shall be
initialed. Discrepancies on the Mortgagors’ Property Description,
FHA Form 2004a, or 2201a, should be noted on the lower portion,
Preliminary Examiner’s Report.

309. Inasmuch as preliminary examination has the dual
purpose of determining probable eligibility and of preparing the case
for undelayed processing, the routine procedure provides for the



UNDERWRITING MANUAL
309-310

simultaneous accomplishment of both purposes. Cases fall into four
groups according to the most efficient method of handling them.
This grouping is described in paragraph 817. The final result of
preliminary examination is either, (¢) a recommendation that the
case be rejected and that the examination fee be refunded to the ap-
plicant, or (5) a decision to process the case by Regular or Modified
Procedure. Procedures are described in Section 2. The decision is
recorded in the space designated as Preliminary Examiner’s Report
on the Mortgagors’ Property Description, FHA Form No. 2004a
or 2201a. Paragraphs 818 to 322 give detailed instructions on the
recording of decisions,

PRELIMINARY ELIGIBILITY TESTS

310. Preliminary Examination of Property Eli-
gibility.—Included in eligibility of property are the factors consid-
ered in Rating of Property, Section 8, including Property Standards,
both national and local, Minimum Construction Requirements, and
related Minimum Eligibility Requirements contained in Section 5 of
this Manual. This examination does not include a complete analysis
of mortgage risk, but it does consist of checking the items contained
in an application against definite requirements and past decisions on
similar cases. The application contains the following items which
are useful for the preliminary determination of property eligibility :

a. Diagram showing size of lot, whether it is corner or inside,
presence of alleys or easements, and whether the street is
paved

b. Lot dimensions

¢. Age of building

d. Number of family units, rooms, and baths

e. Type of construction and number of stories

/. Presence of garage and type of garage, if any

g. Percentage of non-residential floor area

h. Photographs which (7) supply a partial check of the above,
(2) indicate approximate percentage of lot coverage, and
(3) indicate approximate width of at least one side yard

t. Source of water supply

4. Method of sewage disposal

k. Contemplated improvements, if any

The above items of information make it possible for the Preliminary
Examiner to arrange for the revision, withdrawal, or rejection of any
case which fails to comply with Property Standards and Minimum
Construction Requirements. The Preliminary Examiner should work
in close cooperation with the Architectural Section, and the Chief
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Architectural Supervisor should advise him as to adequacy of plans
and specifications or of the need for additional data to expedite
processing of cases.

311. Preliminary Examination of Location Eligibil-
ity.—This examination does not include the actual analysis of loca-
tions, but it does use predetermined location ratings made by the
Valuation Section. The Preliminary Examiner should be able to
segregate for rejection many of the applications involving locations
not suitable for long-term amortized loans. Comparisons shall be
made between the location described in the application and nearby
locations previously rated by the Valuation Section. If the accumu-
lated data indicate that the case is on the borderline of location eligi-
bility, preliminary examination shall not result in a recommendation
for rejection solely because of location factors.

312. The Preliminary Examiner has the following data
with which to check probable eligibility of locations: '

a. Street address and legal description of land, on Mortgagors’
Property Description, FHA Form No. 2004a.

b. Diagram showing location of lot in block. on FHA Form
No. 2004a.

¢. Photographs showing street view of property with proper-
ties adjoining on side, attached to FHA Form No. 2004a.

d. Material used for street surfacing, indicated on FHA Form
No. 2004a.

e. Maps of municipalities prepared by Valuation Section
showing outlined neighborhoods, established ratings of
locations, and ineligible areas.

. Location record files, which show ratings and other data on
all previous cases.

¢. Subdivision files, which indicate whether undeveloped sub-
divisions have been previously analyzed and, if so, the
results of such analysis.

k. Other data files, such as those described in Section 18,
Compilation and Recordation of Data.

313. Preliminary Examination of Borrower Eligibil-
ity.—This examination may be made with considerable confidence
because the Preliminary Examiner uses data supplied by the mort-
gagor himself on FHA Form No. 2004. When the information indi-
cates obvious ineligibility, a recommendation to reject the application
is adequately supported because of the source of the data. In a case
in which the ratio of total monthly payment to the stated monthly
income or the ratio of property value to stated annual income is
seriously excessive, the Preliminary Examiner should recommend re-
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jection to the Chief Underwriter. Preliminary Examiners are re-
quired to be familiar with and apply the major principles contained
in Section 10, Rating of Borrower, and Section 11, Rating of Com-
mercial Borrower.

314. The Preliminary Examiner shall use data included
in the application for the following purposes:

a. To compare mortgagor’s stated income with the amount of
total payment as previously figured. The Mortgage Risk
Section should supply certain outside ratio limits which,
if exceeded, would require recommendation to reject.

’d. To compare the amount of mortgage applied for, plus cur-
rent assets, with cash required in cases of purchase or with
outstanding liens in cases of refinancing. Proper allow-
ance should be made for advance taxes, special assessments
due, delinquent taxes, initial service charges, and other
costs of settlement.

¢. To ascertain whether the proposed transaction complies with
the established cash equity requirements.

315. In addition to the data included on the application,
the Preliminary Examiner has the following available:

a. Borrower cards on all previous applications, FHA Form No.
2006b, which make possible ready reference to other office
files and the decisions made on cases previously submitted
by the same mortgagor.

b. Mortgage Insurance Allotment Cards, FHA Form No. 2211,
prepared for every mortgagor in whose name more than
one formal commitment has been issued.

e. Data on tax rates, insurance rates, and special assessment
areas prepared by the Valuation Section. This informa-
tion is most useful in checking debt service and the
amount of cash required to close the transaction.

ROUTINE OF PRELIMINARY EXAMINATION

316. Speed is essential in preliminary examination.
However, preliminary examination shall not consist of a mere stamp-
ing of the application with no prior analysis. The routine procedure
consists of sorting cases according to a suitable classification and
then treating the cases in the several groups so as to expedite pre-
liminary examination and the rendering of the reports of the Prelim-
inary Examiner.

317. Grouping of cases.—A method of quickly classi-
fying cases by a standard routine shall be used by the Preliminary
Examiner. Described below is a suggested method of grouping:
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Group 1. Cases meeting preliminary eligibility tests and with com-
plete information,

Group 2. Cases meeting preliminary eligibility tests but with cer-
tain minor information lacking—Examples are cases in which:

a. The legal description does not conform to the lot size.

b. Specifications for repairs are general rather than specific.

¢. Minor items are omitted from plans and specifications.

d. The nature of the borrower’s assets or income is such that
more detailed information will be required by the Mort-
gage Risk Section.

The cases to be placed in this group must satisfy two tests. First,
the case must be one which has a fair chance of finally being com-
mitted upon, and, second, the missing information is not essential
for processing in the Architectural or Valuation Sections.

Group 8. Cases with certain major information lacking so that
preliminary determination of eligibility cannot be made—Examples
of cases falling into this group are:

a. Applications which appear ineligible, but cannot be defi-
nitely classed as such without further information.

"b. Applications where information is lacking which is essen-
tial for processing in the Architectural or Valuation Sec-
tions.

¢. Applications where violations of requirements can be cor-
rected, but not without difficulty or considerable expense
to the applicant.,

Usually the percentage of cases falling into this group will not be
large.

Group 4. Cases not meeting preliminary eligibility tests—This
group includes only those cases which are clearly ineligible, and for
which remedies are not possible or practical.

318. Procedure after Grouping.—The lower portion of
the face of Mortgagors’ Property Description FHA Form No. 2004a
is used as the Preliminary Examiner’s Report. Certain obvious dis-
crepancies in the application may be corrected and initialed in red by
the Preliminary Examiner. Paragraphs following require that cer-
tain correspondence, investigations, and requests be made. Notations
indicating the lines of action should be made on the application.
Inasmuch as the two sheets of the application are separated, the
Preliminary Examiner should make certain that notations and corre-
spondence of interest to the Architectural or Valuation Sections are
noted on or attached to FHA Form No. 2004a, and that similar
items of interest to the Mortgage Risk Section are noted on or
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attached to FHA Form No. 2004. The Preliminary Examiner de-
cides whether Regular or Modified Procedure is to be used. The
decision is indicated by a check in the proper space on the “Ap-
proved” stamp of the Preliminary Examiner. Instructions con-
cerning the choice of Regular or Modified Procedure are contained
in Section 2.

319. When a case has been thoroughly checked, and it
has been found that all information necessary for processing has
been included and the application has met all the preliminary tests
for eligibility (Group 1), the Preliminary Examiner proceeds as
follows:

a. He orders a Factual Data Report. This should usually be
requested from a credit reporting agency by proper nota-
tion on and transmittal of FHA Form No. 2006a. The
name of the credit reporting agency and the date of the
request shall be noted on FHA Forms Nos. 2004 and 2006b.
The request is forwarded to. an agency approved by Wash-
ington Headquarters. It is not required that a Factual
Data Report be requested in every case. The Chief Mort-
gage Risk Examiner shall indicate to the Preliminary
Examiner the policy with respect to such requests. When
the mortgagee attaches a copy of an adequate credit
report or other satisfactory data on the borrower, the
ordering of a Factual Data Report is not required.

b. He sends out such form credit inquiries as are necessary to
confirm bank balances, salary statements, and status of
other obligations. These form letters are identified as
FHA Form Nos. 2016b, 2016¢, and 2016d. The Prelimi-
nary Examiner notes on the margin of the Mortgagors’
Statement that such inquiries have been transmitted.

¢. For certain cases, he prepares the headings of FHA Form
No. 2217, Certificate of Approval of Private Well, and
FHA Form No. 2218, Certificate of Approval of Private
Sewage Disposal System. These forms are forwarded to
the proper Public Health Authority, and notation of this
should be made on the Preliminary Examiner’s Report.
In some offices these forms are mailed at the time of com-
mitment. This practice is acceptable in areas where
private installations are not a frequent cause of rejection.

d. For cases in undeveloped areas, he indicates on the Prelimi-
nary Examiner’s Report, whether or not subdivision anal-
ysis has been made previously. If so, the name or number
of the subdivision file should be noted on FHA Form No.
2004a.
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e. For cases in built-up areas, he notes the number of the out-
lined neighborhood on FHA Form No. 2004a.

f. He indicates that the case is approved for processing, desig-
nates the proper procedure, Regular or Modified, and
transmits the case.

320. When a case has been thoroughly checked, and it
has been found that certain minor information is lacking, but the
information available indicates probable eligibility (Group 2), the
Preliminary Examiner shall follow the instructions in paragraph
319 and shall, in addition, prepare correspondence requesting the
required information. The replies should be directed to the attention
of the Section Chief concerned. Further correspondence is prepared
by that Section Chief, not the Preliminary Examiner,

. 321. For those cases in which the lacking information is
so important that preliminary determination of eligibility is im-
practical or in which the lacking information is essential to proces-
sing in either the Architectural or Valuation Sections (Group 3),
correspondence shall be initiated requesting the information. A
statement shall be included in the letter to the mortgagee to the effect
that rejection will be made if the information is not received by a
specified date. No further correspondence should be necessary, and
if, on the specified date, the requested information has not been re-
ceived, the case shall be recommended for rejection according to the
procedure described in the following paragraph.

322. For those cases in which preliminary eligibility
tests indicate the necessity for recommending rejection (Group 4),
the Preliminary Examiner so indicates on the Preliminary Exam-
iner’s Report by the standard stamp, “Rejection Recommended.”
It is required that the amount and term applied for and the reason
for rejection be indicated on the stamp. The processing time must
also be shown. There should be additionz] explanation for the in-
formation of the Chief Underwriter and Director. All rejections re-
quire the approval of the Chief Underwriter and the Director, either
of whom has authority to require that the case be completely
processed.
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PART 1
SECTION 4
COMPLIANCE INSPECTIONS

GENERAL INSTRUCTIONS

401. Purpose of Compliance Inspections. Commit-
ments for mortgage insurance are agreements binding the Federal
Housing Administration to insure mortgages. The commitments are
based upon certain requirements, including the completion of con-
struction, alterations or repairs. The Federal Housing Administra-
tion, for its own interest, makes inspections to determine whether
construction, alterations or repairs are made in compliance with the
conditions of commitments. Such inspections are termed Compli-
ance Inspections and are made under the supervision of Chief Archi-
tectural Supervisors.

402. The Inspector shall keep the purpose of Compliance
Inspections foremost in his mind while conducting these inspections.
This will guide his actions in any situation for which instructions are
not provided in this Manual.

403. In practice, Compliance Inspections result in the
accomplishment of three functions:

a. The determination of whether the improvements, alterations
or repairs are completed in accordance with the approved
drawings and specifications. The term “approved draw-
ings and specifications” as used here and elsewhere in this
Manual, means those drawings and specifications includ-
ing all amendments, which were approved by the Federal
Housing Administration and made the basis and terms of
the commitment for mortgage insurance.

b. Assistance to builders in the form of advice and suggestions
as a means of securing compliance

¢. The rendering of reports and securing of photographs of
the property as evidence and record of completion

404. Procedure for Compliance Inspections. The
Chief Underwriter authorizes Compliance Inspections and notifies
the Chief Architectural Supervisor by transmitting a copy of the
commitment to the Architectural Section. Record of this is kept in
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an active file of properties awaiting inspection. These are usually
separated into groups according to the types of inspection which are
to be made. (

405. When the Director transmits the commitment to
the mortgagee in a case which requires compliance inspection, there
are attached Requests for Compliance Inspections, FHA Forms Nos.
2289, 2289a, 2289b, 2289¢c, and 2289d, as required. These are postal
cards which should be used to inform the Insuring Office of the
proper date for the next inspection.

406. When notified that a property is ready for a Com-
pliance Inspection, the Chief Architectural Supervisor assigns an
Inspector to the case. In practically all instances, fully accredited
Architectural Inspectors will be assigned Compliance Inspections.
However, the Chief Underwriter may assign to this work any mem-
ber of the Underwriting Staff who, in the opinion of the Chief Archi-
tectural Supervisor, is qualified.

407. In instances when the Inspector receives the assign-
ment while in the Insuring Office, he may use the office copy of the
approved drawings and specifications and, if necessary, a copy of the
commitment. When the Inspector receives the assignment by tele-
phone or telegraph, he uses that set of approved drawings and
specifications which were forwarded to the mortgagee with the com-
mitment. The most recent Compliance Inspection Report or Memo-
randum of Compliance Inspection shall be used as a reference.

408. The Inspector executes the Memorandum of Com-
pliance Inspection, FHA Form No. 2200, in duplicate and the original
is posted conspicuously at the site of construction. The Compliance
Inspection Report, FHA Form No. 2051, is executed in pencil and
transmitted to the Chief Architectural Supervisor for his apporval.
For final Compliance Inspection Reports, it is the responsibility of the
Chief Architectural Supervisor to obtain assurance that all certifi-
cates of approval which are necessary for occupancy of the property
have been issued. This may include approval by local building au-
thorities or approval of the electrical installation by the public utility
company. With the exception of certificates of approval of private
water supply and sewage disposal systems, this evidence is not required
in writing for inclusion in the case binder, but may be obtained during
the final compliance inspection or by telephone. When a Compliance
Inspection Report indicates that the construction is finally approved
by the Chief Architectural Supervisor, it is transmitted to the Chief
Underwriter for final approval, which approval is required before the
mortgage may be insured.
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409. In the event that the Inspector reports noncom-
pliance which adversely affects the cost estimate or Rating of Physi-
cal Security, the Chief Architectural Supervisor shall transmit the
Compliance Inspection Report to the Chief Underwriter. If the
Chief Underwriter determines that such noncompliance renders the
proposed mortgage, in the amount committed, ineligible for insur-
ance, and that compliance is not probable, the Director shall notify
the mortgagee that present conditions indicate that it will be impos-
sible to insure the mortgage. If the mortgagee requests that the
case be reconsidered, reprocessing shall be completed at the discre-
tion of the Chief Underwriter. In most instances, a complete reval-
uation, including reexamination of the property, shall be made.

410. On commitments issued for proposed construction,
it is required that a First, Second, and Third Compliance Inspec-
tion be made, together with such additional inspections as may be
necessary. When, at the date of commitment, construction has
progressed beyond the stage specified for First Compliance Inspec-
tion, the Chief Architectural Supervisor will require that an imme-
diate inspection be made of all completed work. The Inspector will
designate whether this is a First, Second, or Third Compliance
Inspection, depending upon which is applicable to the existing stage
of construction, and will note on the report that there has been no
previous inspection. This inspection takes the place of any inspec-
tions which ordinarily would have preceded it. For instance, if, at
the date of commitment, construction is past the stage prescribed for
Second Compliance Inspection but not completed, the initial inspec-
tion will be indicated as the Second Compliance Inspection and must
include, to the extent possible, examination of all work usually
inspected in both the First and Second Compliance Inspections. In
such instances it may be advisable to have certain vital portions of
the structure uncovered.

METHODS OF COMPLIANCE INSPECTION

411. First Compliance Inspection. The TFirst Com-
pliance Inspection shall be made at either of the two following
stages of construction:

a. When excavation is completed and ready for footings and
foundations, or

b. When the foundation walls are complete and ready for
backfill

An inspection made at the latter stage of construction is designated
“Alternate First Compliance Inspection.”
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412, The Chief Architectural Supervisor shall notify the
Chief Underwriter at which stage of construction the First Com-
pliance Inspection is to be made. This decision shall be indicated
on the Report of Architectural Inspector, FHA Form No. 2014, in
order that suitable notification cards may be selected to accompany
the commitment.

413, In deciding at which stage of construction the First
Compliance Inspection is to be made, the Chief Architectural Super-
visor should consider, (@) soil conditions, (b) dependability and
competence of builder, and (¢) anticipated construction conditions.
In some instances it will be advisable to make inspections at both
stages of construction.

414, When making a First Compliance Inspection, the
Inspector determines if the construction is proceeding in conformity
with the approved drawings and specifications and in conformity
_with acceptable standards of workmanship and good engineering
practice by observing the following:

a. Location of the building lines on the lot
b. The depth and size of the excavation
¢. The character and formation of the subsoil including:
1. Bearing capacity, and
2. Presence of filled earth or faults
. The presence of springs or ground water
The fall between the house lines and the main sewer as
well as the adequacy of drainage for the entire property
7. The condition of footing trenches and the suitability of
forms where required

S
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415, If unsatisfactory soil conditions are encountered,
the Inspector shall suggest suitable corrective measures, such as the
use of specially designed footings and foundations. The suggested
corrective measures shall be indicated on the prescribed forms, and
the Chief Architectural Supervisor shall determine whether these
remedies are adequate. If deemed necessary, the builder may be
required to obtain the services of a competent engineer to assist in
this work. If no corrective measures are feasible, the Inspector shall
report such conditions,

416. When the First Compliance Inspection is deferred
until foundation walls are completed and ready for backfill, the
Inspector observes, in addition to the items already listed in para-
graph 414, the following:

a. Size and shape of footings, foundation walls and piers
b. Quality of the materials and workmanship, particularly
the neatness and soundness of masonry
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¢. Dampproofing and drainage of foundation
d. Location and quality of columns and other substructure

417. Second Compliance Inspection. This inspection
is made when the main building is enclosed and all structural mem-
bers are exposed and while roughing-in is in place and visible. At
this time all structural details and materials can be inspected. In
addition all heating, plumbing and electrical work that is to be
concealed, is installed and ready for inspection.

418. When making a Second Compliance Inspection, the
Inspector determines whether the construction is proceeding in con-
formity with the approved drawings and specifications and in con-
formity with acceptable standards of workmanship and good engi-
neering practice, by observing the following:

a. Foundations if not inspected during First Compliance In-
spection
1. Size and shape of footings, foundation walls and piers
2. Quality of the materials and workmanship, particu-
larly the neatness and soundness of masonry
3. The dampproofing and drainage of foundation
4. The location and quality of columns and other sub-
structure
b. Superstructure of building
1. The grade or quality and soundness of all materials
used
2. Structural details, such as plates, spacing of structural
members, bridging, corner bracing, sheathing,
masonry wall ties or bonding, and the application
of roofing and flashing
3. Methods of assembly and workmanship employed in the
construction, including masonry, cutting, fitting and
joining of materials, roofing, flashing and insulation
c. Roughing-in for mechanical and convenience equipment
1. The plumbing and sewerage, with particular attention
to venting, size and pitch of pipes and methods of
installation
2. The heating system, with emphasis on the capacity,
location, and method of installing piping or duct
work
3. The electrical system, with special attention to the
type, method, and adequacy of wiring, distribution of
circuits, and location of outlets
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419. In the event construction is not proceeding in con-
formity with the approved drawings and specifications, the Inspee-
tor lists the deficiencies or variations on the required forms and sug-
gests a satisfactory remedy to the builder. For example, where the
structural strength of joists or other load bearing members are defi-
nitely impaired by cutting, drilling or by inherent defects, the In-
spector shall indicate that such members will require replacement or
adequate reinforcement prior to approval of the construction.

420, Third Compliance Inspection. This inspection is
made when all improvements are completed and the buildings are
ready for occupancy. Walks, drives, grading and accessory build-
ings are included in the improvements which must be complete.

421, When making a Third Compliance Inspection, the
Inspector determines whether all improvements have been completed
in accordance with the approved drawings and specifications and
the terms of the commitment by observing the following:

a. Plaster and plaster base

b. Mill, cabinet and stair work

¢. Floor and wall materialg and finishes

d. Painting, wall covering and decorating

e. Glazing, weatherstripping, and caulking

f. Rough and finish hardware

¢. Plumbing fixtures and equipment

k. Radiators, ducts and grilles, boilers, heaters, air-condition-
ing units, stokers, oil burners, and auxiliary devices such
as automatic controls.

¢. Electrical equipment

4. Certificates of approval if these are on the premises

k. Gutters, downspouts, and other sheetmetal work

I. Walks, drives, and grading

m. Accessory buildings

n. Private water and sewage disposal systems

422, 1f the Inspector determines that the improvements
have been completed in a satisfactory manner, he indicates his ap-
proval on the required forms and then photographs the subject prop-
erty. One street view is taken showing the adjoining properties and
a front view showing the completed improvements. In order to
identify the photographs it is suggested that the last three digits of
the serial number appear in each photograph.

423. In the event the property is not completed in a
satisfactory manner the Inspector will indicate his findings on the
required forms and withhold his final approval. In such instances,
an additional Compliance Inspection may be necessary.
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424. Additional Compliance Inspections. The Chief
Architectural Supervisor may deem it advisable or necessary to have
more than the three regular compliance inspections made. For ex-
ample, it may be found that additional compliance inspections are
necessary in cases where special installations are contemplated that
will require more frequent examination, or where certain work will
be concealed earlier in the building operations than ordinarily is the
case. Additional inspections are also necessary in cases where non-
compliance with approved drawings and specifications is discovered
during one of the regular compliance inspections, and it is necessary
for the contractor to correct variations, defective work, or materials.
This will be required only when the method of correcting the non-
compliance cannot be examined in a subsequent regular compliance
inspection. Reports shall indicate whether such deficiencies have
been satisfactorily remedied. Additional inspections may be advis-
able, and shall be made where certain builders have manifested a
tendency toward noncompliance which cannot be observed during a
regular compliance inspection. In such cases, unexpected inspections
may be used as a device where they are felt to serve specific purposes.
‘When additional equipment or other extras have been installed and
the mortgagee requests a commitment in a larger amount, the Chief
Underwriter may request the Chief Architectural Supervisor to
cause additional inspections to be made.

425, Repair Compliance Inspections. In instances
where commitments in connection with existing construction require
the completion of alterations, additions or repairs, the Chief Archi-
tectural Supervisor shall furnish evidence satisfactory to the Chief
Underwriter that the requirements have been fulfilled. Such evi-
dence is necessary before the mortgage may be insured. The Chief
Architectural Supervisor may secure such evidence either by having
a Repair Compliance Inspection made, or by obtaining from the
mortgagee a statement that the alterations, additions or repairs have
been fully and satisfactorily completed. In all cases involving alter-
ations, additions or repairs which affect the structural qualities or
design of the structure, it is mandatory that a Repair Compliance
Inspection be made.

426. Particular care must be exercised in making Re-
pair Compliance Inspections. The Inspector shall determine whether
any section or members of the structure have been weakened due to
cutting or changing and whether bearing loads have been dangerously
increased. He shall further determine whether various structural
members have been assembled according to sound and acceptable
building practices.



UNDERWRITING MANUAL
427-431

COMPLIANCE INSPECTION FORMS

427. Compliance Inspection Report. The Inspector
executes the portion of FHA Form No. 2051 which is allotted to his
use and indicates the required information in accordance with the di-
rections contained on the form. Space is provided for the listing of in-
complete work, defective materials and variations from the approved
drawings and specifications. The question concerning the effect of
these items upon the cost estimate or Rating of Physical Security
shall be given very careful consideration and shall be answered in
definite terms. The Inspector must reflect the actual condition of
the property, and recognition must be given equally to favorable or
adverse findings. He indicates the amount of the change in the
replacement cost estimate, and the effect on the rating of any of the
physical security features. If changes have no effect, it is so stated.

428, It is permissible to allow changes or deviations
from the approved drawings and specifications, provided that these
changes do not adversely affect the original Rating of Physical
Security or lower the estimate of replacement cost. Substitution of
materials is also permitted, provided that the substituted materials
equal or exceed those specified.

429. The Chief Architectural Supervisor reviews the
Compliance Inspection Report and reaches a decision, which 1is
indicated in the space provided in his portion of the report. This
decision is determined by the information contained in the report
and any knowledge based upon previous experience with the builder
and conditions surrounding the case.

430. Memorandum of Compliance Inspection. FHA
Form No. 2200 is provided for the purpose of avoiding unnecessary
delays in construction by giving notice dirvectly to the builder that
the construction has, or has not, passed a particular inspection.
The Inspector indicates as clearly as possible those items which
require correction. These items must correspond with the informa-
tion set forth in the Compliance Inspection Report, FHA Form
No. 2051,

SPECIAL PROBLEMS

431. Relation Between Inspector and Builder. While
compliance inspections render an indirect service to mortgagee,
mortgagor and builder by securing compliance with approved draw-
ings and specifications, distinction is made between architectural or
construction supervision, and compliance inspections as made by
the Federal Housing Administration. Compliance Inspections are
made by the Federal Housing Administration entirely for its own
interest with no direct responsibility to the mortgagee or mortgagor,.
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and these inspections do not in any sense constitute architectural
or construction supervision. In the event that compliance with
approved drawings and specifications is not evident, the Federal
Housing Administration cannot stop construction, nor can it directly
demand corrections. Its only action in such cases is to refuse to
insure the proposed mortgage, on the grounds of noncompliance with
the terms of the commitment, unless proper corrections are made.

432. When a Compliance Inspection reveals a discrep-
ancy which must be corrected to render the property eligible for
mortgage insurance under the terms of the commitment, the Inspec-
tor shall point out such conditions to the applicant, builder or their
agents while on the premises, and shall recommend any, corrective
measures that are reasonable and in accord with good building
practice. 'This is the quickest and the preferred method of obtain-
ing compliance. The Inspector should make every effort to dispose
of these problems by direct communication in a déplomatic manner.
Future relations may be improved if the Inspector endeavors to give
builders a better understanding of the requirements of the Federal
Housing Administration.

433. Large Operations. In areas where dwelling con-
struction is conducted on a quantity basis, or where there is a con-
centration of building activity, it may be necessary for the Chief
Architectural Supervisor to amplify the procedure outlined in para-
graphs 404 to 410, so that it will be possible to keep pace with
the construction. The extent and speed of the operations will deter-
mine the policy and procedure to be adopted. During certain stages
of work on very large projects, Inspectors may be required to devote
full time to the project. In other instances a schedule of daily or
periodic visits may be a satisfactory solution.

434. Mortgagee’s Assurance of Completion. In order
to insure a mortgage when it is impossible to complete the improve-
ments because of weather or conditions beyond the control of the
mortgagee and mortgagor, the Federal Housing Administration
employs a procedure of which Compliance Inspections are a part.
This procedure may be exercised only when all of the following
conditions are effective:

a. The mortgaged premises include a dwelling that is habit-
able and essentially complete



UNDERWRITING MANUAL
434-437

b. The work to be deferred is such that completion cannot
be accomplished within a reasonable period of time, but
can be accomplished within the six months period follow-
ing the presentation of the credit instrument for endorse-
ment

e. The reason for noncompletion is weather or other condi-
tions which malke it impractical to proceed. For instance,
in the case of street improvements, this may mean the
retarding of street surfacing until all of the construction
in the block is completed.

435. In order to assure completion of the improvements,
the mortgagee withholds from the proceeds of the mortgage trans-
action an amount sufficient to secure satisfactory completion. The
method of conducting this transaction between the mortgagor and
mortgagee is not to be construed as a responsibility of the Federal
Housing Administration.

436. Upon receipt of a written request from a mortgagee
for insurance of a mortgage prior to the completion of required
improvements, the procedure is as follows:

a. The Chief Underwriter will require the Architectural Sec-
tion to make an inspection to determine whether the con-
ditions described in paragraph 434 are present, and to
estimate the cost of completing the deferred improve-
ments.

b. The Mortgagee’s Assurance of Completion, FHA Form
No. 2300, is prepared, setting forth the deferred improve-
ments. The designated period of time for completion
shall be as short as is practicable and the sum of money
to be withheld by the mortgagee shall be fixed at not
less than one and a half times the estimated cost of
completing the deferred improvements.

¢. When the mortgagee has executed this document and re-
turned it to the Insuring Office the credit instrument is
endorsed for insurance in the usual manner.

437. A record of each use of this procedure is kept in
the file of pending Compliance Inspections and the Insuring Office
endeavors to have the improvements completed as soon as possible.
When the deferred improvements are complete and approved, the
final Compliance Inspection Report is mailed to the mortgagee
which, under the terms of the agreement, disburses the remaining
funds. The Insuring Office then requires the mortgagee to furnish
written notification of the disbursement.
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PART I
SECTION 5
MINIMUM ELIGIBILITY REQUIREMENTS

CLASSIFICATION OF ELIGIBILITY REQUIREMENTS

501. The eligibility of mortgages secured by non-farm
properties for gualification and acceptance for mutual mortgage in-
surance by the Federal Housing Administration under the provisions
of Section 203 of Title II of the National Housing Act, depends
upon compliance with provisions in the National Housing Act, com-
pliance with Administrative Rules and Regulations, compliance with
established minimum standards, and compliance with established
policies and practices of the Administration. These eligibility re-
quirements may be classified into four groups, as follows:

a. Fized Requirements Applied Without Field Interpretation.
These are specific rules governing major matters. As re-
quirements precedent to eligibility, they must be and are
applied without interpretation by local offices because they
are inflexible and definite as to meaning and intent, which
meaning and intent are interpreted by the General Coun-
sel, Federal Housing Administration, Washington, D. C.

b. Requirements to Discharge Statutory Responsibilities.
These are not specific rules. They are general principles
and policies stated in the form of objectives and general
responsibilities. When applied as eligibility requirements,
they must be translated into reasonable decisions by inter-
pretations and judgment.

¢. Requirements with Established Factual Interpretations.
These are rules stated in specific terms, but require analysis
of the effect of factors or combinations of factors and use
of precedents and previous factual interpretations when
applied to determine minimum eligibility. The interpre-
tations in previous cases become precedents. The prece-
dents themselves become, in effect, eligibility requirements
which are applied to new cases.

d. Secondary Requirements. These are specific rules and
standards governing detailed matters. They are stated in
definite terms, but are subject to interpretation and to
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waiver under certain circumstances. Secondary require-
ments usually are specified means of attaining desirable
objectives. Waiver is permitted only when the desirable
objectives are fully attained in spite of technical violation
of the stated requirement,

FIXED REQUIREMENTS APPLIED WITHOUT FIELD INTERPRETATION

502. Fixed requirements applied without field interpre-
tation are found in either the National Housing Act, as amended,
or in the Administrative Rules and Regulations under Title IT of the
Act. The more significant of these requirements are summarized as
follows:

a. The mortgage must be a first mortgage on real estate in fee
simple or on a leasehold (7) under a lease for not less than

99 years which is renewable, or (2) under a lease having a

period of not less than 50 years to run from the date the

mortgage is executed
b. The application for insurance must involve a mortgage
about to be executed or already executed '
¢. The mortgage should involve a principal obligation in an
amount of one hundred dollars ($100) or multiples
thereof but must not exceed sixteen thousand dollars

($16,000) and must not exceed eighty percent (80%) of

the appraised value of the property as of the date the

mortgage is accepted for insurance except under the
following circumstances:
1. If the amount of the mortgage does not exceed $5,400
and there is located upon the property a dwelling de-
signed principally for a single family residence, the
construction of which
(@) is begun after February 3, 1938, and which is ap-
proved for mortgage insurance prior to the begin-
ning of construction, or

(b) the construction of Whlch was begun after Janu-
ary 1, 1937 and before February 3, 1938, and which
at the time the mortgage is accepted for insurance
has not been sold or occupied since completion.

Such mortgage may exceed eighty percent (80%), provided at the
time the mortgage is insured the mortgagor is the owner and occu-
pant and has paid on account of the property at least ten percent
(10%) of its appraised value, but must not exceed ninety percent
(90%) of the appraised value of the property as of the date the
mortgage is accepted for insurance.
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2. If the amount of the mortgage does not exceed $8,600
and the property complies with all of the conditions
set forth in subparagraph 1. above, except as to the
amount of the mortgage, and has an appraised value
(as of the date the mortgage is accepted for insurance)
in excess of $6,000, but not in excess of $10,000, the
amount of such mortgage must not exceed ninety per-
cent (90%) of $6,000 of such value, plus eighty per-
cent (80% ) of the balance of such value.

d. The mortgage must have a maturity satisfactory to the
Administrator not to be less than four nor more than
twenty years from the date of insurance, except that until
July 1, 1939 a mortgage of the character described in sub-
paragraph c¢—~1. above may have a maturity not more than
twenty-five years from the date of insurance

e. The mortgage must contain complete amortization provi-

sions requiring monthly payments by the mortgagor

/. The mortgage must not bear interest at a rate in excess of

5% per annum

g. The mortgage must be executed upon a form prescribed for

use in the jurisdiction in which the property is situated

with such modifications as may be approved by the Gen-
eral Counsel, Federal Housing Administration, Washing-

ton, D. C.

k. The mortgage must have been made to and held by, a mort-

gagee approved by the Administrator as responsible and

able to service the mortgage properly

REQUIREMENTS TO DISCHARGE STATUTORY RESPONSIBILITIES

503. The accomplishment of the purposes of the Na-
tional Housing Act is the definite obligation of the Federal Housing
Administration. The Act imposes two definite responsibilities on
members of underwriting staffs:

a. To determine that all mortgages accepted for insurance are
economically sound

b. To further the objective of the Act as stated in the pre-
amble, “______ encourage improvement in housing stand-
ards and conditions”

504. In compliance with these responsibilities, the Fed-
eral Housing Administration has established broad principles of pro-
cedure. These principles serve as general rules of practice. They
must be translated into more specific and precise rules which become
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definite guides to more exact decisions. Among these principles the
following have been established for the insurance of mortgages secured
by non-farm properties:

a. Eligible properties must possess qualities which indicate
sound value, and which promise security and satisfaction
to home owners throughout the term of the loan

b. Eligible properties must possess sufficient promise of con-
tinued utility to give assurance of enduring as sound
investments throughout the life of the mortgage

¢. Eligible properties must possess characteristics which will
not induce neighborhood blight or threaten to influence
adversely the mortgage security in neighboring properties

d. The development of land should be such as to (Z) comply
with sound and accepted principles of land planning, (2)
create neighborhoods of definite character to meet the
demand for definite types of homes, (3) conform to the
needs of the community for additional home sites, and
(4) conform to the type of expansion characteristic of, and
suitable to, the community

e. Eligible mortgages must involve obligations, the periodic
payments on which bear a proper relationship to the mort-
gagor’s income and other expenses

f. An eligible mortgage must be intrinsically a sound invest-
ment

REQUIREMENTS WITH ESTABLISHED FACTUAL INTERPRETATIONS

505. Requirements with established factual interpreta-
tions also appear as specific rules in either the National Housing Act,

as amended, or Administrative Rules and Regulations. To obtain
uniform decisions by the underwriting staffs, these requirements must
be interpreted, the interpretations being based upon policies formu-
lated by Washington Headquarters. In compliance with the provi-
sion of the National Housing Act which specifies that, “no mortgage
shall be accepted for insurance unless the Administrator finds that
the project with respect to which the mortgage is executed is eco-
nomically sound”, the Federal Housing Administration has developed
a method of determining whether a mortgage submitted for insurance
is economically sound. The method is referred to as the Risk Rating
System, and is described in Section 6, Methods of Mortgage Risk
Rating. Mortgage transactions not meeting the requirements of this
system shall not be construed to be economically sound and, therefore,
shall not be accepted for insurance.

506. Requirements Pertaining to Property. Section
203 of the National Housing Act provides that a mortgage to be eligi-
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ble for insurance shall be secured by a property upon which there is
located a dwelling or dwellings designed principally for residential
use for not more than four families in the aggregate, irrespective of
whether such dwelling or dwellings have a party wall or are otherwise
physically connected with another dwelling or dwellings.

507. Number of Structures on Plot. The phrase,
“dwelling or dwellings designed principally for residential use for
not more than four families in the aggregate”, means dwelling accom-
modations for not more than four families irrespective of whether
such accommodations are included in one or more, but not more than
four, structures, provided that if the dwelling accommodations com-
prise more than a single structure, such structures must be located
on a single plot or parcel and must be related functionally in such
a way as to constitute a readily marketable real estate entity for the
use of not more than four families.

508. Functional relationship between the several struc-
tures must be present to such a degree that a natural marketable
real estate entity is created. This functional relationship may be
created by a combination of several factors or conditions such as the
layout of walks, driveways, lawns, or the location of the several
structures and their relationship to one another. It is important to
note that the mere presence of a single heating plant, sewage disposal
plant, or common water supply serving two otherwise unrelated
dwellings, does not constitute functional relationship as defined
above. Parenthetically, it should be noted that where two separate
dwellings are served by a single heating plant aeither dwelling is
eligible for insurance.

509. In analyzing a case where this problem is involved,
one very significant approach to a satisfactory solution involves the
making of several valuations: (&) a valuation of the property as a
whole, and (&) valuations of the several properties which would be
created by a division of the original large property.

510. If the total of the values of the smaller proper-
ties is less than the value of the original property before division,
there is evidence that the property, as a complete entity, has greater
marketability than the smaller properties. If this result is obtained,
the property is eligible for insurance as a whole, provided sufficient
functional relationship is present, and provided that all other re-
quirements of the Administration are fulfilled. On the other hand,
if the total value of the smaller properties which will be created by
dividing the property is greater than the value of the whole, greater
marketability of the smaller parcels is indicated. If so, it is re-
quired that a division be made, and that each resulting smaller
property become collateral security for an individual insured mort-
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gage, provided that all other requirements of the Administration are
fulfilled. It is probable that the higher total value of the several
smaller parcels will occur only if the character of the larger prop-
erty, undivided, is such that it would find a limited market, and only
if this fact has been reflected in the valuations.

511. It is the policy of the Administration to require
separate mortgages in cases where the property is readily divisible
without appreciable loss of marketability or value. Therefore, if the
transaction is sound on either basis. a division of the property is
required.

512, Non-residential Use in Addition to Residential Use
for Four Families. The phrase “dwelling or dwellings designed prin-
cipally for residential use for not more than four families in the aggre-
gate” is further interpreted to mean that a dwelling may include four
living units, any one of which may be partially devoted to nonresi-
dential use, but may not include a nonresidential unit in addition to
the four living units. For example, a building with four living units,
one or two of which may be used in part for physicians’ offices, may
be eligible, whereas a building with four living units and a profes-
sional suite in addition would not be eligible. The computation of
the ratio of nonresidential area to total floor area is made on the basis
of the entire structure. In other words, a four family structure is
eligible even though most of the floor area of a single unit is devoted
to nonresidential use, provided, as further defined by Property Stand-
ards, the floor area devoted to nonresidential use does not exceed 25%
of the total floor area, and provided such nonresidential use does not
adversely affect the desirability of the remainder for residential use.

513. Land Shall Comprise o Single Plot. Part IV,
Property Standards, “Conditions Determining Acceptability”, Item
401, “Plot”, states, “all the land offered as security for a mortgage
shall be contiguous, forming a single plot”. “Plot” is defined in
Part 111, Property Standards, as “a parcel of land including one or
more lots or portions thereof”. This should be interpreted as fol-
lows: All the land offered as security for a mortgage shall be con-
tiguous, forming a single plot, except in such cases where the plot
has been bisected by a way offering secondary access to the property
and the two resulting parcels comprise a readily marketable real
estate entity. This condition generally occurs where the garage or
some similar accessory building is located on a parcel adjacent to,
but separated from the principal structure by an alley.

514. Additional Property Offered as Security. The
property constituting the security for an insured mortgage must be a
natural and readily marketable real estate entity. Land in excess of
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that which is needed to accommodate suitably the building improve-
ments tends toward the creation of an unnatural real estate entity.
Where excess land is capable of separate utilization without impairing
the marketability of the remainder of the subject property, such excess
land should not be included as security for an insured mortgage. That
portion of the property which may be included should be separated
from the excess portion by delineation and actual changes in the legal
description that provide for the necessary separation. This may be
accomplished by citing the changed legal description as a condition of
the commitment.
515. This policy is established for two reasons:

a. The requirements in relation to the partial release of secur-
ity make it necessary that substantially all of the sales’
price of the portion to be released be applied to the reduc-
tion of the mortgage debt. The major portion of requests
for partial releases of security involve property either
noncontiguous or somewhat unrelated to that portion of
the property used for.dwelling purposes. If this part of
the property were not included as security for the insured
mortgage, the mortgagor would be in a better position
to manage his property and financial affairs.

b. The success of the Mutual Mortgage Insurance Fund de-
pends partly on the costs of managing and disposing of
the properties tendered in exchange for debentures. It
is the intention of the Administration that all the security
under any single foreclosed insured mortgage may be
rented or sold as one single unit, with the correspondmgly
low management costs.

516. Subterfuges Resorted to Prior to Mortgage Insur-
ance. It is imperative that underwriting staffs exercise caution
and actively discourage any applicant from resorting to subterfuges
for the purpose of circumventing requirements of the National Hous-
ing Act, the prescribed rules, regulations, and policies of this Admin-
istration. For example, if the design of the building indicates either
the intention of, or the adaptability for, conversion into more than
four living units, the property is ineligible for mutual mortgage
insurance purposes. The same condition is frequently met in con-
nection with nonresidential use.

517. Requirements Pertaining to Location. It is not
necessary that the mortgaged property be located within the cor-
porate limits of any town or village. However, the property must

* be situated in a locality which constitutes, or is adjacent to, a stable
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residential area. The location must be suitable for use primarily as
a residence and must have reasonable marketability.

518. Isolated Locations. Estates, country homes, and
other residential properties which are not adjacent to land already
developed for residential occupation, may be given consideration if
the use of the land is for residential sites of comparable size in
the area. QGenerally, land values must derive from residential use
rather than agricultural, commercial or industrial use. The eligi-
bility of such locations is determined by the use of the methods
described in Section 9, Rating of Location.

519. Subsidence. To be eligible for mortgage insurance
properties must be free from the risk of damage by subsidence. In
all cases where the danger of subsidence is present, the property shall
be ineligible for insurance unless satisfactory evidence is submitted
to the Insuring Office to demonstrate that the probability of loss from
such damage is remote or negligible.

520. Requirements Pertaining to Mortgagors. Sec-
tion 203 of the National Housing Act requires that the periodic pay-
ments by the mortgagor shall not be in excess of his reasonable ability
to pay. :
521. Secondary Liens. A mortgagor must establish that
after the mortgage offered for insurance has been recorded, the
mortgaged property shall be free and clear of all liens other than
such mortgage, and that there will not be outstanding any other
unpaid obligation contracted in connection with the mortgage trans-
action or the purchase of the mortgaged property, except obligations
which are secured by property or collateral owned by the mortgagor
independently of the mortgaged property.

522. Cash Investment Requirements. In a case involv-
ing the purchase of property it must be established that the prospective
purchaser is, in addition to undertaking the mortgage obligation,
advancing cash or the acceptable equivalent thereto at the time of the
acquisition of the property. This investment must be in an amount
which will provide a sufficient motive for the mortgagor to keep the
mortgage in good standing. In any case, the cash investment must
be equal to the difference between the net proceeds of the mortgage
and the purchase price or cost of the property, and must in no event
be less than 10% of the appraised value of the property. If this
requirement is not met, the mortgage in such instances shall not be
acceptable for insurance.

523. When other property is offered in lieu of cash on
account of the purchase price of the property being acquired, the value
of the mortgagor’s equity in such other property as established by this
Administration shall be used as the basis for computing the amount
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of the investment. If the applicant has owned the property offered
in lieu of cash for less than six months prior to the date of the applica-
tion, the price actually paid for such property will usually determine
the amount of the investment. This is a statement of general principle
and the six months period is introduced into the statement solely for
the purpose of guiding judgment. It is not an arbitrary rule and
compliance with the cash investment requirement is to be determined
solely on the merits of the case.

524. Where applicants for insured mortgages own other
sound assets, such as realty or sound securities, and pledge such
assets for loans, the proceeds of which help establish the required
cash investment, such loans will be interpreted as transactions entirely
separate and apart from the insured mortgage contract. The mort-
gages so presented are qualified for insurance in this respect, if it is
evident that the borrowed funds, in addition to the insured mort-
gage, (a) will not create a secondary lien, (b) are adequately secured
by assets other than property securing the insured mortgage, and
(¢) are comfortably within the borrower’s ability to pay without
impairing payment on the insured mortgage obligation. Interpre-
tations for actual cases shall be made in accordance with instructions
contained in Section 10, Rating of Borrower.

SECONDARY REQUIREMENTS

525. Under the provisions of the National Housing Act,
the Federal Housing Administration has established certain definite
standards embracing detailed matters of compliance with minimum
eligibility requirements.

526. Property Standards. Property Standards include
(2) Conditions Determining Acceptability, Part IV, (b) General
Minmum Requirements, Part V, and (¢) Local Minimum Require-
ments, Part VI,

527. Conditions Determining Eligibility describe re-

kY

quirements as to: \,

a. Plot

b. Accessibility

¢. Number of living units

d. Types of eligible dwellings

e. Nonresidential use of dwellings

528. General Minimum Requirements describe minimum
conditions precedent to eligibility. These appear under the general -
headings of:

a. Compliance with local regulations
b. Natural light and ventilation
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¢. Room arrangement
d. Construction of dwelling
e. Services and equipment

529, Local Minimum Requirements are published sep-
arately for each insuring office area, and define for each area the
General Minimum Requirements. Individual items are under iden-
tical headings and in the same sequence as those in General Minimum
Requirements, and are necessarily local adaptations.

530. The only requirements of Property Standards
which are subject to waiver are those contained in Part VI, Local
Minimum Requirements. Waivers are permitted only in those cases
in which the desirable objectives are fully attained in spite of tech-
nical violations of the stated requirements. The procedure to be
followed in considering waivers is described in Section 2, Under-
writing Procedures.

531. Subdivision Standards. These standards, in ad-
dition to outlining desirable objectives, define, under Minimum Re-
quirements, the essential characteristics which must be present to
establish the suitability of the subdivisions as sites for homes eli-
gible for mortgage insurance. These requirements appear in Circular
No. 5, Subdivision Standards, Part II, under the following general
headings:

a. Convincing Evidence of a Healthy Demand

b. Appropriate Surroundings and Topography

¢. Accessibility to Schools, Employment, Shopping and
Recreational Centers

d. Suitable Utilities and Street Improvements

e. Compliance with Zoning Regulations and Provisions of
Adequate Deed Restrictions

f. Conforming to Planning Regulations

g. Suitability of Subdivision Plan

k. Sound Program with Respect to Mortgage and Tax In-
debtedness

532. Minimum Construction Requirements for New
Dwellings. For the purpose of encouraging improvement in hous-
ing conditions and construction practices and for the purpose of
minimizing mortgage risk, the Federal Housing Administration has
established Minimum Construction Requirements for New Dwell-
ings for each insuring office area. These are definite eligibility re-
quirements for cases involving conventional methods of construction.
Individual requirements are listed under the following general
headings:
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. Excavation

. Masonry: () General, (2) Footings, (3) Foundations,
(4) Exterior masonry walls, (5) Chimneys, (6) Cement
floors, driveways and walks

Dampproofing

. Structural Steel and Iron

Lumber

Wood Framing: (7) Floors and Roofs, (2) Exterior walls,
(3) Interior partitions

. Miscellaneous

. Termite prevention

Roof coverings

. Sheet metal

Lathing

. Plaster work

. Stucco

. Painting

Plumbing

. Heating

. Electric work

General

>N K
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PART II
SECTION 6
METHODS OF MORTGAGE RISK RATING

DEFINITION OF RISK RATING

601. Mortgage risk rating is the process of thoroughly
analyzing the major factors of risk undertaken in the making of a
mortgage loan and the rating of the mortgage in accordance with the
risk involved in the loan transaction or in connection with the insur-
ance of the mortgage. Risk rating is made necessary by the terms of
the National Housing Act. It provides a uniform method for deter-
mining whether or not a dwelling mortgage is eligible for mutual
insurance under Title IT of the National Housing Act. In addition,
it serves as a basis for the classification of mortgages in accordance
with their quality as investments.

NATURE OF MORTGAGE RISK

602. Mortgage risk is created whenever a mortgage is
made and continues throughout the entire life of the loan, although the
degree of risk may change. Each and every mortgage investment is
hazardous in some degree. However, different mortgages vary as to
degree of risk and it is fallacious to presume that mortgages fall
into merely two classes, viz, those that are safe and those that are
unsafe.

603. Mortgage risk is an entity and can be treated as
such. Itisessential to so treat it in order to make it possible to express
a measurement of risk in simple terms. As an entity, the over-all de-
gree of risk is composed of all the possibilities of trouble, expense,
and loss in connection with the lending of mortgage funds. In
other words, risk includes probability of:

a. Difficulty in connection with collections

b. Unusual expense in connection with collections
¢. Excessive servicing costs

d. Cost of foreclosure

e. Delay in foreclosure

f. Cost of rehabilitation

g. Cost of carrying until sold
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h. Cost of resale
i. Loss, if any, on resale

Distinction is made between the above elements which comprise
mortgage risk and the factors which cause or contribute to the
degree of mortgage risk.

604. The factors contributing to mortgage risk are nu-
merous, complex, and subject to an almost infinite number of possible
combinations in practical cases. Included among these factors are
various neighborhood and location characteristics. Different types
of cities create different types of residential neighborhoods. A
variety of factors affects the probable future trends of neighbor-
hoods and of the values of the homes in them. Neighborhoods have
varying degrees of stability, and some may be expected to have
longer attractive lives than others. In listing factors which con-
tribute to risk, it is necessary to take account of the great variety
of architectural styles and designs. They have differing probabili-
ties with respect to structural durability. They will be acceptable
in future markets in widely differing degrees. Different methods
of dwelling construction, different room arrangements, different sizes
of houses, and different provisions for mechanical equipment intro-
duce different degrees of mortgage risk. In general, factors which are
vital in mortgage risk measurement in larger communities are some-
times of less significance in smaller communities and towns. That is,
the ratings ascribed do not parallel the actual presence of risk factors
but rather the intensities with which they contribute to over-all risk.
Identical conditions, acceptable in small towns, are frequently unae-
ceptable in larger communities.

605. A most important group of factors which affect
mortgage risk is the one which embraces the relationship between the
physical property and the neighborhood in which it is located. This
relationship directly affects marketability of the property. Market-
ability is a basically important characteristic of good mortgage loan
security, Different degrees of marketability represent different de-
grees of mortgage risk. There are varying degrees of conformity and
non-conformity between neighborhoods and individual houses in
them and this must be taken into account in listing factors which
contribute to mortgage hazard.

606. Also included are all those elements of risk asso-
ciated with the earning power of the prospective borrower, his attitude
toward obligations, his ability to pay, and his prospects for the future.
In the final analysis the probability that a borrower will be able and
willing to meet the mortgage obligation represents the first line of
defense against trouble with the mortgage investment. Therefore,
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a poor borrower, when considered in relation to the mortgage trans-
action, requires a low rating of mortgage risk. At the same time,
a good borrower cannot go very far toward replacing the neces-
sity for sound physical security in the real estate itself.

607. All the individual elements which contribute to
mortgage risk are presumed, in the final analysis, to combine and con-
stitute the over-all risk involved in the insurance of the mortgage loan.
In this sense, mortgage risk is considered to be an entity susceptible
to measurement and expression as a single numerical rating.

ESSENTIALS IN THE MEASUREMENT OF RISK

608. The Underwriting Staff utilizes the risk rating pro-
cedure (@) to determine whether or not a proposed mortgage is eligible
for insurance, and (&) to rate the risk represented by the mortgage so
that it may be grouped correctly for mutual insurance purposes. The
risk rating process accomplishes both objectives simultaneously.

609. These two operations require the use of a prescribed
system which secures uniform decisions and conclusions when applied
by different competent men. It is necessary to deal with many com-
plex elements of risk. It is apparent that these may combine into an
almost unlimited number of patterns. In order to secure uniformity"
and consistency in decisions, the risk rating system prescribes that
the elements of risk shall be treated by interrelated groups and then
integrated into a final result according to a specified procedure. Ad-
herence to the procedure is mandatory.

610. Mortgage risk lies in the future. Therefore risk
rating involves forecasting and prediction. It deals with probabili-
ties. Risk rating involves the determination of the chances and likeli-
hood of default and loss. It seeks to foresee probable ways in which
failures and trouble may occur. Risk rating, therefore, is equivalent
to predicting chances or likelihoods as seen at the time of analysis.

611. All the factors of risk in mortgage lending are not
included in the list of features in the risk rating system. Some have
been omitted deliberately; others are included under other designa-
tions. For example, reference to the ability of the mortgagee to serv-
ice a loan properly is omitted but not ignored. The Federal Housing
Administration will insure only those mortgages submitted by ap-
proved mortgagees, and to gain approval a mortgagee must establish
that it is able to service mortgages properly. Other mortgage risk
factors of prime importance are future changes in conditions affect-
ing world and domestic trade and changes in price levels. These
factors are too complex to be measured in individual cases except in
very general terms and do not come within the scope of the risk
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rating system except insofar as they are considered in valuations.
Practically all other factors of risk, regarding which members of the
Underwriting Staff can be expected to have significant opinions, are
embraced in the system.

612. It cannot be presumed that the relative importance
given to the various factors has been determined with the ultimate
degree of accuracy. However, reasonableness is held as the objective,
and it is anticipated that future research and experience will enable a
greater degree of accuracy. Certain weights have been ascribed to
the elements of risk considered in the risk rating system. The nature
of these weights should be thoroughly understood by the men who
use the system. The weights ascribed were fixed by a large number
of experienced mortgage men. At the present time the introduction
of the weights into the system may be compared with the fire in-
surance rate system adopted many years ago and gradually corrected
through the years as the relative importance of the risk factors
became known. Experience to date indicates, however, that the

weights used in the risk rating system are sufficiently correct to obtain

results which are reasonable and justified.

613. The absolute weights used in the risk rating system
do not directly reflect the presumed relative importance of the several
features. Certain features are distinguished as readily ratable
through a wide range of degrees of quality. Others are of such &
character that differences of acceptable quality are not as ratable by
degrees. The former features have, in general, been given higher
weights than the latter. That is, features which are readily ratable
have higher weights than important features in connection with
which the choice, presented to the man making the rating, is largely
between mere acceptance and a reject rating. Thus, in the Rating
of Location, the feature, Protection from Adverse Influences, which
is both important and ratable through a wide range of degrees of
protection, is ascribed a high weight, while the feature, Level of
Taxes and Special Assessments, which is important but is not ratable
through a wide range of degrees, is ascribed a relatively low weight.
In the latter case the primary consideration is whether the feature
warrants a reject rating or whether it warrants any one of the ac-
ceptable ratings. The degree of the acceptable rating is of secondary
importance. Weighting points are not wasted on features such as
the latter. As a consequence the weights ascribed to the several
features cannot be construed as representing the actual relative
importance of the features in the system unless consideration is
given to this treatment of the features.

|
|
|
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614. Another characteristic of the risk rating system,
evidenced by the mortgage pattern, is that in determining the total
measure of risk the weaker elements impose their penalties in greater
ratio than do the stronger elements. The relative importance of the
various risk factors differs from case to case and the more important
factors are always those which happen to be the weakest in particular
cases.

615. The risk characteristics and economic soundness of
a mortgage transaction cannot be determined on the basis of the loan-
value ratio alone. This ratio merely expresses the relationship be-
tween the loan and the property value at the time of appraisal. It
cannot throw sufficient light on the possibility of default by the bor-
rower nor can it fully indicate what relationship may exist between the
loan and the property value at a future time. If the loan is to run
for twenty years, but the building which in part constitutes the
mortgage security cannot be expected to sustain economic usefulness
for that period of time, the loan transaction is not economically
sound; and, though the loan-value ratio may be relatively low, a
rating of the mortgage risk may indicate that the proposed mortgage
is ineligible for insurance. Again, the loan might not be economi-
cally sound if the probable rate of decline in property value will be
greater than the rate of amortization of the loan principal. There-
fore, risk rating is significant because it makes possible the examina-
tion of mortgages by other means than the traditional one of deter-
mining the ratio between the principal amount of the mortgage and
the valuation. This ratio is included in risk rating but is only a-
part of it.

616. Valuation analyses include consideration of a great
number of factors. All of them are also mortgage risk factors, since
conditions with regard to them affect value which, in turn, affects the
index of risk indicated by the loan-value ratio in any case. Valuation
requires the analysis of structural, functional, and esthetic qualities
of buildings; the making of estimates of the cost of constructing
or reproducing structures; the analysis of the quality and stability
of environments in which individual properties are located; the ex-
tent to which desirable or undesirable relationships exist between
individual properties and their surroundings, and numerous other
matters. All these analyses are significant in mortgage risk rating
as well as in valuation. However, the valuation of property is for
the purpose of establishing an estimate of the price which a pur-
chaser is warranted in paying, while risk rating determines the
quality of a mortgage investment. The two processes have different
objectives. For this reason it is important to draw a careful distinc-
tion between risk rating and valuation. Valuation is used by the



UNDERWRITING MANUAL
.616-619

Federal Housing Administration (@) to make certain that loans which
exceed the maximum prescribed percentage of value are not accepted
for insurance, and () to ascertain the loan-value ratio, which is one
of the most heavily weighted features in the risk rating system. In
the first instance, possible ineligibility is determined by valuation.
In the second instance, valuation is used to assist in the determina-
tion of eligibility as dependent upon the presence of economic sound-
ness in the mortgage transaction as revealed by risk rating.

617. The risk rating system is designed to guide the
judgment of Underwriting Staffs, to attain a degree of accuracy, and
to secure a degree of controlled uniformity. The system requires the
exercise of good judgment at every step in the procedure. It isnot a
formula which can be applied without discrimination,

THE RISK RATING PROCESS

618. The many individual factors which contribute to
risk have been grouped into a few significant relationships which are
called “features” in the risk rating system. These features are, in
turn, combined into larger groups described as “categories.”

619. In the risk rating process applied to amenity income
dwellings, that is, to properties salable to prospective buyers interested
in the direct services of the properties rather than possible monetary
incomes, there are 27 features grouped into 4 categories, as follows:

Rating of Property:
Structural Soundness
Resistance to Elements
Resistance to Use
Livability and Funetional Plan
Mechanical and Convenience Equipment
Natural Light and Ventilation
Architectural Attractiveness
Adjustment for Nonconformity

Rating of Location:
Relative Economic Stability
Protection from Adverse Influences
Freedom from Special Hazards
Adequacy of Civie, Social, and Commercial Centers
Adequacy of Transportation
Sufficiency of Utilities and Conveniences
Level of Taxes and Special Assessments
Appeal

Rating of Borrower:
Social and Economic Characteristies
Motivation in Relation to Transaction
Employability and Earning Stability
Relation of Obligaticns to Transaction
Relation of Income to Transaction
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Rating of Mortgage Pattern:
Ratio of Loan to Value
Ratio of Total Payment to Rental Value
Ratio of Life of Mortgage to Economic Life of Building
Lowest Category Rating
Intermediate Category Rating
Highest Category Rating

620. In the risk rating process applied to rental income
dwellings, there are 34 features grouped into 5 categories, as follows:

Rating of Property:
Structural Soundness
Resistance to Klements
Resistance to Use
Livability and Functional Plan
Mechanical and Convenience Equipment
Natural Light and Ventilation
Architectural Attractiveness
Adjustment for Nonconformity
Rating of Location:
Relative Economic Stability
Protection from Adverse Influences
Freedom from Special Hazards
Adequacy of Civic, Social, and Commercial Centers
Adequacy of Transportation
Sufficiency of Utilities and Conveniences
Level of Taxes and Special Assessments
Appeal
Rating of Earning Expectancy :
Rentability of Units
Occupancy Percentage in Competitive Buildings
Likelihood of Serious Competitive Construction
Reliability of Rental Market Data
Reliability of Hxpense Prediction
Rating of Property
Rating of Location
HExpense Ratio
Rating of Borrower:
Social and Economic Characteristics
Motivation in Relation to Transaction
Employability and Earning Stability
Relation of Obligations to Transaction
Relation of Income to Transaction
Rating of Mortgage Pattern:
Ratio of Loan to Value
Ratio of Debt Service to Net Income
Ratio of Life of Mortgage to Economic Life of Building
Rating of Earning Expectancy
Rating of Borrower
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621, Certain individual elements of risk are incapable of
intelligent rating. For example, if an attempt is made to rate a prop-
erty according to the number of baths, no satisfactory clue to rating is
possible unless the number of baths is related to the requirements
of the local market and the size of the house. However, when rating
a feature such as Livability and Functional Plan, it is possible to
form a very definite conclusion. Such a relationship is ratable.
The system does not rate the income of the borrower. Instead, it
rates the ability of the borrower to pay the debt service. That is,
judgment is applied to the relationship existing between the bor-
rower’s income and the debt service of the contemplated mortgage.
The selected features or relationships are sufficiently different from
each other so that an intelligent independent judgment in connec-
tion with any one of them can be formed.

622. In the processing of an application for insurance,
each feature is given a rating. Fach risk feature is either an indi-
vidual risk factor or comprised of a number of correlated factors which
can be analyzed separately but treated as a unit. For example, the
feature, Sufficiency of Utilities and Conveniences, requires considera-
tion of the extent and adequacy of street improvements, public utilities,
and municipal services. The resulting risk contributed by the pres-
ence, absence, cost, or quality of any of these is reflected in the
rating of the entire feature.

623. In each of the categories of risk, the individual
feature ratings when combined comprise the rating of the category.
The Rating of Property is assigned by Architectural Inspectors and
Valuators. The Rating of Location is assigned by Valuators. The
Rating of Earning Expectancy is also assigned by Valuators. The
Rating of Borrower is assigned by Mortgage Risk Examiners. The
Rating of Mortgage Pattern is assigned by Chief Underwriters. All
ratings are reviewed and finally established by Section Chiefs or Chief
Underwriters in accordance with jurisdictions and responsibilities
outlined elsewhere in this Manual.

624. In the system used for amenity income dwellings,
the ratings ascribed to the first three categories are treated as three
features in the Mortgage Pattern category and when combined with
three other features in the Mortgage Pattern category result in the
final risk rating index of the mortgage. The final result is referred to
as the Total Rating of Mortgage Pattern.

625. In the system used for rental income dwellings, the
ratings ascribed to the first two categories are treated as features in the
Earning Expectancy category. The ratings ascribed to the Earning
Expectancy category and to the Borrower category are then treated
as two features in the Mortgage Pattern category, and, when com-
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bined with three other features in the Mortgage Pattern category,
result in the final risk rating index of the mortgage. The final result
is referred to as the Total Rating of Mortgage Pattern.

626. The forms used by the Underwriting Staff contain
the rating grids, one for each of the categories of risk. Each grid
lists the several features in a column at the left hand side. Opposite,
on the right hand side, are seven columns headed, respectively, Reject,
1,2, 3, }, 5, and Rating. The accompanying illustration of a grid
indicates the typical arrangement,

Rating of Borrower

FEATURE REJECT 1 2 3 4 5 | RATING

Social and Economic
Characteristics

Attitudes

Motivation in Relation
to Transaction

Employability and Earn-
ing Stability

Relation of Obligations to
Transaction

Ability to pay

Relation of Income to
Transaction

TOTAL RATING OF BORROWER

627. In rating the individual risk features, the risk
rating system requires differentiation between six degrees of excel-
lence or poorness of conditions. First, differentiation must be made
between a condition that results in risk so great as to warrant rejec-
tion of the insurance application. Above this, differentiation must be
made between conditions ranging from “poor but acceptable” on up
the scale of excellence through “fair” and “good” to “excellent.”
These designations are presented here simply to indicate that the
system recognizes that risk measurements are relative. The terms
themselves are not used on the forms because they would convey
implications beyond the simple idea of rating as suggested by the use
of the figures 1, 2, 3, 4, and 5. Each feature is rated by placing an
X mark opposite it in the grid. Every feature must be rated but
not more than one such mark is made for any one feature. A feature
rating in the Reject column indicates that conditions relating to
it are such that insurance of the mortgage should be refused. A 71
column rating would indicate a very poor condition just above the
reject margin. A 5 column rating would indicate that excellent con-
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ditions pertain to the feature. Intermediate ratings would cover the
range in between.

628. A small numeral or “weight” appears in each rating
column after each feature. When all X marks have been entered on
the grid, the indicated weights are copied in the right hand column,
headed Rating. The sum of the weights carried over and placed
in the last column is entered at the lower right hand corner of the grid
and becomes the total rating ascribed to the entire category. The only
exception is found in the Property grid. In it one feature weight is
deducted instead of added in securing the final Rating of Property.

629. The final rating for the mortgage is obtained by
recording ratings upon a grid known as Rating of Mortgage Pattern.
On this grid there are several features involving certain relationships
in the mortgage transaction, such as the amount of the loan and the
mortgage term in years, and matters pertaining to the property, such
as its estimated value and the estimated remaining economic life of
the building. Also listed as features on this grid are the ratings of
the other risk categories. Ratings on this grid are made for these last
named features according to the amount of the category ratings
which have been previously determined. The sum of the ratings
made on the Rating of Mortgage Pattern grid is the final index of
the relative risk involved in the mortgage. '

630. If the sum of the individual feature ratings in any
category is less than 50 points, this indicates a degree of risk too great
to permit insurance of the mortgage. A large number of low feature
ratings will result in rejection of the application for insurance be-
cause the resulting category rating will fall below the 50 point
margin of acceptability. The range from 50 points to 100 points is
intended to represent different degrees of risk above the lower limit
of acceptability.

631. The risk rating system is so devised that after the
quality of the real estate security and the characteristics of the bor-
rower have been determined and found to be such that no undue
mortgage risk is created on their account, then by means of the
system it can be determined what is the maximum loan principal and
maximum loan term in years which would represent the margin
beyond which economic soundness and, therefore, insurability would
cease to exist. Thus, after the ratings of Property, Location, and
Borrower have been made in a case involving an amenity income
dwelling, the Chief Underwriter, in rating the Mortgage Pattern,
can determine whether or not the loan described in the application
is insurable, and, if not insurable because the loan is too large or
the term too long, or both, he can determine how large a loan would
be insurable and for what maximum term the loan could be made.
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Or in another case, requirements might be made for the purpose of
improving the real estate security, with the result that higher cate-
gory ratings would render unnecessary rejection or a counter-proposal
in a reduced amount or term.

632. Under the risk rating system the determination of
economic soundness and eligibility of mortgages proceeds in four
steps, as follows:

@. Determination as to whether mortgages submitted for insur-
ance are eligible or ineligible for further consideration, as
indicated by the application of minimum eligibility
requirements described in Section 5.

6. Determination as to whether mortgages accepted for further
consideration are insurable or noninsurable, by rating in-
dividual risk features and ascertaining if any individual
feature receives a “Reject” rating.

¢. Determination as to whether mortgages receiving no indi-
vidual feature reject ratings are insurable or noninsurable,
by rating risk categories and ascertaining if any category
receives a rating of less than 50 points.

d. Final determination of the degree of economic soundness of
mortgages receiving no individual feature reject ratings
and no category ratings under -50 points, by means of a
Mortgage Pattern rating based on all feature and category

- ratings.

633. It may be pointed out that the relative importance
of the several categories of risk differs from case to case. For ex-
ample, in a case of an amenity income dwelling in which either the
Property, the Location, or the Borrower Category receives a very low
rating and the other two categories receive relatively high ratings,
the relative importance of the one low rated category in the over-all
degree of risk is substantially greater than in a case in which all three
categories are rated alike. For this reason the final category, namely,
the Mortgage Pattern, includes a device by means of which to take
account of this relationship. The category having the lowest rating
is more heavily weighted than the other two on the grid of the
Mortgage Pattern.

634, The Mortgage Pattern is so arranged that it is
possible to determine counter-proposals on a uniformly fair basis.
Thus, in a case in which the loan is too hazardous to be acceptable
for insurance because the amount of the loan is too great, analysis
of the Mortgage Pattern makes it possible to determine how much of
a reduction in the amount of the loan is necessary to make it eligible.

635. Detailed instructions in connection with the rating
of the features and categories are presented in Part IT of this Manual.
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CONTROL OF RISK MEASUREMENT

636. In the use of the risk rating system, Underwriting
Staffs are instructed to consider the features as a check list. As suchi,
it will tend to prevent them from omitting consideration of any mat-
ters of vital importance in the determination of risk. Furthermore,
they are expected to rely heavily upon their personal judgment in
establishing the ratings. It is specifically suggested that they form
an over-all opinion with respect to the proper rating of an entire cate-
gory and check the rating by a detailed analysis of the features. This
will serve to correct any tendency to treat the features and the
system as a fetish, and will tend to orient and control judgment in
connection with ratings. The minutiae in the system cannot be sig-
nificant in the absence of the application of broad judgments. On
the other hand, broad general judgments are dangerous in that they
may fail to give sufficient consideration to important details. Both
approaches are necessary to a correct rating.

637. The program of the Underwriting Division, Wash-
ington, D. C., includes the preparation and distribution of “instruc-
tion blocks” containing illustrations of correctly rated cases for the
guidance of the Underwriting Staffs in the Insuring Offices. These
illustrations include descriptions of actual cases and outline the
specific considerations which resulted in the risk ratings ascribed. It
is expected that members of the Underwriting Staffs will consult the
illustrations and make comparisons between them and current cases
to seek analogies and related situations. Such practice serves to bring
a high degree of consistency into the ratings ascribed throughout the
entire country and leads to a more correct segregation of mortgages
according to risk characteristics in the mutual mortgage insurance
groups.

638. Risk rating illustrations are not regulatory. They
represent aids to judgment only. Underwriting Staff members are
instructed to follow the illustrations insofar as feasible, but they are
not accountable for discrepancies between the illustrations and the
ratings which they ascribe in particular cases. Where the discrep-
ancies are unwarrantedly great, Underwriting Staff members may be
held accountable on the basis of incompetence or lack of integrity, but
in such instances the variations between illustrations and actual cases
may not be presented as the sole evidence.

639. Risk measurements are also controlled through the
provisions for review, described in Section 2, Underwriting Pro-
cedures. Every effort shall be made by Section Chiefs and Chief
Underwriters to bring consistency into the ratings ascribed to
mortgages.
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PART II
SECTION 7
RATING OF MORTGAGE PATTERN

GENERAL RATING INSTRUCTIONS
Rating of Mortgage Pattern

FEATURE REJECT| 1 2 3 | 4 5 |RATING
6 9 12 16 20
Ratio of Loan to Value %
2 4 6 8 10
Ratio of Total Payment
to Rental Value %
Ratio of Life of Mort- ' ¢ ) ¥ ¥
gage to Economic Life
of Building %
7
Lowest Category Rating ’ S R
( ) pts.
Intermediate Category ¥ O e
Rating ( ) pts.
Highest Category Rating 4 ’ S
( ) pts.
TOTAL RATING OF MORTGAGE PATTERN

701. The term, Mortgage Pattern, refers to the relation-
ships which exist between the mortgage security, the borrower, and
the provisions and conditions in the mortgage transaction. The ex-.
pression, Rating of Mortgage Pattern, refers to the degree to which.
these relationships are satisfactory, acceptable, proper, and advan-
tageous from the point of view of investment in the mortgage. There-
fore, the Rating of Mortgage Pattern is a measurement of the eco-
nomic soundness of the mortgage. For practical purposes a mortgage
is considered to be economically sound when the Mortgage Pattern
is rated 50 points or more. If the rating is less than 50 points, the
mortgage is not considered to be economically sound, and is ineligible’
for insurance. Ineligible mortgages must be rejected unless modifi--
cations can be introduced which raise the rating to at least the 50
point level.
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702. Rating of this category is accomplished by consid-
ering the extent to which risk is created by the characteristics of the

security, the borrower, and the provisions and terms contained in the

mortgage instrument. In determining the eligibility of mortgages
secured by amenity income dwellings, the Rating of Mortgage Pat-
tern combines the Rating of Property, the Rating of Location, the
Rating of Borrower, and the major factors in the mortgage transac-
tion. The six features which are embraced in the Mortgage Pattern,
applied to amenity income dwellings, are listed below with the
weights which have been ascribed to them:

a. Ratio of Loan to Value 20
b. Ratio of Total Payment to Rental Value 10
c. Ratio of Life of Mortgage to Economic Life of Building._ .- ____ 5
d. Lowest Category Rating _. 27
e. Intermediate Category Rating. 22
f. Highest Category Rating 16

In determining the eligibility of mortgages secured by rental income
dwellings, the Rating of Mortgage Pattern combines the Rating of
Earning Expectancy, the Rating of Borrower, and the major factors
in the mortgage transaction to arrive at a final conclusion. The five
features which are embraced in the Mortgage Pattern applied to
rental income dwellings, are listed below with the weights which
have been assigned to them:

a. Ratio of Loan to Value 20
b. Ratio of Debt Service to Net Income___ 20
c. Ratio of Life of Mortgage to Economic Life of Building_——_.____ 5
d. Rating of Earning Expectancy 40
e. Rating of Borrower 15

The ratios which comprise the first three features are expressed,
in all cases, in whole numbers, except as stated below. All decimals
and fractions are dropped. Thus, if the ratio of total payment
to rental value is 78.8%, the ratio is recorded as 78%; if 102.8%, it
is recorded as 102%. However, if the ratio of loan to value is any
amount in excess of the legal limit, the exact percentage to one
decimal place must be recorded. This, of course, will occur only
where no counterproposal is feasible.

703. Rating of Mortgage Pattern is accomplished by
rating each feature separately. At the left side of the Mortgage
Pattern grid is a column for the various ratios and ratings used in
rating the features in this category. The Chief Underwriter tran-
scribes or computes these figures and places them in this column.
On the Mortgage Pattern grid for amenity income dwellings, three
blank spaces are provided opposite the last three features in which
to place the abbreviations, “Property”, “Location”, and “Borrower”,
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in the order applicable in the particular case. On the grid used
for rental income dwellings, no such provision is necessary. The
features on either grid have been weighted upon a scale of 100
points in order to retain the relative importance of each when all
are combined to obtain the Total Rating of Mortgage Pattern.
Each feature is rated on a scale of from 7 to 4, § being the highest
rating. The rating grid, which appears on Report of Chief Under-
writer, enables this rating to be recorded easily and quickly. For
example, assume that the Chief Underwriter is ready to rate the
various features. The first is Ratio of Loan to Value. If the ratio
is less than 60%, he puts an X mark in the § column. He immediately
carries over to the extreme right hand column of the grid the figure
appearing in the marked square, in this case 20. If the mark is in
the 7 column, the number in that square would be carried over, 6 in
this case. If the ratio is more than the legal limit, or more than is
considered economically sound, the Chief Underwriter determines the
amount he is willing to recommend for insurance and then rates the
feature, Ratio of Loan to Value, in the appropriate column. One
reject rating anywhere in any risk category will necessitate a recom-
mendation for the rejection of the application for insurance. In the
event an X mark appears in the Reject column, the word “Reject”
must be written in the Rating column opposite the feature so rated
and again on the Total Rating line. If no such rating appears after
any of the features, the final rating of the Mortgage Pattern. is
obtained by adding the figures in the right hand column. Para-
graphs 706 to 721 describe the rating of the six features in the
Mortgage Pattern grid applied to mortgages on amenity income
dwellings. Paragraphs 722 to 730 describe the rating of the five
features in the Mortgage Pattern grid applied to mortgages on rental
income dwellings,

704. If repairs, alterations, or additions are contem-
plated by the mortgagor, or if the Underwriting Staff determines
that such work is necessary to make the loan acceptable for insur-
ance, the Chief Underwriter shall base his findings upon the assump-
tion that the work has been satisfactorily completed. Architectural
Inspectors and Valuators, in all cases, give due credit in risk rating
and valuation for such necessary repairs or contemplated improve-
ments. The conditions which must be complied with if insurance
is to be granted are stated on the Report of Chief Underwriter, and,
in turn, on the commitment to insure.

705. Where lack of economic soundness is evident but
does not appear to be properly reflected by the normal operation of
the Mortgage Pattern, the Chief Underwriter is authorized to recom-
mend a reduction in the principal amount or term of a proposed
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mortgage. In such instances he shall use lower loan-value ratios or
lower ratios of life of mortgage to economic life of building. He
need not modify category ratings in these cases.

RATIO OF LOAN TO VALUE

706. The ratio of the mortgage loan to the value of the
property has been used in traditional mortgage lending practice as
the most important and, in some instances, as the sole test for
determining investment quality and risk. Its significance is not
underestimated in the risk rating system of the Federal Housing
Administration. It may be noted that a relatively low rating in this
feature requires considerable compensation in other Mortgage Pattern
features if a high final rating of the category is to be obtained. It
is a basic assumption of the National Housing Act that high percent-
age, long term loans are adequately secured when they are made
in good, stable neighborhoods on properties owned by borrowers who
themselves are good risks.

707. The element of safety is increased as the ratio of
loan to value is lowered. This enhances the chance of full recovery
of the money invested in the mortgage if the property is sold in a
forced market. Default is usually preceded by a period of financial.
distress of the owner. During this period the property may be al-
lowed to deteriorate through lack of proper maintenance. It is, there-
fore, self evident that the wider the margin between the amount of
the loan and the value, the less is the chance for loss. A further
advantage of the lower ratio is that should default be threatened, an
owner will be better able to dispose of the property before default,
and thus relieve the lending institution or the Federal Housing
Administration from acquiring the property.

708. This feature is rated according to the ratio of the
amount of the loan to the Federal Housing Administration val-
uation of the property. In cases involving leasehold estates, the ratio
is calculated by dividing the sum of the amount of the loan and the
value of the leased fee by the valuation of the property unencumbered
by lease. The following instructions are used in rating this feature:

If the ratio is— Pt
Less than 60% 5
60% to 64% 4
65% to 69% 3
70% to T4% 2
5% to legal limit 1
Over legal limit Reject

Inasmuch as the Mortgage Risk Section rates the borrower either
on the basis of the application or on the basis of the highest amount
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apparently allowed by the valuation and other factors, whichever is
the lower, the feature Ratio of Loan to Value shall be calculated on
the same basis. For this reason reject ratings of this feature will be
recorded only when a ratio in excess of the legal limit is accompanied
by a reject rating of a category other than Rating of Borrower.

RATIO OF TOTAL PAYMENT TO RENTAL VALUE

709. As a feature in the Mortgage Pattern, the Ratio of
Total Payment to Rental Value is only partially analogous to the
foregoing feature, Ratio of Loan to Value. The Ratio of Total Pay-
ment to Rental Value introduces another aspect, namely, the ability
of the income of the property itself to pay the total monthly pay-
ments as they become due. The ability of the monthly rental to pay
the total monthly payment will not only encourage the owmer to
fulfill his obligation, but will better enable him to do so in the
event his financial condition becomes distressed. A favorable ratio
of the total payment to the rental value will also assist the lending
institution or the Federal Housing Administration in recovering
the investment in the event of acquisition of the property.

710. As the monthly gross rental increasingly exceeds:
the total monthly payment, the degree of security increases. By
the same token, as the monthly gross rental becomes insufficient
to meet the total monthly payment, the risk becomes correspondingly
greater. For the purpose of this analysis; the total payment is always
construed to be the total monthly payment which would apply to the
maximum term of loan acceptable to the Federal Housing Adminis-
tration as economically sound, rather than the payment applicable
to a shorter term of loan for which application may have been made:

T11. Total Poyment. The total monthly payment con-
sists of all the estimated charges which the mortgagor would pay
each month of the first year, calculated on the maximum term of
loan which the Federal Housing Administration can accept as
economically sound. Regardless of the actual term of the loan under
consideration, the Chief Underwriter determines the total monthly
payment, for the purpose of rating this feature, by assuming the
loan to run for a term equal to the maximum term considered eco-
nomically sound, but not to exceed the maximum term legally insur-
able. The total monthly payment is composed of the following:

a. Monthly payment of principal and interest
b. Taxes and special assessments

¢. Ground rentals (if leasehold)

d. Fire and other hazard insurance

e. Mortgage insurance premium
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712. Rental Value. The rental value figure, used in con-
nection with the computation of Ratio of Total Payment to Rental
Value is the monthly rental value reported by the Valuator on Re-
port of Valuator. The rental value of a property will be computed
on the basis of the typical rental being received for similar properties
in accordance with the instructions contained in Section 13, Methods
of Dwelling Valuation. ‘

713. The Chief Underwriter calculates the ratio of the
total monthly payment to the monthly rental value by dividing the
former by the latter to secure a percentage. Having established
this percentage, the feature Ratio of Total Payment to Rental
Value is rated in the Mortgage Pattern according to the following
table:

If the ratio is— if lg(')cﬁufn
Less than 60%
60% to 5%
76% to 92%
93% to 110%
111% to 130%
Over 130%.._. - — Reject

714. If the ratio of total payment to rental value is more
than 180%, the Chief Underwriter may recommend a commitment
for a smaller loan amount. This has the effect of cutting down the
total payment. However, the rejection point, over 130%, is liberal
and it is seldom that a slight lowering of the loan amount will ap-
preciably lower the high ratio. The mere fact that the total monthly
payment is 130%, or slightly less, of the monthly rental value and
results in a rating in the 7 column is not sufficient evidence that the
loan is sound in that respect. If there are other low feature ratings,
lack of economic soundness may be indicated if the ratio of total
payment to rental value is rated in the 7 column. If the latter rating
is caused by unusual circumstances, and is compensated by strong
ratings of other features, the Chief Underwriter must use his judg-
ment in determining whether or not economic soundness is present
and what counter-proposal, if any, shall be made.

715. The point of rejection for this feature has been
placed at a fairly low level, namely, where the ratio of total pay-
ment to rental value is more than 180%. It is so placed because
properties of higher value tend to have relatively low rental values.

=N WO

RATIO OF LIFE OF MORTGAGE TO ECONOMIC LIFE OF BUILDING

716. The relationship expressed by the ratio of the “life”
(that is, the term, in years) of the mortgage to the estimated remain-
ing economic life of the building results in a high or low rating of
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this feature according to the extent to which the remaining economic
life of the building exceeds the life of the mortgage. In rating this
feature, the Chief Underwriter uses the estimate of remaining eco-
nomic life recorded on Report of Valuator. ‘

717. The Ratio of Life of Mortgage to Economic Life of
Building is significant because it deals with the extent of the period
within which there is time to recover the mortgage investment. It
recognizes a strong probability, in practically all cases, that the value
and usefulness of properties will decline. The mortgage pattern
should take account of such declines. It might appear axiomatie
that loans for shorter terms are more attractive as investments and
subject to less risk. If this were universally true it would be feasible
to rate the life of a mortgage rather than the ratio of its life to the
remaining economic life of the building. It is not feasible to rate
a mortgage directly in accordance with its life, because the factors
which together increase or decrease risk do not affect risk in the same
direction simultaneously. For example, shortening the life of a
loan reduces risk by reducing the hazards which result from rapid
declines in value. At the same time, shortening the life of a loan
increases the total monthly payment, and thereby increases risk.
However, the ratio of the life of the mortgage to the remaining eco-
nomic life of the building is ratable, and changes in the ratio always
affect risk in the same direction. Thus, while the ratio is admittedly
subject to some criticism because the estimation of the economic life
of a building is a matter of considerable conjecture, the use of the
ratio as a factor in the Mortgage Pattern is justified.

718. The ratings shall be made in accordance with the
following instructions:

If the ratio is— i oot
" Less than 50%.____ - 5
50% to 56% ——e 4
57% t0 5% 3
66% to 9% __. 2
80% to 100% U, ——_—— 1
Over 100% — — _ Reject

CATEGORY RATINGS

719. The final ratings ascribed to the Property, the Lo-
cation, and the Borrower categories are used to establish the ratings
of the last three of the six features in the Mortgage Pattern. The
relative importance of these three categories differs from case to
case. If, in a given case, the Property and the Borrower have re-
ceived fairly high ratings and the Location has received a fairly low
rating, the relative importance of the Location category rating is
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great. If, in another case, the Property receives a low rating and
the other two categories receive high ratings, the relative importance
of the Property category is greatly increased. If, in still another
case, the three categories receive ratings which are about the same,
there is no great difference in their relative importance. In the last
case, this is true whether the ratings are high or low.

720. In order to reflect the changes in relative impor-
tance of the Property, Location, and Borrower categories, the last
three features in the Mortgage Pattern are weighted differently.
The first of these three features, Lowest Category Rating, is the
most heavily weighted and the rating ascribed to it is based on the
rating of the category which has the lowest rating. The second of
the three features, Intermediate Category Rating, is less heavily
‘weighted and the rating ascribed to it is based on the rating of the
category which has the next to lowest rating. The third of the three
features, Highest Category Rating, is given the smallest weight
and the rating ascribed to it is based on the rating of the category
which has received the highest rating. If the three ratings are ex-
actly alike it does not matter how they are arranged for the pur-
pose of rating the last three features of the Mortgage Pattern. The
same is true if two are alike, provided the third one is used for the
rating of the first or third feature, depending upon whether it was
rated lower or higher than the other two.

721. In rating the three features, the Chief Underwriter
enters the names of the categories and the ratings ascribed to them on
the grid in the spaces provided. The following table is used in

rating these features:

. . Place X
If category rating is— ) in column

80 to 100 —— -
0 to 79 e
60 to 69— _ — i

= N W S
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722-725
RENTAL INCOME DWELLINGS
Rating of Mortgage Pattern (Rental Income Dwelling)
FEATURE REJECT | 1 2 3 4 5 |RATING
Ratio of Loan to Value % ’ ’ R
Ratio of Debt Service ! ’ S N
to Net Income %%
Ratio of Life of Mort- ' : ¢ ‘ ¥
gage to KEconomic
Life of Building %
Rating of Earning Ex- ’ S G N
pectancy pts.
3 [} 9 12 15
Rating of Borrower pts.
TOTAL RATING OF MORTGAGE PATTERN

722. When the property which secures the mortgage is a
rental income dwelling, the grid illustrated above is used to deter-
mine the Rating of Mortgage Pattern. The following rules apply

- to the rating of the five features in the grid.

723. Ratio of Loan to Value. This feature is rated in
accordance with the instructions contained in paragraphs 706 to 708.

724. Ratio of Debt Service to Net Income. This fea-
ture is a direct measure of mortgage risk in rental income dwellings.
It differs considerably from the second feature in the Mortgage
Pattern applied to amenity income dwellings and is relatively much
more important as a determinant of the final index of risk. In
rental income dwellings, the motives of borrowers are controlled by
the returns actually anticipated from equity investment. Further-
more, the marketability of such properties is determined largely by
such a consideration. R

725. For the purpose of establishing the rating, the
monthly debt service shall be calculated on the basis of the maximum
term of loan which the Federal Housing Administration can accept
as economically sound. The calculation shall include all the esti-
mated charges which the mortgagor would pay each month of the
first year on the insured mortgage, but not including taxes and special
‘assessments, ground rentals (if leasehold), and fire and other hazard
insurance. The monthly debt service is composed of the following:

a. Monthly payment on principal and interest
b. Mortgage insurance premium
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726. The average monthly net income used to determine

the ratio is the Estimated Net Earnings upon reaching maximum
occupancy reported by the Valuator on FHA Form 2015a. As indi-
cated in Section 15, this estimate of net earnings is a figure deter-
mined by deducting from the estimated effective gross revenue (after
allowance for vacancies and contingencies), all operating expenses,
management expenses, taxes and special assessments, ground rent-
als (if leasehold), and fire and hazard insurance. Therefore, net
income is an estimate of the actual returns available for mortgage
debt service.

727, In rating this feature, the Chief Underwriter shall
calculate the ratio of the monthly debt service to the average monthly
net income by dividing the former by the latter to secure a percentage.
Having established this percentage, Ratio of Debt Service to Net In-
come will be rated in the Mortgage Pattern according to the following
table:

If the ratio is— ' iflgglemfn
Less than 50% - 5
50% to 59%______.__ - _ 4
60% to 69% e 3
0% to T7% 2
8% to 83% [ 1
Over 83% -— Reject

728. Ratio of Life of Mortgage to Economic Life of
Building. This feature is rated in accordance with the instructions
contained in paragraphs 716 to 718.

729. Rating of Earning Expectancy. This, the most
heavily weighted feature, is rated after the category, Rating of Earn-
ing Expectancy, has been rated. The method used to rate this category
is described in Section 12. The following table is used in rating this
feature:

If the category rating is— irl: lgglem)rfn
80 to 100 5
wto 7 o ___ 4
60 to 69_____ __ 3
55 to 59 ——— __ 2
50 to §4 - 1
Under 50_ .. _________ Reject

730. Rating of Borrower. This feature is rated after
the category, Rating of Borrower, has been rated. The method used
to rate this category is described in Sections 10 and 11. The table
given in Paragraph 729 is then used in the rating of this feature in the
Mortgage Pattern.
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REJECTIONS AND COUNTER-PROPOSALS

731. The Rating of Mortgage Pattern is made from re-
‘sults already determined, and is therefore a more or less mechanical
process or recapitulation of the risks. If reject ratings of any one of
the features have occurred in one of the risk categories, that category
rating will have been recorded on one of the other report forms as
“Reject” in accordance with instructions in this Manual. In such cases
the applicable Mortgage Pattern on Report of Chief Underwriter
-shall be filled out according to the following example:

RATING OF MORTGAGE PATTERN RATING OF MORTGAGE PATTERN (Rental-Income Dwelling)
FEATURE sEEct [ 1| 2(3{ 4|5 |RaTING FEATURE. RERCT [ 1|2 3|4} 5] RaTING
10 (13 |6 1B 6 1§ |12 |16 |®
Batio of Loan to Value 80,9, X 6 Ratio of Loan to Value ___.% ]
Retio of Total Paynm to 2 (¢ & |§ (1 Ratio of Debt Service to Net 5 |2 s (%
Rental Value ~ Lleg % X 2 Income ... %
Ratio of Life of Mtge. T2 B |35 Ratio of Life of Mtge. to Eco- 112 B3 s
momie Life of mdg.wfﬁ, 3 1 nomic Life of Blag, connsts |
west Categor: $ing T iz |7 | |7 Rating of Earning Expectanc; B i [2¢ [32 (40
o o ek e | x Beject e,
termedipie Catego; atin; 5|10 i@ |18 |z 38 [§ |® {5
%.;9}51__.__.) gﬁ‘f pts.g X 10 Rating of Borrower ...... pts. | |
ighest Category Rating RN
EXID.V.QX‘.Q.!....J.) .ﬁ.gpu. l! | 13 TOTAL RATING OF MOBTGAGE PATTERN
Torar RATING oF Morrcace Parteey BeJect] Rative or ProperTY ......... pts. RATING OF LOCATION ......... pta,

732. 1f a category rating is less than 50 points, the appli-
cable Mortgage Pattern shall be filled out as follows:

RATING OF MORTGAGE PATTERN RATING OF MORTGAGE PATTERN (Rontal-Iacome Dwelling)
FRATURE REECT | 1| 2|3 45]RATING FEATURE RecTiafatalalsfmmne
CRCEERENG g ENTEE
Ratio of Loan to Value 809 x 6 Ratio of Loan to Value ....%,
Ratio of Total Paynfﬁﬁto ESE L SR Y o Ratio of Debt Service to Net K )
Rental Value % 2 P4 l
Ratio of Life of Mtge. to Feo- IO E2 O O Ratio of Life of Mtge. to Eco- 142 43 BT
nomic Life of Bldg. % x| i | |41 nomie Life of Bidg. ......%
Lowest Category Ratin RN ERG Rating of Earning Expeetancy 8 {16 |3 | {0
tLocation...) . 43pte [ x ﬂlejeci ...... pts.
Intermediate Category Rating OOl IO T TR ) e 1o {3 s
¢ Property....) ."59pts. x 10 Rating of Borrower-...... pts. i l
K'ﬁheﬂt Category Raw 4 |7 [0 |8 [16
(.Borrower..") _/Upts. X 13 ToTAL RATING OF MORTGAGE PATTERN
ToTAt RATING OF MORTGAGE PATTERN Reject| Raving o PRoPRRTY ......... pta.  RaTING OF LOCATION weerse.. Plit

It is intended that the Mortgage Pattern grid shall show a rating
only for each category in which no reject feature ratings occur,
and that the need for rejection in any case shall be made apparent
by entry of the word “Reject” after any category rating which is
less than 50 points. A total is never to be recorded on the Total
Rating line when reject feature ratings or category ratings less
than 50 points occur.

733. In instances in which the Rating of Mortgage Pat-
tern, when based on the loan described in the application, is less
than 50 points, Chief Underwriters are required to determine
whether or not a modified loan having (a) a smaller principal
amount and a shorter life, or (b) simply a smaller principal
amount, will qualify as economically sound. If a counterpro-
posal appears feasible, the Chief Underwriter recommends it and
modifies the Rating of Mortgage Pattern to correspond with the
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counter-proposal. The alternative proposal should be made for the

largest principal amount and longest life of mortgage which trial
ratings of the Mortgage Pattern show as eligible. Where the Rat-
ing of Borrower is affected, the Report of Mortgage Risk Exam-
iner is amended. In many cases the counter-proposal requires the
re-rating of all three of the first three features in the Mortgage Pat-
tern. In other instances only the first two will be affected. In
cases where no feasible counter-proposal will result in a Rating of
Mortgage Pattern of 50 points or more, the word “Reject” is entered
on the line provided for the Total Rating of Mortgage Pattern.

734. Following are two examples of correctly filled out
Mortgage Pattern grids. It will be noted that whole numbers only
are recorded on the grid, and all fractions or decimals are dropped.
This practice is to be followed in all instances except that if the
ratio of loan to value is in excess of the legal limit, it shall be com-
puted to one decimal place and so recorded. In the first example the,
result of examination revealed the following conclusions:

Principal Amount of Loan $3, 800
FHA Valuation $5, 000
Total Monthly Payment_________________________________ $36.08
Rental Value of Property $40. 00
Life of Mortgage_ . _______ . ____________ 20 years
Remaining Economic Life of Building 40 years
Rating of Property. . 3.
Rating of Location - 85.
Rating of Borrower _ 55.
RATING OF MORTGAGE PATTERN
FEATURE REJECT b 3 k-4 3 4 5 RATING
6 \] 12 16 20
Ratio of Loan to Value ..._2.6..% ., = ! [7o-7¢ 500 fon-ee, (Gndes 00 6
2z & 3 £y 10,
Ratio of Total Payment o Reutal Value 4....9.9-% oere 1205, I VO R Dnder 50 6
1} 2 3 4 5
Ratio of Life of Mortgage to E: ic Life of Building ....50.% Yo 1 L S 1 S oo Jonter 00 4
7 i 22 27
Lowest Category Rating (Borrower . ) -89 pts. Py so0ne sa-s4 s loo-s0. fro-10 0-100 12
6 10 14 18 2
Intermediate Category Rating (. PFOPOrty. .5 .78 pts. lwwes oo low_ Joo o low 18
d L 13 16
Highest Caterory Rating (. Location y...88 pte. loser s0me :H. 550 :« Iro19 o 16

TOTAL RATING OF MORTGAGE PATTERN 62

In the second example the result of examination revealed the follow-

ing conclusions:

Principal Amount of Loan $2, 000
FHA Valuation.______________ _ - $4,000
Total Monthly Payment (15 years) - $21. 72
Total Monthly Payment (20 years) _.__.___________.._____ $19. 10
Rental Value of Property e __ $37.50
Life of Mortgage 15 years
Remaining Economic Life of Building___________________ 45 years
Rating of Property 91.
Rating of Location N 65.
Rating of Borrower 82.
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RATING OF MORTGAGE PATTERN
FEATURE RESECT 1 2 3 ) 5 RATING
& & i7 B B
Ratioof LoantoValee . 509 |. . T ost0___funaq, oo, 20
2 g0 3 3 0 10
Ratio of Total Payment to Rental Value ] 50% (uer 130%, 1130 Joyo  [meos oo-78. i so
B 2 B g 5
Ratio of Life of Mortgage to Economic Life of Building ... 339, fou to0%, o-1o0%,__fa.rs 788, 050 1o 5
3 53 v7 22 7
Lowest Category Rating (Location .. ) __ 66 pts. [ sopn s0-50 50 soX lor 50-t00 17
0 1 is £ -
R
b i 10 13 1§
Highest Category Rating (Eroperty. 5. 91 pte lisesom 0.0 s s0 g ro-19 o & 16
TOTAL RATING OF MORTGAGE PATTERN 90

735. If the ratio of loan to value exceeds the prescribed
legal maximum, and there are no reject feature or category ratings,
the Chief Underwriter recommends a counter-proposal for the largest
principal amount which can be insured. In this connection, reference
is made to Section 2, Underwriting Procedures. This procedure will
preclude rejection of any case solely on account of excessive ratio of
loan to value.
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GENERAL ERATING INSTRUCTIONS
Rating of Property

PHYSICAL SECURITY FEATURES REJECT | 1 2 3 4 5 | RATING

Structural Soundness

Resistance to Elements

Durability

Resistance to Use

Livability and Funectional
Plan |

Mechanical and Convenience
Equipment

Natural Light and Ventila-
tion

Function

"Architectural Attractiveness

Total Rating of Physical Security
T 6 3 o
Adjustment for Nonconformity | l

TOTAL RATING OF PROPERTY

801. Rating of Property is determined by rating eight
features of risk according to the principles outlined in this section
and in Section 6, Methods of Mortgage Risk Rating. The first
seven features are described as the Physical Security Features and
are so weighted that the Total Rating of Physical Security may be
as high as 100 points. The eighth feature, Adjustment for Noncon-
formity, is separately rated and the result deducted from, not added
to, the Total Rating of Physical Security to determine the Total
Rating of Property.

802. The Total Rating of Physical Security, which is
obtained by rating the first seven features, presumes that the sub-
ject property is free from any detrimental influence resulting from
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nonconformity with typical properties in the immediate neighbor-
hood. The Total Rating of Physical Security presumes a hypotheti-
cal condition. Because nonconformity definitely affects the market-
ability of properties, it is important to compare the subject property
with surrounding properties and make any necessary adjustment in
order to convert the Total Rating of Physical Security into the Rat-
ing of Property. Specific instructions for making this adjustment
are in paragraphs 860 to 875 of this section. The Total Rating of
Property represents a measurement of the mortgage risk introduced
by the characteristics of the physical property and by its relation to
its actual environment. The Rating of Property does not include
consideration of those risk factors introduced by the characteristics
of the neighborhood and location. These are included in the Rating
of Location, Section 9.

803. Rating of Physical Security shall be accomplished
by rating separately each of seven features. The seven features have
been weighted on a scale of 100 points in order to retain the relative
importance of each when all are combined to obtain the Total Rating
of Physical Security. Each feature is marked on a scale from 1 to
6, 5 being the highest rating. After analysis of the factors compris-
ing a Teature, an X mark is placed in the column which is deter-
mined to reflect the degree of risk involved. If the X mark is placed
in any column other than Reject, the figure appearing in the marked
square is carried over to the extreme right hand column of the grid.
If the X mark is placed in the Reject column, the word “Reject” is
carried over to the extreme right hand column of the grid. One
such rating in any feature will necessitate a recommendation for
rejection of the application for insurance. When the word “Reject”
appears in the Rating column, it must also be written in that column
on the Total Rating line. If no such rating appears after any of
the features, the final rating of the category is obtained by adding
the figures in the Rating column. The system is so designed that this
figure will be an indication of the rating on a numerical basis.

804. The seven features which are rated to determine
the Total Rating of Physical Security are listed below with the
weights which have been ascribed to them:

a. Structural Soundness 25
b. Resistance to Elements 10
c. Resistance to Use 5
d. Livability and Functional Plan — 20
¢. Mechanical and Convenience Equipment_—_._____________ 10
f. Natural Light and Ventilation_ 10
g. Architectural Attractiveness - 20
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An eighth feature appears on the grid, but it is not a Physical
Security Feature. It is designated “Adjustment for Nonconform-
ity.” Instructions for rating this eighth feature are given in
paragraphs 860 to 875.

805. The seven features are analyzed from several points
of view. The first three features, namely, Structural Soundness,
Resistance to Elements, and Resistance to Use are studied in terms
of durability. The next three features, namely, Livability and Func-
tional Plan, Mechanical and Convenience Equipment, and Natural
Light and Ventilation, are studied in terms of function. The words
“Durability” and “Function” have been placed at the left edge of
the grid to remind the inspector to assume the proper points of
view. The last feature, Architectural Attractiveness, is studied in
terms of lasting appeal.

806. Invariably, the physical security features are rated
by assuming the conditions which will exist at the time the mortgage
is insured. In connection with existing construction the rating is
based on the property in its present condition unless the borrower
contemplates alterations, additions, and repairs, or unless the Fed-
eral Housing Administration requires certain alterations, additions,
and repairs. If alterations and repairs are contemplated or required,
then the rating is based on the conditions which will exist when the
mortgage is insured. No hypothetical conditions may be assumed
unless they are specifically defined in Report of Architectural In-
spector, FHA Form No. 2014, or in Report of Valuator, FHA Form
No. 2015. In the case of new construction the submitted drawings
and specifications are analyzed in detail and the rating reflects the
relative degree of excellence or poorness which the property will
exhibit upon completion according to these drawings and specifica-
tions. In cases involving either existing or new construction the
rating is based on possibilities and probabilities of what may hap-
pen to the structures in the future. The past experience and present
condition with respect to the first seven features in this category
are significant only to the degree to which they indicate the likeli-
hood of future difficulty. Surface indications are invaluable clues to
hidden defects or deficiencies.

807. To obtain consistency from case to case and to in-
sure uniform analyses of physical security features, it is essential to
identify conditions which form the basis for ratings in the various
columns of the several features. This is accomplished by comparing
subject structures with structures of similar type and size in the
same general area. For this purpose, the words “type and size” re-
fer to classification of dwellings, such as a single family, detached,
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five room, basementless dwelling containing 1,000 square feet of liv-
able area. Price ranges or differences in cost of structures of similar
type and size shall not be used as criteria in the selection of other
structures for comparison purposes. Such ranges or differences in
costs usually reflect differences in quality, condition, effects of age,
and degrees of obsolescence. These factors affect the Rating of
Physical Security and are considered and reflected in the individual
feature ratings. A 5 column, or highest rating, is warranted for
any physical security feature when conditions for the particular
feature are found to be comparable to the best conditions ordinarily
exhibited by structures of the same type and size. A § column rating
in any one feature does not demand the acme of perfection but de-
notes relative excellence of a reasonably high order considering the
limitations of the size of the structure and its type. It is imperative
to remember that even small structures may possess sufficient excel-
lence to warrant 5 column ratings for any or all the physical security
features. For example, in rating Livability and Functional Plan this
will occur when there has been incorporated in the design a high
degree of livability considering the floor area available. Physical
security feature ratings will vary in the entire range between the
Reject column and the § column, by the degree of excellence or poor-
ness resulting from the actual building practices, functional plan-
ning, and esthetic design. .

808. In determining whether a xpject rating is war-
ranted, the inspector must take into account the provisions in estab-
lished Property Standards as they affect the individual features by
considering them to be the minimum requirements necessary to
avoid such reject ratings. Those properties that barely comply with
these requirements usually warrant a low rating, and the degree to
which they surpass them will be favorably reflected by higher
column ratings. In view of the fact that the provisions in Prop-
erty Standards apply to structures of every type and size, it is recog-
nized that for certain of the requirements small structures that barely
comply with the individual requirements may receive 4 or 5§ column
feature ratings, while large and more pretentions structures that
just barely comply with the same requirements would receive
low ratings. In cases where a waiver of any Property Stand-
ards requirement is recommended because of a technical violation
but the objectives of the particular requirement have been fully
accomplished by means other than those specifically stated, the fea-
ture rating shall receive the same consideration as it would have
under ordinary circumstances. Instructions for recording ratings in
such cases are contained in Section 2, Underwriting Procedures. For
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cases involving proposed construction the requirements of both Prop-

erty Standards and established Minimum Construction Requlrements

shall apply.

809. Experience has indicated, and a national compam-
son has demonstrated, that conditions affecting the individual fea-
tures that can be considered “average” or “typical” may warrant
ratings in either the $ or the 4 column, depending upon, («) the effec-
tiveness of local building code requirements and their enforcement,
(b) the caliber of local building customs or practices, and, (¢) the
demands of the market. A structure might possibly create an over-
all impression of being “average” or “typical”, but it must not be
deliberately assumed, by reason of such an impression, that every
feature should be rated in the same column. Rather, the degree to
which conditions affect each particular feature must be recognized
and duly reflected in the feature rating. Further, in rating the fea-
tures, personal preferences and prejudices must be subordinated,
except insofar as they are commonly shared by informed persons.
It is not intended to nullify personal judgment, but to obtain disin-
terested, uniform analyses of the mortgage security. The inclination
to alter design or to change drawings on the basis of personal tastes
should be avoided and not allowed to influence decisions.

810. The physical conditions prevailing in the structure
directly affect the ratings of a number of the physical securlty fea-
tures and the Total Rating of Physical Security. This is especially
true with regard to the three features relating to structural durabil-
ity and to the features, Livability and Functional Plan and Mechan-
ical and Convenience Equipment. Poor physical condition will tend
to result in low ratings of these five features. The ratings bear a
direct relationship to the estimate of remaining physical life of the
building. Inspectors are required to give estimates of remaining
physical lives of buildings and it is important to relate these esti-
mates to the ratings ascribed to these five features. Thus, if Struc-
tural Soundness is given a low rating because of physical deficiencies
of the building, the estimate of the remaining physical life should be
shorter than if a high rating had resulted from the analysis. Inas-
much as the actual remaining physical life of a building is a matter
of considerable conjecture, it is evident that estimates of physical
lives are largely significant only in relation to one another. For
example, an inspector cannot be expected to have any very definite
opinion as to the actual remaining physical life of a building, but he
can have a very significant opinion as to which of several structures
may be expected to have longer or shorter lives. It is suggested,
therefore, that well-built newly completed buildings be ascribed re-

e 77T L
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maining physical lives of from 50 to 60 years, and that other build-
ings be ascribed lives in relation to these arbitrarily established
lives. :
811. In cases where repairs, alterations, or additions are
contemplated by the mortgagor, or where such work is found to be
necessary if reject ratings are to be avoided, the instructions stated
in Section 2, Underwriting Procedures, must be followed in making
the physical security feature ratings in the Rating of Property
category.
STRUCTURAL SOUNDNESS

812. The rating of this feature is an index of the ability
of all structural members, materials, and methods of assembly in-
corporated in a structure to withstand the imposed loads with the
minimum acceptable amount of settlement and deflection. Careful
consideration is given to the adequacy of the structural fabric, the
size, quality, and durability of the materials comprising the struc-
tural members, the quality and methods of workmanship in the as-
semblage, and, finally, the extent to which physical deterioration has
created unsoundness or weakness.

813. The list of questions in subsequent paragraphs
serves to indicate the principal considerations which enter into the
formation of a judgment with regard to a proper rating of this
feature. '

814. Foundation.

a. Soil: Is the nature and condition of the soil such as to with-
stand imposed loads?

b. Footings: Do footings possess adequate width and thickness
to distribute properly the weight on the soil? Are foot-
ings of sufficient distance below grade to resist upheaval
by frost? Has adequate reinforcing been provided where
necessary ?

¢. Foundation Walls or Piers: Are foundation walls or piers
adequately designed and do they possess sufficient strength
to carry the imposed loads and resist outside earth pres-
sure, movement, and hydrostatic pressure?

d. Columns and Piers: Are columns and piers of sufficient
size and strength to carry beam loads?

815. Floors.

a. Basement Slab: Is basement slab designed and reinforced
so as to resist hydrostatic pressure, if any?

b. Porch and Terrace Slabs: Has adequate reinforcing been
provided to carry the load?
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Beams and Sills: Are beams, wall sills, and plates of ade-
quate size and construction, and do they possess sufficient
bearing surface?

d. Joists: Are floor joists of sufficient size and properly spaced
for their span so that there will be no undue deflection?
Are they adequately bridged and unimpaired by the in-
stallation of the mechanical equipment? Is there suffi-
cient bearing area on supports? Is there adequate sup-
port for joists abutting headers?

. Openings: Are openings properly framed, trussed, and
headed ?

f. Sub-Floors: Is sub-flooring so employed as to provide addi-

tional bracing to the structure?

816. Exterior Walls.

a. Are structural members of sufficient size to carry the im-
posed load and properly braced or sheathed to resist wind
pressure?

b. Are frame walls well tied to masonry?

¢. Have all openings been properly framed and linteled ¢

817. Interior Walls and Partitions.

a. Are structural members of adequate size, properly spaced
and braced ?

b. Have all load-bearing openings been properly framed or
trussed and double studded at jambs?

818. Ceilings.

a. Are ceiling joists of adequate size, properly spaced and
bridged ?

b. Is there sufficient bearing area on supports, and is the tie
continuous between outside walls?

819. Roofs.

a. Are main valley and hip rafters of adequate size, properly
tied, and seated so as to carry the roofing material and
resist wind and snow loads?

b. Is roof properly braced with supports and collar or wind
beams?

c. Are all rafters unspliced and continuous between bearing
points?

®

[

820. Accessory Buildings. Are foundations, floors,
walls, and roof of such materials and construction as to assure a
physical life for the accessory buildings equal to that of the main
building?
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821. Although a fire-proof building, properly designed
and constructed, deserves the highest rating under Structural Sound-
ness, this does not imply that a building of frame or masonry veneer
construction, when properly designed and constructed, could not
possess sufficient quality to warrant the highest rating. The deter-
mination is dependent upon whether the methods of assembly, ma-
terials used, and workmanship are such as to assure a long life for
the structure.

822. A low or reject rating is warranted in cases in-
volving existing construction if defects such as sagged beams, floor
joists, or rafters, excessive settlement, or cracked basement walls are
present in a serious degree. The fact that it has been necessary for
the present or previous owners to install additional piers and beams
in the basement, or to patch cracked basement walls, or to install
additional roof bracing should serve as a warning to the inspector.
It would also indicate that a close analysis should be made of the
structure to discover other hidden faults which may be expected in
the low quality construction thus reflected. For cases involving new
construction, a reject rating is warranted where the construction
does not equal (or exceed) the established Minimum Construction Re-
quirements for such items as are included under Excavation,
Masonry, Footings, Foundations, Exterior Masonry Walls, Chimneys,
Cement Floors, Driveways and Walks, Structural Steel and Iron,
Lumber, Wood Framing, Floors and Roofs, Exterior Walls, Interior
Partitions, and Miscellaneous.

823. Certain regions of the United States are subject to
tornadoes, earthquakes, and other natural hazards, and in these areas
Structural Soundness is rated according to the degree with which
the building was designed and erected in order to minimize the
danger from these special natural hazards.

824. In the final analysis it is necessary to consider the
loads which will be imposed upon the structural fabric by the use
for which it is designed, and to estimate the degree to which it will
be able to withstand these requirements. The cost range of the
structure under analysis should not enter into the consideration of
its structural soundness.

RESISTANCE TO ELEMENTS

825. The rating of this feature reflects the degree of
resistance exhibited by the structure to the deteriorating and
damaging effects produced by the elements. These effects may in
themselves lessen the durability and may render the entire building
or certain portions of it uninhabitable. The inspector shall bear
in mind that the excellence of resistive ability in one material may
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be off-set by poorness in adjacent materials and in such cases the
rating will be adversely affected. Conditions entering into the
rating of this feature are discussed below under three headings,
Resistance to Weather, Resistance to Fire, and Resistance to De-
cay, Corrosion, and Insect Hazards. Resistance to special natural
hazards such as earthquakes and tornadoes is primarily a structural
resistance and is considered under the feature Structural Soundness.
The following list of questions serves to indicate the principal con-
siderations which enter into the formation of a judgment with re-
gard to the proper rating of this feature.

826. Resistance to Weather.

a. Roof:

1. Is the roof correctly pitched and are the slope and
angles of the roof of such a nature as to afford
proper drainage and to avoid “snow pockets”? Have
crickets or saddles and snow guards been provided
where necessary ?

2. Is roofing material of such quality and condition so as
to resist rain, snow, ice, and sun effectively, and to
withstand high winds in areas where these climatic
conditions occur, and to withstand exposure and
rapid temperature changes without resulting damage?

8. Are ridges properly protected ¢

4. Are the materials and construction of roof decks of such
nature as to withstand the elements?

b. Sheet Metal: )

1. Have ferrous and non-ferrous metals been used in
combination so that contact corrosion will result ?

2. Is the material of all valleys of such quality as to
have a life equal to that of the roofing materials?

3. Are flashing and counter-flashing of proper quality
and workmanship installed where necessary?

4. Have gutters and down-spouts been provided where
necessary and are they so designed as to dispose of
the water adequately and so constructed as to resist
snow loads? '

c. Walls or Piers:

1. Are foundation walls or piers adequately designed and
constructed to resist penetration of moisture?

2. Are the principal walls so constructed and in such
condition as to effectively withstand the elements of
the section of the country in which they are erected
and to resist driving rains and rapid freezing and
thawing ?

ey
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3. Where more than one type of material is used in prin-
cipal walls, are the different materials properly tied
together and has provision been made for the ab-
sorption of their different coefficients of expansion?

d. Insulation and Weatherproofing :

1. Have the methods of insulation and insulation ma-
terials been incorporated in such a way so as to re-
sult in adequate comfort and economy of operation?

2. Has weatherstripping and caulking been provided
where necessary ?

3. Have storm doors, storm windows, and vestibules been
provided in regions where climatic conditions war-
rant?

827. Resistance to Fire.

| @. Do the materials and structural methods used offer a high
| or low degree of fire resistance to both the exterior and
| interior construction ?

b. Has fire resistance been aided by proper framing around
chimney, by the use of flue tiles, and by adequate fire-
stopping ?

828, Resistance to Decay, Corrosion, and Insect
Hazards.

a. Decay and corrosion:
1. In unexcavated portions is there ample circulation of
air around wood or metal members?
2. Is there adequate provision to exclude surface water?
3. Are materials subject to decay or corrosion adequately
protected ¢
b. Insect Hazards: In regions where termites or borers are
prevalent, have suitable protective measures been provided,
such as ample circulation of light and air, sufficient clear-
ance from grade, and metal shields under all frame bear-
ings? Have timbers been impregnated ?

829. A reject rating is warranted in cases involving new
construction where the construction does not equal (or exceed) the
established Minimum Construction Requirements for such items as
are included under Excavation, Footings, Foundations, Exterior
Masonry Walls, Chimneys, Cement Floors, Driveways, and Walks;
Dampproofing, Lumber, Wood Framing, Exterior Walls, Termite
Prevention, Roof Coverings, Sheet Metal, Stucco, Painting, and
Miscellaneous.
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RESISTANCE TO USE

830. In rating this feature the inspector reflects the de-
gree to which the workmanship and the quality and condition of
the materials will withstand the wear and tear to which they will
be subjected through continued use. The inspector must bear in
mind that the expense of maintenance of a dwelling is directly cor-
related to the factors considered in rating this feature. Since the
interior of the structure contains the major portion of the wearing
surfaces, the considerations entering into the rating of this feature
are concerned primarily with the interior of the main structure and
of accessory buildings. Considerations must also include the sur-
faces of walks, drives, porches, and terraces. The heaviest wear
resulting from use is experienced by flooring, wall and ceiling finish,
doors, sash, trim, and hardware. The inspector must consider
whether or not the material and workmanship, in both the finish and
base of the following items, are of such a quality as to be highly
resistant to the wear to which they will be normally subjected :

a. Floors, Utility Areas:
1. Basement floor
2. Kitchen, pantry and service porch floors
3. Baths and lavatory floors
b. Floors, Living Areas:
1. First, second, and third floors
2. Porch and terrace floors
c. Walls:
1. Exterior walls
2. Interior walls
3. Bathroom and lavatory walls and wainscot
4. Kitchen walls and wainscot
d. Ceilings
e. Millwork :
1. Doors, jambs, and trim
2. Windows, frame, and trim
3. Finish hardware
f. Accessory Buildings:
1. Floors, walls, and ceilings
2. Doors, windows, frames, trim, and hardware
g. Walks and Drives, including base and surface

831. A reject rating is warranted in cases involving new
construction when construction does not equal (or exceed) the estab-
lished Minimum Construction Requirements for such items as are
included under Cement Foors, Driveways, and Walks, Lumber, Wood
Framing, Lathing, Plaster Work, Painting, and Miscellaneous.
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832, The materials and workmanship of both plaster
base and plaster must be noted. The best wall finish is no stronger
than its base, and the best painting or wall covering applied to poor
plaster may result in an unsatisfactory wearing surface. The qual-
ity of interior painting, tinting, or wall covering must be carefully
considered. Doors and sash, either of wood or metal, that are of
light, flimsy construction will not withstand constant use, and for
this reason will affect the rating unfavorably. The wearing qualities
possessed by all such items, assuming ordinary maintenance, shall
be weighed against the severity of wear and tear to which they will
be subjected.

LIVABILITY AND FUNCTIONAL PLAN

833. In rating this feature it is necessary to determine
the degree of practical usefulness for residential purposes to the
typical family likely to occupy properties of similar type and size.
If the property has been planned and constructed so that a high
degree of livability and functional efficiency exists, then a high rating
for this feature is warranted.

834, The inspector must determine the degree to which
the layout of the structure is economical, practical, and efficient.
An economical layout is one which presents the greatest proportion
of usable floor area in relation to the gross floor area. An excess of
unusable space makes a house less desirable. For example, if the
hall area is larger than is necessary in view of the uses to which it
will be put, and perhaps because of this the sizes of other rooms in
the house where increased area is desirable have had to be restricted,
then the layout would to some degree be uneconomical. Again, if
space is provided which is not readily and conveniently usable,
economy is sacrificed because of unwarranted additional cost of con-
struction and maintenance together with the attendant increased
labor involved in the occupancy and use of such a structure. It is
recognized that large entrance halls, galleries, and similar spaces are
considered desirable and necessary in dwellings in the higher cost
range. Where such spaces properly serve a functional purpose they
do not indicate inefficiency of plan.

835. The rating of this feature must reflect the func-
tional qualities, adequacy of sizes, and efliciency of the individual
rooms. The relation of the location of the service or utility portion
of the house to the living quarters also definitely affects the rating
of this feature. Lower ratings will be warranted if any of the
following objectionable conditions are present:

a. Sleeping quarters with insufficient privacy
b. Dark or poorly ventilated rooms
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¢. Bathrooms not readily accessible, or acce531ble only through
a major room

d. Kitchen inadequate for or ill- arranged for food storage,
food preparation, and dish washing

e. Insufficient provision for hanging clothes, or for storage
of linens, blankets, and brooms

836. If future occupants are likely to have laundry work
done in the home, the rating will be affected by the relative ade-
quacy of the provision for laundry work. This is to be judged, not
merely on the presence or absence of laundry trays and convenience
outlets, but also upon the space available for drying, and access to
outdoor drying.
' 837. The rating is influenced by the convenience of ar-
rangement. The most desirable conditions occur where access from
room to room is according to logical sequence, where there are no
long, dark, or winding corridors, where movements into and out of
the various rooms or units cause the least disturbance, where stair-
cases are sufficiently wide, not too steep, and in such locations as to
permit moving of furniture readily. Ratings of this feature will be
favorably affected in the case of houses having rooms of such sizes
and shapes as to accommodate furniture readily in proper grouping
for convenient living. Shape is very important as well as size.
Broken or short wall areas do not permit flexibility in furniture
arrangement. Protruding radiators that are in the way are objec-
tionable. Windows should be spaced in relation to internal function
as well as to exterior appearance. The rating of this feature must
reflect the practical quality of the interior layout. This factor will
contribute to the rating, favorably or unfavorably, depending on the
existence or absence of agreeable proportions of the rooms..

838. The plan of improvement of the site is another
factor in livability. Consideration should be given to the suit-
ability of the size, shape, and topography of the lot in relation to
the type and size of the dwelling and accessory buildings. Build-
ings, walks, plantings, and terracing may be laid out or arranged
on the plot so that either a high degree of livability or an opposite
condition may result. The rating of this feature will be favorably
affected if the general plan of improvement is excellent, and the
resultant effect gives the property a strong appeal for those who
ordinarily would be attracted as purchasers of such property. In
any such case the buildings will be found located upon the site in
the most advantageous and desirable positions. Structures will be
found so placed on the lot as to take the fullest advantage of sun-
shine, ventilation, scenic outlook, privacy, and safety. Where high
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ratings of this feature are warranted, it is also found that the
grounds have been laid out so that opportunity is afforded for effec-
tive landscaping and gardening. Furthermore, in such cases there
exists a high degree of accessibility to garage buildings and other
accessory structures, and the placing of buildings, walks, and drives
does not result in cutting the grounds into small and unusable
areas. A favorable condition is also present if accessory buildings
are so located upon the site as not to create hazardous conditions
affecting the safety of the occupants of the property, and if they are
so placed that the convenience of the occupants is served in the most
advantageous manner. In cases where customary accessory build-
ings have not been provided, the rating of this feature will be
influenced by the size and location of the available area of the site
upon which accessory buildings might be erected.

839. The following list of questions will assist in the
proper rating of this feature:

a. Does the arrangement of the plan present an economical
layout in relation to the ratio of usable floor area to gross
area?

b. Is the separation and relation of living units arranged
to provide ease of circulation and privacy?

c. Has the separation and relation of service units been con-
sidered from a circulation and utility standpoint?

d. Do the ingress and egress both from living and service
units contribute to livability?

e. Are rooms of adequate size for their intended purposes?
Are wall spaces of such size and location, and are open-
ings and radiators arranged to provide for convenient and
customary furniture placing?

f. Are there sufficient baths and lavatories for the number of
persons, including servants, likely to occupy the property?

9. Has the interior been planned to take the fullest possible
advantage of orientation and the facilities offered by the
plot