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FHA FACT SHEET # 221

INTRODUCTION

BELOW-MARKET INTEREST RATE

ELIGIBLE MORTGAGES

Many more families in this income bracket will be displaced in the next decade
by urban renewal and other governmental actions.

Many families in the United States seeking good rental or cooperative housing
are in an income bracket too high for public housing but too low to compete
successfully in the normal rental or cooperative market.

Proposed new construction and existing properties requiring rehabilitation with
five or more units, may be eligible for mortgage insurance.

Below-Market Interest Rate Program
Section 221-d-3 of the National Housing Act

FHA MORTGAGE INSURANCE
FOR

RENTAL AND COOPERATIVE HOUSING
FOR FAMILIES OF LOW AND MODERATE INCOMES

This program is limited by policy to meet specific needs, and is limited also
by the availability of special assistance funds from the Federal National
Mortgage Association.

The Housing Act/ of 1961 contains a provision for FHA insurance of below-
market interest rate mortgages to reduce rental and cooperative housing costs
where the normal rental market does not meet the need.

The Administration recognized the needs of these families, and it saw that a
means had to be provided for making good rental and cooperative housing avail
able to displaced families and other families of low and moderate income,.if.
Government programs were to succeed.

There are two applicable interest rates. The interest rate during construction
currently may be as high as the established FHA maximum interest rate at the
time of construction. Upon final endorsement of the loan, the interest rate
will be as low as the average current yield on all marketable obligations of the
U. S. Treasury (at the start of the survey the rate was 3 1/8$, but the present
rats is 3 3/0$). FHA has waived the mortgage insurance premium of £ percent
for projects withthis low interest rate.
To provide financing at this below-market interest rate for Section 221 (d) (3)
projects, the Federal National Mortgage Association is authorized to purchase
the mortgages under the FNMA Special Assistance program.
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PRINCIPAL DEFINITIONS

MORTGAGE LIMITATIONS

The maximum mortgage term may he 40 years or three quarters of the FHA Com
missioner's estimate of the remaining economic life of the property, which
ever is less.

A Limited. Dividend Corporation is one restricted as to the distribution of
income by the law of the State of its incorporation or by the FHA Commissioner,
formed exclusively for the purpose of providing housing and regulated as to
rents, charges, rate of return, and operating methods in a manner satisfac
tory to the FHA.

A Private Non-Profit Mortgagor is a corporation or association organized for
purposes other than the making of profit for itself or persons identified
with it and which the FHA Commissioner finds is in no manner controlled by
or under the direction of persons or films seeking to derive profit from it.

An Investor Sponsor Mortgagor is a special type of limited dividend corpor
ation organized to build or rehabilitate a project and transfer it to a
cooperative. If the project is pot sold to a cooperative within two years
after completion, the investor sponsor will operate it as a limited dividend
corporation, for the purposes authorized. .

Mortgages on acceptable existing projects not requiring rehabilitation, with
five or more units may be refinanced. To be eligible for refinancing, the
property must be in a community having a current Workable Program Certifica
tion. Additionally, the property must also be located within a designated
urban renewal area unless it is presently insured by the FHA under Sections
608, 220, 221, or 9^8 of the National Housing Act, as amended.

A Cooperative Mortgagor is a non-profit cooperative ownership housing cor
poration approved by the FHA Commissioner. Permanent occupancy will be
restricted to the members, and eligibility and transfers of membership will
be subject to FHA controls.

The mortgage on any project is further limited by such factors as estimated
replacement cost, established family income limits, and debt service consider
ations .

A Public Mortgagor is a Federal instrumentality, a State or political sub
division thereof, or an instrumentality of a State or of a political sub
division thereof, which certifies that it is not receiving financial assist
ance exclusively for public housing fjorn the Federal Government and which is
acceptable to the FHA Commissioner.

For public agencies, cooperatives (including investor sponsored), and non
profit sponsors, mortgages on new construction may not exceed the replace
ment cost of the project; on rehabilitation projects, the estimated cost
of rehabilitation plus the value of the project before rehabilitation; or
if refinancing is involved, the estimated cost of rehabilitation plus the
amount required to refinance the outstanding indebtedness. For limited div
idend sponsors, mortgages may not exceed $£> percent of these amounts.
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WORKING CAPITAL

WORKABLE PROGRAM REQUIREMENT

FHA CONTROLS

Additionally, construction costs shall not exceed local limitations set by
the incomes of the families to be served, except in communities granting tax
abatement.

Projects may not be sold without the prior approval of the FHA Commissioner
and subject to conditions prescribed therefor.

A workable program is an official community plan for dealing effectively with
slums and blighted areas. It is an assurance that neighborhoods will be pre
served, improved, or rehabilitated, and that the community has a plan of action
which will insure sound development of the area.

With respect to rent, carrying charges and occupancy requirements, FHA controls
will be maintained until the insured mortgage is paid in full. To prevent
early refinancing and release of FHA controls, full or partial prepayment of
the insured mortgage without approval of the FHA Commissioner will be prohib
ited, except that limited dividend corporations may pay in full after 20 years
from the date of final endorsement without such approval.
All housing financed under the program must operate in accordance with regulations
as to rentals, charges, methods of operation and occupancy requirements.set forth
by the FHA Commissioner.
Occupancy is limited to families of low and moderate income, with preference
being given to displaced families. Local income limits are established by
the FHA.

If the average number of rooms per unit is 4 or more, the maximum mortgage
is $2,250 per room ($2,750 per room for elevator projects). An additional
amount not to exceed $1,000 per room without regard to the number of rooms
being less than 4 or more than 4 may be authorized by the Commissioner in
areas where he finds cost levels so require.

Projects must be located in a community having a "Workable Program" which
has been approved by the Administrator of the Housing and Home Finance Agency
and certified by him to the FHA Commissioner. (There must be a workable pro
gram certification in effect at the time of the issuance of a commitment.)

If advances are to be insured during construction, two percent of the original
principal amount of the mortgage will be required as working capital. This
fund must be deposited with the mortgagee.

The maximum mortgage amount is $12,500,000. The mortgage is also limited to
not more than $8,500 per family unit ($9,000 for elevator projects) if the
number of rooms averages fewer than 4 per family unit.
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PUBLICATIONS ON THE 221-d-3 PROGRAM

Low and Moderate-Income Housing in Urban Renewal Areas
3. Local Public Agency Letter No. 287 - FHA-URA-LPA Coordination on Planning

Section 221 (d) (3)
(Supplement No. 2 to LPA Letter No. 268), Urban Renewal Administration,
Housing and Home Finance Agency, Washington, D. C., November, 19&3•

2. Federal Housing Administration Maximum Income Limits, By Family Size For
Proposed Construction, Section 221 (d) (3) Below Market Interest Rate,
June 1, 1963. (FHA No. 7^8).

1. Federal Housing Administration Fact Sheet For Rental and Cooperative Housing
For Families of Low and Moderate Income, FHA 221, Revised May, 1962.
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TABLE 1 - SUMMARY OF FHA 221-d-3 ACTIVITY AS OF JUNE, 1963

Allocations made
12,749 $140,999,760.8385TOTAL COMMITTED

32,696 $379,246,342.83217TOTAL

Texas)

SOURCE:

* Number of projects in the state.

i

MORTGAGE AMOUNT
$238,246,582.00

Missouri (7)
Nevada (4)
New Mexico (1)
New Jersey (10)
New York (8)
North Carolina (2)
Ohio (10)
Oklahoma (1)
Oregon (5)
Pennsylvania (2)
Puerto Rico (10)
Rhode Island (1)
Tennessee (5)
Texas (18)
Virginia (1)
Virgin Islands(1)
Washington (4)
Wisconsin (3)

PROJECTS
132

UNITS
19,947

Alabama (4)*
Arizona (1)
Arkansas (1)
California (14)
Colorado (3)
Connecticut (18)
District of Columbia (5)
Florida (10)
Georgia (1)
Hawaii (1)
Illinois (19)
Indiana (2)
Kansas (1)
Kentucky (3)
Louisiana (1)
Maryland (3)
Massachusetts (12)
Michigan (24)
Minnesota (2)

Letter from the Director of the Urban Renewal Division, FHA,
July 24, 1963-

The number 217 projects that have been filed with FHA as
are
Islands.
1963.

i
Four states have heavy allotments of,221-d-3’projects (Michigan, .Illinois, Connecticut,

). 1 These states account for over1 one-third.ofthe;;tdtal projects under allocation.

of June 30th, 1963,
located in 34 States, the District of Columbia, Puerto Rico and the Virgin

The following is a breakdown by states of the projects as of June 30,
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NAHRO SURVEY OF DEVELOPMENTS FINANCED UNDER FHA 221-d-3

A NOTE ABOUT THE USE OF THE SURVEY DATA

The first questionnaire form on 221-d-3 projects was necessarily exploratory.
NAHRO hopes to conduct a continuing report on progress and to perfect the question
naire form to reflect more fully the complete story on 221-d-3 projects.

Willow Run, Michigan (1)
Minneapolis, Minnesota (1)
Kansas City, Missouri (1)
Greensboro, North Carolina (1)
Cincinnati, Ohio (2)
Tulsa, Oklahoma (1)*
Carolina, Puerto Rico (1)
Dallas, Texas (2)
Milwaukee, Wisconsin(1)

Based on this original questionaire of September, 1962, and follow-ups to check
the accuracy of data submitted, NAHRO has been able to assemble detailed infor
mation on 2k projects. These are developments which have progressed to the point
where detailed data can be determined and where the sponsor has answered NAHRO's
request for information.

As a service to its member agencies, the NAHRO Housing Division determined in
September, 1962, to find out more information about the characteristics of the
projects being developed under the new moderate-income housing program. Accord
ingly, NAHRO procured a listing from the FHA of all projects which were in the
active stage at that date. A letter and questiom&re was sent to each of these
localities asking for detailed information on the 221-d-3 developments.

Following is a listing of the 2k projects- included in this report by locality.
Represented in this listing are 14 states and the Commonwealth of Puerto Rico.
All but two of these developments were under commitment as of June 30, 1963.
These two developments [Lacombe Manor, New York City and Homebuilders Demonstra
tion, Tulsa (Oklahoma)] were under allocation.

Little Rock, Arkansas (1)
Milpitas, California (1)
N. Hollywood, California (1)
San Francisco, California (1)
Van Nuys, California (1)
Hartford, Connecticut (1)
New Haven, Connecticut (4)
Louisville, Kentucky (1)
Baltimore, Maryland (1)

The information used in this report is based entirely on a mail questionaire
filled out by the project sponsor. While every effort has been made to insure
accuracy through checking replies with the sponsor, there may still be some un
answered questions. For example, no part of the questionnaire asked the sponsor
to list donations of land or other resources; this might well affect the total
development cost as listed in the report. Also, there has been no attempt to
determine either the structural or architectural quality of the completed develop
ment or the incomes of families in occupancy.

*The Homebuilders Demonstration project in Tulsa, Oklahoma is also receiving funds
from the low-income demonstration program (Section 202 of the Housing Act) and
therefore has special circumstances which make it different from the other projects
in this survey. For this reason, detailed information has beep omitted.
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SUMMARY OF TRENDS IN 221-d-3 SURVEY

Table 2 - Construction Type and Development Cost

had costs over $15,000.
'Table 3 - Financing

— Ten of the project sponsors were private, non-profit mort
gagors; six were limited dividend corporations; six were
investor-sponsor mortgagors; and one was a cooperative mort
gagor.

— Eleven developments are garden-type or row-house structures;
ten are two and three-story walk-ups; one is a single-family
house structure; and one is a six-story apartment building.

-- The largest number of dwelling units in one project is the
531 units in New York City’s Lacombe project; the smallest
number of units is 36 in the Liberty Square and Town House
Apartments in New Haven and Hartford, Connecticut.

— The highest development cost reported in the survey was
$18,265 per unit cost of the Western Addition in San Fran
cisco; the lowest development cost listed was Baltimore's
Forest Heights with a reported cost of $7,659 per unit.

-- Nine of the twenty-three projects are located in urban renewal
areas.

-- All of the projects were financed originally by private lending
institutions but were eventually sold to FNMA. FNMA provides
special assistance in the purchase of the permanent mortgage.

Following this summary are five detailed tables showing individual information
on the 23 projects covered in the survey. Trends are summarized below for the
23 projects as a whole.

-- Eleven of the 23 projects had total development costs under
$10,000; six had total costs between $10,000 and $12,^99;
five had costs between $12,500 and $1^,999 and one project

These figures should be used with caution since the ques-’ .
tionnaire form did not include information on possible do
nations of land or other resources toward project development.
Development costs reported by sponsors may well appear low
in comparison with conventional and other FHA multifamily
projects. While basic FHA minimum standards must be met,
221-d-3 projects do not include anything in the nature of
luxury items or amenities such as swimming pools, community
recreational facilities, or special landscaping features
which are often included in the regular multifamily projects.
If the project is in a renewal area, there is often a write
down of land cost. In a number of cases, there is an addi
tional economy in local tax abatement.
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'Table 4 - Unit Sizes

— The distribution was as follows:

Table 5 - Monthly Rental Charges, Utilities and Services

-- The level of rent ranges was affected in some cases by the
addition of income from the rent of commercial facilities .
within the project; this would tend to reduce the amount of
rent to tenants.

Since FNMA does not make any direct loans under the section
221 (d) (3)j private lenders work with the FHA as in other
programs up until the permanent mortgage is made.

0 Br - 56 units—
1 Br - 1167 units
2 Br - 23^0 units,
3 Br - 628 units-.
4 Br - 42 units--'

— $57.50 to $91
— $60 to $117
— $70 to $136
— $80 to $125

■ 1-3^
■27.6$
■55-3^
•14.856
I.056

— The total rent range for all units was from $48 for an effi
ciency unit in New York to $125 for a four-bedroom unit in
New Haven. (The rent for 3-bedroom units in the Western Ad
dition in San Francisco was $136.)

— Fifteen of the project sponsors indicated that the mortgage
amount represented 100 percent of the total development cost;
one indicated 98 percent; two, 97 percent; three, 9° percent;
one, 89 percent; and one, 85 percent. For limited dividend
sponsors, mortgages may not exceed 90 percent; for all other
sponsors, mortgages may be 100 percent.

— The median rent for each apartment size was: 0 Br - $51.50;
1 Br - $70; 2 Br - $88-50; 3 Br - $92.00; and Hr - $107-50.

— All of the projects were financed at the going Federal in
terest rate of 3 and 1/8 percent. (This rate is now changed
to 3 and 3/8 percent).

— Ten sponsors indicated that financing had been transferred
to the 221-d-3 program from other FHA financing. These con
versions were undertaken to meet a number of local circum
stances but generally involved an effort to reduce rentals
and reach a lower income group. Indications are that there
will be few such conversions in the future since newly de
veloped projects seeking to serve the moderate income range
will be financed directly through the 221-d-3 vehicle.

— The rent ranges by apartment size were:
Efficiency — $48 to $55
1 Bedroom
2 Bedroom
3 Bedroom
4 Bedroom

— There were 4,233 dwelling units represented in the 23 develop
ments, an average of 184 units per project.
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'Table 6 - Maximum Income Limits

-- The median income limit for each size family was:
Two persons - $5,700; three to four persons - $6,700; five
to six persons - $7,700; and seven or more persons - $8,700.

- $4,650 to $7,600
$5,350 to $8,750
- $6,050 to $9,900.

_  Lowest rents for each unit size were recorded in New York,
Baltimore, and Puerto Rico; highest rents for each unit
size were recorded in Cincinnati, New York, San Francisco
and New Haven.

_  Five developments reported that all utilities were included
in the rent; five developments reported that all utilities
were included, except electricity; one development supplied
heat and hot water only; one development included water only;
and 11 developments reported that no utilities were included
in the rent.

— The range of income limits was as follows:
Two persons - $3,950 to $6,450
Three to four persons
Five to six persons -
Seven persons or more

-- Maximum income limits ranged from a low of $3456 for a one
person family in New York to a high of $9900 for a family
of seven persons or more in that same city.

— Only four developments did not provide some kind of additional
equipment or services including, in some cases, range, refrig
erator, garage or parking, central laundry facilities. Co
operatives included maintenance cost jointly shared by other
cooperators.
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