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made only during the period the LHA 
is responsible for the maintenance of 
any common property; and during such 
period, the amount shall be determined 
on the basis of the requirements of all 
common property in the development 
in a manner similar to that explained 
in § 904.109(c). When the operating re-
serve reaches the maximum authorized 
in paragraph (c) of this section, the 
break-even (monthly operating ex-
pense) computations (see §§ 904.108 and 
904.109) for the next and succeeding fis-
cal years need not include a provision 
for this contribution to the operating 
reserve unless the balance of the re-
serve is reduced below the maximum 
during any such succeeding fiscal year. 

(c) Maximum operating reserve. The 
maximum operating reserve that may 
be retained by the LHA at the end of 
any fiscal year shall be the sum of (1) 
one-half of total routine expense in-
cluded in the operating budget ap-
proved for the next fiscal year and (2) 
one-third of total break-even amounts 
included in the operating budget ap-
proved for the next fiscal year; pro-
vided that such maximum may be in-
creased if necessary as determined or 
approved by HUD. Total routine ex-
pense means the sum of the amounts 
budgeted for administration, home-
buyers services, LHA-supplied utilities, 
routine maintenance of common prop-
erty, protective services, and general 
expense or other category of day-to- 
day routine expense (see § 904.109 above 
for explanation of various categories of 
expense). 

(d) Transfer to homeowners association. 
The LHA shall be responsible for and 
shall retain custody of the operating 
reserve until the homeowners acquire 
voting control of the homeowners asso-
ciation (see §§ 904.118(c) and 904.119(f). 
When the homeowners acquire voting 
control, the homeowners association 
shall then assume full responsibility 
for management and maintenance of 
common property under a plan ap-
proved by HUD, and there shall be 
transferred to the homeowners associa-
tion a portion of the operating reserve 
then held by the LHA. The amount of 
the reserve to be transferred shall be 
based upon the proportion that one- 
half of budgeted routine expense (used 
as a basis for determining the current 

maximum operating reserve—see para-
graph (c) of this section) bears to the 
approved maximum operating reserve. 
Specifically, the portion of operating 
reserve to be transferred shall be com-
puted as follows: Obtain a percentage 
by dividing one-half of budgeted rou-
tine expense by the approved maximum 
operating reserve; and multiply the ac-
tual operating reserve balance by this 
percentage. 

(e) Disposition of reserve. If, at the end 
of a fiscal year, there is an excess over 
the maximum operating reserve this 
excess shall be applied to the operating 
deficit of the Project, if any, and any 
remainder shall be paid to HUD. Fol-
lowing the end of the fiscal year in 
which the last home has been conveyed 
by the LHA, the balance of the oper-
ating reserve held by the LHA shall be 
paid to HUD, provided that the aggre-
gate amount of payments by the LHA 
under this paragraph shall not exceed 
the aggregate amount of annual con-
tributions paid by HUD with respect to 
the Project. 

§ 904.113 Achievement of ownership by 
initial homebuyer. 

(a) Determination of initial purchase 
price. The LHA shall determine the ini-
tial purchase price of the home by two 
basic steps, as follows: 

Step 1: The LHA shall take the Estimated 
Total Development Cost (including the full 
amount for contingencies as authorized by 
HUD) of the development as shown in the De-
velopment Cost Budget in effect upon award 
of the Main Construction Contract or execu-
tion of the Contract of Sale, and shall deduct 
therefrom the amounts, if any, attributed to 
(1) relocation costs, (2) counseling and train-
ing costs, and (3) the cost of any community, 
administration or management facilities in-
cluding the land, equipment, and furnishings 
attributable to such facilities as set forth in 
the development program for the develop-
ment. The resulting amount is herein called 
Estimated Total Development Cost for 
Homebuyers. 

Step 2: The LHA shall apportion the Esti-
mated Total Development Cost for Home-
buyers among all the homes in the develop-
ment. This apportionment shall be made by 
obtaining an FHA appraisal of each home 
and adjusting such appraised values (upward 
or downward) by the percentage difference 
between the total of the appraisal for all the 
Homes and the Estimated Total Develop-
ment Cost for Homebuyers. The adjusted 
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1 Change to 25-year period where appro-
priate pursuant to § 904.101(b)(3). 

2 Under section 234(c) of the National Hous-
ing Act, as of the date of publication of this 
subpart, mortgage insurance for a condo-
minium unit in a multi-family project is 
generally authorized only if the project is 
currently or has been covered by a mortgage 
insured under another section of the Na-
tional Housing Act. There is, however, a pro-
viso which authorizes mortgage insurance 
for a condominium unit in a multi-family 
project even though the project is not or has 
not been covered by such a project mortgage, 
if the project involves eleven or less units. 

amount for each home shall be the initial 
purchase price for that home. 

(b) Purchase price schedule. Each 
homebuyer shall be provided with a 
Purchase Price Schedule showing (1) 
the monthly declining purchase price 
over a 30-year period,1 commencing 
with the initial purchase price on the 
first day of the month following the ef-
fective date of the Homebuyers Owner-
ship Opportunity Agreement and (2) 
the monthly debt service amount upon 
which the Schedule is based. The 
Schedule and debt service amount shall 
be computed on the basis of the initial 
purchase price, a 30-year period,2 and a 
rate of interest equal to the minimum 
loan interest rate as specified in the 
Annual Contributions Contract for the 
Project on the date of HUD approval of 
the Development Cost Budget, de-
scribed in paragraph (a) of this section, 
rounded up, if necessary, to the next 
multiple of one-fourth of one percent 
(1⁄4 percent). 

(c) Methods of purchase. (1) The home-
buyer may achieve ownership when the 
amount in his EHPA, plus such portion 
of the NRMR as he wishes to use for 
the purchase, is equal to the purchase 
price as shown at that time on his Pur-
chase Price Schedule plus all Inci-
dental Costs (Incidental Costs mean 
the costs incidental to acquiring own-
ership, including, but not limited to, 
the costs for a credit report, field sur-
vey, title examination, title insurance, 
and inspections, the fees for attorneys 
other than the LHA’s attorney, mort-
gage application and organization, 
closing and recording, and the transfer 
taxes and loan discount payment, if 
any). If for any reason title to the 
home is not conveyed to the home-

buyer during the month in which such 
circumstances occur, the purchase 
price shall be fixed at the amount spec-
ified for such month and the home-
buyer shall be refunded (i) the net addi-
tions, if any, credited to his EHPA sub-
sequent to such month, and (ii) such 
part of the monthly payments made by 
the homebuyer after the purchase price 
has been fixed which exceeds the sum 
of the break-even amount attributable 
to the unit and the interest portion of 
the debt service shown in the Purchase 
Price Schedule. 

(2) Where the sum of the purchase 
price and Incidental Costs is greater 
than the amounts in the homebuyer’s 
EHPA and NRMR as described in para-
graph (c)(1) of this section, the home-
buyer may achieve ownership by ob-
taining financing for or otherwise pay-
ing the excess amount. The purchase 
price shall be the amount shown on his 
Purchase Price Schedule for the month 
in which the settlement date for the 
purchase occurs. 

(d) The maximum period for achiev-
ing ownership shall be 30 years, but de-
pending upon increases in the home-
buyers income and the amount of cred-
it which the homebuyer can accumu-
late through maintenance and vol-
untary payments, the period may be 
shortened accordingly. 

§ 904.114 Payment upon resale at prof-
it. 

(a) Promissory note. (1) When a home-
buyer achieves ownership (regardless of 
whether ownership is achieved under 
§ 904.113 or § 904.115), he shall sign a note 
obligating him to make a payment to 
the LHA, subject to the provisions of 
paragraph (a)(2) or this section, in the 
event he resells his home at a profit 
within 5 years of actual residence in 
the home after he becomes a home-
owner. If, however, the homeowner 
should purchase and occupy another 
home within one year (18 months in 
case of a newly constructed home) of 
the resale of the Turnkey III home, the 
LHA shall refund to the homeowner 
the amount previously paid by him 
under the note, less the amount, if any, 
by which the resale price of the Turn-
key III home exceeds the acquisition 
price of the new home, provided that 
application for such refund shall be 
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