7375.01 REV-2
CHAPTER 12. OTHER PROVI SI ONS

12-1. I NTRODUCTION. The Section 312 Rehabilitation Loan Program nust be
adm nistered in conpliance with all applicable Federal statutes and
regul ations, as they may be anmended fromtinme to tinme, including,
but not limted to statutes, regul ati ons and executive orders
pertaining to truth-in-lending, real estate settlenment, flood plains
and wetl ands, freedom of information and privacy, equal opportunity,
environnmental review, |ead-based paint, handi capped accessibility,
cost effective energy conservation, |abor standards and rel ocation
Each of these is summarized bel ow.

12-2. TRUTH I N LENDI NG

a. Applicable Statutes and Regul ations. The applicable statutes
and regul ations are The Truth-in-Lending Act (15 U S.C. 1601, et
seq) and 12 CFR Part 226 (Regul ation Z2).

b. Requirenents. See Paragraph 9-2-d of this Handbook for
di scussi on of requirenents.

12-3. REAL ESTATE SETTLEMENT

a. Applicable Statutes and Regul ations. The applicable statutes
and regul ations are The Real Estate Settlenent Procedures Act of
1974 (RESPA) (12 U.S.C. 2601, et seq), as amended, and 24 CFR
3500.

b. Requirenments. See Paragraphs 9-2-d and 9-2-g-(3) of this
Handbook for discussion of these requirenents.

12-4. FLOOD | NSURANCE

a. Applicable Statutes and Regul ations. The National Flood
I nsurance Act of 1968 as anended by the Flood Disaster
Protection Act of 1973, particularly Sections 102(a) and 202(a),
are the applicable provisions (42 U.S.C. 4106(a) and 4012a(a)).
Gui delines for the Mandatory Purchase of Flood | nsurance were
publ i shed at 43 Federal Register 7142-7148 on February 17, 1978.
The regul ations of the National Flood |Insurance Program (44 CFR
Parts 59 through 79) are of interest.

b. Requirenents. There are two requirements for approving a
Section 312 loan for a property located in a special flood
hazard area
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identified on flood nmaps issued by the Federal Emergency
Managenment Agency (FEMA) under the National Flood |Insurance
Program (NFIP). The first requirenment applies to the building
owner, whose responsibility is threefold: (a) to purchase the



10/ 28/ 86

requisite flood i nsurance coverage; (b) to renew the coverage so
that the flood insurance policy does not |apse during the

mandat ory period; and (c) to provide proof of purchase to the
LPA processing the Section 312 |oan, for inclusion in the |oan
file. (See Paragraph 9-2-e for additional requirements
concerni ng hazard and fl ood i nsurance.)

The second requirement applies to the locality, whose
responsibility is the following: (a) to establish and maintain
its eligibility as a participant in the NFIP;, otherw se new
Section 312 |oans are prohibited for buildings |ocated in
special flood hazard areas by Section 202(a) of the Act; and (b)
to conply with Section 102(a), which prohibits Section 312
assistance in a special flood hazard area, unless the property
is covered by flood insurance; for this the LPA nmust check NFIP
fl ood maps agai nst property |locations to deternine whether
properties to be assisted are located in special flood hazard
areas and require flood insurance. See Paragraph 9-2-e which
sets forth additional |oan processing responsibilities of the
LPA, including obtaining proof of purchase of flood insurance
wher e necessary.

Underwriting Loans In Special Flood Hazard Areas

(1) In conpleting the flood insurance application form (see
Exhi bit 12-1, which is a copy of FEMA Form 81-16) the |oan
applicant or the LPA should indicate the nane and address
(item#6 or #7 on FEMA Form 81-16) of the Master Servicer
Thereafter, the national flood insurance renewal prem um
notice and national flood insurance expiration reissue
premiumnotice will be forwarded autonmatically by FEMA to
the Master Servicer and also forwarded to the insured (see
Exhi bits 12-2 and 12-3). The anount of flood insurance
coverage required need not exceed the outstanding principa
bal ance of the |oan and must be continued for the term of

the loan. If the loanis in the first lien position, the
i nsurance premumis escrowed nonthly by the Master
Servicer. |If the loan is a subordinate lien, the

Mort gagor, at | oan closing, nust show evi dence that HUD has
been added as a |ienholder on an existing flood insurance
policy and that the insurance is an anount sufficient to
protect HUD s interest. |f paynents on an existing flood

i nsurance policy are not being escrowed by a superior

I'i enhol der or the LPA in accordance with Paragraph 9-2-e of
thi s Handbook, the Myrtgagor agrees to pay all prem uns
pronptly and subnit to HUD for exam nation receipts or

ot her evidence of paynment. Flood insurance prem umrenewal
bi nders are customarily forwarded to the Master Servicer by
the insurer as HUD is naned as |ienholder on the policy.
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(2) The borrower nust docunent to the LPA prior to | oan
settlenent that he/she has all required flood insurance.



Thi s proof of insurance nust be docunmented either with a
policy declaration issued to the borrower (see Exhibit 12-4
for a sanple Policy Declaration issued by the Nationa

Fl ood I nsurance Programto honmeowners, which is used for
this purpose) or with a fully executed copy of the flood

i nsurance application form (Exhibit 12-1) issued by the

i nsurance agent as a paid receipt.

(3) Should the locality lose its eligibility for participation
in the National Flood Insurance Program (NFIP), flood
i nsurance woul d no | onger be available to residents in that
|ocality and the assisted owner's responsibility to renew
an existing flood insurance policy would automatically be
term nat ed

(4) Elevating the basenent of buil dings or otherw se flood
proofing a building (in accord with NFIP standards or in
compliance with Executive Order 11988) does not renove the
| egal obligation to purchase and nmaintain flood insurance
for the life of the loan, so long as the building remains
| ocated in the designated special flood hazard area; such
precautions are generally designed to reduce the potentia
of flooding danage to buil dings, but do not elimnate
potential flooding or financial |oss caused by fl ooding.
To obtain information about the insurability of any
particul ar property, contact your |ocal property insurance
agent or the NFIP's servicing contractor at toll-free
nunmber (800) 638-6620.

(5) For further guidance, contact the Environnental O ficer in
the HUD Field Ofice.

12-5. FREEDOM OF | NFORVATI ON AND PRI VACY ACTS

a.

Applicable Statutes and Regul ations. Applicable statutes and
regul ati ons are The Freedom of Information Act (5 U. S. C. 552),
24 CFR Part 15, and The Privacy Act of 1974 (5 U.S.C 552a), 24
CFR Part 16.

Requi rement s
(1) Freedom of Information Act
(a) Records and Information in HUD Custody. HUD
procedures under the Freedom of Information Act (5
U.S.C. 552) concerning disclosure to the public of
records and information in HUD s custody are contai ned
in 24 CFR Part 15.
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(b) Records and Information in Local Records Custody.
Requests fromthe public for records or information
in local custody are governed by State and |ocal |aw,



except as otherwi se provided in this Section
(2) Privacy Act

(a) Records and Information in HUD Custody. Information
in the custody of HUD, including HUD s contractors
(not LPA's) and | oan servicers, which is retrievable
by the nanme or other identifier of a Section 312
applicant or borrower is subject to the provisions of
the Privacy Act of 1974 (5 U.S.C. 552a) and 24 CFR
Part 16.

(b) Records and Information in Local Custody. Section
312 records or information in |ocal custody are not
subject to the Privacy Act of 1974. However, it is
HUD s adninistrative policy under the Section 312
Loan Programthat State and local officials nust not
permit the rel ease of any records or information
concerni ng any applicant or borrower that would
constitute a "clearly unwarranted invasion of
personal privacy" within the neaning of 5 U S.C. 552
(b) (6) unless required under local or state law. In
applying this standard, HUD, State, and | oca
officials may rel ease

1 The nane of the borrower or applicant.
2 The address of the property.

3 The proposed or actual anount of the |oan

12-6. RIGHT TO FI NANCI AL PRI VACY ACT

a.
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Applicable Statutes & Regul ation. The applicable statute is the
Right to Financial Privacy Act (12 U S. C. 3401).

Requirenments. HUD, any locality and any person or organi zation
acting for HUD or the locality, nmust conmply with the Right to
Fi nancial Privacy Act (12 U S.C. 3401) in obtaining financia
records or information fromany financial institution
concerning any individual or any partnership of five or fewer

i ndividuals in connection with any Section 312 | oan

The LPA nmust notify the applicant that HUD has the right of
access to such documents. The Quideformthat appears as Exhibit
12-5, Financial Privacy Notice to Applicants, may be used for
such notice. Were financial information nust be obtained or
verified for co-signors or endorsers, the individual concerned
nmust
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aut horize the financial institution and/or any servicing agent
to rel ease such information to HUD. The Qui deformthat appears



as Exhibit 12-6, Custoner Authorization of Disclosure of

Fi nanci al Records, may be used for this purpose. The failure of
the | oan applicant to authorize such disclosure of necessary
financial information is grounds for disapproval of the Section
312 | oan.

HUD rmust certify to each financial institution fromwhich
financial records or information are requested by or on HUD s
behal f that HUD is acting in conpliance with the Ri ght To

Fi nanci al Privacy Act. The Guideformthat appears as Exhibit
12-7, Certification to Financial Institution, may be used for
this purpose.

Simlarly, the LPA, HUD or any | oan servicer acting for HUD
under contract shall have the same documents conpleted by the
correspondi ng parties in connection with each application to
assume a Section 312 | oan.

Fi nanci al records and information nay be used only for the
pur poses for which they were originally obtained.

12-7. EQUAL OPPORTUNI TY

a.

Applicable Statutes and Regul ations. The applicable statutes
and regulations are: Title VI of the Gvil R ghts Act of 1964
(42 U . S.C. 2000d) and 24 CFR Part 1; Title VIII of the G vi

Ri ghts Act of 1968 (42 U. S.C. 3601), as anended; Executive O der
11063, as amended by Executive Order 12259; Executive O der
11246 (41 CFR Chapter 60); Section 3 of the Housing and Urban
Devel opment Act of 1968 (12 U . S.C. 170), as anended, (24 CFR
Part 135); The Equal Credit Opportunity Act of 1976 (15 U S. C
1691) (12 CFR Part 202); 24 CFR 200.600; Section 504 of The
Rehabilitation Act of 1973 (29 U S.C. 794), as amended; the Age
Di scrimnation Act of 1975 (42 U S.C. 6101); Executive Oders
11625, 12432 and 12138.

Requi renent s

(1) Title VI of the Gvil R ghts Act of 1964 (42 U.S.C. 2000d,
et seq.) and 24 CFR Part 1, requires that no person be
subj ected to Discrimnation under this Programon the basis
of race, color, or national origin.

(2) Title VIIl of the Gvil R ghts Act of 1968 (42 U S.C. 3601
et seq.), as anended, requires that the Program
affirmatively further fair housing, and prohibits
di scrim nation agai nst persons on the basis of race, color
religion, sex or national origin.
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(3) Executive Order 11063, as anmended by Executive Order 12259,
prohi bits discrimnation on the basis of color, religion
sex or national origin in the sale and rental of housing
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(4)

(5)

i mproved under the Program

The borrower nust ensure that rehabilitated units be

mar keted for rental or sale in a manner to affirmatively
further fair housing to carry out HUD S responsibilities
under Title VIII of The Cvil Rights Act of 1968, Section
8C8 (e)(5). If arehabilitated unit is advertised for
rental or sale, it nmust be done in a manner which wll

i nform persons who woul d otherwi se be |least likely to apply
for the unit. The "Equal Opportunity" |ogo nust be
displayed in all advertising. Fair housing posters shal
be di spl ayed wherever rental transactions occur

I nvest ment - owner borrowers and all multi-famly |oan
applicants nust certify that for the life of the Section
312 | oan, whenever rental units become vacant or the
property is sold, these units will be affirmatively

mar keted to attract tenants or buyers, regardl ess of sex,
of all mnority and majority groups. See Exhibit 12-8,
Certification of Property Omers Participating in the
Section 312 Rehabilitation Loan Programto Affirmatively
Mar ket Vacant Units, for a suggested guideform

Executive Order 11246, 41 CFR Chapter 60, requires that no
person shall be discrimnated against during the
performance of non-exenpt construction contracts under the
program based on race, color, religion, sex, or nationa
origin. Contractors and subcontractors participating in the
program nmust take affirmative action to ensure fair
treatment in enploynent, upgradi ng, denotion, transfer,
recruitnent and recruitnent advertising; lay-off and

term nation; rates of pay and conpensation; and sel ection
for training and apprenticeship. Construction contracts
are only exenpt if the contractor or subcontractors have
engaged in $10,000 or less of otherw se exenpt contracts in
any twelve nonth period, or if an exenption is otherw se
granted by the Director of the Ofice of Federal Contract
Conpl i ance Prograns.

Section 3 of the Housing and Urban Devel opment Act of 1968
(12 U.S.C. 1701u.), as amended, and 24 CFR Part 135,
require that, to the greatest extent feasible,
opportunities for training and enploynment arising in
connection with any project assisted by the program be
given to | ower incone persons residing within the unit of
| ocal governnent or the nmetropolitan area (or
non-netropolitan county), as determ ned by the Secretary.
Contracts awarded in connection with the Programnust, to
the greatest extent feasible, be awarded to eligible

busi ness concerns which are located in, or are owned in
substanti al
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part by persons residing in the same netropolitan area (or



(6)

non-netropolitan county) as the project.

In selecting a local financial institution to serve as the
reci pient of electronic fund transfers of |oan

di sbursenments, the locality nmust consider any |oca
mnority financial institutions approved by the Treasury
Departnent for this purpose

The Equal Credit Opportunity Act of 1976 (15 U. S.C. 1691),
and 12 CFR Part 202, require that no person be denied
credit based on race, color, religion, national origin,

sex, marital status, age (as long as there is the |egal
capacity to enter into a contract), public assistance as an
i ncone source, or the exercise of any right under the
Consuner Credit Protection Act of 1976 (15 U S.C. 1601).

LPA's nust pay particular attention to the Equal Credit and
Qoportunity Act of 1976 when underwiting | oans, including
but not limted to the foll owing requirenents:

(a) Borrower's Age. Loan assistance nust not be denied
sol ely and excl usively because of a borrower's age
(providing the borrower has the capacity to enter into
a binding contract). However, age nmay be consi dered
for the purpose of determining a pertinent el enent of
creditworthiness. Thus, if a borrower's age indicates
that he or she is nearing retirenent, the LPA may
consi der whether the borrower's retirenent inconme wll
support the extension of credit until the maturity of
the loan. In such cases, however, the LPA may al so
give nore weight to the adequacy of any security
offered if the termof the loan will exceed the life
expect ancy of the borrower

(b) Intentions Relative to Bearing and Rearing Children
Assunptions that any group of persons will bear or
rear children and/or, for that reason, will receive
di mi ni shed or interrupted incone in the future nust
not be used in evaluating the creditworthiness of a
borrower. Information about intentions concerning the
bearing or rearing of children may not be requested.
Thi s does not preclude inquiries about the number and
ages of a borrower's dependents or about
dependent -rel ated financi al obligations or
expendi tures provided such information is requested
wi thout regard to sex or marital status.
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(c) Part-Tinme Enployment, Annuity or Pension. The
i ncone of either a borrower or the spouse of a
borrower nust not be di scounted or excluded from
consi derati on because the incone is derived from
part-tine enploynent, or froman annuity, pension
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(d)

(e)

or other retirement benefit. However, the anount
and probabl e continuance of such inconme may be
considered in evaluating the borrower's

credi twort hi ness.

Al inony, Child Support, or Separation M ntenance.
The borrower may chose to declare or not to declare
i ncone from other sources such as mai ntenance, child
support, alinmony etc. However, where the borrower
receives alinony, child support, or separation

mai nt enance paynents, such paynents nust be likely
to be consistently received by the borrower to be
consi dered i ncome. Supportive docunentation to this
effect may include, but not be linmted to, a witten
agreenment or court order, length of tine and
regularity of receipt, availability of procedures to
conpel paynent and the creditworthiness of the
payor.

If the borrower chooses to declare such paynents,
this income will be counted for both purposes of
underwriting the Section 312 |oan, and for
determining eligibility for a 3%/ oan.

Incomre fromalinony, child support, or separation
mai nt enance paynents need not be revealed if the
borrower does not wi sh such incone to be consi dered
in the LPA assessnent for a Section 312 | oan
However, if the borrower chooses not to reveal this
i ncome, they becone ineligible for a 3% Section 312
| oan.

The Borrower's Spouse. The LPA may request

i nformati on concerning the borrower's spouse (or
former spouse if the borrower is relying on alinony,
child support, or separation maintenance paynents as
a basis of repaynent) if the spouse will be
contractually liable; if the borrower is relying on
the spouse's income as a basis for repaynent of the
loan; or if the borrower resides in a comunity
property state or the property upon which the
borrower is relying as a basis for repaynent of the
| oan requested is located in such a state.

The credit history of accounts that the borrower and
a spouse are permitted to use or for which both are
contractually liable may be considered in eval uating
the creditworthiness of an applicant, as well as any
i nformati on that the borrower may present tending to
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indicate that the credit history being consi dered does
not accurately reflect the borrower's



credi twort hi ness.

(f) Sex of Borrower. The LPA nust not ask the sex of a
borrower. The borrower may be requested to designate
atitle, such as Ms., Mss., Ms., or M., if the form
appropriately discloses that the title is optional

(7) Section 504 of the Rehabilitation Act of 1973 (29 U. S. C
794), as anended, requires that no otherw se qualified
handi capped i ndi vi dual be subjected to discrimnation
sol el y because of handicap, in any programor activity
whi ch recei ves Federal assistance. Properties
rehabilitated with Section 312 funds must al so neet
accessibility requirements under Paragraph 12-11 of this
Handbook.

(8) The Age Discrimnation Act of 1975 (42 U. S.C. 6101), as
anended, prohibits discrinination based on age in prograns
or activities receiving federal financial assistance.

(9) Executive Orders 11625, 12432 and 12138 require that
efforts be made to encourage the use of minority and
worren' s busi ness enterprises in connection with federally
funded prograns. The LPA nust keep records of the extent
(nunber and dol | ar amount) of participation by mnority and
worren owned busi nesses, including owners, and nust assess
the results of its efforts to encourage the use of these
busi nesses. Such efforts may include the follow ng, or
other efforts appropriate to the Section 312 activity of
the LPA: (a) establishing local dollar or other neasurable
targets based on factors that the LPA regards as
appropriate and related to the purpose of its Section 312
Program activity; (b) including qualified mnority and
worren' s busi nesses on bid solicitation lists, if any; (c)
usi ng the services and assi stance of the Mnority Business
Devel opnent Agency of the Departnment of Conmerce and the
I nteragency Committee on Wnen's Business Enterprise, as
needed and (d) requiring prine contractors to take
affirmative action with regard to mnority and wonen owned
busi nesses in letting subcontracts.

12-8. ENVI RONMENTAL REVI EW

a.

Applicable Statutes and Regul ations. The National Environnenta
Policy Act (NEPA) (42 U.S.C. 4321, et seq.); the Council on
Environnental Quality (CEQ Regul ations (40 CFR Parts

1500- 1508); and i npl enenting Rul es issued by HUD, nanely 24 CFR
Part 50 for Departnent-adm ni stered prograns subject to
environmental review and 24 CFR Part 58 for authorized grant
recipients of HUD financial assistance subject to environmental
review. O her environmental
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statutes, Executive Orders and HUD standards, w th which HUD
and/ or applicants nust conply where applicable, are cited in 24
CFR Parts 50.4 and 58.5. @uidelines are provided in the HUD
publication entitled "Environmental Review CGuide for Community
Devel opnent Bl ock Grant Prograns" (HUD CPD-782, January 1985).

Requi renent s

(1)

LPA Dempnstration of Conpliance and HUD Approval. Prior
to the approval of loans for individual properties, the
LPA rmust denopnstrate conpliance with the Nationa

Envi ronnmental Policy Act (NEPA), as inplenented by

regul ations issued by the Council on Environnental Quality
(CEQ, and any related authorities cited in HUD

Regul ations 24 CFR Part 58, Section 58.5 (or 24 CFR Part
50, Section 50.4) which are triggered by the particul ar

| oan proposal

The environnental review responsibilities for the Section
312 Loan Programultimately rest with HUD, under 24 CFR
Part 50, so HUD nust review and approve LPA evidence of
conpl i ance. However, HUD provides for local participation
in the process as follows: (1) HUD nay adopt a prior
environmental review where the locality, for purposes of
its separate CDBG UDAG HoDAG or Rental Rehabilitation
Program has conpleted a review in that target area which
includes the review of rehabilitation activity of the type
contenpl ated by the Section 312 loan or (2) where there is
no such prior review, HUD requires the LPA to provide
docunentation that will enable HUD to conplete the review.

If HUD finds, after reviewing the locality's prior review
or the LPA's environmental review docunentation, that
further action is required to fully conply with the
appl i cable federal statutes and regul ations, HUD nust
conpl ete such conpliance actions. Alternatively, HUD nmay
require that the LPA conduct a new review or partia
reviewto conply with the applicable federal authorities.
In either case, the LPA nmust not approve the Section 312

| oan until HUD authorization to proceed is received; upon
notification by HUD that the environnental review process
is complete, the locality may proceed with Section 312

| oan approval. Wiether localities are otherw se

aut hori zed to approve |oans w thout other referral to HUD
or whether they do not have such |ocal |oan approva
authority, the LPA nust subnmit its environnmental review
docunents to HUD. Localities w thout |oan approva
authority must submit their environnental docunents al ong
with the Section 312 application for which approval is
recomrended, and HUD must not approve the Section 312 | oan
until HUD deternines that the environnental review process
is conmplete. For cities with local |oan approva
authority, environnmental review docunments
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do not have to be submitted with each Section 312 Loan
application, but may be submitted on an annual or batching
basis, if there is or is not a prior review This

submi ssi on nust be nmade prior to any Section 312 | oan
approval s.

"Bat chi ng" of Environmental Reviews. Although the
environnmental requirenments apply to each individual |oan
action, the required review and conpliance nay address al
simlar rehabilitation activity in any given project area,;
thus one review process may be used for all Section 312
actions where they involve a specific and fairly contiguous
area. This applies to cases in which the LPAis able to
submit a prior locality review (e.g. prepared under the
CDBG Program and in cases where there is no prior review.
Where several prospective Section 312 properties are
"batched" in a single review and HUD determ nes that somne
addi tional environnental requirenents apply to one or nore
but not all of the properties, HUD nmay authorize approva
of the | oans not so affected.

Envi ronnmental Revi ew Formats & Gui dance. For purposes of
the Section 312 Program the LPA or locality nmay proceed
with its environmental review in accordance with the
procedures and review formats prescribed in 24 CFR Part 58
(see Exhibits 12-9 and 12-10). For further information on
assessnent nmethods and techni ques, refer to HUD publication
HUD- CPD- 782, Envi ronnmental Review GQuide for Comunity

Devel opnent Bl ock Grant Program The Environnental Review
Gui de contains a great deal of information regarding al
aspects of the environnental review process which LPA s
will find valuable. It is inportant that LPA' s secure a
copy of this and the HUD formats fromthe HUD Field Ofice.
The HUD Field O fice Environnmental O ficer can provide
addi ti onal gui dance

Cat egori cal Exclusions and Exenpt Activities

(a) Exclusions Under NEPA. Sections 58.35 (or Section
50.20) of HUD regul ations identifies categorica
excl usi ons under NEPA. Excl usions are types of
activities, including |l evels of rehabilitation
activity, that normally do not require any conpliance
with NEPA. Under 24 Part 50, (but presently not under
24 Part 58) individual |oan actions on structures
involving 1-to-4 dwelling units are excl uded;
therefore, in preparing a local review, no NEPA revi ew
of 1-to-4 unit |oan actions or evidence of such
review, is required. Also sone activities are exenpt
(generally neaning they are excluded under NEPA, and
it is also found that none of the other environmenta
authorities of Section 58.5 (or 50.4) are applicable).
Section 312 reviews should
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(5)

identify whether the exclusions apply and briefly

i ndi cate why activities are excluded or exenpt. For
efficient managenent of the process, the
applicability of exclusions should be deternined at a
very early stage. In cases where all |loan activity is
categorically excluded, the locality should use only
the Statutory Checklist pursuant to Paragraph
12-8-b-(4)-(b) of this Handbook (Exhibit 12-9).

(b) O her NEPA-Related Authorities. Categorica
excl usions are avail abl e under NEPA only, so that
even where Section 312 loan activity is so excl uded,
conpliance with the related authorities in Section
58.5 of 24 Part 58 (or Section 50.4 of 24 Part 50) is
required if any such authorities are triggered by the
proposed | oan activity, such as historic preservation
or floodpl ain managenent authorities. Therefore, in
commenci ng the environnental review process, the
locality should determine the applicability of any of
the NEPA-rel ated authorities. To do so, the locality
must conplete the Statutory Checklist found in HUD s
environnmental review formats and publication
HUD- CPD- 782 (Exhibit 12-9).

If it is found that the nature and | ocation of the
Section 312 | oan action do not trigger any of the
NEPA-r el ated authorities, no further environnental
requirenents apply to them However, evidence of
this exam nation and the use of resource
identification procedures under the rel ated
authorities nmust be docunented in the checklist for
HUD review. (It is possible that |oan activity may
be both categorically excluded under NEPA and free
fromrequirements of the NEPA-related authorities,
based on exam nation and fi ndi ngs.)

Where applicable, each authority has its own process
for conpliance. |If an action would not require an
Envi ronnmental | npact Statenent (EI'S) under NEPA, it
will not normally require an EI'S where the inpacts
ari se solely under any NEPA-rel ated authority.

Envi ronnmental Assessnment. |f the proposed rehabilitation
is not categorically excluded in accordance wi th Paragraph
12-8-c-(4) of this Handbook, and if there is no adequate
prior review of rehabilitation in the area or of the
proposed rehabilitation of the property in accordance with
Par agraph 12-8-b-(1) of this Handbook, the locality nust
conduct an Environnmental Assessment to gather information
as to whether the proposed rehabilitation could
significantly affect the quality of the human environnent.
Thi s assessnent may address
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all simlar rehabilitation activity in any given project
area, in accordance with Paragraph 12-8-b-(2) of this
handbook.

To conduct the Environnental Assessnent, the locality nust
conplete the Statutory Checklist and the Environnental
Assessment Checklist found in HUD s CDBG environnent a
review formats and in HUD Publication CPD-782 (Exhibits
12-9 and 12-10, or other equivalent forns). For
additional information on the docunmentation that nust be
sent to HUD, and on the actions HUD nay take after it
receives the locality's assessnent, see Paragraph 12-8-c
of this Handbook.

Envi ronnmental |npact Statenent (EIS). An EISis rarely
required for Section 312 |oan activities, but it is

possi ble. For exanple, if is determned that a single | oan
for a large-scale multifam |y project could have
"significant inpact” on the human environment under NEPA,
an EIS would be required. The need for an EI'S may be

di sclosed fromfindings in an Environnental Assessnent or
fromreadily apparent factors which indicate significant
environnmental inpact. The preparation of an EI'S both
draft and Final is covered in Subpart | of 24 CFR Part 58
(or Subpart F of 24 CFR Part 50). Al environnmental issues
of significance, alternatives to the proposed actions, and
the nmeans to mitigate effects nust be presented. HUD
requires that, at least, the Final EI' S address issues
under the NEPA-rel ated authorities as well as the issues
ari sing under NEPA. |If the LPA believes that an EISis
required, but was not previously prepared, the locality
shoul d; (1) contact the Environnental Oficer in the HUD
Field Ofice; and (2) determ ne appropriate roles of |ead
and cooperating Agency with HUD. HUD participation as
Lead Agency and LPA participation as a Cooperating Agency
in preparing the EIS woul d be expected, pursuant to CEQ
regul ati ons 40 CFR 1506. 5(c).

Finding of No Significant Inmpact (FONSI). A FONSI is
required under CEQ s NEPA process and HUD regul ations
where actions (loan activities) are not categorically
excluded and an Envi ronmental Assessnent indicates that
the proposed rehabilitation action will not significantly
affect the quality of the human environnment, and therefore
will not require an EI'S. Thus, the FONSI is based on and
results froman Environnental Assessment. A FONSI is not
required (nor is an assessnent under NEPA) when all |oan
activity is categorically excluded. The review process
establ i shed by CEQ under NEPA provides for a FONSI for al
other cases where it is determined that an EIS is not
required. FONSI's, where required, nust be prepared by
HUD unl ess the locality previously prepared and i ssued one



for broader purposes as described in Paragraph 12-8-c-(1)
of this Handbook. Under
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(8)

(9)

Part 50, since HUD s environnental review process includes
reviews under the NEPA-rel ated authorities as well as
NEPA, HUD wi Il not issue any needed FONSI (and the
required FONSI Notice) until all applicable authorities
have been net and inmpacts have been eval uated, or unti

HUD approves or accepts the locality's reviews. 1In
contrast, under Part 58, a FONSI and FONSI notice are not
required in the case where all loan activities are both

categorically excluded under NEPA and none of the related
authorities are found applicabl e.

Conpl i ance with NEPA-Rel ated Authorities. As indicated,
the required environnental review Process includes
conpliance with each of the NEPA-rel ated authorities cited
in 24 CFR Section 58.5, or in 24 CFR Section 50.4. Unless,
as described below, a locality for other purposes already
has complied with all the applicable authorities, HUD
shoul d be a party to any Agreenents and revi ew any
practicable alternatives where applicable authorities
require them

Hi storic Preservation. For comunities which have

conpl eted an assessnent for purposes of a HoDAG or Rental
Rehabi litation program and, specifically where needed,
have conplied with the historic preservation procedure of
24 CFR Section 58.17, HUD currently nust determ ne whether
any additional steps are needed in order to assure that
Section 312 rehabilitation activity conplies with 36 CFR
Part 800 which is applicable to HUD (and to CDBG

communi ties) but not to HoDAG or Rental Rehabilitation
progranms. However, if any Menorandum of Agreenent on

hi storic properties has been duly executed by the locality
and the Advisory Council on Historic Preservation, or if
there is other evidence that the locality has accepted
comrents whi ch may have been obtained fromthe Advisory
Council| affecting the Section 312 | oan property, this
shal | be evidence that historic preservation requirenments
have been net and therefore HUD need not take any
additional steps with respect to these requirenents.
Conversely, any remaining historic preservation

requi renents shall be conpleted in concert with HUD, in
accord with 36 CFR Part 800. |If conpletion of these
requirenents will entail a Menorandum of Agreenent with
the Advisory Council on Historic Preservation, HUD and the
locality as well as the Advisory Council nust be parties
to the Agreenment and the State Historic Preservation

O ficer shall be given an opportunity to be a party to it.

(10) Cases Wiere State Law Requires Environnental Review. In
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cases where state law requires environnental review of
proposed rehabilitation activity, a single environnmenta
review neeting State requirenents and the requirenents of
24 Part 58 (or Part 50) rmay be enpl oyed or prepared.
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c. Docurnentation to HUD and Resulting Action

(1)

(2)

(3)

Cases of Conpleted Prior Reviews. [If, under a separate
CDBG, UDAG HoDAG or Rental Rehabilitation Program the

| ocality has conpl eted an environnental review for
rehabilitation for the property or the area for which a
Section 312 loan is proposed, it nust send HUD the review
docunents and any findings of environnmentally exenpt
activities and categorical exclusions, and any other
tangi bl e evi dence of conpliance with applicable federa
authorities fromits Environmental Review Record. In the
case of rehabilitation activity that is categorically

excl uded from NEPA but not exenpt fromall related
authorities, evidence of conpliance with the rel ated
authorities nust be included. |If HUD finds the prior
revi ew and conpliances adequate, it will notify the
locality that it has adopted the review and will authorize
the loan actions. If HUD finds that further conpliance
action is required, HUD will conplete the conpliance and
possibly involve the locality in the conpliance, (e.g., a
needed Menorandum of Agreenent where historic property may
be adversely affected) before authorizing the comencenent
of loan activities.

Cases of New Reviews. |If a locality nmust undertake an

Envi ronnental Assessnent in an area or on a particul ar
property because there is no adequate prior review, the
locality must send HUD its environmental review docunents
and findings, including identification of the property

i nvol ved, based on the locality's use of HUD publication
HUD- CPD- 782 and HUD regul ati ons 24 CFR Part 58. These
environnmental review docunents and findi ngs nust be
prepared in accordance with Paragraph 12-8-b of this
Handbook. HUD will review the |ocal documentation and will
compl ete any further conpliance action that may be needed,
in accord with 24 CFR Part 50 and the authorities cited in
Section 50.4. |If renmining conpliance requires Agreenents
with a third party, HUD and the locality will be parties to
the Agreenment (as in the case of historic preservation
requirenents). |f conpliance requires the consideration of
practicable alternatives (as in the case of floodplains or
wet | ands) HUD nust concur in the locality's selection and

treatment of practicable alternatives. |If conpliance with
environmental authorities requires the use or publication
of public notices, HUD will issue them

HUD Approval. Upon finding that all applicable



honor ed

environnmental authorities have been net, HUD will authorize
t he commencenent of | oan activities.

(a) Any conditions or agreenents resulting fromlocally

conmpl eted conpli ance under 24 CFR 58 or fromHUD s
conpl eti on of conpliance under 24 CFR 50 nust be
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12-9.

(4)

in the approval of a loan and in the execution of
rehabilitation activity. Al so, where proposed
rehabilitation activities are subject to State
environnmental pernits, these nust be obtained prior
to the comrencenent of the activities.

(b) Were a single environnmental review addresses a
nunber of proposed | oan properties but one or nore of
the properties requires additional conpliance action
HUD rmay aut horize | oan actions for properties for
whi ch conpliance has been achi eved or for which
conmpliance action is not required. Loan action on
the renmaining property is contingent upon a HUD
notice that indicates conpletion of requirenents.

Recommended Approach. LPA's are encouraged to work
closely with their locality's CDBG programoffice and to
make use of appropriate environnental reviews the locality
has conpleted or is planning to undertake. Were the LPA
must prepare new assessnents and reviews, it should
devel op a systematic review process, which ultimately wll
save time and effort. |In this approach, the LPA should
make appropriate use of categorical exclusions for NEPA
purposes and the Statutory Checklist for related
authorities. This will help identify (i) whether
categorical exclusions apply, and (ii) whether any
NEPA-r el ated authorities of Section 58.5 of 24 CFR Part 58
(or Section 50.4, 24 CFR Part 50) apply. Gouping actions
whi ch are both categorically excluded under NEPA
(including actions on 1-to-4 fanmily housing properties)
and which do not trigger any related authorities will help
expedite HUD s ability to authorize |l oan actions. Then

by groupi ng | oan actions which require a NEPA assessnent
or EIS and conpliance with particular related authorities,
the LPA may enpl oy a comon conpliance strategy. This

al so will expedite conpliance for these | oan actions and
HUD s approval to proceed.

LEAD- BASED PAI NT

a.

Applicable Statutes and Regul ations. Applicable statutes and
regul ati ons are the Lead-Based Pai nt Poi soning Prevention Act
(42 U.S.C. 4801, et seq) and HUD Lead- Based Pai nt Regul ati ons,
24 CFR Part 35.



b. Requirenments. Regulations are subject to court ordered
rul emaking carried out by the Departnment in 1986
Rehabilitation financed in whole or in part by a Section 312
| oan must conply with the Lead-Based Pai nt Poi soning Prevention
Act (42 U. S.C. 4301) and 24 CFR Part 35, as anended. The LPA
nmust ensure that inmredi ate | ead-based paint hazards are
identified and treated as part of the
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requi red work under an approved Section 312 | oan
Specifically, the applicabl e | ead-based paint rules require:

(1) That the treatnment of identified i nmedi ate | ead-based
pai nt hazards in residential structures will be in accord
with 24 CFR 35. 24(b)(3);

(2) That the LPA notify all owners and tenants of pre-1950
residential structures of the possible existence and
potential hazards of |ead-based paint poisoning, and of
the precautions to be taken to avoid | ead-based paint
poi soni ng;

(3) That the borrower's agreenent to conply with this
Paragraph will be a condition of receiving a Section 312
loan. The locality is responsible for identifying and
assuring the treatnent of inmredi ate | ead-based pai nt
hazards as part of the required work under an approved
Section 312 | oan.

C. Rehabilitati on Contract - Lead-Based Paint Requirenents. The
LPA nmust require that all rehabilitation contracts and
subcontracts between contractors and the borrowers, and all
Sel f-Hel p Agreenents, include provisions for work necessary to
el imnate existing | ead-based paint hazards on applicable
surfaces and for the prohibition of the use of |ead-based paint
on applicable surfaces, as required by the Departnent's fina
| ead- based paint regulations. The construction contract
bet ween the contractor and the borrower or, if applicable, the
sel f-hel p agreement between LPA and the borrower mnust contain
t he necessary provi sions.

d. Information Avail able. Brochures on the hazards of | ead-based
pai nt and nethods for elimnating such hazards are avail abl e
fromthe HUD Field Ofice for distribution to applicants.

12-10. ASBESTOS

a. Applicable Statutes and Regul ations. The applicable federa
regul ations are United States Environmental Protection Agency
(USEPA) Standards for Hazardous Air Pollutants (NESHAPS)
Asbest os Regul ations (40 CFR 61, Subpart M; and the U. S
Department of Labor Cccupational Health and Safety (OSHA)



Asbest os Regul ations (29 CFR 1910.1001). |In addition, state
and |l ocal authorities nay have asbestos regul ati ons and codes.

b. Requirements
(1) Federa
(a) OsHA: OsHA Regul ations apply to all private sector
wor k places where there is an enpl oyee/ enpl oyer

rel ationship
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(for exanple, between a contractor and his workers),
wher e asbestos is present.

(b) USEPA: USEPA standards and NESHAPS regul ati ons
apply to all commercial, institutional and
industrial structures, and residential properties of
five or nore units. EPA regul ations and standards
apply in two cases:

1 Renovation, where 260 linear feet of pipe wap or
160 square feet of asbestos materials from other
surfaces are to be renoved fromthe prenises; and

2 Denolition, where any asbestos is to be renoved.
Denolition is defined as "the wecking or taking
out of any l|oad supporting structural nenber of a
facility together with any rel ated handling
operations.”

I'n such cases, EPA nust be notified i mediately
and renoval regul ations apply.

(2) State and Loca

States, counties and cities may al so have asbestos
regul ati ons and codes. These codes may be different or
more stringent than the federal regul ations, and the LPA
shoul d al so check with the various appropriate |ocal and
state authorities regarding rules and regul ati ons
relative to the identification and renoval of such
asbestos material s.

(c) ldentification of Asbestos and LPA Trai ni ng.
Asbestos is found frequently in ol der buildings
which are to undergo rehabilitation. The LPA should
provide training to its personnel in the
identification and hazards of asbestos, and/or the
LPA shoul d obtain an independent inspection if
asbestos is suspected. The cost of such an
i ndependent inspection is an eligible |oan cost.
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(d) Notification to Borrowers. \Were asbestos nmaterials
are identified by LPA personnel, or LPA personnel
suspect the presence of asbestos materials, they
should so notify the borrower and informthe
borrower of the potential hazards, of the borrower's
responsibilities, and of the responsibilities of the
contractor. Care should be taken that only
qualified contractors experienced in asbestos
renoval be allowed to work on the project

(e) LPA Contact with OSHA and EPA. The LPA should
contact the regional OSHA O fice and the regi ona
EPA O fice for conplete information regardi ng OSHA
and EPA standards and regul ations and requirenments
with regard to asbestos.
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(f) Information and Guidance. The Environnenta
Protecti on Agency publication, CGuidance for
Control ling Asbestos-Containing Materials in
Bui | di ngs, contains the USEPA standards, NESHAPS
regul ati ons and OSHA regul ations, and lists the
regi onal NESHAPS contacts and Regi onal Asbestos
Coordi nators. The docunent al so contains a
checklist for hiring experienced contractors, and
has nuch useful information on asbestos. Copies are
avail able fromthe Ofice of Pesticides and Toxic
Subst ances, U.S. Environnental Protection Agency,
Washi ngton, D.C. 20560.

The OSHA publication, #3040, Health Hazards of
Asbest os, provides a sumary of OSHA regul ations and
requirenents.

The EPA publication, Asbestos Fact Book, is a usefu
bookl et for public distribution. Copies can be
secured fromthe Ofice of Public Affairs (A-107),
Envi ronnental Protection Agency Washi ngton, D.C.
20460. Tel: (800)424-9065 or (202) 554-1404.

12-11. HANDI CAPPED ACCESSI BI LI TY

a.

Applicable Statutes and Regul ations, The applicable statutes
and regul ations are The Architectural Barriers Act of 1968 (42
U S.C. 4151 and 24 CFR Part 41).

Requirenments. The Architectural Barriers Act of 1968 (42

U S.C. 4151) requires that certain buildings financed with
Federal funds be designed and constructed so as to be
accessible to the physically handi capped. Since Section 312

| oans are made only on privately owned properties, only
non-resi dential and the non- residential portions of m xed-use
properties assisted under Section 312 are directly subject to



Architectural Barriers Act requirenents.

c. Information. For further information contact the HUD Field
O fice Rehabilitation Managenent Speci alist.

12-12. COST EFFECTI VE ENERGY STANDARDS

a. Applicable Statutes and Regul ations. The applicable statutes
and regul ations are action 312 (i) of the Housing and Urban
Devel opment Act of 1964, as amended in 1978 (42 U. S.C. 1452b)
and 24 CFR Part 39 "Cost Effective Energy Conservation and
Efficiency Standards for Rehabilitation of Residential
Properties,” (42 U S.C. 1425b), et. seq., Pub. L. 95-557.
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b. Requirenents. Residential rehabilitation work financed by a
section 312 | oan nust neet the Cost Effective Energy
Conservation and Efficiency Standards. |n determning the kind
and extent of energy conservation nmeasures required for any
particul ar property or element, the LPA should, as a genera
rule, follow a comon sense cost effectiveness approach. At a
m ni mum caul ki ng and weat herstri pping of all openings to the
exterior nust be acconpli shed.

For mid-rise, high-rise and many lowrise nultifamly projects,
an energy audit nust be carried out to identify and specify the
energy and cost savings which are estinated to result from
installing energy conservation neasures.

The energy audit can be conpleted by trained LPA staff or a
private firm in which case the fee for the service is an
eligible | oan cost.

c. Reference. See Paragraph 3-1-b-(2) of this Handbook for
additional information on requirenments and procedures.

d. Additional Information. The inplenentation of cost effective
energy conservation and efficiency neasures is discussed in
detail in the publication entitled Applying the Cost Effective
Energy Standards in Rehabilitation, Ofice of Urban
Rehabi litation, Community Planni ng and Devel opnent, HUD
Copies are available fromthe Field Area Ofice.

12-13. LABOR STANDARDS

a. Applicable Statutes and Regul ations. Applicable statutes and
regul ati ons are The Davi s-Bacon Act (40 U.S.C. 276a) as
anended, the Contract Wrk Hours and Safety Standards Act (40
U S.C 327-333), all regulations issued under these acts, and
ot her applicable Federal laws and regul ations pertaining to
| abor standards.

b. Requirenents.
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(1) Applicability of Statutes and Regul ations. These statutes
and regul ations apply to Section 312 |oans for the
followi ng types of properties:

(a) Residential properties containing 12 or nore dwelling
units after rehabilitation

(b) Non-residential properties if the cost of
rehabilitati on work exceeds $2,000; and
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(c) Mxed-use properties, if the residential portion wll
contain 12 or nore dwelling units after

rehabilitation.

C.

Gui dance on Applicability. HUD Handbook 1344. 1-Federal Labor
St andards Conpl i ance in Housing and Comunity Devel opnent
Programs provides crucial guidance to LPA' s concerning | abor
requirenents. It is the responsibility of the HUD Field Ofice
to make this Handbook available to LPA's, who nmust conply with
all applicable requirenents in this Handbook. Where severa
properties are rehabilitated under a single rehabilitation |oan
agreenment or rehabilitation contract, Federal Labor Standards
apply on the aggregate nunber of units covered by either of
those | oan docunents. Where the rehabilitation financing is
provi ded by Section 312 and other sources, the tota
rehabilitation cost is the determnative figure. Federal Labor
St andards provisions apply to the entire project, not just the
wor k financed through Section 312 proceeds.

For exanple, if there is a 20-unit building where at |east 12
residential units are to undergo rehabilitation, Federal Labor
Standards apply to all work performed, even if funds to
rehabilitate six of the units are to be provided froma source
ot her than Section 312.

(1) Provisions of the Davis-Bacon Act (40 U S.C. 276a to a-5)
and O her Federal Labor Standards. These provisions are
enunerated in the HUD 4010, "Federal Labor Standards
Provisions." This docunent nust be incorporated into al
rehabilitation contracts where Federal Labor Standards
apply. See Exhibit 12-11, HUD - 4010 (2-84) Federal Labor
St andards Provi sions, which has been altered (pending the
i ssuance of a revised forn) to elinmnate reference to
overtine after eight hours a day in accordance with Section
1241 of the Departnent of Defense Authorization Act of
1986, which anended The Contract Work Hours and Safety
St andards Act effective January 1, 1986

(2) Residential and Buil ding Wage Scales. Al |aborers and
mechani cs enpl oyed by contractors and subcontractors on
covered rehabilitation work nust be paid wages at rates not



| ess than those prevailing on simlar construction in the
locality, as determ ned by the Secretary of Labor. It
shoul d be noted that different wage scales pertain for
residential and commercial rehabilitation projects.
Residential rates apply on all fully residential projects.
Buil ding rates apply on all non-residential projects.

M xed-use projects may involve the use of both building and
residential wage schedules. Consult the HUD Field Ofice
Labor Rel ations staff in such cases.
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(3)

(4)

No Col | usive Agreenents to Avoid Adherence to Labor
Standards Provisions. It is the responsibility of the LPA
to exercise reasonable care to assure that separate
col l usi ve agreements between the borrower and the
contractor are not made to avoid adherence to Labor

St andar ds requirenents.

LPA Responsibilities with Regard to Federal Labor

St andards. The LPA has the follow ng responsibilities for
all rehabilitation contracts where Federal Labor Standards
provi sions apply:

(a) Nane a staff person to handle all Labor Standards
i ssues and so advise the HUD Field Ofice Labor
Rel ations staff.

(b) Contact the HUD Field Ofice Labor Relations staff to
obtain current wage rates and any technica
assi stance and advice they may require, as soon as
the LPA identifies a potential Section 312 Project as
appl i cable to Federal Labor Standards provisions.

(c) Request wage deterninations fromthe HUD Area Ofice
Labor Rel ations staff.

(d) Verify with HUD Labor Relations staff the eligibility
of all contractors and subcontractors.

(e) Conduct preconstruction conferences with al
contractors and advi se HUD Labor Relations staff in
advance.

(f) Notify HUD Labor Relations staff of the date the LPA
notifies the borrower and the contractor under
Par agraph 10-2-a that construction may begin for al
contracts where Federal Labor Standards apply.

(g) Maintain all Labor Standards information relative to
any particular loan in the pernmanent |oan file.

(h) Retain and review all payrolls.
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(5)

(i) Conduct job-site inspections.

(j) Send the HUD Field Ofice Labor Rel ations staff
witten reports on any actual or potential problens.

HUD Responsibilities. The HUD Field Ofice Labor

Rel ati ons staff, in coordination with the Rehabilitation
Management Specialist, has the responsibility to ensure
that LPA's performtheir enforcenent responsibilities and
to provide
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adm ni strative, investigative, and technical support to
recipients.

The HUD Area OFfice Labor Relations staff's
responsi bilities include:

(a) Providing wage determ nations to applicants and LPA s
(b) Verifying contractors' eligibility;
(c) Receiving notices of preconstruction conferences;

(d) Receiving notification of the date the LPA notifies
the borrower and the contractor that construction nmay
begi n;

(e) Receiving and responding to applicant's reports of
job-site problem and

(f) Participating in Labor Standards Conpliance Reviews.

Wai ver Determination: Donation of Labor by Residents. On
a case-by-case basis, pursuant to Section 312 and Section
402 (f) of the Housing Act of 1950, the HUD Rehabilitation
Managenent Specialist nmay determ ne that the | abor
standards of this Paragraph 12-13 shall not apply to sone
or all of the rehabilitation of a particular property to
the extent that he or she finds that:

(a) the rehabilitation will actually be carried out by
residents of the property (not otherw se enpl oyed at
any tine in the rehabilitation) who donate their
services without full conpensation for the purposes of
| owering the costs of rehabilitation, and

(b) any benefit resulting fromthe donated services wll
be passed through to the residents of the property.

In an appropriate case, the LPA shall request in witing a
wai ver determination under this authority fromthe
Rehabi litati on Managenent Specialist prior to the



devel opment of the Rehabilitation Construction Contract for
the property, and the contract shall reflect the extent to
whi ch the Rehabilitation Management Speciali st has

determ ned that |abor standards requirenents apply to the
wor k, or do not apply. The determ nation of the
Rehabi l i tati on Managenent Specialist shall be in witing,
and shall be included in the LPA's loan file.
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12-14. RELCCATI ON DI SPLACEMENT

a.

Regul ati ons Governing Displacenent. HUD regul ati ons governing
the di splacenent by a Section 312 Rehabilitation Loan Project
of any Person (fanmily, individual, business, nonprofit

organi zation or firn) on or after March 17, 1987, are contained
in 24 CFR 510.52. A copy of this rule is contained in Appendi x
5 of the Relocation and Real Property Acquisition Handbook 1377
(CHG 1, dated 3/87). Present HUD regul ations at 24 Part 42,

whi ch inpl enent the Uniform Rel ocati on Assi stance and Rea
Property Acquisition Policies Act of 1970 (Uniform Act), apply
to a Section 312 project only when a "State agency" acquires
the real property in connection with the project. However, on
April 2, 1987, the Uniform Act was anended to, anong ot her
things, extend Uniform Act coverage to persons displaced as a
direct result of Section 312 rehabilitation. The extended
coverage will be effective on the effective date of a fina

Uni form Act rule inplenenting the changes, or April 2, 1989,

whi chever is earlier

Techni cal Cui dance. Because the Section 312 Program

rel ocation/ displacenent requirenments were changed, effective
March 17, 1987, and will be changed agai n when Uniform Act
coverage is effective, the locality is urged to contact the
Field Ofice CPD Rel ocation Specialist for advice and

assi stance whenever it has a tenant-occupi ed property under
consideration for a Section 312 Rehabilitation Loan

12-15. CONFLI CT OF | NTEREST

a.

Provi si ons Agai nst Paynment of Fees. The borrower nust not pay
any bonus, conm ssion or fee to HUD, the locality, or the LPA
for the customary processing of a |oan, including the
preparation of work wite-ups and cost estimates, approval of
the |l oan, or any concurrence required to conplete the
rehabilitation work, except for generally applicable |icenses,
taxes and fees such as recordation fees and taxes, water and
sewer hook-up fees, building permts, business |licenses and
simlar itens.

Persons not Eligible. No person who is an enpl oyee, agent,
contractor, consultant, officer, or elected or appointed
official of the locality or the LPA and:
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(1) who exercises or has exercised any functions or
responsibilities in connection with the adm nistration of
a Section 312 Loan Program or with respect to assisted
rehabilitation activities, or

(2) who is in a position to participate in a decisionnaking
process or gain inside information with regard to such
activities, may obtain a personal or financial interest or
benefit fromthe activity, or have an interest in any
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contract, subcontract or agreenent with respect thereto,

or the proceeds thereunder, either for thenselves or those
with whom they have family or business ties, during their
tenure or for one year thereafter

Exceptions. Upon the witten request of the locality or LPA
HUD may grant an exception to this exclusion on a case-by-case
basis when it determnes that such an exception will serve to
further the purposes of the Section 312 Rehabilitation Loan
Program and the effective and efficient adninistration of the
locality's or LPA's Section 312 Rehabilitation Loan Program or
the project. An exception may be considered only after the
locality or LPA has provided a disclosure of the nature of the
conflict, acconpani ed by an assurance that there has been
public disclosure of the conflict, a description of how the
public disclosure was nmade and an opinion of the locality's or
LPA's attorney that the interest for which the exception is
sought would not violate state or local law. In deternining
whet her to grant a requested exception, HUD shall consider the
cunul ative effect of the follow ng factors, where applicable:

(1) Wether the exception would provide a significant cost
benefit or an essential degree of expertise to the Section
312 Rehabilitation Loan Program or the project that woul d
ot herwi se not be avail abl e;

(2) Wiether an opportunity was provided for open conpetitive
bi ddi ng or negoti ati on;

(3) Wether the person affected is a nenber of a group or
class intended to be the beneficiaries of the
rehabilitation activity, and the exception will permt
such person to receive generally the same interests or
benefits as are being made avail abl e or provided to the
group or class;

(4) Wiether the affected person has withdrawn fromhis or her
functions or responsibilities, or the decisionmaking
process, with respect to the specific rehabilitation
activity in question;

(5) Wether the interest or benefit was present before the



af fected person was in a position as described in this
par agr aph;

(6) Whether undue hardship will result either to the public
agency, locality or the person affected when wei ghed
agai nst the public interest served by avoi ding the
prohi bited conflict; and

(7) Any other relevant consideration
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SPECI AL CONSI DERATI ONS APPLI CABLE TO SECTI ON 312 LOANS TO URBAN
HOVESTEADERS. Persons who have executed the | egal docunents
necessary to assune the rights and obligations of an U ban

Honest eader (see Paragraph 4-4-d of this Handbook) under Section
590. 7(b) (3) of the Urban Honesteadi ng Regul ations are eligible for
Section 312 |oans to rehabilitate honestead properties. However,
as with all other applicants for Section 312 funds, being a

honest eader does not ensure approval of a Section 312 |oan. The
Section 312 | oan nust still be processed, approved, documented,
settled, and disbursed in accordance with all applicable provisions
of the Section 312 regul ations and this Handbook. The foll ow ng
are special considerations applicable to nmaki ng sound Section 312

| oans to honest eaders

a. Honesteader Selection. |f the Local Urban Homesteadi ng Agency
(LUHA) intends to use Section 312 for a particular property, it
shoul d then incorporate Section 312 underwiting standards into
its "equitable selection" process required under Section
590. 7(b) (i) of the Urban Honesteadi ng regul ations (24 CFR Part
590). However, because Section 810 (b) (7) (C of the Housing
and Urban Devel opnent Act of 1974, as anended, and 24 CFR
590.7(b)(2)(ii) provide that "equitable selection" procedures
must take into account a prospective homesteader's ability to
contribute a substantial anmount of |abor to the rehabilitation
process or to obtain assistance from private sources, comunity
organi zations, or other sources, the honesteader cannot be
turned down sol ely because he or she does not neet Section 312
underwiting criteria for the full anpunt of the loan. In
addition, while the LPA nmust be reasonably satisfied that the
honest eader's self-help contributions will be avail able (see
Par agraph 6-7), and the contributions fromprivate sources or
community organi zations are legally committed (see Paragraphs
9-3-i-(1) and 7-5-d-(3) for requirenments concerning
suppl enental financing), the LPA cannot turn down Section 312
financing on the basis of its inability to provide self-help
rel ated techni cal assistance to a honesteader/borrower (see
| ast sentence of Paragraph 6-7-a of this Handbook).

To initially incorporate Section 312 underwiting standards
into equitable selection procedures for honesteaders, it is
first recormended that a work write-up describing the basic
required and recomrended rehabilitation also be conpleted prior
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the honest eader, since otherw se the approximate cost of the
wor k cannot be estimated and the financial capacity of the
honest eader necessary to carry the | oan cannot be deternined.
Then, after prelinnary screening and initial identification of
a particular prospective honesteader for a particular property
(whether by lottery or otherwi se), the honesteader's self-help
capacity not be determ ned (as descri bed above) before the
suitability of the honmesteader for a Section 312 loan in a
specific amount on the property can be deternined. d ose
coordi nati on between the Section 312 LPA and LUHA, if they are
not the sanme agency, is essential to this process.

Consi stency of Obligations. The LPA nust ensure that the
rehabilitation work is contracted for according to Section 312
application requirenents, including use of a Section 312
rehabilitation contract or self-help agreenment, and that the
rehabilitation work required to be done under the Section 312
docunents is the sane as that required under the Urban

Honest eader Agreenent. |f the honesteader fails to conplete
the required rehabilitation, both the Section 312 | oan
docunents and the Urban Homest eadi ng docunents shoul d provide
that he or she is in default. In such a case, the LUHA is
obligated, under 24 CFR 590.7(b)(6), "to revoke the conditiona
conveyance and the honesteader agreenent...and, to the extant
necessary and practicable,...select one or nore successor
honest eaders for the property.” As a condition of so doing,
where there is a Section 312 | oan on the property, the LUHA
nmust al so get the successor honesteader to assune the Section
312 loan. |If they are unable to obtain a successor honesteader
for the particular property under these conditions, the LUHA
must either attenpt to obtain HUD approval of an "alternative
use" for the property (see 24 CFR 590.7(c)) or, if the property
has a positive liquidating value, nust relinquish its reverter
interest in the property and allow HUD to realize what it can
through foreclosure of its Section 312 security interest. |If
the property does not have a positive liquidating value, or if
an alternative use is otherwi se approved, HUD will release its
security interest through the Master Servicer

On the other hand, conpletion of the Section 312-financed
rehabilitation should satisfy the rehabilitation obligations of
the Urban Homest eader Agreenent, |eaving only the occupancy
obligations to be conpl eted under the Honesteader Agreenent.

In addition, in order to avoid the possibility that a

honest eader mi ght becone entitled to full fee sinple title to
the honest eadi ng property when he or she was not repaying a
Section 312 | oan, the LUHA should include substantially the
follow ng | anguage in each Urban Honmest eader Agreenent

i nvol ving Section 312 rehabilitation financing:



"The homest eader agrees that a default under the

prom ssory note, the rehabilitation | oan agreenent, or the
nmort gage (deed of trust) evidencing any Section 312 | oan
obtained to finance the rehabilitation of the honestead
property shall constitute
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a default under this Urban Honmesteader Agreenment, entitling
Local Urban Homest eadi ng Agency to enforce any and al
renedi es avail able for a material breach or default under
this agreement, including forfeiture of the Honesteader's
interest in the property. Specifically, the Honesteader
shall have no right to a final conveyance of the

Honest eadi ng agency's reversionary interest in the property
(or to conveyance of fee sinple title to the property)

unl ess the honesteader is current on his or her Section 312
| oan. "

Simlarly, the Section 312 nortgage or deed of trust should
provi de that default under the Honesteader Agreenent or
condi ti onal conveyance constitutes a default under the Section
312 nortgage (or deed of trust) entitling HUD to exercise any
and all renedi es avail able under the nortgage (or deed of trust)
in the event of default.

Docurnenting the Honesteader's Title and HUD s Lien. Wth
proper attention to honesteader sel ection, underwiting, and the
rehabilitation process, the honesteader should satisfy the
obligations of both the Urban Honesteader Agreenent and the
Section 312 | oan documents, and a sound Section 312 | oan should
result. Copies of the LUHA's deed to the homestead property
fromHUD, FnHA, or VA the title evidence obtained by the LUHA
fromHUD, FnHA or VA (see Paragraph 6-5 of the Urban

Honest eadi ng Handbook (6400.1, April 1980), and the documents
conditionally conveying the property to the homesteader should
be placed in the Section 312 loan file, together with the

usual ly required Section 312 | oan docunentation. Updates of the
HUD title evidence should be obtained at | oan settlenent and
after conpletion of the urban honmesteader's occupancy
obligations, copies of whatever evidence the Honmesteadi ng Agency
uses to document the honesteader's unconditional title should
al so be placed in the Section 312 loan file. The standard
Section 312 security instrunment (see Chapter 9) contains an
after-acquired property clause, which should assure that HUD s
lien attaches to the full fee sinple interest in the property.
If further action is necessary in any state in that regard, the
LPA rmust cooperate with HUD in taking such action
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