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13- 2.

CHAPTER 13. LOCAL PROCESSI NG AGENCY ADM NI STRATI VE REQUI REMENTS

| NTRODUCTI ON.  This Chapter contains the admnistrative

requi renents governing all Local Processing Agencies (LPAs)
participating in the Section 312 Rehabilitati on Loan Program as
wel | as the additional guidelines for Local Processing Agencies
which are granted the authority to approve certain Section 312

| oans.

REQUI REMENTS GOVERNI NG ALL LOCAL PROCESSI NG AGENCI ES PARTI Cl PATI NG
I N THE SECTI ON 312 PROGRAM

a. Participation Agreenent. All Local Processing Agencies
participating in the Section 312 Rehabilitati on Loan Program
must execute with HUD Part | of the Participation Agreement,
whi ch deals with | oan processing (see Exhibit 13-1). This Part
of the Agreenent authorizes the LPA to process Section 312
Rehabilitati on Loan applications, and to submt qualifying
applications to HUD with the LPA's recommendati on to approve
them The Agreenent also sets forth the legal relationship
bet ween HUD and the LPA regarding the Section 312 Program
(See Paragraph 13-3 of this Handbook for the additiona
requi renents governing LPAs which are awarded the authority to
approve certain Section 312 | oans.)

b. Local Processing Agencies and Localities. The Participation
Agreenent is legally between HUD and a Local Processing Agency.
A Local Processing Agency, as defined in Paragraph 1-4-aa of
this Handbook, is the local, public agency that processes
Section 312 loans. A Locality, as defined in Paragraph 1-4-z
of this Handbook, is a unit of general |ocal governnent, such
as a city or a county. An LPA may be one of the foll ow ng:

(1) A departnent, agency, office or other organizational unit
of the Il ocal governnent, in which case the Participation
Agreenent must be executed by the chief executive of the
| ocal governnent, or

(2) A public agency designated by the locality to function as
the LPA on behalf of the locality (including but not
limted to an i ndependent redevel opment agency) in which
case the Participation Agreenment nust be executed by the
chi ef executive of the LPA and approved by the chi ef
executive of the locality.

c. LPA Functions. LPAs nust conply with all the requirenments
detailed in this Handbook and the Participation Agreenent, and
with all other applicable Federal |aws, regul ations, policies
and procedures. In brief summary, LPA s |oan processing-duties
include, but are not linted to, the follow ng:
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(1

(2)

(3)

(4)

(5)
(6)

(7

(8)

(9)

(10)

Accepting Section 312 inquiries and initially screening
prospective borrowers to check whether they may qualify for
a Section 312 | oan

Assi sting prospective borrowers in conpleting the HUD
application forns;

ot ai ning and verifying information on the prospective
borrower's credit, finances and property;

I nspecting the property and assuring that work write-ups
and cost estimates are prepared in accordance with the
requirenments in this Handbook

Assi sting the prospective borrower to obtain a contractor

Det er m ni ng whet her the prospective borrower, his or her
property, and the proposed work nmeet the eligibility
requirenents of the Section 312 Rehabilitation Loan

Pr ogr am

Det erm ni ng whet her the borrower is an acceptable credit
risk, and certifying the loan to HUD as approvable in
accordance with this Handbook

Arranging for | oan settlenent, and ensuring that the
appropriate HUD | oan docunents are used and that they are
compl eted correctly;

Conducting construction inspections, requesting |oan

di sbursenments from HUD on behal f of the borrower, using
such di sbursenents to nmake progress and final construction
paynments to the borrower (or to the contractor on behal f of
the borrower), and assisting in resolving disputes
concerni ng construction; and

I npl enenting the other requirenents of the Cash Managenent
Notice (CPD 86-13 or successor issuance).

The foregoing brief enunmeration of the Public Body's duties

shal |

not be construed to expand, define or linmt the duties of

the Public Body nore fully described el sewhere in this Handbook
or in the Participation Agreenent.
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d. Staffing a Section 312 Rehabilitation Loan Program An LPA's
duties and responsibilities in processing Section 312 | oans may
be carried out by LPA enpl oyees, or by individuals,
partnerships or for-profit or non-profit corporations under
contract to the LPA. (See Paragraph 13-2-e of this Handbook
for requirenents governing contracts with i ndependent service
providers.) 1In any event, the LPA through its staff or
i ndependent service providers, nust maintain a continuing
capacity to perform adequately the follow ng functions:

(1) Financial Analysis, including overseeing the financial
data verification process, perform ng underwiting and
credit-worthiness analysis of applicants, assisting the
borrower to prepare the application, and coordinating the
| oan settlement and di sbursenent processes. Persons
perform ng these functions nmust have training in basic
| ending and underwiting practices, a know edge of rea
estate settlenment procedures and famliarity with the Cash
Management requirenents of the Section 312 Program

(2) Rehabilitation Construction Analysis, including performng
initial property inspection, determ ning basic
rehabilitation needs for code conpliance, devel oping or
reviewi ng work write-up/specifications and cost estinmates,
and perform ng work progress and conpl etion inspections.
Persons perforning these functions should have a broad
background in construction managenent and cost anal ysis as
wel | as a working know edge of |ocal code requirenents.

(3) derical/lntake, including assisting the applicant in
conpl eting their Section 312 application, typing all
necessary correspondence, verification requests, and other
fornms, and handling routine tel ephone requests for
informati on. Persons perform ng these functions should
have strong interpersonal and clerical skills.

(4) Program Managenent/ Supervi sion, including providing
overal |l direction, coordination, managenent and
supervision to the other menbers of the rehabilitation
team Persons performng this function should have strong
| eader shi p, managenent and interpersonal skills.

e. Contracting with Independent Service Providers to Carry out LPA
Admi ni strative Responsibilities. The LPA may enter into one or
nore service contracts with individuals, partnerships or
private non-profit or for-profit corporations to perform sone
or all of the functions detailed in the Participation
Agreenment, Part 1, but not
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the | oan approval functions described in Part Il of the
Agreenent (see Exhibit 13-1) or executing the docunents
described in Paragraph 13-2-f of this Handbook. Services which
may be contracted out include, but are not limted to,
conducting work wite-ups and cost estimates, providing |oan
settlenent or construction inspection services, and verifying
financial information. Such service contract shall not relieve
the LPA of legal responsibility for the actions taken by the
service provider. It may provide that the contractor shal
indemify the LPA for any | oss caused by the contractor's
actions, provided that such indemification shall not be a
condition precedent to the LPA's paynent for the |oss.

The requirenents governing procurenents for these type of
servi ces depend on who takes primary responsibility for the
procurenent.

(1) If the LPA assunes responsibility for the procurenent, the
requirenents of 24 CFR 85.36 apply to the selection of the
contractors, if either CDBG or Section 312 funds are used
to pay the contractor.

(2) If the borrower assunes responsibility, it is not required
that the procurenent be in conpliance with the procurenent
requirenents in this Handbook or with 24 CFR 85. 36

(3) In cases where the service contract is funded with proceeds
fromthe borrower's Section 312 | oan, regardl ess of whether
the LPA or the borrower assunes responsibility for the
procurenent, the requirements of Chapter 3 governing
eligible uses of Section 312 |oan funds nust be net.

(4) Deciding whether the LPA or Borrower Assunes
Responsibility. The LPA is deened to have assuned
responsibility for the procurenent if the LPA selects the
service contractor and negotiates the price and requires
only the owner's witten approval of the contractor's
selection, or if the LPArequires that a particul ar service
provi der be used. |If, on the other hand, the owner nakes
the actual selection of the service contractor, the LPAis
not seen as assuning responsibility.

The borrower is deened to have the responsibility even if
the LPA assists the borrower by providing technica

assi stance, collecting and summari zi ng bids, or advising
the borrower on how to evaluate a service contractor's
proposal, provided that the borrower remains free to accept
the proposal or reject it and seek other eligible service
provi ders.
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(5) Requirenents of 24 CFR 85.36. This regulation states that
for procurenents of services costing in the aggregate of
not nore than $25,000, "relatively sinple and infornal
procur enent nethods" may be utilized. For other
procurenents, nonconpetitive negotiation, conpetitive
negoti ation, or conpetitive sealed bids (forma
advertising) may be required, depending on the situation.
For nore details, see 24 CFR 85.36, originally published
on March 11, 1988, in 53 F. R 8034.

Executing Certifications and Recormendati ons on the
Application. Even if an LPA contracts with an i ndependent
service provider to carry out certain LPA adnministrative
responsibilities in accordance with Paragraph 13-2-e of this
Handbook, an authorized LPA official must execute the
applicable certifications and recommendati ons on the Section
312 application (Blocks F and G on the HUD- 6230 for
owner - occupants of single-famly properties and Bl ocks X and Xl
on the HUD 6243 for all other borrowers), the Notice of
Cancel | ation (6230-C), Security Form (40027), Direct Deposit
Aut hori zation (40026), and Disposition of Funds Statenent
(Guideform11-1). |In addition, where an opinion or other
action of LPA counsel is required by this Handbook (e.g.
Section 9-3.g, concerning enforceability of |oan docunents
executed at settlenent, or sign-off on Public Body
Participation Agreenent, Parts | and Il, Exhibit 13-1), the
counsel must have a direct attorney-client relationship with
the LPA rather than being an enpl oyee or attorney of an

i ndependent service provider

LPA Responsibility to InformHUD if Basis for Cancelling a Loan
Qccurs. |If the LPA determ nes that one or nore of the
conditions in the Rehabilitation Loan Agreenent, Section 6-a,
occurs, the LPA nmust so informthe HUD Field Ofice. The
conditions stipulated in this Section of the Rehabilitation
Loan Agreenent include but are not limted to the foll ow ng:

(1) If construction does not begin within 60 days fromthe
date the LPA gives notice to the borrower and any
contractor to commence worKk

(2) If the borrower or contractor ceases construction work for
more than 30 days, unless extended by HUD in accordance
with the requirenents governing such extensions;

(3) |If the borrower abandons the property.

If settlement has occurred and the LPA has not drawn down
Section 312 funds, the LPA nust conplete a Notice of
Cancel l ation Form (HUD-6230-C) and subnit it to the

Rehabi litati on Managenent Specialist in the HUD Field Ofice
for approval. |If settlenent has
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occurred and | oan funds have been di sbursed, the LPA nust inform
the Rehabilitation Managenent Specialist in the HUD Field Ofice,
in which case HUD will determi ne whether it will termnate the

| oan. (See Paragraph 9-7 of the Handbook and the Cash Managenent
Notice for further information on | oan cancell ations,

term nations, and pay-offs.)

Recor d- keepi ng. The LPA nust keep and maintain full and accurate
books and records of its administration of the Section 312
Program At a minimum the LPA nust maintain the follow ng
information for the specified periods of tine:

(1) Docunentation of the basis upon which the LPA determi ned and
certified to HUD that the rehabilitation financed by a
Section 312 | oan woul d be part of, or necessary or
appropriate to, the execution of a HUD CDBG UDAG or Urban
Honest eadi ng Program This nust be retained for 3 years
fromthe conpletion of rehabilitation

(2) Copies of all correspondence, applications, verifications,
work write-ups, rehabilitation contracts and Sel f-Help
Agreenents, cost estimates, inspection reports, vouchers and
ot her di sbursenent records, accounts, the register of
significant contacts with the borrower, and | egal documents
related to each approved | oan. These nust be retained
for 3 years following the date of conpletion of the Section
312-assi sted rehabilitation.

(3) Al records of the kinds described in Paragraph 13-2-h-(2)
related to a potential |oan application or contact with a
potential borrower for whom processing of his/her Section
312 loan application is eventually terninated or the | oan
di sapproved. These nust be retained for 2 years after the
| ast contact with the potential borrower, or after he/she
was notified that processing of the |loan application was
term nated or the | oan disapproved, whichever is later

(4) For loans to investor-owners of properties with five or nore
dwel ling units subject to the Rent Regul atory Agreenent (see
Par agraph 9-2-c¢ and Exhibits 9-3 and 9-4 of this Handbook),
the LPA nust retain all information related to rent
i ncreases exceeding the initially allowed nmaxi mum gross rent
for the property for 2 years after the term nation of the
Rent Regul atory Agreement.
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(5) Records containing current and accurate data on the race
and ethnicity of program participants/beneficiaries, in
order to enable HUD to meet the requirement inmposed upon it
by Section 562 of the Housing and Conmunity Devel opnent Act
of 1987. For the purposes of section 562, "participants"
means rehab contractors and owners of buildings with
Section 312 |oans. "Beneficiaries" nmeans the occupants of
single famly and multifanily hones receiving Section 312
assi stance. These types of records must be retained for 3
years after the rehabilitation is conplete.

Sel f-Monitoring. Each LPA nust devel op procedures to nonitor
its own adnministration of the Section 312 Programin order to
ensure quality control. For instance, the LPA rmay require
senior staff to randomy nmonitor staff work wite-ups and cost
estinmates by reinspecting selected properties thensel ves and
then reviewing the staffs' reports, and to re-underwite

sel ected loans to ensure that all programrequirements are
bei ng mnet.

Audit. Since HUD supports the purposes of the Single Audit Act
and wi shes to mninize the expense and burden that

singl e-program audit would entail, HUD will accept an audit
that nmeets the standards of 24 CFR 44.3 to 24 CFR 44.5, which
is performed concurrently with any audit perfornmed under the
Single Audit Act, and includes the LPA's Section 312-rel ated
activities within its scope, in lieu of any other audit of such
activities that HUD might require at the LPA's expense. An
audit that the LPA obtains under this paragraph shall be
submitted to the Regional |nspector General for Audit. *

13-3. REQUI REMENTS GOVERNI NG LPAs W TH LOCAL APPROVAL AUTHCORI TY

a.

Loans An LPA May Approve. LPAs which obtain |ocal |oan
approval authority in accordance w th Paragraph 13-3-c of this
Handbook nay approve Section 312 loans only for eligible
residential properties containing one- to four-dwelling units
after rehabilitation which do not contain any non-residential

| easabl e space and whi ch do not involve refinancing of existing
debt (as described in Paragraph 3-3 of this Handbook). So Iong
as an LPA has |ocal |oan approval authority in accordance with
Par agr aph 13-3-c¢ of this Handbook, that LPA need not subnmit any
such locally approvable | oans to HUD for approval

Criteria for Evaluating LPAs. The determ nation of whether or
not an LPA is qualified to approve certain | oans nust be nade
by the HUD Field Ofice. To select the LPA for approva
authority, the Field Ofice nmust deternmine that the LPA has:

(1) Sufficient staff, with denonstrated ability to
successfully undertake the tasks detailed in the
Participation Agreenent (Exhibit 13-1), Part |, Section 2;
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(2) A thorough understanding of HUD requirenents related to
Section 312 rehabilitation |oans;

(3) A continuing capacity to train new staff with mnimal HUD
Field Ofice assistance;

(4) A rehabilitati on workl oad | arge enough to warrant
decentralization of |oan approval authority;

(5) Denobnstrated an ability to conplete projects before
anortization effective date, conply with underwiting
criteria and have a delinquency rate |ower than the
Regi onal and State average

ot ai ni ng Local Loan Approval Authority. Either the LPA or the
HUD Field Ofice may initiate discussions concerning |ocal |oan
approval . However, Wen the HUD Field O fice deternines that
an LPA has denonstrated a capacity to undertake approval of
certain rehabilitation | oan applications, it nmust notify the
LPA by letter. To request |oan approval authority, the LPA
must transmt to the HUD Field Ofice (Attention: Director of
Conmuni ty Pl anni ng and Devel opnent) four originals of the
Participation Agreement, Part | concerning |oan processing (if
not al ready executed by HUD and the LPA), and Part |

concerning local |oan approval authority, executed by an

aut hori zed official of the LPA

If the CPD Director is prepared to recomend that |ocal |oan
approval be granted, he/she shall verify that the necessary
docunents have been submtted and prepare a nmenorandum
recomrendi ng that the Field O fice Manager or Regiona

Adm ni strator, as applicable, execute the Agreenent for HUD
The Director shall route the approval package, including the
| ocal | y-executed docunents, to the Field Ofice or Regiona
Counsel, as applicable, for legal review prior to their
execution by the Field Ofice Mnager.

When accepted, the HUD Field Ofice shall enter the effective
date on Parts | and Il of the Agreement, and return two fully
executed originals to the LPA

If the LPA wishes to change the designated Approving Oficer
it should submt a proposed Amendnent to the Agreenent,
prepared by Public Body Counsel, to the HUD Field Ofice for
approval. Until the Field Ofice advises the LPAin witing
that the designee is approved, the designee may not act as the
Approving O ficer

Processi ng Loans
(1) Determning Acceptable Risk. Localities with Local Loan
Approval Authority are responsible for evaluating the

underwiting risks involved in each individual case and to
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protect the Federal government's interest and minim ze
| osses under the Section 312 Program by rejecting
appl i cations deenmed unacceptable. (See Chapter 7 for
criteria for underwiting Section 312 |oans.)

Transmitting Loan Docunents to HUD. An LPA that is

aut horized to approve rehabilitation | oan applications nust
submit to the HUD Field Ofice the conplete and approved
original and two copies of HUD Form 6230 or HUD Form 6243.
This is to provide HUD the statistical data needed for
program adninistration, to allow for the entry of the |oan
into HUD s aut onated Cash Managenent System and for
verification of fund availability and recordati on of the
obligation by the Regional Accounting Division for each
approval loan. |In addition, the Field Ofice will review
all approved applications to deternine whether the | oan, on
its face, neets the requirenents for a 3 percent interest
rate, if applicable, or whether the Treasury rate is
appropriate for the week it was approved by the LPA

Restriction on Notifying Applicant of Loan Approval. After
a | oan application has been approved by the LPA, the
approval, as such, becones a valid approval only if funds
are avail able. Consequently, no | oan approval under the
Participation Agreement is valid until the HUD Regi ona
Accounting Division determnes that funds are avail able for
the subject application, and notifies the Cash Managenent
Contractor and Field Ofice, in accordance with Paragraph
8-3 of this Handbook and the Cash Managenent Notice. The
LPA rmust not notify any prospective borrower that his/her

| oan has been approved until receipt of such notice from
the Field Ofice. The LPA nust note in its files the means
and date of notification to the applicant of |oan approval

Using a Loan Committee. While the LPA nust designate an
"Approving Oficer" to obtain | oan approval authority, it
may utilize a "loan committee" approach to review and
recomrend | oan applications to the Approving Oficer. This
conmmittee can be conprised of Comunity Devel opnent
personnel, |ocal business or banking professionals, city
fi nance personnel and perhaps conmunity organization
representatives. Use of a loan comrittee can assure an
even- handed eval uation of applications and allow i nput by
ot her nmunicipal and private sector persons, thereby
strengt hening the | oan revi ew process.

Public sector officials on a |loan conmittee or involved in
any other way in the Section 312 | oan review process nust
comply with the conflict of interest requirenents detailed
in Paragraph 12-15 of this Handbook. During the tine that
a private sector official is on a loan commttee or 1 year
thereafter, they are al so covered by Paragraph 12-15 of

t hi s Handbook.
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Exhibit 13-1

AGREEMENT FOR PUBLI C BODI ES PARTI CI PATI NG I N THE
SECTI ON 312 REHABI LI TATI ON LOAN PROGRAM
PART | - LOAN PROCESSI NG
THI S AGREEMENT has been executed and entered into by and

bet ween

(Fill in name of city, county, or other |local governmental entity)
(hereinafter referred to as the "Public Body"), and the United States of
America, acting by and through the Secretary of Housing and Urban

Devel opnent (hereinafter referred to as the "Secretary") for effect on
the date specified in Section 7 bel ow.

I N CONSI DERATI ON OF THEI R MUTUAL COVENANTS, PROM SES, AND
REPRESENTATI ONS CONTAI NED HEREI N, THE PARTI ES DO AGREE AS FOLLOWS:

Section 1. PURPOSE OF AGREEMENT

The Public Body has responsibility and jurisdiction to carry out
one or nore |ocal Community Devel opnent Bl ock Grant (CDBG), Urban
Devel opnent Action Grant (UDAG, or Urban Honesteading Prograns with
resources provided in part by the Secretary pursuant to applicable
regul ations, policies and requirenents. In connection with such
Program(s), this Agreenment authorizes the Public Body to process, and to
submit to the Secretary with the Public Body's reconmendation to
approve, applications by private property owners for rehabilitation
| oans under Section 312 of the Housing Act of 1964, as anended (42
U S.C. 1452b, hereinafter referred to as "Section 312 |loans"). This
Agreenent delineates the legal relationship between the Secretary and
the Public Body with respect to the making of such loans. Al Public
Bodi es authorized to process Section 312 loans for the Secretary's
approval, shall execute this PART |; Public Bodies which are al so
aut horized to approve certain Section 312 | oans on behalf of the
Secretary shall in addition separately execute PART ||-LOCAL LOAN
APPROVAL, which shall be deened incorporated by reference in this
Agreenent after its execution by the parties thereto.

Section 2. COWPLI ANCE W TH PROGRAM REQUI REMENTS

In carrying out |oan processing or approval activities under this
Agreenent, the Public Body shall conmply with all applicable | ans
(including Section 312), the Secretary's Section 312 regul ations at 24
CFR Part 510, all other applicable Federal regulations, this Agreenent,
and the Secretary's additional requirenents, policies, and procedures in
the Section 312 Rehabilitation Loan Program Handbook (HUD-7375.01
REV-2), the Cash Managenent System Notice (CPD 86-13), and any
appl i cabl e successor or additional issuances (hereinafter collectively
referred to as "Program Requirenents").




Under this Agreenment, and in accordance with such Program Requirenents,
the Public Body's |loan processing duties generally include, but are not
[imted to, the foll ow ng:

a. Accepting Section 312 inquiries and initially screening
prospective borrowers to check whether they may qualify for a
Section 312 | oan

b. Assisting prospective borrowers in conpleting the HUD
application forns;

c. Obtaining and verifying information on the prospective
borrower's credit, finances and property;

d. Inspecting the property that is the subject of a Section 312
application and assuring that work wite-ups and cost estimates are
prepared in accordance with Program Requirenents;

e. Assisting the prospective borrower to obtain a contractor

f. Determ ning whether the prospective borrower, his or her
property, and the proposed work neet the eligibility requirements
of the Section 312 Rehabilitation Loan Program

g. Determ ning whether the borrower is an acceptable credit risk
and certifying the |loan to HUD as approvabl e under all Program
Requi renments, which includes certifying that the rehabilitation is
a part of, or is necessary or appropriate to the execution of, a
CDBG, UDAG, or Urban Honesteadi ng Program

h. Arranging for |oan settlenent, including assuring that the |oan
is made using the appropriate HUD | oan docunents, correctly
conpl et ed;

i. Conducting construction inspections, requesting |oan

di sbursenments from HUD on behal f of the borrower, using such

di sbursenments to nmake progress and final construction payments to
the borrower (or to the contractor on behalf of the borrower), and
assisting in resolving di sputes concerning construction, in
accordance with the Program Requirenents; and

j. Inplementing the other requirenents of the Cash Managenent
System Notice (CPD 86-13 or successor issuance);

The foregoing brief enuneration of the Public Body's duties shall not be
construed to expand, define or limt the duties of the Public Body
described in the Program Requirenents. In the event of any conflict

bet ween the foregoi ng description and the Program Requirenents, the
Program Requi renents shall be controlling.

SECTION 3. EFFECT OF PUBLI C BODY' S FAI LURE TO COVPLY

a. Governnent Actions Against Public Bodies. The Secretary



reserves the right to take admnistrative corrective or renedial action
in accordance with Section 9 of this Agreenent, against a Public Body
which fails to comply with the Program Requirenments. This Agreenent
sets forth only the Secretary's administrative remedi es under the
Section 312 Program and nothing in this Agreenent shall be construed
as either expanding or limting any otherwi se available civil or
crimnal actions by the United States or the Secretary against the
Publ i c Body, or any enpl oyee or contractor of the Public Body, whether
or not acting within the scope of their authority.

b. Actions By Governnment Agai nst Borrower or Third Parties. The
| egal rights of the Governnent and a borrower with respect to any
Section 312 |oan are controlled by the | oan docunents executed wth
respect to that loan. Nothing in this Agreenment shall be construed to
impair the rights of the United States or the Secretary to collect a
Section 312 |oan in accordance with the | oan docunents, or to take any
ot herwi se available civil or crimnal action against a borrower or any
third party in connection with a Section 312 | oan

c. Actions by Borrower or Third Parties Against Covernnment. The
Public Body acts as an independent contractor and not as the Secretary's
agent in performng its functions under this Agreenent. As stated in
the Rehabilitation Loan Agreenent between the Secretary and each
borrower, the Secretary accepts no legal responsibility to the borrower
to supervise the Public Body in performng any function under the
Section 312 program Although the Secretary nmandates under the Program
Requi renents that the Public Body undertake certain functions in
processi ng, approval, settlenent and di sbursenment of Section 312 | oans,
the Secretary does so for the financial benefit of the United States and
in furtherance of national program objectives, not for the direct
benefit of the individual borrower. The failure of the Public Body
properly to performany of the Program Requirenents shall not create or
justify any clai magainst the Secretary on the part of a Section 312
borrower, or any other person (including any rehabilitation contractor
or supplier or a tenant in an assisted property), and it shall not
constitute grounds for the borrower or any third party to contest the
validity of any Section 312 processed or approved by the Public Body
under this Agreenent.

d. Action by Borrower or Third Parties Against Public Body. The
extent of liability, if any, of the Public Body to the borrower or any
third party with respect to any function perfornmed by the Public Body
under this Agreement or the Program Requirenments shall be determned in
accordance with applicable State and local law. Nothing in this
Agreenent shall be construed to mandate liability, or create a cause of
action of any kind, by the borrower or any third party agai nst the
Public Body or by the Public Body agai nst the borrower.

|-4

e. Defend and Hold Harm ess. Notwi thstandi ng any other provision
of this Agreenent, including Section 3.c. above, the Public Body wll
warrant, defend and hol d harm ess the Government with respect to any and
all clainms and | osses caused by its failure to conply with the Program
Requi renents or the requirenments of applicable State and local law in
its processing or approval of Section 312 |oans under this Agreenent, or



in the subsequent settlement and admnistration of | oans.

SECTION 4. PROGRAM ADM NI STRATI ON AND RECCRD- KEEPI NG

a. The Public Body agrees that it will, at all proper tines,
provi de or cause to be provided conpetent and adequate architectural
engi neering, financial, legal and other technical skills needed in

admi ni stering the Section 312 program conplying with the Program

Requi renents, and supervising and inspecting rehabilitation work
financed by Section 312 | oans processed or approved under this
Agreenent. The Public Body nmay retain enployees to carry out its duties
under this Agreenent, or (as permtted by State and local law) it may
enter into one or nore services contracts with individuals or private
nonprofit or for-profit organizations, including financial institutions,
to performall or any of its functions in connection with the Section
312 | oan program except for |oan approval. |f any such contract for
services is funded in whole or in part by CDBG funds pursuant to 24 CFR
570.202(b) (9) or 570.206, all applicable requirenments of 24 CFR Part 570
apply to the selection of the contractor (if selected by the Public
Body, rather than a borrower) and the perfornmance of the services
rendered under the contract, as further explained in the Program
Requirenents. |f any such contract for services will be funded with
Section 312 funds by inclusion of an anpbunt in an approved |loan to
compensate the contractor for the contractor's services, the contractor
(if selected by the Public Body, rather than a borrower) shall be
selected in accordance with Section 6-5.b. of the current Section 312
Rehabi litati on Loan Program Handbook, or conparabl e provisions of any
successor issuance, in addition to all other requirenments flow ng from
the use of Section 312 funds, such as equal opportunity and mnority and
worren' s busi ness enterprise requirenments. Notw thstanding the existence
of any such contract for services, HUD will hold the Public Body
responsi ble for conpliance with the Program Requirenents, as fully as if
the Public Body itself had performed the contracted services.

VWherever the term"Public Body" is used in this Agreenent, it includes
any of the Public Body's enpl oyees or contractors who perform services
related to the Section 312 program

b. The Public Body shall keep and maintain full and accurate books
and records with respect to its adm nistration of the Section 312 | oan
program At a mininmum "full and accurate books and records" shal
i nclude the specific itens, which shall be retained for the specific

peri ods, set forth in Section of the current Section 312
Rehabi litati on Loan Program Handbook, or conparabl e provisions of any
successor issuance. The Public Body shall, at any tine during nornal

busi ness hours, and as often as the Secretary or the Conptroller Genera
of the United States may deem necessary, pernit the Secretary or
Conptroller General or their representatives to inspect, nake excerpts
or transcripts of, copy, and audit, any and all of its books and records
related to the Section 312 program

SECTI ON 5. MAKI NG AND TERM NATI NG LOAN OBLI GATI ONS

a. Upon receipt of the docunentation required by the Program
Requirenents to be submtted to the Secretary for |oan approval, the



Secretary will reviewthe | oan for conpliance with all such Requirenents
and wi Il advise the Public Body whether or not the loan is approved by
sendi ng the Public Body witten notification of |oan approval followed
by one or nore validated copies of the approved application. Until both
the witten notification and validated application(s) are received, the
Public Body is not authorized to advise any potential borrower that his
or her | oan application has been approved by the Secretary. The
Secretary is not legally coomitted to nake a Section 312 loan to any
borrower until the witten notification of approval is sent to the
Public Body after recordation of the | oan obligation by the applicable
HUD Regi onal Accounting Division

b. After notification of |oan approval as described in Section
4.a. above and before | oan settlenent (closing), the Secretary and/or
the Public Body may cancel an approved Section 312 | oan only for the
fol |l owi ng reasons:

(i) Failure of the borrower and the Public Body to pay the
required application fee and any escrow anounts, provide any
necessary Suppl enental Financing, and close the loan in accordance
with the Programrequirenents and within the tine period specified
(see Paragraphs 2-3.b and 9-1 to 9-5 of current Handbook

HUD- 7375. 01 REV-2, or comparabl e provisions of any successor

i ssuance) ;

(ii) The loan is cancelled with the consent of the borrower
pursuant to procedures in the above-cited Handbook or any successor
i ssuance (see Paragraph 9-7 of current Handbook);

(iii) The loan is rescinded by a borrower in accordance with
Trut h-in-Lendi ng procedures (see Paragraph 9-2.d. of current
Handbook, or conparabl e provisions of any successor issuance);

(iv) Any reason stated in Paragraphs 6.a.(5) through (8) of the
Rehabilitati on Loan Agreenment required to be executed between the
borrower and the Secretary at |oan closing (see Exhibit 9-11 to the
above cited Handbook), or conparabl e provisions in any successor
form of Agreenent.

c. After loan settlenment, the Secretary and/or the Public Body may
cancel or terminate the loan only for the reasons set forth in Paragraph
6 of the Rehabilitation Loan Agreenent between the Secretary and the
borrower with respect to the approved | oan.

SECTION 6. RI GHTS UNDER OTHER CONTRACTS

The rights of the parties under this Agreenent shall be in addition
to, and not in derogation of, the rights of the sane parties under the
separate contract for Federal assistance for any of the Public Body's
Programnms described in Section 1 hereof.

SECTION 7. EFFECTI VE DATE AND TERM OF AGREEMENT

a. This Agreenent shall take effect on




or on the date of its execution by the last of the parties hereto to
execute this Agreenent, whichever date is later

b. This Agreenment shall remain in effect until suspended or
termnated in accordance with Section 8 or 9 of this Agreenent. As |ong
as this Agreenment is in effect, the Public Body may process and
submit Section 312 loans to the Secretary for approval, subject to the
availability of Section 312 funds for obligation

SECTI ON 8. VOLUNTARY SUSPENSI ON OR TERM NATI ON.

a. Suspension at Public Body Request. Wenever the Public Body
believes that it |lacks the capacity to process or approve loans in
accordance with the Program Requirenments, as applicable, it shall give
the Secretary notice that it is tenporarily suspending both Parts

and Il of this Agreenent, or only Part Il of this Agreenment, as
applicable. In addition, the Public Body may, in its discretion, give
the Secretary notice for any other reason that it is tenporarily
suspending Parts | and Il, or Part Il only, at any other tine. Any such

suspensi on shall be effective i mediately when sent or at any later tine
specified by the Public Body, up to thirty (30) cal endar days after the
notice is sent, provided that the Secretary may require the Public Body
to continue under Part Il for a specified period, not to exceed sixty
(60) days, in order to accommodate the additional |oan approval workl oad
if the Public Body has elected to suspend its functions only under Part
Il of this Agreenent. After a suspension at the Public Body's request
under this Section 8.a., the suspended functions under this Agreenent
may not be reinstated except with the witten consent of both parties.

b. Termnation. Parts | and Il of this Agreenent, or Part |
only, shall term nate without any further action by either party hereto
after consecutive cal endar nont hs of suspension, unless
earlier term nated for cause or convenience by the Secretary. In
addition, the Public Body may give the Secretary notice that it is
term nating this Agreenment at any tinme for any reason. Any such
term nation shall be effective inmedi ately when sent, provided that the
Secretary may require the Public Body to continue under Part |l for a
specified period, not to exceed sixty (60) days, in order to accommodate
the additional |oan approval workload if the Public Body has elected to
terminate its functions only under Part Il of this Agreement. In
addition, if the Secretary should decide for the conveni ence of the
Government to discontinue permtting Public Bodies to process and
approve, or only to approve, Section 312 |oans, the Secretary may give
the Public Body (together with other Public Bodies participating in the
Section 312 program notice of termination of Part | and Part 11, or
only Part Il, of this Agreenent, as of the date specified by the
Secretary.

c. FEffect of Suspension or Termination. Wile Parts | and Il of
this Agreement are suspended or term nated under Section 8 or 9 hereof,
the Public Body is not authorized to subnit additional |oans to the
Secretary for approval, or to approve additional loans, and it shal

i ncur no additional costs under the CDBG program for processing or



approving Section 312 | oans, unless otherw se specifically authorized in
witing by the Secretary. However, unless otherw se specifically
directed by the Secretary in witing, the Public Body shall continue to
take all actions necessary to conply with the Program Requirenents wth
respect to all |oans approved by the Secretary or the Public Body, as
applicable, prior to the notice of suspension or ternination, including
the performance of affirmative activities such as cl osing approved

| oans, inspecting properties being rehabilitated, and requesting

di sburserment of |oan funds on behalf of the borrower; and it may
continue to incur costs under the CDBG program (in accordance with al
CDBG requirenents) for those continuing | oan admninistration

activities. If only Part Il of this Agreenent is suspended or

term nated under Section 8 or 9 hereof, the Public Body may continue to
process and subnit |loans to the Secretary for approval, and it may incur
costs under the CDBG programfor that activity (in accordance with al
CDBG requirenents), but it may not approve the Section 312 | oans under
Part Il, nor may it incur CDBG program costs for that function

SECTION 9. CORRECTI VE OR REMEDI AL ACTI ONS

The Secretary nmay take corrective or renedial actions against the
Public Body if the Secretary determines, in his or her sole judgnent,
that the Public Body has failed to conply with one or nore of the
Program Requirenents. Prior to initiating any corrective or renedia
actions under Paragraphs c. through j. of this Section, the Secretary
shal |l give the Public Body thirty (30) days advance notice in witing of
the Secretary's specific findings of nonconpliance with Program
Requi rements and of the proposed corrective or renedial action(s). The
Public Body may submit information to mitigate or rebut the Secretary's
findings during such thirty day period and the Secretary will consider
such information, but the corrective or renedial action(s) will remain
in effect unless nodified or withdrawn by the Secretary. Corrective or
remedi al actions may include one or nore of the follow ng:

a. Directing the Public Body to submit to additional information
on their Section 312 Loan Program activities and/or progress
schedul es or other types of reports;

b. Issuing a letter of warning advising the Public Body of the
speci fic program deficiency(s) of further actions which will be
taken if the appropriate corrective action(s) are not taken

c. Reducing the internal HUD Section 312 |oan fund assignnment (if
any) for the Public Body for the current fiscal year or reducing
any such assignment for the next fiscal year

d. Suspending Parts | and Il, or only Part 11, of this Agreenent,
for a succeeding fiscal year subject to correction of specific
deficiencies noted by the Secretary (conditional suspension);

-8

e. Requesting the Public Body to voluntarily nmake | ocal public
funds available to a borrower to conplete the rehabilitation of his
or her property where HUD deternines that the Public Body's
deficient administration resulted in rehabilitation that did not



neet both the requirenents of the rehabilitation contract and
reasonabl e standards of quality for the work invol ved;

f. Advising the Public Body that it nmay no | onger process certain
classes of Section 312 |oan applications until specific deficiencies
in the processing of such applications are corrected by the Public
Body; provided that the Public Body shall continue to administer

al ready approved | oans of the affected cl asses unl ess ot herw se
specified in witing by the Secretary;

g. Advising the Public Body that it may no | onger approve certain
cl asses of Section 312 | oan applications until specific
deficiencies in the approval of such applications are corrected by
the Public Body; provided that the Public Body shall continue to
admi ni ster already approved | oans of the affected classes unless
ot herwi se specified in witing by the Secretary;

h. Gving the Public Body witten notice of suspension of Part |
and Part 11, or only Part Il, of this Agreenent for specified cause
for a specified period; provided that such suspension shall have
the effect set forth in Section 8.c. of this Agreenent unless

ot herwi se specified in witing by the Secretary;

i. Gving the Public Body witten notice of term nation of Part |
and Part 11, or only Part II, of this Agreenent for specified
cause; provided that such termination shall have the effect set
forth in Section 8.c. of this Agreenment unl ess ot herw se specified
inwiting by the Secretary;

j. Declaring an area or a locality ineligible for further Section
312 I ending; provided that the Public Body shall continue to
adm ni ster Section 312 | oans al ready approved in the area or
locality unless otherwi se specified in witing by the Secretary.

SECTI ON 10. ACKNOW.EDGEMENT OF RECEI PT

By causing this Agreenent to be duly executed and its seal to be
hereunto affixed and attested, the Public Body acknow edges that it has
recei ved a copy of the current Section 312 Rehabilitation Loan Program
Handbook (HUD-7375.01 REV-2) and the Cash Managenent System Notice (CPD
Notice 86-13). The Public Body further acknow edges that it will inform
the applicable HUD Field Ofice, in witing, if there is any change in
the Public Body Contact Person listed in Section 11 of this Agreenent,
so that the Secretary may notify the Public Body of any revisions to the
Pr ogram Requi renent s.

SECTION 11. PUBLI C BCDY CONTACT

The following is the nanme, title, address and tel ephone nunber of
the primary Public Body contact person. This is the person to whomthe
Secretary will direct all notices under this Agreenment and all issuances
or other information or requirements fromthe Secretary concerning the
Section 312 Loan Program The Public Body agrees that it wll
i Mmediately informthe Secretary if the nane, title, address or



t el ephone nunber of the Public Body contact changes.

Name

Title

Depart ment or Agency

Street Address or P.O Box

City, State and Zip Code

Tel ephone (including Area Code)

IN WTNESSETH WHEREOF, the Public Body has caused this Agreenent to
be duly executed in its behalf and its seal to be hereunto affixed and
attested; and, thereafter, the Secretary has caused the same to be duly
executed in its behalf on the dates respectively specified bel ow.

SEAL
(Name of Public Body)
(Si gnature)
(Nane of Public Body O ficial)
(Title)
(Dat e)
ATTEST:

I-10
UNI TED STATES OF AMERI CA
Secretary of Housing and
Ur ban Devel opnent

BY

(Si gnature)



(Field Ofice Manager)

(Dat e)

-1

AGREEMENT FOR PUBLI C BODI ES PARTI Cl PATI NG I N
SECTI ON 312 REHABI LI TATI ON LOAN PROGRAM

PART || - LOCAL LOAN APPROVAL
SECTI ON 1. PURPGCSE
Upon execution, this PART Il is hereby incorporated by reference
wi t hin the AGREEMENT FOR PUBLI C BODI ES PARTI Cl PATI NG | N THE SECTI ON 312
REHABI LI TATI ON LOAN PROGRAM PART | - LOAN PROCESSI NG, al so executed by
the parties hereto. The purpose of this PART Il is to extend to the

Public Body authority to approve certain applications for Section 312
| oans processed by the Public Body under PART 1, subject to verification
by the Secretary of fund availability for an approved | oan.

SECTION 2. APPLI CABILITY OF LOCAL APPROVAL AUTHORI TY

During the termof this Agreenent, the Public Body shall have fina
authority to approve or disapprove, in accordance with this Agreenent
and the Program Requirenents (including the |oan underwiting criteria
in Chapter 7 of the Section 312 Rehabilitati on Loan Program Handbook),
applications for Section 312 | oans which have been processed by the
Public Body under Part |, which will contain one-to four-residential
dwel ling units after rehabilitation and no nonresidential |easable space
and which do not involve refinancing of existing debt (as described in
Section 3-3 of the HUD Section 312 Rehabilitation Loan Program
Handbook). Loans involving refinancing shall be processed by the Public
Body but nmust be subnmitted to HUD for final approval. Wile this Part
Il is in effect, the Public Body shall not subnmit to HUD for approva
Section 312 |oans that the Public Body is authorized to approve under
thi s Agreement.

SECTION 3. HUD NOTI FI CATI ON OF FUND AVAI LABI LI TY

Upon recei pt of the docunmentation required by the Program
Requi renents (see Section 8-3 of the HUD Section 312 Rehabilitation Loan
Pr ogr am Handbook and Section C-1 of the Section 312 Cash Managenent
System Notice) to be submitted with respect to Section 312 | oans
approved by a Public Body, the Secretary shall promptly notify the
Public Body in witing whether sufficient funds are available for the
approved |l oan. No | oan approval under this Agreenent shall be valid
until the Secretary (through the applicabl e Regi onal Accounting
Di vi sion) has determ ned that funds are avail able therefor and has
notified the Public Body thereof, in accordance with Section 8-3 of the
HUD Section 312 Rehabilitation Loan Program Handbook and Section C 1 of
the Section 312 Cash Managenent System Notice. The Public Body shal
not notify any prospective borrower of |oan approval until receipt of
such notice of availability of funds for the loan fromthe Secretary.



Once a Section 312 | oan has been approved and the Public Body has been
notified of fund availability as set forth in this Section, it may not
be di sapproved, cancelled, or nodified by the Public Body or the
Secretary except for the reasons stated in Sections 5.b. and c. of
Part | of this Agreenent.

I1-2
SECTION 4. OFFI G ALS AUTHCORI ZED TO APPROVE LOANS

a. Criteria. Persons selected as Approving Oficers for the
Section 312 | oans approved under this Agreenment shall have supervisory
or executive level responsibilities within the Public Body and rmust have
total famliarity with Section 312 requirenents and policies, as well as
rehabilitati on standards and financing and underwiting principles
common in the industry. However, the Public Body shall not initially,
or at any time during the termof this Agreement, confer its authority
to approve Section 312 | oans under this Agreenent upon any officer or
enpl oyee who personally and regul arly exercises any direct
responsibilities in the adm nistration of individual Section 312 | oans
handl ed under the Public Body's Section 312 Loan Program i ncl udi ng,
without limtation:

1. Preparing rehabilitation work wite-ups or cost estimates, or
construction contract docunents;

2. Completing with the borrower, verifying information with
respect to, or processing a Section 312 | oan application or any of the
rel ated docunments constituting the loan application file, up to the
poi nt of approval;

3. Assisting the borrower to select or negotiate with contractors
to performthe rehabilitation;

4. Inspecting the rehabilitation work to ascertai n whether the
work is conpleted or for the purpose of authorizing any partial paynent
requested by a contractor; or

5. Authorizing signing or signing Certificates of Fina
| nspection.

b. Designation. ,
(Narme)

, an enpl oyee of the

(Title)

Public Body, is hereby designated as the Approving O ficer authorized to
approve Section 312 |oans for the Public Body pursuant to this
Agr eenent .

(Nane)

, an enpl oyee of the

(Title)



Public Body is hereby designated as Alternate Approving O ficer
aut horized to approve Section 312 | oans for the Public Body pursuant to
this Agreement in the absence of the Approving Oficer

c. Changing Approving Oficers. The Public Body shall pronptly
transmit to the Secretary a proposed anendnent to this Agreenent
executed by the Chief Executive Oficer of the Public Body whenever it
wi shes to change the identity of Public Body Oficials authorized to
approve Section 312 | oans under this Agreement. The anendnent nust be

I1-3

agreed to by the Secretary before the new officials are authorized to
approve Section 312 loans. A |loan submitted to HUD for funding and
purporting to be approved by an Approving Oficial who is not authorized
to approve Section 312 loans will be summarily returned to the Public
Body wi t hout acti on.

SECTION 5. TERM AND EFFECTI VE DATE
a. This Part Il shall take effect on

or on the date of its execution by the last of the parties to execute
this Agreenment, whichever date is |ater

b. This Part Il shall remain in effect until suspended or
term nated in accordance with Section 8 or 9 of Part | of this
Agreenent. Any corrective and renedi al actions affecting this Part I1,
i ncl udi ng suspension or termination for cause, shall be taken in
accordance with Section 9 of Part | and shall have the effect stated
t herei n.

I N W TNESSETH WHEREOF, the Public Body has caused this Attachnent
to be duly executed in its behalf and its seal to be hereunto affixed
and attested; and, thereafter, the Secretary has caused the sane to be
duly executed in its behalf this
day of , 19

SEAL

(Name of Public Body)

(Si gnature)

(Nane of Public Body O ficial)

(Title)

(Dat e)

ATTEST:



I1-4
UNI TED STATES OF AMERI CA
Secretary of Housing and
Ur ban Devel opnent

BY

(Si gnature)

(Title of Oficer)

(Dat e)



