CHAPTER 3. PROGRAM REQUI REMENTS

3-1 AFFORDABLE HOUSI NG REQUI REMENT. Al l projects insured under
the Ri sk-Sharing program must qualify as affordabl e housing.
Af f or dabl e housi ng neans:

--a project in which 20 percent or nore of the units are
both rent-restricted and occupied by fanilies whose
incone is 50 percent or |less of the area nedian i ncome
as determned by HUD, with adjustnents for household
size, OR

--a project in which 40 percent (25 percent in New York
City) or nore of the units are both rent-restricted and
occupi ed by fam lies whose inconme is 60 percent or |ess
of the area nedian inconme as deternined by HUD, with
adj ustnents for househol d size.

Rent-restricted nmeans that gross rent for a unit does
not exceed 30 percent of the inputed limtation
applicable to such unit. HFAs are responsible for
determning gross rent and/or incone linmtations
including a determ nation of personal benefits
expenditures (e.g., utilities). See Appendix 1 for
definition of "gross rent."

3-2 ELI G BLE PRQIECTS

A M NI MUM PROJECT SI ZE. Projects nmust consist of 5 or
more rental dwelling units (including cooperative
dwel ling units) on one site. The site may consist of
two or nore noncontiguous parcels of |and situated so as
to conprise a readily marketabl e real estate entity
within an area snmall enough to all ow conveni ent and
efficient nanagenent. These units may be detached,
sem -det ached, row houses, nmultifamly structures or
nmobi | e hone parks (exclusive of the nobile hones).

B. NEW CONSTRUCTI ON i s when project and construction
el ements are installed as part of the work.

C. SUBSTANTI AL REHABI LI TATION i s any conbi nati on of the
followi ng work to the existing facilities of a project
that aggregates to at |east 15 percent of project's
val ue after the rehabilitation and that results in
mat eri al inprovenent of the project's econonmic life,
livability, marketability, and profitability:

Repl acenment, alteration and/or noderni zati on of buil ding
spaces, long-lived building or nmechanical system
conponents and/or project facilities. Substantia
rehabilitation nmay include but not consist solely of any

conbination of: mnor repairs, replacenent of short-
I'ived building or nmechani cal system conponents, cosnetic
wor k and/ or new project additions.



EXI STI NG PRQJECTS. Fi nancing of existing properties
wi t hout substantial rehabilitation is allowed.

1. If an existing multifanmily devel opment is being
acquired and HUD i nsurance will be used to facilitate
the acquisition of the project to increase the supply
of affordabl e housing, such acquisitions are

perm ssible if the HUD i nsured nortgage does not
exceed the sumof the total cost of acquisition, cost
of financing, cost of repairs, and reasonable
financing costs as defined in paragraph 3.

2. If the property is an HFA financed | oan to be
refinanced and such refinancing will result in the
preservation of affordabl e housing, refinancing of
these properties is permissible if project occupancy
is not less than 93 percent (to include consideration
of rent in arrears), based on an average occupancy in
the project over the nost recent 12 nonths, and the
nmort gage does not exceed an ampunt supportable by the
| ower of the unit rents being collected under the
rental assistance agreenent or the unit rents being
coll ected at unassisted projects in the market area
that are simlar in anenities and location to the
project for which insurance is being requested.

The HUD i nsured nortgage nay not exceed the sum of the
exi sting indebtedness, cost of refinancing, the cost
of repairs and reasonabl e financing costs as defined
in paragraph 3. |If a loan to be refinanced has been
in default within the 12 nonths prior to application
for refinancing, or at any tine subsequent to
application up to and including final endorsenent, the
HFA rmust assune not |ess than 50 percent of the risk

3. Reasonable financing costs. The maxi nrum HFA
financing fees allowable in the nortgage conputation
for an existing project insured under paragraphs 1 or
2, above, and recogni zable for cost certification
purposes is 3.5 percent of the nortgage anount, except
for bond-financed projects (taxable or tax-exenpt),
where the maximumis 5.5 percent. Any cost beyond

t hese maxi mum percents nmust be paid from sources
out si de the nortgage.

PRQIECTS RECEI VI NG SECTI ON 8 RENTAL SUBSI DI ES OR OTHER
RENTAL SUBSI DI ES. Projects receiving project-based
housi ng assi stance paynments under Section 8 of the
United States Housing Act of 1937, or other renta

subsi dies and neeting the requirenments of this part may

be insured under this part only if the nortgage does not
exceed an anount supportable by the |ower of the unit
rents being or to be collected under the rental

assi stance agreenent or the unit rents being collected
at unassisted projects in the narket that are simlar in
anenities and | ocation to the project for which



i nsurance i s being requested.

SI NGLE ROOM OCCUPANCY (SRO) projects are eligible for

i nsurance in the Risk-Sharing program Units in SRO
proj ects nust be subject to 30-day or |onger |eases;
however, rent paynents nmay be nade on a weekly basis in
SRO pr oj ect s.

BOARD AND CARE/ ASSI STED LI VING FACI LI TIES that provide
continuous protective oversight and assistance with the
activities of daily living for frail elderly or other
persons needi ng such assistance may be insured. These
facilities typically provide roomand board as well as
oversi ght and assistance and contain a central kitchen
and di ning area, although neals may be catered off site.

ELDERLY PRQIECTS. Projects or parts of projects
specifically designed for the use and occupancy by
elderly famlies are eligible. An elderly famly means
any househol d where the head or spouse is 62 years of
age or older, and al so any single person who is 62 years
of age or ol der.

I NELI G BLE PROJIECTS

A

TRANSI ENT HOUSI NG OR HOTELS. Rental for transient or
hot el purposes. For purposes of this program renta
for transient or hotel purposes neans:

1. Rental for any period |less than 30 days, or

2. Any rental, if the occupants of the housing
acconmodati ons are provided customary hot el
services such as roomservice for food and
beverages, nmaid service, furnishing and
| aundering of linens, and val et service.

PRQIECTS IN M LI TARY | MPACT AREAS. |f the HUD | oca
Ofice determnes that a project is located in a
mlitary inmpact area, the project shall not be insured
under this program A nilitary inpact area is defined
i n paragraph 4-2H. 1.

RETI REMENT SERVI CE CENTERS. Projects designed for the
elderly with extensive services and | uxury
acconmodati ons and that provide for central kitchens
and dining roons with food service or nandatory
services are not pernmitted in the Ri sk-Sharing program

NURSI NG HOVES OR | NTERVEDI ATE CARE FACI LI TIES. Nursing
honmes and intermediate care facilities licensed and
regul ated by State or |ocal governnent and providing
nursing and nedical care are prohibited.

ZONI NG REQUI REMENTS.  Projects insured under this program
must meet applicable zoning and other State/local governnent
requirenents.
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PROH BI TI ON ON GNVA SECURI T1 ZATI ON.

I ssuance of CGovernnent National Mortgage Association (GNVA)
nmor t gage- backed securities is prohibited for projects
i nsured under the Risk-Sharing program

SPECI AL Cl RCUMSTANCES REQUI RI NG AT LEAST 50 PERCENT HFA
Rl SK.

HFAs may select their risk |level participation as described
in Chapter 2. However, an HFA nust take at |east 50 percent
of the risk of |oss when:

A The HFA refinances under the Ri sk-Sharing program an
exi sting HFA-financed project to preserve affordable
housi ng and the loan to be refinanced has been in
default within 12 nonths prior to the application for
refinanci ng (see paragraph 3-1D).

B. There is a partial paynent of claim(see Chapter 10).
APPRAI SAL STANDARDS

Al'l appraisal functions nust be conmpleted by Certified
General Appraisers, licensed in the State in which the
property is located. Al appraisal functions nust also be
compl eted in accordance with the Uniform Standards of

Pr of essi onal Appraisal Practice

AFFI RVATI VE FAI R HOUSI NG MARKETI NG PLAN

The HFA will review and approve the Affirmative Fair Housing
Mar keting Plan (AFHWP) for projects to be insured under the
Ri sk-Sharing program HFAs nust follow the procedures and
requi renents of HUD Handbook 8025.1 REV-1, |nplenentation of
Affirmative Fair Housing Marketing Requirenents, for

revi ewi ng and approving the AFHWP

SUBSI DY LAYERI NG

HUD (or such del egation to Housing Credit Agencies as may be
in effect by regulation hereafter) shall review all projects
receiving tax credits or other government assistance and
sone form of HUD assistance, including nortgage insurance

under the Risk-Sharing program for any excess subsidy
provi ded to individual projects and reduce subsidy sources
in accordance with outstandi ng subsidy |ayering guidelines.
(Notice H 95-4, Subsidy Layering Reviews |nplenenting

I nstructions.)

ENVI RONVENTAL REVIEW Al projects insured under the 542(c)
Ri sk-Sharing program mnmust conply with the environmental
requi renents of 24 CFR Part 58. See al so paragraphs 4-2.F
and G for details on submission and HUD revi ew of the

envi ronmental review.



( NEPA) .

1. RESPONSI BI LI TY. The environnental review will not be conducted
by HUD except in cases where HUD approves a request of |ega
incapacity in accordance with 58.11. The environnental review
shal | be conducted by the Responsible Entity (RE), defined for
purposes of this programas the State, or Indian tribe, Al aska
native village, or unit of general |ocal governnent with |and
use and building permt jurisdiction for the project site.

The HFA may choose to have either the unit of |ocal governnent,
Indian tribe, or Alaska native village or the State perform
the review. The HFA, provided it neets the definition of RE,
may performits own environnental reviews. The HUD

Envi ronnmental O ficer can provide assistance in identifying
the appropriate RE

2. PROCEDURES. For all Risk Sharing proposals, the HFA nust
submit to the RE a request for environnental review in accordance
with Part 58 and must provide the RE with all avail abl e project
and environnmental information. The RE (not the HFA) will
determine the level and scope of environmental review required
and whet her the proposal includes exenpt activities and
categorical exclusions from National Environnental Policy Act

a. The HFA rmust refrain fromundertaking any activities that would
have an adverse environnental inpact or lint the choice of
reasonabl e alternatives until HUD has issued a Firm Approva
Letter for the project.

b. Upon conpl etion of the environmental review, the RE nust
prepare the Request for Rel ease of Funds and Certification form
HUD- 7015. 15 (RROF), have them executed by the RE's Certifying
Oficer and subnmit themto the HFA with a description of any
speci al environmental conditions that nust be adhered to in
carrying out the project. A RROF will be conpleted on all
proj ects, including those which include categorical exclusions
fromNEPA. For exenpt activities, the RE includes in the
Envi ronment al Revi ew Record, a statenment that the requirenments
of 58.34 have been net and subnits a finding of exenpt activity
to the HFAin lieu of a RROF.

c. The HFA shall then submit, as part of the HFA' s request for HUD
retained reviews (see Chapter 4), the RROF (in accordance with
58.71) or finding of exenpt activity (in accordance with 58.34)

with a cover letter:

(1) Requesting i ssuance of a Firm Approval Letter; and
(2) Indicating that it agrees to:
(a) Abi de by the special conditions, procedures and requirenents

of the environnmental review, and

(b) Advi se the RE of any proposed change in the scope of the
proj ect or any change in environnental conditions and request a
suppl enental environnmental review for such change.



3. Cost and Timng Arrangenents. The HFA nust be prepared to pay
the RE for the cost of the environnental review and all ow
adequate tine for conpletion of the environnental review Al
noti ce and comrent periods required under 24 CFR Part 58 nust
have expired and all comrents considered and resol ved prior to
submi ssion to HUD. The HFA may pass on the cost of the
environmental review to the project nortgagor and treat that
cost as any other eligible financing costs when processing.

If the HFA i s unsuccessful in nmaking arrangenents for a RE
envi ronmental review, the HFA should refer the matter to
the local HUD Ofice for a deternination of |egal capacity
in accordance with 58.11. The HFA shall provide HUD al
copies of the HFA's letters of request to the RE and the
RE's letters of refusal to performthe environnental
review. HUD may request that the HFA provide all

i nformati on that HUD needs to performthe environnenta
revi ew under 24 CFR Part 50.

3-11 LABOR STANDARDS

HFAs are delegated the mnisterial duties relative to |abor
standards, i.e., information collection (e.g., payrol
review and routine interviews) and other routine

admi ni stration and enforcenent functions subject to

nmoni toring by HUD. Were adm nistration and enforcenent
functions are delegated to the HFA, the HFA shall bear
financial responsibility for any deficiency in paynent of
prevailing wages or, where applicable under 29 CFR Part 1,
any increase in conpensation to a contractor, that is
attributable to any failure properly to carry out its

del egated functions. Chapter 5 contains procedures relative
to | abor standards and Davi s- Bacon requirenents for risk-
sharing projects.

3-12 BYRD AMENDMVENT ( LOBBYI NG

The Byrd Amendnent requires disclosure by nortgagors of

| obbying activities for prograns involving | oan guarantees

by the Federal government. Form LLL (Appendix 31) nust be

submitted with the closing docket required in paragraph 6-2

so that HUD can conpile the material under the annual report
required by the Byrd anmendnent.

3-13 REI NSURANCE
An HFA will be permitted to obtain reinsurance for the
portion of the risk of |oss assumed by the HFA subject to
the follow ng requirenents:

A Neither HUD s nor the HFA's position shall be
subordinated to the rights of the reinsurer

B. The reinsurance may not be used to reduce any reserve or
fund bal ance requirenents that are required to be
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mai nt ai ned under this program and

Such reinsurance does not incur an obligation to the
Federal Governnent.

NONDI SCRI M NATI ON | N HOUSI NG AND EMPLOYMENT

The nortgagor nust certify to the HFA that, so long as the
mortgage is insured under the Risk Sharing program it wll:

A

Not use tenant selection procedures that discrininate
against famlies with children, except in the case of a
project that constitutes housing for ol der persons as
defined in Section 807(b)(2) of the Fair Housing Act (42
U S.C. 3607(b)(2);

Not discrimnate against any fam |y because of the sex
of the head of househol d;

Conply with the Fair Housing Act, as inplenented by 24
CFR part 100; Titles Il and 11l of the Americans with
Disabilities Act of 1990, as inplenented by 28 CFR part
35; section 3 of the Housing and Urban Devel opnment Act
of 1968 (12 U.S.C. 1701u), as inplenented by 24 CFR part
135; the Equal Credit Opportunity Act, as inplenented by
12 CFR part 202; Executive Order 11063, as anended, and
i mpl emented by 24 CFR part 107; Executive Order 11246,
as inplenmented by 41 CFR part 60; other applicable
Federal laws and regul ations issued pursuant to these
authorities; and applicable State and | ocal fair housing
and equal opportunity laws. |n addition, a nortgagor
that receives Federal financial assistance nust al so
certify to the HFA that, so long as the nortgage is

i nsured under this part, it will conply with Title VI of
the Gvil Rights Act of 1964, as inplenented by 24 CFR
part 1; the Age Discrimnation Act of 1975, as

i npl emented by 24 CFR part 146; and Section 504 of the
Rehabilitation Act of 1973, as inplenented by 24 CFR
part 8.



