Appendix A 
Net Development Cost

The Net Development Cost is composed of the allowable property acquisition costs plus allowable rehabilitation, holding, and selling costs nonprofit organizations or government entities incur when purchasing HUD Homes at discounted prices, redeveloping the properties for resale, and selling those properties.  The Net Development Cost calculation applies to all HUD Homes so Id to nonprofit organizations and government entities at a 10 percent or greater discount regardless of the financing instrument (FHA, conventional mortgage, or cash), except for HUD Homes purchased through the Dollar Homes, ACA, and Officer/Teacher Next Door programs.

The purpose of these discounts and the limits on development costs is to make housing affordable to low-to-moderate income families.  The Department limits the costs that are eligible to be included in the Net Development Cost calculation and prohibits the nonprofit organization or government entity from reselling the repaired or improved properties at prices in excess of  110 percent of the net development cost calculation.  If the nonprofit organization's or government entity's re-sale price of the HUD Home exceeds 110 percent of the net development cost, or if non-allowable items that are included in net development cost result in an excessive sales price, the HUD-approved nonprofit organization or government entity must use the excess profit to pay down the existing mortgage associated with that particular re-sale.

Costs Allowed in Calculating the Net Development Cost
Only the costs specifically included in the following list, within the prescribed limitations and/or conditions, may be included in calculating the Net Development Cost.

1.
Discounted purchase price paid to HUD

2.
Upon the purchase of the property from HUD, financing and closing costs actually incurred, which must be reasonable and customary for the area in which the property is located, limited to the following:

a.
The actual loan origination fee, not to exceed 1 percent

b.
Supplemental loan origination fee (203(k) mortgages only)

c.
Credit report fee

d.
Net tax and insurance escrow deposit

e.
Settlement fee (buyer's portion)

f.
Discount points

g.
Hazard insurance premiums

h.
Lender's title insurance policy premium

i.
Owner's title insurance policy premium

j.
Notary fees

k.
Recording fees

1.
Appraisal fee

m.
Courier fees

n.
Document preparation fees

o.
Attorney fees for services performed in connection with the loan closing, such as review of abstract or preparation of closing documents



p.
Flood plan certification and fee for determination of flood zone

3.
For the time period the nonprofit organization or government entity holds title, the following costs, limited to amounts that are reasonable and customary for the area in which the property is located:



a.
Fees paid to an approved 203(k) consultant for work write-ups, cost estimates, and inspections only.  See Mortgagee Letter 95-40 for allowable fees.



b.
Property management, but only if related to periodic inspection and/or minor maintenance of the property.



c.
Architectural fees, but only if the services are provided by a licensed architectural firm or individual architect.



d.
Rehabilitation costs, which are the total verifiable contractor and vendor expenditures incurred in the actual re-construction, repair, restoration and physical improvement of the property.  Rehabilitation costs are limited to the actual price paid to the contractor for completing each repair or improvement, and may also include expenditures for mechanical systems inspections, sewer and well inspections, repair inspections, foundation certifications for manufactured homes obtained from a licensed engineer, and roof inspections from a licensed contractor.  HUD may require canceled checks and corresponding receipts as proof of rehabilitation costs.  When calculating the Net Development Cost, nonprofit organizations or government entities using grant funds for the rehabilitation of HUD Homes acquired at a discount, can not include the cost of the rehabilitation that is paid for by those grant funds.



e.
Cost of public and municipal services and/or utilities and real property taxes for the subject premises, except for delinquent interest or penalty charges incurred as a result of failure of purchaser to pay these expenses in a timely manner.



f.
Cost of termite inspection and extermination services.



g.
Homeowners Association fees or Condo Association fees.



h.
Permits and other fees paid to units of state and local governments that are required by rule, law, regulation or other legally binding mandate that must be paid before initiating or completing the rehabilitation or property improvement.



i.
Survey costs.



j.
Hazard and liability insurance premiums.



k.
Principal and Interest portion of mortgage payments (P&I) limited to a maximum of six months (P&I) mortgage payments, less any and all rents received.  If the property is resold in less than 180 days, the mortgage payment credit must be prorated on the basis of the actual payments made.

2


4.
Upon the resale of the property to a new purchaser, only the following seller closing costs that are actually incurred, limited to amounts that are reasonable and customary for the area in which the property is located:

a.
1/2 of closing agent-fee (sellers portion)

b.
Electronic wiring fees

c.
Courier and mailing fees (seller's documents only)

d.
Title insurance premium (owners policy only)

e.
State, county, or city tax stamps, if local law requires the seller to pay these costs

f.
Homeowners warranty premium

g.
Environmental hazard certification

h.
Document preparation fee (seller's documents only)

i.
Recording (deed only) and reconveyance fees

j.
Sales commissions for real estate broker/agent services 

k.
Condominium transfer fee

Costs Not Allowed in Calculating the Net Development Cost
Costs not listed above are ineligible and cannot be included in the Net Development Cost calculation.  Ineligible costs include, but are not limited to:

1.
General administration cost of the nonprofit organization's or government entity's Affordable Housing Program and homeownership programs, including overhead and staffing costs.

2.
Housing developer fees and/or real estate consultant fees.

3.
Sales bonuses and sales incentives (other than sales commissions) for selling or listing real estate brokers/agents.

4.
Gifts to the eventual purchasers for down payment, financing or closing costs, and any other purchaser-related expenses associated with their purchase of the property.

5.
Development, maintenance and management costs related to other properties in the nonprofit organization's or government entity's inventory.

6.
Delinquent property tax penalties and interest.

7.
Mortgage payment late fees, pre-payment penalties, pay-off quote fees and fax charges.

8.
Any development costs that are paid from local, state, or Federal grant funds (such as, but not limited to HOME or CDBG funds) that would otherwise be allowable in the NDC calculation.
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