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CHAPTER 3: THE CAPI TAL | MPROVEMENT LOAN PROGRAM
SECTION 1. BASI C PROGRAM REQUI REMENTS
3-1. OVERVI EW OF THE CAPI TAL | MPROVEMENT LOAN PROGRAM

This Chapter provides owners and HUD Field Ofices with the
gui dance needed to inplenent the Capital |nprovenent Loan
Program (Cl LP).

a. The programis intended to achieve or maintain physica
soundness in eligible HUD-assisted projects, and to
assist in maintaining the | ow and nobderate-incone
character of those projects.

b. CILP is not an entitlenment program Notifications of
Funding Availability (NOFAs) will be issued in the
Federal Register. The Field Ofice works with owners
to develop their applications, and nmakes a
reconmendati on to Headquarters. Headquarters reviews
the Field Ofice subm ssions and makes a fina
determination following priorities for funding
contai ned in the NOFA.

3-2. ELIGBLE ACTIVITIES

a. Eligible Activities that may be funded under the CILP
program i ncl ude:

(1) any major repair or replacenment of building
components that have failed or are likely to fai
or deteriorate seriously within 24 nmonths (e.g.,
roof structures, ceiling, wall or floor
structures, foundations, plunbing, heating,
cooling, electrical systens and nmj or equi pnent
such as elevators, including any major repair or
repl acenent of any short-1lived buil di ng conponent
or equi prrent before the expiration of its usefu
life);

(2) limted supplenments or enhancenents to nechani ca
equi prent needed for the health and safety of the
resi dents where they do not exist (e.g. air
condi tioni ng/ heati ng equi prent, buil ding sprinkler
systens or water softeners);
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(3) retrofitting for handi capped accessibility as



required by Section 504;

(4) cost effective energy efficiency inprovenents (See
Handbook 4350.1 , Chapter 12); and

(5) | ead-based paint abatenent once the owner has
tested in accordance with HUD gui del i nes;
certified to testing; and based on the testing
results, established a cost estimate for
abat ement .

b. Prohi bited Activities that may not be funded under the
Cl LP program i ncl ude:

(1) regular maintenance of any itemeligible for
repair or replacenent; and

(2) repairs required due to deferred mai ntenance.
3-3. AMOUNT AND TERMS OF ASSI STANCE
a. Amount of Assi stance

The maxi mum anmount of ClLP assistance that may be
granted is the ambunt needed for all owabl e expenses,
| ess the owner contribution. Allowable expenses

i nclude the ampbunts the Secretary determ nes are
necessary to:

(1) cover capital inprovenents at the project with
respect to capital itens that have failed, or are
likely to fail or deteriorate seriously within 24
nmont hs;

(2) upgrade capital items to neet HUD s cost-effective
ener gy standards approved by HUD;

(3) conply with the Departnment's standards for
accessibility for individuals wth handi caps; and

(4) abate |ead-based paint fromthe conpl ex where | ead
has been found to exceed the maxi mum al | owabl e
| evel in HUD housing (see 24 CFR 35).
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b. Repaynent Terns

(1) CILP assistance is provided in the formof an
anortizing loan. Interest starts to accrue and
the | oan anortization period begins when the | oan



proceeds have been spent.

(2) The length of the loan termwi |l be determ ned
based on various factors, including the usefu
life of the inprovenent, the anount financed, and
the inpact on tenant rents. For insured projects,
the termgenerally will be for the renaining
period of the original nortgage, and the term nust
not exceed that period.

(3) For non-insured projects, the loan termw ||
generally be for the remmining period during which
the owner is under an obligation to provide
housing for lowincone famlies, and the term nust
not exceed that period.

(4) The standard interest rate charged by HUD wil |l
normal |y not be less than three percent or nore
than six percent.

The interest rate used will generally be six
percent, unless the Secretary publishes a new
rate in the Federal Register.

The Field O fice nmay reconmend that the
Secretary charge a lower interest rate for a
particular project if this is shown to be
necessary to mmintain reasonable renta

rates. In determining the interest rate on
the Il oan the Secretary will consider factors
such as the length of the loan termand the
effect of the required debt service on tenant
rents.

If the Secretary elects to charge a | ower
rate for a particular project, the approva
notification will indicate this and state
what the approved interest rate will be.

This reduced interest rate will never be |ess
than one percent.
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cC. Li mtati ons on Assistance

(1) An owner may receive CILP nore than once during
the termof the nortgage. CILP nmay be used to
repair or replace itenms that have al ready received
HUD-rel at ed assi stance (e.g. through a previous
OAP | oan, Housi ng Devel opnent Grant or Conmunity



Devel opnent Bl ock Grant) provided the capita
i mprovenent has reached the end of its usefu
life.

(2) A capital inmprovenent nay not be financed partly
by OAP and partly by CILP. However, an owner nay
apply for a CILP loan to cover capita
i nprovenents and simul taneously apply for an QAP
|l oan to cover deferred liabilities. (Only one
application is required in such a case, but it
nmust include all necessary docunents for both
prograns.)

(3) Activities funded under the CILP program normally
shoul d be schedul ed for conpletion within a year
However, the contract nmay be extended due to
unf or eseen ci rcunstances, such as bad weather. |If
addi tional assistance is required in succeeding
years, the owner must apply for a new ClLP | oan.

3-4. CONDI TI ONS COF ASSI STANCE

a. For Profit (PD properties) and Limted D vidend Oaner
Contri butions

(1) The owner is expected to contribute a m ni num of
25 percent of the total estinmated cost of the
capital inprovements involved, in new capita
contributions.

(2) The "total estinmated cost" of capital inprovenents
i ncludes the cost of the estimate of work,
materials and labor. The Field Ofice nust
approve this estimte as reasonabl e.

(3) Funds that nmay be considered as new capita
contributions include:
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0 surpl us cash

0 owner funds (e.g surplus cash) spent to
repair capital itenms during the 24 nonths
before the application if the repair was
unsuccessful and the item nust be replaced;
and

0 non-f ederal sources of funding, such as
grants or loans fromstate or loca
gover nnent s.

QO her possible sources of funding from State or



| ocal governnents shoul d be pursued aggressively
in order to attain or exceed the required owner

contribution. Loans that are to be repaid from
proj ect incone do not qualify as owner

contri buti on.

(4) Funds that should not be considered as new capita
contributions include:

0 cash taken from project income; and

0 cash fromthe Reserve Fund for Replacenents,
Resi dual Receipts fund and other simlar
funds (e.g. a painting reserve).

(5) Owner distributions are not |inmted because of
Cl LP assi stance.

b. Nonprofit Oaner Contributions

No specified minimumcontribution is required.
Nonprofit owners should contribute as much as they can
to the effort in whatever conbination of cash and
services are available to them
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SECTI ON 2. OANER APPLI CATI ON PROCEDURES FOR
CAPI TAL | MPROVEMENT LOAN PROGRAM

3-5. OVERVI EW OF THE APPLI CATI ON PROCESS

a. Omer and Field Ofice Responsibilities: Oaners and
Field Ofice staff nmust work together to prepare an
application for CILP to be subnitted to HUD
Headquarters. In general, the owner is responsible for
gathering the required i nformati on and docunentati on
and determ ning what the project's needs are. The
Field Ofice staff are responsible for analyzing the
i nformati on the owner provides, and for docunenting the
| egiti macy of the needs the owner outlines. This may
i nvol ve the consultation of other disciplines outside
the Loan Managenent Branch to ensure a proper
eval uati on of the Flexible Subsidy application. The
Field Ofice staff and the owner then work together to
devel op a workabl e plan to neet the agreed-upon needs
of the project.

b. Key Steps: Steps owners are generally responsible for
i ncl ude:

(1) Analyzing the project's capital inprovenent needs;



(2) Determning how best to address those needs;

(3) Estimating costs and tine frames required to
addr ess t hose needs;

(4) Determ ning what funding sources are avail abl e,
including state and | ocal grants and the owner
contribution;

(5) Soliciting resident input;

(6) Gathering required disclosures and ot her
docunent ati on

(7) Drawing up a draft MO or Wrk Wite-Up to submt
to the Field Ofice; and

(8) Working with Field Ofice staff to refine and
finalize the MO Plan or Work Wite-Up.

5/ 92 3-6

4355.1

3-6. ANALYZI NG PROQIECT CONDI Tl ONS

a. The owner shoul d exami ne the project's physica
condition and determ ne:

(1) which capital inprovenments are necessary including
all capital itenms that have failed, or are likely
to fail or deteriorate seriously within 24 nonths;

(2) cost-effective energy strategies that should be
i npl ement ed; and

(3) steps that should be taken to assure handi capped
accessibility, as required under Section 504.

b. The owner should obtain a m nimum of three bids for any
work item expected to exceed $5,000. |If owners do not
obtain three bids, they should explain why. Wen
obt ai ni ng bids, owners should specify the estimted
date of perfornmance to elimnate cost overruns due to a
time | apse between bidding and the start of the work.

c. The owner should then estimate the costs and the tinme
frame required to inplenment each inprovenent and
conpl et e:

(1) FormHUD- 9835 MO Plan Part |l Section A: Action
I tens, and



(2) MOPlan Part Il Section C. Sources and Uses of
Funds, Form HUD- 9835- B.

These forns shoul d provi de enough detail about the
proposed scope of work to allowthe Field Ofice to
assess the validity of the request (see Appendix 8).

I n assessing project costs, owners should keep in m nd
that they are not required to conply wi th Davis-Bacon
wage rates unless CDBG funds are involved, then Loan
Managenent Staff should reference the CDBG program
instructions.
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3-7. MO PLAN AND/ OR WORK WRI TE- UP
a. M O Plan: The owner mnust conplete a MO Plan only if:

(1) the project is in default under the nortgage;

(2) the owner has violated the fiscal requirenents or
property mai nt enance requirenents of the
Regul atory Agreenment (for other than willful or
fraudul ent reasons);

(3) the project has received an unsatisfactory or
margi nal ly satisfactory managenent review within
the past 24 nonths (unl ess the owner has corrected
the problens in a manner satisfactory to HUD); or

(4) there is a situation that HUD Headquarters has
determined requires a MO Pl an.

Chapter 5 describes the content of the MO Plan in
detail.

b. Wrk Wite-Up
(1) Al applicants nust subnmit a Wrk Wite-Up.
(2) A Wrk Wite-Up nust include:

0 a brief narrative section describing the
actions to be taken;

0 a cost estinate;

0 a mninmumof three formal bids for work
expected to exceed $10,000. For work



expected to cost between $5,000 and $9, 999,
three bids shoul d be obtained, but need not
be submitted with the application

0 a list of any proposed transactions with
identity of interest conpanies for nore than
$100; and

0 Form HUD 9835, MO Plan Part 11, Section A

Action Items which has been conpleted to show
descriptions of Action Itens, Target Dates
and Total Funds; and
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0 Form HUD 9835-B, Lines A A1, A2, A3, A4,
B, B-1 and B-5.

Not e: Even those owners who are not required to
conplete a MO Plan may find it easiest to
followthe MO Plan in order to assure that
their application packages are conpl ete,
particularly since |large sections of the MO
Plan are required fromall owners.

3-8. SUBM SSI ON PROCEDURES

a. Once owners have gathered all of the information
di scussed in this section, they should subnit it to the
HUD Field Ofice for review The Field Ofice will use
the informati on presented to themto determ ne whether
the funding request is reasonable. They may ask the
owner to gather additional information, or may want to
di scuss the owner's interpretation of the project's
needs.

b. Once the owner and the Field Ofice staff have agreed
on the project's needs and the MO Plan or Work Wite-Up
is finalized, the Field Ofice is responsible for
submitting the proposal to Headquarters, and for
notifying the owner of Headquarters' fina
determnation. Omers should submt their draft MO
Plans or Work Wite-Ups to the Field Ofice in advance
of the deadline for submi ssion to Headquarters to
assure that there is tinme for review and negoti ation

C. Subj ect to requirements published in the NOFA, the
following itens will generally be required with the
owner's submi ssi on

(1) Ei t her a Managenent | nprovenment and Operating Pl an



For m HUD- 9835, HUD 9835- A and HUD- 9835-B (see
Chapter 5), and/or an Omer's Wrk Wite-Up, cost
estimate, and forns HUD 9835 and 9835-B

(2) LI HTC and Ot her Subsidy Layering Certification
(see Appendi x 4);
(3) Lobbying Certification and D scl osure Forms (Byrd
Amendnent -- see Appendi x 3);
(4) Audi ted Annual Financial Statenment for the nost
recent fiscal year;
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(5) Notice to residents (see Appendix 1), resident
comrents, and owner recomendati ons;
(6) Certification of Identity-of-lnterest (see
Appendi x 5);
(7) Li st of all companies that supply goods and
services to the project that have an
identity-of-interest with the owner or nmanagenent agent;
(8) Previous Participation Certification Form HUD 2530
(see Appendi x 6); and
(9) Q her requirements as stated in the NOFA
3-9. NEGOTI ATIONS WTH THE FI ELD OFFI CE

The owner's role in the application process does not end

with s

ubmitting a prelimnary MO Plan or Work Wite-Up

Once Field Ofice staff receive a prelimnary MO Plan or
Wrk Wite-Up, they begin the review procedure described in

Sectio

n 3. During this process, Field Ofice staff will

reassess the situation the owner has presented. |If they
come to different conclusions, or note different issues that
need to be addressed, they will negotiate with the owner to

nodify the MO Plan or Work Wite-up. Utimtely, the Field
Ofice will nake the final decision about what is required
at the project.
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SECTION 3. FIELD OFFI CE REVI EW PRCCEDURES
FOR THE CAPI TAL | MPROVEMENT LOAN PROGRAM

3-10.

a.

OVERVI EW OF THE REVI EW PROCESS

Field Ofice Ohligations

Field Ofice staff must review the owner's application
for assistance and conduct its own analysis of the
project's condition. This includes a physica

i nspection and a managenent review.

b. Field Ofice Determnations

The Field Ofice nust determ ne that:

(1) providing CILP is the nost cost-effective way for
the federal government to provide assistance to
the project;

(2) the assistance is necessary, when considered with
ot her resources available to the project;

(3) the assistance will restore or maintain the
financial or physical soundness of the project;

(4) the project is or can reasonably be nade
structurally sound, and all code violations and
physi cal deficiencies will be corrected as a
result of providing CILP to the project;

(5) the assistance will help to preserve the | ow and
nmoder at e- i ncome character of the project;

(6) the project is operated conpetently and in
accordance with any M O Pl an approved by HUD for
the project; and

(7) the reserve for replacenent is funded in
accordance with HUD requirenents, and this anount
is still insufficient to neet the capital needs
of the project.

(8) contractors who have submitted fornmal bids are
not on the current Linited Denial of
Participation (LDP) list.
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The Field O fice mnust:
(1) Ootain coments from |l ocal governnent;
(2) Conplete the required environnmental review,

(3) Conplete required Managenment Revi ews of
Multifam |y Projects Report, Form HUD 9834 (see
Appendi x 9), and Physical Inspection Report, Form
HUD- 9822 (Bee Appendi x 10);

(4) Review and refine the Wrk Wite-up and/or MO
Pl an and owner's analysis of the project's
defi ci enci es;

(5) Review available relief tools;

(6) Select relief tools and negotiate specific
contents of the MO Plan or Work Wite-Up with
t he owner;

(7) Review resident comments on the proposed M O Pl an
or Wirk Wite-Up; and

(8) Fornmalize the MO Plan or Wrk Wite-Up.

d. Requi red For s
The following forms will help the reviewer gather the
i nformati on necessary to denonstrate the project's
eligibility for CILP and deternine whether it can
support a Capital |nprovenent Loan. These formnms nust
be submitted to Headquarters with any application for
Cl LP assi stance.

(1) the Managenent Reviews of Multifam |y Projects
Report, Form HUD- 9834;

(2) the Physical Inspection Report, Form HUD 9822;

(3) the Project Analysis Wrksheet, Form HUD 9815
(see Appendi x 10);

(4) the Justification for Use of Flexible Subsidy,
For m HUD- 9815- A (Bee Appendi x 17); and

(5) the Field Ofice Wrksheets (see Appendi x 14).
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3-11. FLEXI BLE SUBSI DY LOG



a.

b.

3-12.

a.

The Field Ofice nmust establish and maintain the
two-part Flexible Subsidy Control Log, Form HUD- 9823-C
and Form HUD- 9823-D, shown in Appendix 15. This |og
may be maintained in hard copy as provided i n Appendi X
15 or if the Field Ofice has established an automated
version, the automated version may be used. The
Control Log will:

(1) lists all the adninistrative actions which the
Field Ofice nust conplete on individua
projects; and

(2) provides space for recording individual project
reservati ons.

Al'l changes in contract terns or anpunts nust be
recorded on the Flexible Subsidy Control Log.

LOCAL GOVERNMENT ASSURANCES
Pur pose

CILP is not contingent upon approval fromloca
governnent. However, consultation with the |oca
governnent may provide the Field Ofice with val uabl e
comment s concerning the project.

Notification Requirenments

| mredi ately upon recei pt of an application, Loan
Managenent staff should consult with the appropriate
officials of the unit of l|ocal government in which the
project is |located and seek the foll ow ng assurances:

(1) the comunity in which the project is located is
providing, or will provide, essential services to
the project in keeping with the community's
general |evel of these services;

(2) the real estate taxes on the project are or wll
be no greater than would be the case if the
property were assessed in a manner consi stent
wi th normal property assessnent procedures for
the conmunity; and

(3) providing CILP assistance to the project will be
consistent with local plans and priorities.
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A sanple letter to | ocal governnents seeking such
assurances i s provided in Appendi x 13.

If a local government responds negatively to the Field
Ofice's request for assurances, the Field Ofice
shoul d take this into account when review ng the
application.

3-13. DETERM NI NG NEED
a. Revi ew of Project Reserves

Field Ofices should assess whether a project's
reserves could support the cost of the proposed
capital inprovements without CILP assistance. CILP
assistance will be provided only if:

0 the project's replacenent reserve (including any
surplus cash, residual receipts or other funds
fromthe project or escrow outside the project
account that could be used to fund the reserve)
is insufficient to finance both the capita
i mprovenents for which assistance i s being
requested and other capital inprovenents that are
reasonably expected to be required within the
next 24 nonths; and

0 t he owner has funded the reserve in accordance
wi th HUD requirenents.

b. Use of Reserve Funds

Reserve funds shoul d be made avail able for capita

i mprovenents if the criteria for using themare net.
However, these funds may only be tapped to cover
needed capital inprovenents if the reserve exceeds
$1,000 per unit. |If the reserve funds are in excess
of $1,000 per unit on the date the CILP |l oan is nade,
only 50 percent of the anmpunt in excess of $1,000 per
unit may be used for capital inprovenents.

In this context, "replacenent reserve" does not

i nclude residual receipts. Residual receipts may be
used to fund capital inprovenents with the approval or
at the direction of the Field Ofice in accordance
with HUD directives.
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3-14. ABI LI TY TO SUPPCRT Cl LP LOAN



If the project's replacenent reserves are not sufficient
to cover the costs of the proposed capital inprovenents,
Field Ofice staff must assess the project's ability to
support the costs of the proposed inprovenments if they are
proposed to be funded through the CILP program To do
this, the reviewer should verify the project's current

i ncome and expenses, and assess the probabl e inpact that
the inprovenents will have on tenant rent and the
project's future income and expenses.

a. Estimated Current Operating Expenses

(1) The revi ewer should use past years, financia
data to estimate the project's current operating
expenses. Operating expenses are defined as
those expenses deened to be typical, reasonabl e,
and necessary to operate the project, assuning
prudent managenent .

Typi cal, reasonabl e and necessary costs woul d
include, but are not limted to, taxes,
utilities, maintenance and repairs, nanagenent,

i nsurance and reserves. They do not include

def erred mai nt enance, non-cash expenditures such
as depreciation, a return on equity to the owner,
or maj or capital expenses that are not included
on the current period's financial statenent but
are listed on the Statement of Cash Flows and
depreci ated over tine.

(2) These costs are sinply those nornmally included in
determning the project's rent structure.
Therefore, it is likely that the annualized
expense estimate will be approxi mtely the sane
as that included in the |ast approved rent
i ncrease.
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b. Estimated Future operating Expenses

(1) The proposed inprovenents may have severa
different effects on the project's operating
expenses. The cost of repaying the loan wll
rai se the debt service for the project. At the
sanme time, the inprovenents may hel p | ower other
costs. For example, any cost-effective energy
conservation nmeasures inplenented as part of the
capital inprovenments should hel p reduce the
project's operating costs.



(2)

(3)

In sone cases, the Field Ofice can help the
owner find additional ways to reduce the
project's operating expenses. For exanple, many
states have | egislation which exenpts Section 202
projects fromreal estate taxes for the full term
of the HUD nortgage. In such a case, the Field
O fice should advise owners of the tax exenption
provi sions, and require the owner to apply for an
exenpti on. However, for those Section 202
projects that are not in states that allow
exenptions, and those projects that have not yet
received them these taxes will have to be

consi dered as expenses.

The revi ewer should take all factors that may
affect the project's costs into consideration,
and shoul d devel op an estimate of the project's
future operating expenses.

Current | ncome

The revi ewer should use past years, financial data and
data in any recently HUD approved rent increase to
estimate the project's current incone. This
information will serve as a baseline for calculating
the effect that a CILP loan will have on the project's

rents.

Rent Structure

(1)

Since the CILP loan will alnobst always result in
sone increase in rents, the Field Ofice should
follow the rent increase procedures described in
HUD Handbook 4350.1, Chapter 7, Section 2.
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(2)

(3)

(4)

Rent increases resulting froma CILP loan at a
proj ect subject to a Plan of Action under 24 CFR
248 are governed by the rent agreenents entered
into as part of that Plan of Action

Rents should be Iimted to the ampunt necessary
to cover the project's operating costs, including
taxes and reserves, the debt service requirenents
(existing debt service plus additional debt
service created by the CILP | oan) and a
reasonabl e equity return to the owner, if
appl i cabl e.

The projected rental rates nust not include



consi deration of the owner's equity contributions
made in connection with the CILP |loan. For
exanple, if an owner's allowable distribution of
6 percent on equity of $250,000 (before a Capita
| mprovenent Loan) is used in determning the
rental rates, the equity basis for determ ning
rents after a Capital |nprovenent Loan will
remai n $250, 000 regardl ess of additional equity
contributions. The rents will remain under this
restriction after approval of the Capita

| npr ovenent Loan.

e. Esti mated Future | ncone

In estimating the project's future incone, the Field
O fice should use the rental rates that will be
required to support the CILP loan. If a rent increase
is in process, this also may be factored into the
estimated i ncone. The reviewer should use the
occupancy factor from Form HUD- 92264 prepared during
underwriting processing in calculating the project's
expected i ncone.

3-15. ASSESS VI ABI LI TY

The Capital |nprovenent Loan is an anortizing | oan that
nust be repaid on schedule. Before a CILP loan will be
awar ded, there nust be a reasonabl e expectation on the
part of ownership, managenent and HUD that the loan will
be repaid in the regular course of business. The reviewer
shoul d conpare the project's expected incone level to its
expect ed operating expenses to determ ne whether the

proj ect can reasonably support the CILP loan that is being
request ed.
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The project and its existing residents nust be able to
absorb any rent increases required to neet the debt
service requirenments of the CILP Loan

Projects that are fully subsidized by Section 8, Rent
Suppl ement or RAP shoul d have very little difficulty in
this regard. A problemis nore likely to arise in those
projects that are not receiving deep subsidy benefits.
Such projects are likely to be 202s, 236s and BMRs. A
proposal for a Capital |nprovenent Loan should not be
recommended for approval if the | oan woul d adversely

af fect the occupancy | evel of the project.

3-16. REVI EW OPTI ONS



If it appears likely that the existing residents could not
pay the higher rents required to support the |oan, the
Field Ofice nust assess the viability of severa
alternatives.

a. I ncrease the Owmer Contribution. First, Field Ofice
staff should ask the owner to increase the owner's
contribution from25 percent if the owner has
additional funds. |[If the owner indicates a
Wi llingness to increase this contribution, Field
Ofice staff should re-analyze the rent structure
needed to support the loan and the inpact the revised
rents woul d have on occupancy.

b. Reduce the Interest Rate or Increase the Loan Term
Next, Field Ofice staff should anal yze the rent
structures that would be required for a loan with

(1) an interest rate of one percent; and/or

(2) an increase in the termof the loan (but not to
exceed the remai ning termof the nortgage.

I f the occupancy problemcould be alleviated with such
nodi ficational Field Ofice staff should forward the
appl i cation package to HUD Headquarters, enphasizing
one or both of these recomendati ons.

C. Del ay Action Until Additional Assistance is Avail able.
If neither of these alternatives solves the probl em
the Field Ofice should advise the owner that the | oan
application will be held in abeyance until additiona
forns of financial relief can be made avail abl e.

5/ 92 3-18

4355.1

Field Ofice staff should advise the owner that the
application can be forwarded to Headquarters but that
it might not be approved unless further financial
relief is obtained. For exanple, the project owner
may request QAP or Loan Managenent Set- Aside Section
8. In this case, the Field Ofice staff should
forward the application package to Headquarters with a
menor andum enphasi zi ng this need, and provide their
anal yses and reconmendati ons.

3-17. ASSESS COSTS

Field Ofice Staff should review the owner's proposed
capital inprovenents and cost estimate fromthe MO Pl an



or the Work Wite-Up to determ ne whether the proposed
costs are reasonable. Formal or infornmal review by the
Field Ofice Cost Analyst is encouraged, as long as this
revi ew does not delay processing the |loan application. |If
the costs do not seemreasonable, the Field Ofice should
negotiate with the owner until agreenent is reached on a
reasonabl e set of costs.

3-18. REVI EW AVAI LABLE TOOLS

a. CILP is designed to be used in conjunction wth other
sources of income. As part of crafting a relief plan
for the project, Loan Managenent staff shoul d conduct
a detailed review of the relief tools that may be used
to assist the project. For exanple, the Field Ofice
can encourage owners to seek out assistance from
states and nunicipalities that offer bel ow narket
| oans or grants for energy conservation equi pnent.

b. Loan Managenent staff must then select the nost
appropriate set of tools to provide the needed capita
i nprovenents at a mninmumcost to the Departnent.
Section | of the Project Analysis Wrksheet Form
HUD- 9815 provi des an opportunity for the reviewer to
summari ze the various tools available to the project,
and to deternine how nuch ClLP Assistance wll
actual |y be required.

c. The Loan Managenent Branch Chief should review the
Project Analysis Wrksheet to assure that the facts
and reasoni ng fol |l owed support the reviewer's
concl usi ons and recomended relief tools.

3-19 5/ 92

4355.1

3-19. JUSTI FY Cl LP ASSI STANCE

After conpleting the Wrksheet, the revi ewer nust
summari ze the reasons the project requires ClLP Assistance
on Form HUD-9815-A. This form explains why other types of
tools are not sufficient to neet the project's needs. It
provides a place for the Field Ofice to justify any
exceptions it has nmade regarding the owner's contribution

or inrent increases. It also provides a place to convey
any concerns expressed by residents or the |oca
gover nnent .

3- 20. EMERGENCY REPAI RS AFTER APPLI CATI ON AND BEFCORE CONTRACT
EXECUTI ON

Repairs and replacenents included as Action Itens on the



MO Plan or in the Work Wite-Up and nade by the owner on
an energency basis before contract execution may be funded
with CILP only if the owner has received advance approva
fromthe Field Ofice to proceed with the emergency
repair.

Loan Managenent staff should rem nd owners of this
requi renent when they apply for CILP Assistance. Field
O fices must docunent their approval of the emergency
repair in the project file.

3-21. REVI EW FOR PREVI OQUS ClI LP ASSI STANCE

Project owners may request and receive ClLP Assistance

nore than once during the termof the nortgage. However,

a repair or replacenent itemis normally eligible for CILP
Assistance only if it has not previously received

HUD-rel at ed assi stance (e.g. previous ClLP Assistance, Housing
Devel opment or CDBG grants) unless it has reached the end

of its useful life.

Owmers are asked to submt a list of previous federa
funding to help Field Ofice staff detern ne what previous
assi stance the project has received and what it was used
for, and not allowitens to be funded again under the CILP
program unl ess it has reached the end of useful life.
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3-22. REVI EM6 FOR OTHER FEDERAL REQUI REMENTS TRI GGERED BY
FLEXI BLE SUBSI DY ASSI STANCE

The Field Ofice should review the subnission carefully to
assure that the follow ng requirenents (described in
Chapter 1) are adequately addressed.

Low I ncone Housing Tax Credit Restrictions;
O her Subsidy Layering Restrictions;

Envi ronnment al Revi ew,

Section 504, Handi capped Accessibility;
Energy Conservation requirenents;

Lead- Based Pai nt Abatenment Requirenents as established
in Chapter 19, Handbook 4350.1

Lobbyi ng Restrictions (Byrd Arendnent);

I dentity-of-Interest;

URA; and

Previ ous Participation.

O O0Oo0Oo0OOo0oo

O O0OO0Oo

3-23. NEGOT!I ATI ONS W TH THE OMNER

a. The process of developing the MO Plan is an



interactive one, and requires ongoi ng cooperation
between the owner and the Field Ofice staff. After
reviewing the owner's draft MO Plan or Wrk Wite-Up,
the Field Ofice should set up a meeting with the
owner to discuss concerns and seek clarifications.
Field Ofice staff should review their assessnment of
the project's needs and abilities with the owner.

b. Using the information and anal yses in the Project
Anal ysi s Wrksheet as a gui de, Loan Managenent st aff
and t he owner shoul d di scuss areas of the prelininary
MO Plan or Work Wite-up to be revised. Loan
Management staff should seek agreenent on specific
action items and target conpletion dates. Several
di scussi ons may be required before agreenent is
reached and the owner is able to subnit a revised MO
Plan or Work Wite-Up.

c. Wen negotiating the contents of the MO Plan or Wirk
Wite-Up, Loan Managenent staff shoul d encourage the
owner to:

(1) procure supplies and | abor fromsmall mnority
and fenal e-owned firns;

(2) involve project residents in planning and
carrying out the MO Plan or Work Wite-Up.
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3-24. FI ELD OFFI CE RECOMVENDATI ON

a. A series of Field Ofice Wrksheets (see Appendi x 14)
has been devel oped to help Field Ofice staff assess
CILP projects. They include:

a Field Ofice Certification;

a Project Evaluation;

a Project Sunmmary;

a Least Cost Worksheet (for non-Plan of Action
Projects); and

a Checklist for Evaluation of the Flexible
Subsi dy Application.

OO O0OO0OO0OO0OOo

When required by the Notice, these worksheets shoul d
all be conpleted and subnmitted to Headquarters with
every ClILP application.

b. Once the Field Ofice has conpleted its anal ysis of
the project, the Loan Managenent staff nust make a
recomendation as to whether to fund the project under



the CILP program The NOFA will provide information
about whether or not the project will qualify for
assistance in any given year. |If it does, and if the
anal ysis indicates that the project can support the
requested CILP loan, it should generally be
recomrended for funding.

c. If the Field Ofice decides to recormend that the
project receive CILP, the final MO Plan or Wrk
Wite-Up should be subnmitted to Headquarters for
fundi ng consideration, along with all other required
docunent ati on.

d. The Field Ofice assessnent and recomendati on shoul d
be witten up and submitted with the application
package.

3-25. SUBM SSI ON REQUI REMENTS
a. GCeneral Subm ssion Information

(1) The owner nust provide a range of information to
the Field Ofice, and the Field Ofice is
responsi bl e for assuring that a conpl eted package
is submitted to Headquarters. Appendix 18
provides a checklist of all itens that nust be
included in the subm ssion.
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(2) Al CLP applications the Field Ofice recomends
for funding except for those subnitted as part of
a Plan of Action nust be subnmitted to the
Headquarters Program Support Branch, Operations
Division, Ofice of Multifanmily Housing
Managenent. Submission information will be
contai ned in NOFAs published in the Federal
Regi ster.

(3) CILP applications subnmitted as a part of a Plan
of Action should be submtted to the Affordable
Housi ng Branch.

b. Omner Subm ssion |tens

(1) Flexible Subsidy Application Form HUD- 9826 and
Letter,

(2) MO Pl an and/or Wrk Wite-Up, Cost Estinmate,
Form HUD-9835 Part |l Section A, Action |tens,
and Form HUD- 9835-B Sour ces and Uses of Funds;



(3) LIHTC and O her Subsidy Layering Docunentati on;

(4) Lobbying Certification or Disclosure (Byrd
Amendnent ) ;

(5) Audited Annual Financial Statenent for the nost
recent fiscal year;

(6) Notice to residents, resident comments, and owner
recomrendat i ons;

(7) Certification of Identity-of-Interest;

(8) List of all conpanies that supply goods and
services to the project that have an
identity-of-interest with the owner or managenent agent;

(9) Previous Participation Certification - Form
HUD- 2530; and

(10) O her requirenments as stated in the NOFA
C. Field Ofice Subm ssion Itens

(1) Current Form HUD 9822, Physical |nspection
Report;
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(2) Current Form HUD 9834, Managenent Revi ew Report;
(3) Form HUD 9815, Project Analysis Wrksheet;

(4) Justification of Flexible Subsidy Funding Form
HUD 9815- A;

(5) Copy of mpst recent audited financial statenents;

(6) Certifications submtted by HFA, if applicable;
and

(7) Field Ofice Wrksheets.
3-26. SPECI AL PROCEDURES FOR HFA FI NANCED PROQJECTS

a. State Agencies must conform in full, to the Field
Ofice CILP processing requirenments. Applications
submitted through a State Agency nust include all of
the certifications and docunentation required from
Field Ofices. Mrtgage delinquenci es and del i nquent



accounts payabl e nay not be included in the MO Pl an
for any State Agency-owned project.

b. Field Ofices nmust review the State Agency application
for completeness. |In addition, the Field Ofice nust
schedul e a physi cal inspection of the project pronptly
to ensure that the scope of the work is accurate and
cost estimates included in the MO Plan are
reasonable. Field Ofices should submit only projects
recommended for funding to Headquarters for further
processing. The Field Ofice nust also nonitor the
State Agency's adm nistration of the CILP programas a
part of the State Agency review.

c. For uninsured projects the Field Ofice CILP sane
procedures and processing requirenents wll apply,
except that in lieu of an inspection by the Field
Ofice, the HFA will provide a copy of its own
i nspection report along with a certification stating
that all items that will be funded are eligible under
the CILP guidelines
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d. Many HFA-financed projects have built up substantia
reserve accounts over the years, which have nanes such
as Devel opment Cost Escrow, that differ fromthose
used in projects financed with HUD i nsured nortgages.
The application nmust include the follow ng
certification signed by the HFA's Chi ef Executive
Oficer:

"This is to certify that the undersigned has
reviewed the status of all project escrow
accounts and has determ ned that the anount
of funds avail able from such accounts is
insufficient to finance the capita

i mprovenents for which the assistance is
bei ng requested and other capital

i nprovenents that are reasonably expected to
be required within the next 24 nonths."
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