CHAPTER 1:

1-1.

1-2.

1-3.

1-4.

1-5.

1-6.

1-7.

1-8.

1-9.

1-10.

HANDBOCK 4355.1 - FLEXI BLE SUBSI DY
TABLE OF CONTENTS

OVERVI EW OF THE FLEXI BLE SUBSIDY PROGRAM .. ..............
USE OF THIS HANDBOOK. . . . .ottt e e e e
a. Organi zation of the Handbook.......................
b. Additional References........... ... ... ... ... . ... ....
PROGRAM AUTHORI TY AND OVERVIEW . . .. .. .. ... ...
a. Fl exi bl e Subsidy Components........................
b Legislative History ....... ... .. ..
c. Programintent. . ... ... . . . . . . .
d Funding Source. .......... .
ELI G BLE PROJIECTS. . . ... e e e e
ELIG BLE USES OF FUNDS. . . ... ..ttt e e
a. Qperating Assistance............... .
b. Capital Inprovenent Loan Program..................
STATUTORY REQUI REMENTS. . .. ... e e e
a. Physical Soundness................ ...
b. Financial Soundness............ ... ...
C. Low and Moderate-Income Character.................
d. Least Costly Alternative.......... ... .. ... .. ...
e. Omer Contribution ....... ... ... . ... . .. . . ...
f. Conpetent Management.................c.ciuiinennn.
g. Managenent | nprovenent and Qperating

(MO Plan. .. ... ..
PROGRAM FUNDI NG . ... e e e e
a. Funding Allocations............ .. ... ..
b. Funding Process. ..........i i,
PRICRITIES FOR FUNDING . . ... it e e
a. Qperating Assistant Priorities.....................
b. CILP Priorities. ...
c. Funding Disclosure.............. .
FINANCI AL DISTRESS RANKING. . ... ..ot
a. Funding by Category........ ... ...
b. Funding Wthin Categories..........................
DIVISION OF RESPONSIBILITIES. ... .. e
GENERAL PROGRAM REQUI REMENTS. . . . ... i e
a Resident Involvenent....... ... ... ... ... .. .. ...

b. Low and Moderate-lncone Character.................
C. Financial Audit Findings.............. ... ... .......
d. Environnental Review. ............. . ... ...

[EEGI
] o
[ep o))

el el el
NNNNNNAN




i 5/ 92
HANDBOOK 4355.1 - FLEXI BLE SUBSI DY
TABLE OF CONTENTS
(Conti nued)

Page
e. Lobbying Restrictions.......... .. ... .. ... .. .. .. ... 1-16
f. LI HTC and Ot her Subsidy Layering................... 1-17
g. Identity-of-Interest Disclosure.................... 1-18
h. Energy Efficiency........ ... ... . . . . . . . 1- 20
i Handi capped Accessibility........ ... ... .. ... ....... 1-20
j- Previous Participation Certification............... 1-21
k. Uni form Rel ocation Act Requirenments................ 1-21
CHAPTER 2: THE OPERATI NG ASSI STANCE PROGRAM . . . .. .o 2-1
SECTION 1. BASIC PROGRAM REQUI REMENTS. . . . ... e e 2-1
2-1. OVERVI EW OF THE OPERATI NG ASSI STANCE PROGRAM ... ......... 2-1
2-2. ELI G BLE ACTIVITIES. . ... e 2-2
a. Repairs and Replacements.............. ... ... ....... 2-2
b. Repl acenent Reserve Deficiencies................... 2-3
c. Qperating Deficits........ ... . 2-4
2-3. TERMS OF ASSI STANCE. . . . ..ot e e e 2-4
a. Repayment Terms. ... .. .. ... 2-4
b. Limtations on Assistance.......................... 2-5
2-4. CONDI TIONS OF ASSI STANCE. . . ..ot e e 2-5

a. For Profit and Limted Dividend Oaner
Contributions. . ... ... ... . 2-5
b. Nonprofit Omer Contributions...................... 2-7
C. Omer Distributions........ ... ... ... ... ... ... .... 2-7
SECTI ON 2. OWMER APPLI CATION PROCESS. . . .. .ot e e 2-8
2-5. OVERVI EW OF THE APPLICATION PROCESS. . ... ... oo i 2-8
a. Omer and Field Ofice Responsibilities: .......... 2-8
b. KeY StePS. .ot e 2-8
2- 6. ANALYZI NG PRQIECT CONDI TIONS. . .. .o 2-9
a. Managenment Deficiencies .............. ... .. ........ 2-9
b. Financial Deficiencies............ ... ... ... ... .... 2-9
c. Physical Deficiencies ........... ... .. ..., 2-10
2-7. SUBM SSI ON PROCEDURES. . . .. ... e e e e 2-10
2-8. NEGOTI ATIONS WTH THE FIELD OFFICE. .. ...... ... ... ....... 2-12

5/ 92 i




HANDBOCK 4355.1 - FLEXI BLE SUBSI DY
TABLE OF CONTENTS
(Conti nued)

Page
SECTION 3. FIELD OFFICE REVIEWPROCEDURES. . . ... ... ...t 2-13
2-9. OVERVIEWOF THE REVIEWPROCESS. . . ... .. i e 2-13
a. Field Ofice Obligations........... ... ... ......... 2-13
b. Field Ofice Determinations........................ 2-13
C. Key St epPS ..o 2-14
d. Required FOrms. .. ... .. .. .. 2-14
2-10. FLEXI BLE SUBSI DY PROCESSING CONTROL LOG . ................ 2-15
2-11. LOCAL GOVERNMENT ASSURANCES. . .. .. ..ot 2-15
a. PUr pOSe .. 2-15
b. Notification Requirements............. ... ... ....... 2-15
2-12. PHYSI CAL AND MANAGEMENT REVIEWS. . .. ... ... 2-16
2-13. PRQJIECT ANALYSI S WORKSHEET. . . ...... ... .. i 2-16
a. Repl acenent Reserve Account Analysis............... 2-17
b. Anal ysi s of Root Problens and Best
SOl Ui ONS. .o 2-17
c. ASSESS COSLS. . ..o 2-18
d. Revi ew Avail able Relief Tools...................... 2-18
e. Justify Operating Assistance....................... 2-20
2-14. EMERGENCY REPAI RS AFTER APPLI CATI ON BUT BEFCRE
CONTRACT EXECUTI ON. . .ottt e e e e e e e 2-20
2-15. REVI EM8 FOR PREVI QUS OPERATI NG ASSI STANCE. . . ............. 2-20
2-16. REVI EM6 FOR OTHER FEDERAL REQUI REMENTS TRI GGERED BY
FLEXI BLE SUBSI DY ASSI STANCE. . . . ..ottt it e e 2-21
2-17. NEGOTI ATIONS WTH THE OMER. . .. ... .. . e 2-21
2-18. FIELD OFFI CE RECOMVENDATI ON. . . . . oot e 2-22
2-109. SUBM SSI ON REQUI REMENTS . . ... e e e 2-22
a. General Subm ssion Information..................... 2-22
b. Omer Submission ltems......... ... ... . ... ... 2-23
C. Field Ofice Submi ssion Itens...................... 2-23
2-20. SPECI AL PROCEDURES FOR HFA FI NANCED PRQJECTS ............ 2-24
i 5/ 92

HANDBOCK 4355.1 - FLEXI BLE SUBSI DY
TABLE OF CONTENTS



(Conti nued)

Page
CHAPTER 3: THE CAPI TAL | MPROVEMENT LOAN PROGRAM ... ................ 3-1
SECTION 1. BASIC PROGRAM REQUI REMENTS. . . . ... i 3-1
3-1. OVERVI EW OF THE CAPI TAL | MPROVEMENT LOAN PROGRAM 3-1
3-2. ELI G BLE ACTIVITIES. . ... e 3-1
a. Eligible Activities......... ... .. . . . .. 3-1
b. Prohibited Activities......... ... .. . . .. 3-2
3-3. AMOUNT AND TERMS OF ASSISTANCE. . . ........ ..., 3-2
a. Amount of Assistance............ ... ... .. 3-2
b. Repayment TermB. ... ...ttt 3-3
C. Limtations on Assistance.......................... 3-4
3-4. CONDI TIONS OF ASSISTANCE. . . ... oo e e 3-4

a. For Profit and Limted Dividend Oaner
Contributions....... ... . . ... 3-4
b. Nonprofit Omer Contributions...................... 3-5
SECTI ON 2. OMER APPLI CATION PROCEDURES. . . ... ..ttt 3-6
3-5. OVERVI EW OF THE APPLI CATION PROCESS. . ... ... oo 3-6
a. Omer and Field Ofice Responsibilities............ 3-6
b. Key StepS. . ..o 3-6
3- 6. ANALYZI NG PROJIECT CONDI TIONS. . .. ..o 3-7
3-7. MO PLAN AND OR WORK WRITE-UP. . . ....... ... i 3-8
a MO Plan. ... ... 3-8
b WOrk Wite-Up. ... 3-8
3-8. SUBM SSI ON PROCEDURES. . . . . ..o et e e e 3-9
3-09. NEGOTI ATIONS WTH THE FIELD OFFICE. .. .................... 3-10
SECTION 3. FIELD OFFICE REVIEWPROCEDURES. . . ... ... ... .. 3-11
3-10. OVERVIEWOF THE REVIEWPROCESS. . .. ... oo i e 3-11
a. Field Ofice Gbligations........... ... ... .. ... ..... 3-11
b. Field Ofice Determnations........................ 3-11
c. Key StepS. ... 3-12
d. Required FOrmB. . ... e 3-12
3-11. FLEXI BLE SUBSIDY LOG .. ... ittt e et e 3-13

5/ 92 iv

HANDBOCK 4355.1 - FLEXI BLE SUBSI DY
TABLE OF CONTENTS



(Conti nued)

Page
3-12. LOCAL GOVERNMENT ASSURANCES. . .. ... oo e 3-13
a. PUrpOSE. . . 3-13
b. Notification Requirements..................... 3-13
3-13. DETERM NI NG NEED. . . .. ... e e e e 3-14
a. Revi ew of Project Reserves.................... 3-14
b. Use of Reserve Funds.............. ... ... ...... 3-14
3-14. ABILITY TO SUPPORT CILP LOAN. . ... . i 3-15
a. Estimated Current Operating Expenses.......... 3-15
b. Estimated Future Operating Expenses........... 3-16
C. Current I NCOMB. ... .. i e e 3-16
d. Rent Structure........... ... .. 3-16
e. Estimated Future income....................... 3-17
3-15. ASSESS VI ABI LI TY. . . 3-17
3-16. REVI EW OPTI ONS. . .. oo e e e e e e 3-18
a. Increase the Ower Contribution............... 3-18
b. Reduce the Interest Rate or Increase the
Loan Term ....... e e e 3-18
c. Del ay Action Until Additional Assistance
is Available. ... ... ... ... . . . . . . 3-18
3-17. ASSESS COSTS. . .t e 3-19
3-18. REVI EW AVAI LABLE TOOLS. . ... . e e e e 3-19
3-19. JUSTIFY CILP ASSI STANCE. . . . .. .o e e e 3-20
3-20. EMERGENCY REPAI RS AFTER APPLI CATI ON AND BEFORE
CONTRACT EXECUTION. . . . oo e e e e e e e e 3-20
3-21. REVIEW FOR PREVIQUS CILP ASSISTANCE. ... ............. 3-20
3-22. REVI EAN6 FOR OTHER FEDERAL REQUI REMENTS TRI GGERED BY
FLEXI BLE SUBSI DY ASSI STANCE. . . ... ... i, 3-21
3-23. NEGOTI ATIONS WTH THE OMNER. . . ... ... ... .. 3-21
3-24. FI ELD OFFI CE RECOVWWENDATI ON. . . . .. oot e e e 3-22
3-25. SUBM SSION REQUIREMENTS. . . ... ... . e 3-22
a. Ceneral Subm ssion Information................ 3-22
b. Omer Submission ltens........................ 3-23
C. Field Ofice Submssion ltens................. 3-23
3-26. SPECI AL PROCEDURES FOR HFA FI NANCED PRQJECTS ....... 3-24
\% 5/ 92



HANDBOCK 4355.1 - FLEXI BLE SUBSI DY
TABLE OF CONTENTS
(Conti nued)

Page
CHAPTER 4: PRQIECT APPROVAL AND FUNDING. ... ...t 4-1
4- 1. HEADQUARTERS REVI EW AND APPROVAL. .. ... .. i 4-1
a. Review Criteria...... ..., 4-1
b. Notification to the Field......................... 4-1
4-2. FUND RESERVATI ON. . . ..o e e e e 4-1
4- 3. CONGRESSI ONAL NOTIFICATION. . ..o e 4-2
4- 4, COLLATERALIZING CILP LOANS. . .. .. e 4-3
a. OVEI VI BW. o ot e et e e e e e 4-3
b. Preparation and Revi ew of Legal Docunents......... 4-3
c. Procedures for HUD-Insured Projects............... 4-4
d. Procedures for Projects with HUD Hel d
MOrt gages. . ..o 4-5
4-5. PLANNI NG CONFERENCE. . . . ...ttt e e e e e 4-5
4- 6. FI NANCI AL ASSI STANCE CONTRACT EXECUTION................. 4-7
4-7. FI NANCI AL ASSI STANCE CONTRACT AMENDMVENT. . ............... 4-8
a. Condi tions Under Which a Contract May be
Amended. . ... 4-8
b. How Contracts Should Be Amended................... 4-9
4- 8. PRQIECT | MPROVEMENT ACCOUNT. . ..ottt 4-11
a. Requi rement for Separate Account.................. 4-11
b. Deposits to the Account........................... 4-11
C. Account Interest....... ... ... . . . ... .. 4-11
4-9. FUND DI SBURSEMENT PROCEDURES. . ... ... it ii i 4-11
a. Amount to be Disbursed.............. ... ... ... ...... 4-11
b. Omer RequUiSitions. . ... ... .. 4-14
c. HUD Revi ew of Oawner Request for Funds............. 4-14
CHAPTER 5: THE MANAGEMENT | MPROVEMENT AND
OPERATING PLAN (M O) ..ot e e 5-1
5-1. OVERVI EW . . o 5-1
a. VWho Must Conplete the MO?. . ... ... ... ... ... ...... 5-1
b. Developing the MO ... ... ... . . . .. 5-1
cC. Structure of the MOPlan......................... 5-2
5/ 92 Vi

HANDBOCK 4355.1 - FLEXI BLE SUBSI DY



TABLE OF CONTENTS
(Conti nued)

Page
5-2. NARRATI VE. . . o e 5-3
a. Overview (Optional )........ ... . . . i 5-3
b. Energy Conservation Plan.......................... 5-3
C. Management Initiatives Plan....................... 5-3
5-3. PART |. THE DAY-TO DAY OPERATING PLAN................. 5-3
a. Section A. (Qperating Procedures.................. 5-3
b. Section B: Income and Expense Budget............. 5-5
5-4. PART I1. |IMPROVEMENT PROGRAM . .. ..ttt i 5-6
a. Section A: Action Itens, FormHUD-9835........... 5-6
b. Section B: Managenent Objectives,

Form HUD-9835A. . .. ... e 5-7

C. Section C. Sources and Uses of Funds,
Form HUD-9835C. . ... ... e e 5-7
5-5. NEGOT| ATI NG SPECI FI C TERM5S OF THE MO PLAN. . ........... 5-8
5- 6. FORMALI ZING THE MO PLAN. . ... ... e 5-8

CHAPTER 6: MONI TORI NG CLOSE- OUT, AND ACCOUNTI NG

REQUI RENENT S, . . . e e e e 6-1
SECTION 1. MONITORING AND CLOSE-QUT. . ...t o it e e i e i e 6-1
6-1. MONTHLY REVI EVB. . . . . e 6-1
a. Omer Submission.......... ... ... 6-1
b. Field Ofice Actions. ... ... ... . .. ... 6-1
6- 2. QUARTERLY REVIEWB. . . .. e 6- 2
a. Omer Submission............. . ... 6- 2
b. Field Ofice Actions....... ... ... 6-3
6- 3. ON-SITE VI SI TS, e 6-4
a. Operating Assistance Program ..................... 6-4
b. G L. o 6-5
6- 4. SPECI AL FEES. . . ... 6-5
a. Management Fee. .. .. .. ... . ... 6-5
b. Architectural and Oversight Fees.................. 6-5
6- 5. ENFORCEMENT ACTIONS. . ..o e e 6- 6
6- 6. | MPACT EVALUATI ON. . ..o e e e e 6- 6
a. Projects NOT Required to Complete a MO .......... 6- 6
b. Projects Required to Conplete AMO............... 6-6

Vi i 5/ 92




HANDBOCK 4355.1 - FLEXI BLE SUBSI DY
TABLE OF CONTENTS
(Conti nued)

Page
6-7. CLOSE- OUT PROCEDURES. . . . .ottt et e e e et i e 6-8
a. Qperating Assistance Program ..................... 6- 8
b. Capital Inprovenent Loan Program................. 6- 10
6- 8. REPAYI NG THE LOAN. . . . oo e e e 6-11
6- 9. RECORDKEEPI NG. . . . ..ot e e e e e 6-11
a. O BT S, 6-11
b. Field Ofice..... ... e 6-12
C. RAD. . . 6- 13
SECTI ON 2. ACCOUNTI NG REQUI REMENTS. . . . ... i e e 6- 14
6- 10. GENERAL POLICIES. . ... e e e e 6- 14
6-11. ACCOUNT CLASSI FI CATION. . . ot e e e 6- 14
a. Project |nprovenent Account
(Acct. No. 1380) ... ...t e 6- 14
b. Fl exi bl e Subsidy Income (Acct. No. 5180).......... 6- 15
c. Accounts Payabl e -- Project |nprovenent
Itens (Acct. No. 2112)........ . ... 6- 15
6-12. | MPACT ON PRQIECT FINANCIAL REPORTS. .. ...... ... 6- 15
a. Monthly Reports. ... ... ... i 6- 15
b. Annual Financial Statements....................... 6- 16
C. M PSS, 6- 16
6- 13. RENTAL | NCREASES. . . . .. e e 6- 16
5/ 92 viii
LI ST OF APPENDI CES
No. Title For m Nunber
1 Notice to Residents
2 Compliance and LAC Conditions Record HUD- 4128. 1
3 Lobbying Certification, D sclosure of SF-LLL

Lobbying Activities (OvB: 0348-0046)

4 LIHTC and O her Subsidy Layering HUD- 2880
Certification

5 ldentity-of-Interest Disclosure

6 Previous Participation Certification HUD- 2530



(OVB: 2502-0118)

7 Flexible Subsidy Residual Receipts Note
8 MO Part Il, Section A: Action Itens HUD- 9835
(OvB: 2502-0395) HUD- 9835- A
MO, Part Il, Section B: Managenent HUD- 9835- B
Obj ectives (OVB: 2502-0395)
MO, Part Il, Section C. Sources and Uses
of Funds (OMVB: 2502-0395)
9 Managenent Reviews of Miultifamly Projects HUD- 9834
(OvB: 2502-0178)
10 Physical Inspection Report HUD- 9822
(OvB: 2502-0369)
11 Project Analysis Wrksheet HUD- 9815
12 Application for Flexible Subsidy HUD- 9826
Assi st ance
13 Sample Letters to Local Governnents
14 Field Ofice Wrksheets
A Field Ofice Certification HUD- 9615
B. Least Cost Worksheets HUD- 9616
C. Proj ect Summary HUD- 9617
D. Checklist for Eval uation HUD- 9618
E. Proj ect Eval uation HUD- 9619
15 Flexible Subsidy Control Log Part | HUD- 9823- C
Fl exi bl e Subsidy Control Log Part I1 HUD- 9823- D
16 Monthly Status Report HUD- 9823- F
17 Justification of Flexible Subsidy Funds HUD- 9815- A
18 Contents of Application Package
19 Reservation of Flexible Subsidy Funds HUD- 9823
i X 5/ 92
LI ST OF APPENDI CES
No. Title For m Number
20 Notification of Award of Flexible Subsidy HUD- 9823- E
Assi st ance
21 Sanmpl e Use Agreenent
22 Financial Assistance Contract HUD- 9819
23 Direct Deposit Form (QOvB: 1510-0007) SF-1199- A




24 Mortgage and Note Instrunents

25 Deferred Recordati on Agreenent

26 Sanmpl e d osing Menmorandum for ClLP

27 Budget Worksheet (QOvB: 2502-0324) HUD- 92547- A

28 Requisition for Advance of Flexible HUD- 9823- A
Subsi dy Funds (QOVB: 2502- 0395)

29 Quarterly Perfornance Report HUD- 9824- A
(OvB: 2502- 0395)

5/ 92 X

LI ST OF EXH BI TS

Page
Exhibit 1-1: Key Differences Between OAP and CILP.................. 1-3
Exhibit 1-2: Eligible Sections of the Act.......................... 1-5
Exhibit 4-1: Fund Di sbursement Procedures.......................... 4-12
Exhibit 5-1: MO Plan Qutline..... ... . . 5-4

Xi 5/ 92



