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CHAPTER 5
HFA PROCESSI NG, UNDERWRI TI NG, & CONSTRUCTI ON

PROCESSI NG & UNDERWRI TI NG - GENERAL. HFAs have nexi mum
possi bl e responsibility for processing and underwiting
under the Risk-Sharing program An HFA taking 50 percent
or more of the risk on |l oans may use its own underwiting
standards and | oan terns and conditions (as discl osed and
submitted with its application) to underwite and approve
| oans wi thout further review by HUD. HUD underwriting
standards and | oan terns and conditions for HFAs taking

| ess than 50 percent of the risk may be inposed in whole or
in part by HUD as a condition of approval pursuant to
Chapter 2.

HFA RESPONSI BI LI TIES. The HFA is responsible for the
performance of all functions except the HUD-retai ned
functions specified in Chapter 4 and the environnenta
review. After acceptance of an application for a loan to
be insured under this program the HFA nmust process the
application and underwite the project and nust, anong

ot her things:

A Determine that a market for the project exists, taking
into consideration any coments fromthe | ocal HUD
Ofice relative to the potential adverse inpact the
project will have on proposed or existing Federally
i nsured and assisted projects in the area;

B. Establ i sh the maxi mum i nsurabl e nortgage and revi ew
pl ans and specifications for conpliance with HFA
st andar ds;

C. Determ ne the acceptability of the proposed nortgagor

and nanagement agent;
D. Approve the Affirmative Fair Housi ng Marketing Pl an;

E. Make any ot her determ nati ons necessary to ensure
acceptability of the proposed project; and

F. Ensure that the environnmental reviewis conducted in
accordance with 24 CFR Part 58 prior to the request for
HUD-r et ai ned revi ews.

G Ensure that any required subsidy layering reviewis
compl eted by the applicable Housing Credit Agency or
HUD prior to | oan approval

CONSTRUCTI ON PERI OD. The HFA is responsible for
i nspections during construction, processing and approving

advances of nortgage proceeds during construction, routine
| abor standards adninistrative and enforcement functions,
revi ew and approval of cost certification, and cl osing of
t he | oan.



| NSPECTI ONS DURI NG CONSTRUCTI ON.  The HFA nust i nspect
projects at such times during construction or
substantial rehabilitation as the HFA determines. The
i nspections nmust be conducted to ensure conpliance with
the contract documents.

FEDERAL LABOR STANDARDS PROVI SI ONS AND
RESPONSI Bl LI TIES. HFAs are responsible for routine

| abor standards administration and enforcenent
functions. |In performng these functions, HFAs nust
use the policies and procedures in HUD Handbook 1344.1
REV-1, CHG 1 (7/87), Federal Labor Standards Conpliance
i n Housi ng and Community Devel oprment Prograns.

1. Applicability. Al |aborers and nechani cs enpl oyed
by contractors or subcontractors on a Risk-Sharing
project shall be paid not |ess than the wages
prevailing in the locality in which the work is
performed for the corresponding cl asses of |aborers
and nechani cs enployed in construction of a sinmlar
character, as determ ned by the Secretary of Labor
in accordance with the Davis-Bacon Act, as anended,
where the project neets all the follow ng
condi tions:

a. The project involves new construction or
substantial rehabilitation

b. Advances are insured; and

c. The project will contain 12 or nore dwelling
units.

Projects that do not neet these conditions nust
al so comply with Davis-Bacon if it is required as a
condition of other Federal assistance.

1. HFA Duties. Each HFA is responsible to HUD for
ensuring conpliance with Federal |abor standards
requi renents on covered projects as foll ows:

a. Desi gnating appropriate staff before start of
construction to ensure conpliance with al
appl i cabl e | abor standards requirenments and to
act for and in liaison with HUD. The nane(s)
of staff nust be provided to the Labor
Rel ations staff of the local HUD Ofice with
jurisdiction.

b. Establ i shing a construction contract nanagenent
systemthat neets the standards of 24 CFR Part
85.

C. otaining fromlocal HUD Ofice staff the
appropri ate Federal |abor standards contract
provi sions and applicable U S. Departnent of



Labor wage rate deterninations, and ensuring
that all bid docunents, contracts, and
subcontracts contain such provisions and wage
det er mi nat i on.

Ensuring that the prine contractor(s) and any
subcontractors are not debarred, suspended or
otherwi se ineligible to performwork on
Federal |y assisted projects. The List of
Parti es Excluded from Federal Procurenent or
Nonprocur enent Prograns nay be obtai ned by
contacting the Superintendent of Docunents U. S.
CGovernment Printing Ofice, Washington, D.C.,
20402, tel ephone: (202) 783-3238.

Conducting preconstruction conferences to
informall contractors and subcontractors
perform ng contract construction work of their
| abor standards obligations.

Conducting on-site project inspections that
include interviews with | aborers and nmechani cs
engaged in the construction work, and ensuring
that the applicable Federal wage rate
determination and Notice to Enpl oyees (WH 1321)
are displayed at the job site and are
accessible to all construction enpl oyees.

Col l ecting weekly certified payroll reports
fromall contractors and subcontractors,

revi ewi ng such payrolls and ensuring the pronpt
correction of any discrepancies and | abor
standards viol ations, including the provision
of wage restitution where underpaynents of
wages are found to have occurred.

Recei ving any conpl ai nts concerni ng | abor
standards requirenents from construction

| aborers or nechanics perform ng work on the
covered project(s), review ng such conplaints
to determine the validity of any allegation(s)
of nonconpliance and taking any necessary
actions to resolve the conplaints, including
referral to HUD where appropriate under

subpar agraph i.

Referring to local HUD Ofice Labor Relations
staff for investigation any |abor standards
viol ations that are not readily adjustable or
are serious in nature, including those that
appear willful, aggravated or crimnal, as wel
as any cases invol ving recomendati ons
concerning |iqui dated damages assessments for
viol ation of the overtinme provisions of the
Contract Wirk Hours and Safety Standards Act
and recommendati ons concerni ng debar nment.



j- Mai ntai ni ng full docunentation attesting to al
adm ni strative and enforcenent activities with
respect to Federal |abor standards
requi renents, which nust be freely avail able
for HUD review or review by authorized
representatives of the Departnent of Labor
Thi s docunentation includes the contract and/or
contract specifications containing applicable
wage rate determ nations, nodifications,
changes, additions, and |abor standards
provi sions; preconstruction conference m nutes;
notices of construction start; all weekly
certified payroll reports; on-site inspection
reports and enpl oyee interviews; conmmunication
with contractors and subcontractors concerning
their | abor standards conpliance or correction
of violations; and any other records used in
the adninistration or enforcenent of |abor
standards, including records of wage
restitution.

K. Preparing and subnmitting to HUD, as needed,
reports of |abor standards enforcement pursuant
to 29 CFR 5. 7(a).

| . Conplying with other requirenents that nmay be
i mposed by HUD concerni ng Federal | abor
standards, special requirements of |aw, or
ot her program or adm nistrative requiremnments.

LEAD- BASED PAI NT. Ri sk-sharing projects nust conply
with the | ead-based paint requirenents in 24 CFR Part
35 for HUD associ ated housi ng and 24 CFR Secti on

200. 820, paragraphs (a) through (d). HFAs are
responsible for nonitoring and for ensuring that |ead-
based paint requirenents are foll owed.

I NSURANCE OF ADVANCES. Periodic advances are permitted
in the Risk-Sharing program |In periodic advances
cases, progress paynents approved by the HFA and both
an initial and final endorsenment on the nortgage are
required.

1. Advances may only be used for projects involving
new construction or substantial rehabilitation

2. In approving advances, the HFA nust ensure that the
|l oan is kept in balance, and advances are approved
only if warranted by construction progress
evi denced through HFA inspection, as well as in
accord with plans, specifications, work wite-ups
and ot her contract documents. HFAs nust al so nake
certain that other nortgageable itens are supported
with proper bills and/or receipts before funds can
be approved and advanced for insurance.

3. The local HUD Ofice may reduce the nortgage based



on their pre-endorsenent nonitoring functions as
descri bed i n paragraph 6-3D.

I NSURANCE UPON COVPLETI ON. I n insurance upon

conmpl etion cases, only the pernmanent loan is insured
and a single endorsenment is required after satisfactory
conpl etion of construction, substantial rehabilitation
or repairs. Existing projects wthout the need for
substantial rehabilitation are only insured upon
conpl eti on.

1. New construction/substantial rehabilitation. The
HFA approval of an insurance upon conpletion
proj ect must prescribe a designated period during
whi ch the nortgagor nust start construction or
substantial rehabilitation. |[If construction or
rehabilitation is started as required, the approva
will be valid for the period estimted by the HFA
for construction and | oan cl osing, including any
ext ensi on approved by the HFA

2. Existing projects without substantia
rehabilitation. Existing projects with or without
repairs are only insured upon conpletion, although
HFAs may permit noncritical repairs to be conpleted
after endorsenent upon establishnent of escrows
acceptable to the HFA

Noncritical repairs are those that do not:

a. endanger the safety and well-being of tenants,
visitors and passershy,

b. adversely affect ingress and egress, or
C. prevent the project fromreachi ng sustaining
occupancy.

COST CERTIFI CATION. To ensure that the final amount of
i nsurance is supported by certified costs, the

nort gagor (and general contractor, if there is an
identity of interest with the nortgagor) nust execute a
certificate of actual costs, in a formacceptable to
the HFA, when all physical inprovenents are conpl eted
to the satisfaction of the HFA

1. Auditing. The cost certification provided by the
nmor t gagor nust be audited by an i ndependent public
accountant in accordance with requirenents
establ i shed by HUD.

2. Contestability. Although the HFA has authority to
approve the nortgagor's (and general contractor's)
certification of cost, the certification will be
contestable by HUD up to and including fina
endor senent of the nortgage based on its pre-
endorsenment nonitoring functions described in
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paragraph 6-3C. After final endorsenent, the
certification will be final and incontestable
except for fraud or material msrepresentation on
the part of the nortgagor (and/or genera
contractor).

3. The local HUD Ofice may reduce the nortgage based
on its pre-endorsenent nonitoring functions as
descri bed in paragraph 6-2D.

G OTHER REQUI REMENTS. The nortgagor nust furnish

1. Assurance of conmpletion in accordance with any
requirenents of the HFA as to form and anount.

2. Latent defects escrow or other form of assurance
required by the HFA to ensure that |atent defects
can be renedied within the time period required by
t he HFA.

RECORDKEEPI NG.  The nortgagor and the builder, if there is
an identity of interest with the nortgagor, nust keep and
mai ntain records of all costs of any construction or other
cost items not representing work under the general contract
and to make avail abl e such records for review by the HFA or
HUD, if requested.

PROJECT | NFORMATI ON DI SKETTE. HFAs are responsible for
provi di ng i nformati on about risk-sharing projects to HUD
for statistical, programmatic, and nonitoring purposes.
The project infornmation diskette is subnmitted with the

cl osi ng docket as described in Chapter 6 at initial closing
for insurance of advances cases and/or final closing for

i nsurance upon conpl etion cases. Wen a new construction
or substantial rehabilitation project will be insured upon
conpletion (i.e., no initial endorsenent), the diskette
must be transnmitted to the local HUD O fice when
construction begins. The cover letter should specify the
date of construction start.



