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TRANSMITTAL
Chapter 9

Multifamily Accelerated Processing (MAP) Guide

. This Transmits Chapter 9 (Environmental Review) of the MAP Guide. The revision
supersedes the existing Chapter 9 in its entirety.

Il. Significant changes and clarifications include:

1.

Environmental Report and Checklist. It is HUD and not the Lender that is
responsible for the preparation of the Sample Field Notes Checklist and the
Environmental Report, Form HUD-4128

Reliance on ASTM Guides. The revised Chapter 9 lists the American Society of
Testing Materials (ASTM) Practices and Guides that must be followed by the
developer’s environmental professional. An environmental contractor will have
the ASTM documents, but the Hubs and Program Centers are not expected to
purchase these Practices and Guides.

Vapor Analysis. The steps described for remediation of hazards include the Phase
I ESA and Phase Il ESA, as does the previous version of the chapter, but the
revised chapter includes a new test that has been developed since the MAP Guide
was revised in 2002: where applicable, a vapor intrusion screen analysis must be
done prior to Firm Commitment.

Remediation Plans for Site Contamination. For most of the projects, the
developer will bring any site contamination to minimum levels prior to Firm
Commitment. The chapter also describes a Risk-Based Corrective Action
(RBCA) which is designed for removal of contamination after firm commitment
but before Initial Endorsement. A RBCA usually requires engineering controls,
monitoring wells, and institutional controls. The Lender in a RBCA may be
required to establish an escrow account to cover the cost of maintaining the
remediation. Tenants must be notified that the process of remediating existing
contamination is underway.



5. Monitoring Wells. The chapter being replaced states that properties with testing,
flushing, or monitoring wells in operation may be evidence of site contamination,
and are prohibited for FHA mortgage insurance. Field offices have been advised
that they can waive that prohibition for good reason. The policy’s change reflects
the fact that the presence of a testing or monitoring well on the property no longer
bars the property from consideration for mortgage insurance.

6. Capping. The chapter being replaced states that HUD will not accept property for
mortgage insurance where a site contamination problem has been capped or paved
over. The revised Chapter allows the use of engineering controls such as concrete
or slurry walls, for risk-based corrective actions (RBCA).

7.  Costs of Remediation. In unusual circumstances, the cost of remediation may be
included in the mortgage. The RBCA must be completed, and the site must be
tested and approved by the governmental authority (usually the State) prior to
Initial Endorsement. The basic practice has been and continues to be that
environmental site assessment and remediation should be completed before Initial
Endorsement and the costs cannot be part of the mortgage costs. If, however, the
remediation cost can be determined and agreed upon, and the costs are reasonable
for the extent of work and do not subject the Department to unexpected risk, such
costs may be mortgageable. For example, HUD may allow all or some of the
removal of an underground storage tank as an eligible cost to be included in the
construction costs, subject to the review by the Hub or Program Center.

8. Additional Guidance. Added guidance that details and outlines field personnel
responsibilities in reviewing cases requiring remediation has been added.

1. Filing Instructions:

Remove Old Insert New
Dated: 03/15/2002 Dated: 09/18/2009
Chapter 9, Environmental Review Chapter 9, Environmental Review

Joyce Allen
Director

Office of Multifamily Housing Development



Special Attention Of: TRANSMITTAL

Chapter 15 of the
Multifamily Accelerated Processing (MAP) Guide
03/15/2002

1. This Transmits Chapter 15, dated 03/26/03 of the MAP Guide.

2. Explanation of Changes:

Attached is a new chapter in the MAP Guide dealing with quality assurance
enforcement actions. It replaces parts of Chapter 2 of the Guide. Therefore, until
Chapter 2 is modified to remove the discussion of enforcement actions, the following
sections dated 03/15/02 are revoked:

2.10
2.11
2.12
2.13
2.14
2.15

Termination or Probation of a MAP Lender: Overview

MAP Review Panel

Recommendations for Termination

Effect of Probation and Termination

Appeals

Referral to the Mortgagee Review Board or the Inspector General

3. Filing Instructions:

Remove: Insert:
Table of Contents Table of Contents dated 03/26/03
dated 3/15/02 Chapter 15, dated 03/26/03

Michael L. McCullough
Director
Office of Multifamily Housing Development
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Special Attention Of: TRANSMITTAL
Multifamily Accelerated Processing (MAP) Guide
03/15/2002

1. This Transmits the MAP Guide updated 3/15/2002.

2. Explanation of Changes:
Attached is a listing of the major highlights or significant changes to the updated MAP Guide
by Chapter and Section or specific Appendixes. All revisions to the MAP Guide are shaded
in the Table of Contents and text.

3. Frequently Asked Questions:
With the exception of MAP Guide Book Chapter 9, Environmental Review, this updated
MAP Guide includes the changes and clarifications found in the Q & As that are published
on the HUD Map Web site. The Q & A list will be reduced to the extent that the existing
Q & As were incorporated in this guide. At such time that Chapter 9 is updated, related
. Q & As will also be eliminated from the Web site. Any future changes or clarifications to
the MAP Guide Book will be made to the Guide in lieu of posting new Q & As.

4. Filing Instructions:

Remove: Insert;
May 17, 2000 version March 15, 2002 version
of MAP Guide of MAP Guide
Michael L. Mccm%
Director

Office of Multifamily Housing Development



MAP Guide
03/15/2002

Table of Contents

5.34.1

Chapter/Section

1.4A

1.4.C8

1.4.D

1.5.A

1.7.A

2.1.A

2.1.E
231

2.5

29.B

2.13.A.1

2.13.A3

32.H

3.21

3.2.N

Major Highlights

New section entitled “Accessibility Considerations for Section
232 Pursuant to Section 223(f).

Major Highlights

MAP Lender must be approved by Office of MFDEV.

New wording discusses selling or transferring commitment to
another lender.

HUD will perform inspections and give copies of trip report to
MAP Lender.

Where MAP Guide is silent on matter, old requirements are
obsolete. This paragraph also gives MAP Web site.

Discusses what to do with programs not covered by MAP.
Introduces name for new Division entitled “Lender
Qualifications and Monitoring Division” (LQMD) of the Office
of MF Housing Development.

Discusses Lender responsibility regarding approval of third
party contractors and environmental assessment contractor.

Discusses the sale of MAP applications
Discusses the handling of consultants under TAP & MAP.

Establishes the single point of contact for identity of interest
questions.

Discusses reviews of Lender documentation.

Shifts responsibility from Director of LQMD to Director of MF
Housing Development.

Same as above.

Discusses how mortgage insurance premium can vary with type
of mortgage.

Discusses how bond financing allows up to 5.5% financing fee
for all eligible MAP programs.

Discusses Bridge or GAP financing.
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Chapter/Section

3.2.0
3.2.P

3.3

34K
3.5.A
3.6.A

3.9.A.3.a.(2)(b)

39.F
39.L
3.9.M

3.10.B.2

3.10.1
4.2.C.1

42.E3

5.1.A3

5.2.E

54.A5.c

54A5f

5.4.A.15

Major Highlights

Discusses Transient Housing/Hotel Services.
Small properties.

Condominium (under 234) and coops (under 213 & 221(d)(3))
are prohibited under MAP.

Discusses student Housing restriction.
What to include in BSPRA.
Non-profit requirement discussed.

There are no minimum requirements for activities of daily
living.

Commercial space & income limitations.
Line of credit discussion.
REITS

Sub-rehabilitation with building additions.

Commercial Space Limits.
No fee due at pre-application.

Note restriction on combining pre-application and firm in one
submission.

Architectural analyst not required to review structural design
details and calculations.

Spells out type of architectural exhibits.

Includes reference material for all applicable accessibility laws,
especially the Fair Housing Act Design Manual.

Discusses accessibility for persons with disabilities.

Responsibility for errors, discussions, and accuracy of technical
specialists.
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Chapter/Section

5.5.A3

55.A4d

5.6.B.5

5.8.B.1.a

5.12.A2b

5.15.A3

5.24.A

5.26.A

5.26.C

531.B.2

5.33.A2

5.33.B

5.34.A&B

5.36.A

5.36.C

5.38.A.1

6.2.B.1.c

6.3.C3.£2

6.5.B

6.5.D

Major Highlights

Discusses existing utility locations.

Requires level of detail of sketch plan dimensions.
Lender’s architectural analyst certification.

HUD minimum property standards requirements.

Note adds bond premium mortgagor’s and contractor’s other
fees. Also, warns of omissions.

Adds Sections 9.4D and 9.7B

Adds Fair Housing Accessibility Considerations for 223(f).
Changes from 90 to 120 days.

Discusses timing for doing non-critical repairs.

Itemized list of Minor Movable Equipment not required.
Removes Minor Equipment.

List of Major Movable Equipment at Firm Regulations.
Specification of accessibility requirements.

Discusses marketability of accessibility.

Impact on blended rate projects. Also, PCNA required on
existing portion of 232.

Requires list of major movable equipment. Eliminates Minor
Equipment list.

Clarification of lost package.
Change M to O.
Clarifies what form to use and where to sign.

Instructions on where to sign form HUD-92264.
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Chapter/Section

6.10.A.2

6.10.B.2

7.3.A.3.

7.3.A.6.Note

7.3D

73.E

7.4.A.2

7.4.A.4

7.4.A.5

7.4.A.8

7.4.A.9

7.4.C

7.5.B

7.5.F

7.6.B

7.6.F

7.7.F

7.7.G

7.8.H

Major Highlights

Property Insurance Schedule.

Value of structures only — no land value.

Clarifies who is covered by USPAP.

Further explains USPAP requirements.

Appraisal and market study must be separate reports.

Instruments processing center to refer certain cases to LQMD at

HQ.
Describes what kind of appraisal
Discusses impact of cost/summation approach.

Appraisal must not be more than 120 days old for Firm and pre-
application packages.

Discusses USPAP Jurisdictional Exception Rule.

Primary appraiser must perform inspection and sign report and
supporting forms.

Discounted Cashflow (DCF) is not permitted technique for
MAP or TAP on any HUD programs.

Clarifies absorption time relative to 223(f).

If one person does both appraisal and market study, each must
be submitted as an independent exhibit.

HUD-92264T required for tax credit/ or bond financed
applications.

Discusses commercial income.
Clarifies updating of data in lieu of “trending to.”
USPAP as it relates to confidentiality.

Sites sold by public body.
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Chapter/Section

7.8.H.2
7.11.A.7
7.12.A.1

7.12.A3.a

7.12.A.9
7.12.F.3
7.13.D.5
7.13.]
7.14.A4
7.14.A.7
7.16.F.8
7.18
83.A5

8.4.B.3.c Note

8.7.A.1.c.(3)(b)
8.7.A.Ld.(2)
8.8.A.2.c.(2)(b)

8.8.B

89.E.4

89.E.5

Major Highlights

Discusses “As Is” Value of Land.
Clarifies type of appraisal.
232 does not include BSPRA.

Requires “Business Value” in order to do proprietary income
split in 232s.

Lenders may use modified 92273 & 9227H on 232 cases.
67/3/30 rule spelled out.

Discusses what to do to find project mortgage amount on 220
and 221.

Devlopers Fee-HUD Notice H96-63 applies to MAP.

New 3 Interval Operating Deficit.

Commercial operating deficit.

No single upfront leases allowed.

Tax Abatement

Discusses required experience for underwriter of 232 cases.

Medicare & Medicaid Cost Reports for last three years on 232
pursuant to 223(f) cases.

240 maximum for family limits.
Tax Abatement must run with RE, not type of sponsorship.
Recent indebtedness defined.

Existing Facility with an addition — Blended rate processing for
Section 232.

Line of credit.

Real Estate Investment Trustee (REITS)
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Chapter/Section

8.12.A

8.15.B.3

Chapter 9
10.2.A.2

10.8

11.1.A

11.1.C4

11.1.D
11.1.D.1
11.1.D.2

11.2.A

11.2.B
11.2.E
11.2.F

11.2.G.Note

11.2.J.5
11.2.L

12.14.D4.c

Major Highlights

221(D)(3) MAP & TAP-HQ review required.

5.5% financing and placement fee allowed on Bond financed
applications.

NO CHANGES AT THIS POINT.
Discusses relation of management plan to HUD 9832.

Discusses Fair Housing Act and Executive Order 11063 as they
relate to 223(f).

Discuss who reviews and approves the lender’s principal staff
and consultants.

Proposed loans and processing must comply with all FHA
statutory, regulatory and administrative requirements.

Discusses HUD forms submission.
Signing of 92264 by third party contractors.
Discusses qualifications of 3™ party contractors.

HUD field staff has five (5) days for completeness review of
pre-application deliverables.

Discusses HUD Reviewers Signature and Certification.
Same as 11.2.B above.
Discusses modification of application.

Lists who can sign FHA Firm Commitments or endorse FHA
Mortgage notes.

Discusses submission requirements.
Discusses notification time tables.
Office of General Counsel has approved 1999 Min. Standard

Detail Requirement (MSDR) for (ALTA) (ACSM) Land Title
Surveys.
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Chapter/Section

12.1.17.A

13.2

13.3.D.10

13.7.A.6

13.14B.1-3

13.17.F

13.18.B.3

13.18.C.4.b
14.6.E

Appendices

4.A1A7

4.A1.A.14

4.A1B.3

4.AIL.A.7

4B.1.A.9

4.B.11.A.49

4.B.11.B.Note

4D.A.39

5B.C.2

Major Highlights

Discusses what to do with Phase I Environmental clearance.

Pre-Construction conference can be conducted by Construction
Coordinator or designate a HUD Inspector.

Discusses who signs as Chief Architect.
Discusses initial & final advances.

Changes to the Major Movable Equipment (MME) during
construction.

Discusses guarantee inspections.

Same as 13.14.B.1-3 above.

Approve payment for MME.

Who approves Request for Approval of Advance of Escrow
Funds.

Major Highlights

Submission clarification.

More clarification.

LBP & asbestos reports required.
Requires HUD 92264 and HUD 92264A
120 day requirement 92273 (also 92264T)
List of Major Movables required.

Refinance that includes an addition processed under 232-PCNA
required.

Three years audited Financial Statements Reg. & Last 3 years
Medicare and Medicaid Reports.

Standards applicable.
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Appendices

5B.G

5B.H

5C.C.1

5C.E

SD.A

5G.A2

5L.3 Note

M

6

7A.B.2 Note

7C.1.F.2

7C.2.D.2

7C.3.F

8

12A.10 & 11

13.A.C.7.b (3)

131.1.a&b

Major Highlights

Federal Regulations reference.

Reference:

LBP elimination.

Clarifies Fair Housing Act regarding Accessibility.
FEMA reference on Seismic issues.

Refers AIA controls on Hospital and Medical Facilities.
UFAS accessibility on 223(f)s.

Discusses CNAs in detail.

OK-No changes

Market Studies not required for 223(f).

Comments Section

Appraisers Signature, Date, License No. State Concurrence,
Team leader’s signature & Date.

Same as above.

Same as above.

OK-No changes

90 day period changed to 120 days throughout.

Note lender’s 3™ party costs are exempted from 65% rule.

Discusses disbursement from grant/loans/escrow.
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Chapter 1

Introduction

Multifamily Accederated Processing, abbreviated as MAP, is a new processing procedure designed to
establish nationd standards for approved Lenders to prepare, process, and submit loan applications for
Federd Housng Adminigtration (FHA) multifamily mortgage insurance. The MAP Guide provides - in one
volume with appendicess mortgage insurance program descriptions, mortgagor and Lender digibility
requirements, gpplication requirements, U.S. Department of Housing and Urban Deveopment (HUD)
underwriting standards for dl technica disciplines, congruction administration requirements, and closng
indructions.

A. FHA multifamily mortgage insurance began in 1937 and has been a mgor source of financing for
affordable housing since that date. The most recent figures of loans committed show that the FHA
insured an average of nearly $4 hillion in multifamily and hedth care facility mortgege loans each
fiscal year from 1996 through 1999.

B. HUD processes multifamily loan insurance applications through 51 Multifamily Hubs and Program
Centers throughout the nation. In some of these Hubs and Program Centers, the volume of work in
recent years created unreasonable delays in processing. Furthermore, Lenders complained thet they
were unable to get a tentative decison on an gpplication early in the HUD review process.

C. Toachievefagter processing and earlier decisons, the Seettle and Portland field offices (now part of
the Northwest/Alaska Hub), followed by other Hubs and Program Centers, developed “fast-track
processing” where qudified Lenders had the option of preparing FHA forms and doing preliminary
underwriting for certain loan applications. In many Hubs, “Fagt-track” processng diminates the
option of having a Site Appraisd and Market Anadyss (SAMA) as pat of traditiond FHA
processing. Instead, for new congtruction and substantia rehabilitation, local “fadt-track” programs
create a pre-application stage at which the Lender presents certain important ements of its
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goplication, including a market analyss, prdiminary sketches, and a narrative decription of the
proposed project. After the pre-application stage, HUD either rejects the Lender’s gpplication or
invites the Lender to submit an gpplication for a Frm Commitment. Theinvitation carries with it the
assumption thet, if the application for Firm Commitment is condstent with the pre-application
exhibits, then the commitment will be issued after HUD review.

D. At the gpplication for a Firm Commitment, the Lender directs the preparation and review of the
exhibits required, such as the appraisd, the cost estimate and the find plans and specifications.
HUD reviews the application and, if it passes review, issues the commitment.

E. Approximatdy 30 of the 51 Hubs and Program Centers are using a form of this “fast-track”
processing for some of their loan gpplications. There are locd variations, some of which assgn part
of the responsihility to the Lender, such as the gppraisd, but retain a the HUD office certain other
responsbilities, such as the preparation of mortgage credit exhibits. The “fast-track” procedures
are not consstent from one Hub to the next. And “fast-track” is not avalable in many of the
multifamily processing offices.

F. MAPisaform of “fagt-track” processing which replacesloca “fast-track” processing for the most
widdy-used FHA mortgage insurance programs.

A. To edablish a“fagt-track” processthat is condgstent at each HUD multifamily processing office.

B. To provide the Lender an earlier review of the gpplication for insurance on new construction and
substantia rehabilitation. Therefore, if the gpplication is rgected by HUD at a pre-gpplication stage,
the Lender and borrower do not spend the time and money required to prepare the exhibits and
andyssfor the gpplication for a Firm Commitment.

C. Todevelop aprocess that will sgnificantly reduce the amount of HUD review time.

D. To have in one volume, the MAP Guide, the basic information required for loan origination by the
Lender and for review by HUD <aff.

E. To bring Handbook and Notice ingructions current and maintain up-to-date ingructions through
amendments to the MAP Guide.

F. To srike a careful balance between expedited processing and ensuring an acceptable leve of risk
for HUD’s multifamily mortgage insurance programs.
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A. Lender Qudification

To use MAP, aLender must be an gpproved FHA multifamily mortgagee, must apply for approvd,
and be approved by HUD’s Office of Multifamily Housng Development as a MAP Lender.
Qudification requirements are given in Chapter 2. The Chapter dso covers how a Lender’s MAP
approva may be terminated. No feeisrequired for application for qudification.

A MAP Lender may submit an gpplication for mortgage loan insurance and have it processed in the
traditiond way by the HUD office, or, dterndively, it may use the procedures discussed in this
MAP Guide and have the application processed in an acceerated way under MAP. A Lender
without MAP gpprova must have its gpplications processed by HUD under the traditiona form of
processng. The "traditiond" form of processng means processing by HUD Staff and does not
indude "fast-track” processing.

Programs Covered by MAP

MAP may be used for Sections 221(d)(3) and 221(d)(4) (apartments), Section 220 (gpartments in
urban renewa areas) and Section 232 (hedlth care facilities), either new construction or substantial

rehabilitation. It may be used under Section 223(f) for refinancing or purchase of exigting apartments
or hedlth care facilities. Program requirements for MAP are given in Chapter 3 of this Guide.

C. Processng

1. Prdiminary inquiries from Lenders on dl gpplications are encouraged. The Lender should
submit the names of its staff and consultant reviewers prior to the pre-application stage.

2. Thetime frames for HUD MAP processing listed below have been established to assure timely
decision making on FHA applications.

a. Pre-gpplication Review (New Congtruction/Subgtantia Rehabilitation) — 45 days.

The performance standard for this stage is no more than 45 days. This stage of MAP is
messured in calendar days, it begins when HUD receives a complete pre-application from
an gpproved MAP Lender and ends when HUD issues a Signed letter that advises the
Lender whether to apply for afirm commitment.

b. Firm Commitment Application Review (New Congtruction/Substantia Rehabilitation) - 45
days.
The performance standard for this stage is no more than 45 days. This stlage of MAP is

measured in cdendar days, it begins when HUD receives a complete firm commitment
gpplication and ends when HUD issues a Sgned commitment.
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The MAP Team Leader may extend this review period under certain circumstances as
described in Chapter 11, Section 11.2 D. Lenderswill be advised immediately if the Team
Leader determines that a more extengve review is needed.

c. Frm Commitment Application Review (Existing Property Purchase or Refinance) — 60
days.

The performance standard for this stage is no more than 60 days because there is no pre-
goplication review for Existing Property Purchase or Refinance gpplications.  This stage of
MAP is measured in cdendar days, it begins when HUD receives a complete firm
commitment gpplication and ends when HUD issues asigned firm commitment |etter.

For new congtruction or substantia rehabilitation under Sections 221(d)(3) or (d)(4), or Section
220, or Section 232, an gpplication goes through two stages. a pre-gpplication review and an
gpplication for Firm Commitment. At the pre-gpplication stage, the Lender submits a market
study, including comparables, a Phase | Environmentd Site Assessment, and an environmentd
report, a review of rough costs, sketch plans, proposed rents, income, reasonable expenses,
edimated mortgage amount and replacement cost. No fee is required from the Lender or
Sponsor for pre-gpplication review.

The HUD review a the pre-gpplication sage is thorough and includes, a aminimum, agte vist.
HUD, for example, carefully reviews the market study prepared for the Lender, but does not
prepare its own study. After the review, HUD dither invites the Lender to submit an gpplication
for a Firm Commitment, with or without modifications, or declines to proceed further with the
goplication.

For the Firm Commitment gpplication, the Lender performs a complete underwriting of the
gpplication, including an architectural review, a cost review, a review of the gpprasd, a
management andyss, and a mortgage credit andyss. The exhibits required from the Lender for
both the pre-gpplication stage and the gpplication for a Firm Commitment are listed as a
checkligt in the Appendix to Chapter 4 of this Guide. Underwriting by the Lender and the leve
of HUD review of an application is discussed in Chapter 11 of this Guide. HUD requires afee
of $3 per thousand dollars for review of the Firm Commitment application.

For refinancing or purchase under Section 223(f) or Section 232/223(f), there is no pre-
goplication stage; the Lender files an gpplication for Firm Commitment. The Lender is advised,
however, to make a preliminary inquiry with the HUD processing office to provide information
on the Lender’s review team and the development team. This will avoid preparation of an
goplication for Firm Commitment if one or more of the team members is unacceptable to the
Hub or Program Center. Furthermore, the Lender should note that, for a refinancing or
purchase of a hedlth care facility under Section 232/223(f), a market study will be required in
the gpplication for a Firm Commitment. Generdly, a market sudy is not required for
refinancing or purchase of an gpartment project.

To discuss the Lender’ s responsibilities and HUD' s review responsihilities, this Guide goes into
detail by discipline of the persons preparing the materia: Chapter 5 discusses the architectura
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responshilities, Chapter 6 covers Construction Cost, Chapter 7 describes VVauation, Chapter 8
Mortgage Credit, Chapter 9 Environmental Requirements, and Chapter 10, Management
Andyss

8. HUD has certain responghilities, which, by law or regulation, it does not assign to the Lender.
For example, HUD is responsible for the environmental clearance on HUD Form 4128 (even
though the Lender prepares the information). HUD must approve the owner’s Affirmative Fair
Housng Marketing program. HUD processes the Previous Participation clearance (Form
2530). HUD issues the commitment for mortgage insurance.

9. Some MAP-approved Lenders only originate loans. After obtaining a Firm Commitment for
loan insurance under MAP, the originating MAP Lender may sdl or trandfer that Frm
Commitment to another MAP Lender. The second MAP Lender handles the congtruction loan
adminigtration and services the loan. At the pre-gpplication, the originating Lender should
inform Hub or Program Center if it does not intend to administer the congtruction loan, and,
therefore, which MAP lender will be responsible for that function.

D. Congruction Responshilities

Under MAP, HUD approves the initid and find draws utilizing current procedures. The MAP
Lender prepares and gpproves the documents required for the interim draws during construction.
HUD will perform inspection duties and will give copies of the Trip Report to the MAP Lender.
HUD aso retains the right to approve the congtruction amount for each item in advance and Change
Orders during condruction. Chapters 13 and 14 and Appendix 13 of this Guide cover the
Congtruction Period and Cost Certification.

E. Closng

Closng procedures under dl multifamily insurance programs have been rewritten as part of the
effort to make mortgage insurance processing more efficient. The revised closing information is in
Chapter 12 of this Guide.

F. No New Reguirements for Servicing

MAP makes no changes in current procedures for servicing or asset management. A MAP Lender
IS not required to service the loan it originates. The servicer to whom a MAP loan is transferred
must be FHA-approved for multifamily housing, but it need not be a MAP-approved Lender.

Relation of MAP to Handbooks and Notices

A. HUD’s Handbooks, Notices, and Forms remain in effect. They will be used for traditiond HUD
processng of mortgage loan applications. For agpplications under MAP, the MAP Guide
incorporates the mgjority of Handbook, Notice, and Form requirements. It includesin the Appendix
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the forms that are required for the cusomary gpplications. Certain forms and requirements which
are infrequently used, or are too detailed for inclusion in this Guide, are incorporated by reference to
the Handbooks, Notices, Forms, statutes or regulations. If there is a conflict between the MAP
Guide and the Handbooks, the MAP Guide will take precedence. Questions on conflicts should be
rased to the HUD office processing the Lender’s application. Where the MAP Guideisslent ona
matter, old requirements are obsolete. Rather consult with HUD Headquarters. The MAP Web-
gteis http:/mww.hud.gov/fha/mfh/map/maphomehtml

B. The MAP Lender must be familiar with Sections 221(d)(3), 221(d)4, 223(f), 220, and 232 of the
National Housing Act. The Lender should dso understand the regulations for those sections of the
Act and the basic program requirements set forth in 24 Code of Federa Regulations Part 200.

C. The MAP Lender is encouraged to contact a Multifamily Hub office if it encounters any issues that
are not addressed in the Guide or if it wishes darification of any ingructions contained in the Guide.
Chapter 11 “Underwriting” of this Guide covers waivers. The Multifamily Hub Director retains the
right to waive non-regulatory or nonstatutory provisons of the Guide, but Chapter 11 specifies a
limited number of requirements that may not be waved without prior gpprovad from HUD
headquarters. Regulatory provisons may be waived only on specific approva of the Assgant
Secretary for Housing - FHA Commissoner. Statutory provisons may not be waived.

A. At the gart of the MAP program, gpplications for mortgage insurance, whether for pre-gpplication
review or for Firm Commitment in the case of a refinance or purchase of a multifamily property or
hedlth care facility must be submitted to the Hub having jurisdiction of the area where the property is
located. The Hub Director may approve a Program Center as qualified to handle the processing of
specific gpplications, for example, applications in the geographic area where the Program Center is
located, or gpplications of a specific type, such as hedth care facilities. If the Program Center is
approved by the Hub Director for MAP processng, the Hub Director may assgn a specific
gpplication to the Center. In each case, the Hub Director or Program Center Director will assign a
Team Leader to oversee HUD's responghilities for processng the loan gpplication, and will
designate the HUD technicians who will be working on the gpplication.

B. The Hubs or Program Centers may utilize review technicians from different HUD offices for the
review process on one gpplication. The ability to send documents by e-mail and obtain information
on the internet permits review, for example, by a cost andyst in Phoenix of a document submitted to
the San Francisco Hub. The Hub Director is responsible for managing the work load, including the
authority to set priorities on loan gpplications received. The Hub Director is responsible for assuring
that the goas are met for time limits on HUD review of MAP gpplications. The Hub Director is
respongble for kegping track of al multifamily applications within the Hub's jurisdiction, including
the applications processed by Program Centersin thet jurisdiction.
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D. Responshilities assgned by this Guide to a Hub Director or Program Center Director may be

delegated unless specificdly redtricted by this Guide or by regulation.

A. Trangtion rules gpply only to the insured multifamily programs covered by MAP: 220, 221(d),

223(f), and 232. For programs not covered by MAP, such as Section 213 or Section 221(d)(3)
cooperatives or Section 241(a) for Supplemental Loans or Section 223(a)7 for refinancing, any
Hub or Program Center may continue to use its own fast-track proceduresif it has developed such
procedures. This applies both to MAP-approved Lenders and to non-MAP approved Lenders. It
is expected that dl of HUD's production programs will eventualy come under MAP, but, until that
happens, HUD fidd offices may use their own fast-track procedures for programs not listed in the
MAP Guide.

Training will be offered in MAP. A Lender’ s underwriter must attend a MARP training session before
submitting a MAP application.

Hubs and Program Centers may no longer accept any new agpplications for the covered programs,
either for pre-application review or for Firm Commitment review, under loca fast-track processing.
The Lender mugst ether submit the gpplication in the traditiona way where the HUD office
processss the loan, or, if it has qudified for MAP, it may submit the gpplication for review under
MAP.
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Lender Qualifications

A. Multifamily Accelerated Processing requires Lenders skilled in underwriting multifamily
housing loans and in the preparation of an application for FHA multifamily mortgage
insurance. To provide HUD some assurance that MAP Lenders are qualified for their
responsibilities, MAP requires a Lender to be approved by HUD’s Lender Qualification and
Monitoring Division (LQMD) of the Office of Multifamily Housing Development.

B. Approval of a MAP Lender by LQMD is on a nationwide basis, so that the MAP Lender may
apply to process loans using MAP regardless of which HUD Multifamily Hub or Program
Center will be processing the loan. By accepting the opportunity to use MAP, a MAP
Lender agrees that its MAP loans will be subject to post-endorsement review by the LQMD.
Moreover, the MAP Lender agrees that if it fails to meet HUD standards for underwriting
loans, its MAP designation may be terminated. Qualification is continuing unless terminated
in accordance with Sections 2.10-2.15 of this chapter.

C. Approval by LQMD as a MAP Lender is a prerequisite for the Lender, but MAP approval
does not obviate the need to have an experienced team on each application.

1. Each time that a MAP Lender applies for mortgage insurance on a multifamily loan, the
HUD office reviews the qualifications of the Lender’s principal staff members or
consultants who will be reviewing or preparing the borrower’s loan application.
Principal staff and consultants means the Lender's staff underwriter who will sign the
underwriting summary, the person who will prepare the appraisal and market study, the
person who will review the cost figures, and the person who will review the developer's
architectural plans and specifications. The Lender should also verify that the person who
will prepare the environmental assessment is a qualified professional. This consultant is
not one of the third party contractors that is subject to HUD approval. Refer to Section
9.2 for qualifications of professionals. If a member of the Lender’s staff or a contractor
has been previously approved by a Hub, the Lender is required only to submit the names
of the staff or contractor and note the prior approval. The Hub or Program Center retains
the right to reject, for reasons given in writing, any member of the Lender’s team for the
particular loan application. The technical chapters of this Guide discuss reviewer’s
qualifications. Once a member of the Lender’s staff, or a third party contractor, has been
approved by one of the Department’s Hubs, the lender need only submit the names of the
staff or contractor and note this prior approval. This does not, however, give the lender
the authority to use an appraiser that is not competent or not properly certified in the
appropriate jurisdiction. The lender must insure that every appraisal contractor for every
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D.

application meets all requirements as outlined in Map Guide Section 7.3a, especially the
USPAP Competency provision and jurisdictional certification requirements.

2. Names and resumes of the appraiser and/or market analyst should be submitted as soon
as possible prior to the pre-application. The names of the architectural analyst and cost
analyst should be submitted prior to the application for a Firm Commitment. For
refinancing or purchase, the appraiser’s resume should also be submitted prior to the
application for the Firm Commitment. HUD has up to ten business days, after receipt of
the names, to reject any principal staff member or consultant. If there is no notice from
HUD within those ten days, the names are approved.

This Chapter covers, in Sections 2.2-2.7, the requirements imposed on Lenders so that they
qualify to submit applications as MAP Lenders. Sections 2.8-2.9 briefly discuss the post-
endorsement monitoring of MAP loans. Sections 2.10-2.15 describe termination of authority
to use MAP, and it covers probation, which is a step short of termination.

Sale or Transfer of a MAP Application: The originating MAP Lender may sell or transfer a
MAP application only upon receipt of a Firm Commitment. The application may only be
sold to another MAP approved lender not currently subject to any suspension or Limited
Denial of Participation penalties.

_ Lender Qualifications

A.

HUD will announce a date after which LQMD will accept applications for approval as MAP
Lenders. The announcement will also give the address and telephone number of LQMD.

. The Lender prepares the application for approval as a MAP Lender. There is no required

form for this application. Upon receipt of all the information specified in Section 2.6,
LQMD has a goal of 30 days to act on the application.

The Deputy Assistant Secretary for Multifamily Housing will approve in writing each MAP
Lender. The letter of approval accepted by the Lender constitutes an agreement between the
Lender and HUD. The names of approved Lenders are posted by LQMD on the Internet.

LQMD may, instead, disapprove an application on the grounds that it has failed to meet the
standards set forth in Section 2.3 of this chapter or that it has failed to provide sufficient
information required in Section 2.6 of this chapter. LQMD may decide not to allow the
Lender to participate in MAP until specified deficiencies are corrected. An appeal of a
decision by LQMD to disapprove an application may be made to the Deputy Assistant
Secretary for Multifamily Housing.

If the Lender’s approval has been terminated, the Lender may not reapply for 12 months after
termination. The Lender has an appeal of termination as stated in Section 2.10.B.
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_ Standards Required for Qualification

Qualification as a MAP Lender is not intended to be a difficult or time-consuming process. It
requires evidence that the Lender is an FHA-approved multifamily mortgagee, that it is financially
sound, that it has on staff a principal employee or principal employees with multifamily
underwriting experience, and that its record with FHA-insured or conventional multifamily loans has
been satisfactory. The requirements are discussed in this section, as follows, and the required
application exhibits are listed in Section 2.6, Application Package.

A.

B.

G.

Evidence that the Lender is an FHA-approved multifamily mortgagee must be submitted.

The Lender must submit the most recent financial statement filed with the Federal Housing
Administration which shows its net worth in excess of $250,000.

The Lender must not be subject to judgments in administrative claims or in lawsuits which
would seriously affect its ability to do business. It must not unlawfully discriminate. Section 2.6
requires the Lender to report any lawsuits or judgments against it within the past three years.
This includes any lawsuits or judgments of discrimination in employment or in lending practices.

Multifamily underwriting experience on staff is a key to MAP approval. The Lender must
identify and have on staff a person or persons with at least three years of recent experience in
multifamily underwriting. Over the three years the underwriter must have worked regularly
in the multifamily lending business and have underwritten at least three loans which have
actually been funded. The Underwriter must attend a MAP training session conducted by
HUD before submitting an application or pre-application. An FHA mortgagee will not get
MAP approval when it hires a multifamily underwriter on a contract basis for a particular
loan application.

For Health Care Applications, the MAP underwriter must have within the previous five years
experience in underwriting the development and operation/management of health care
facilities. The underwriter’s resume must demonstrate this specific experience and is
submitted to the Lender Qualifications and Monitoring Division (LQMD) of the office of
Multifamily Development in Headquarters for review and approval. Any MAP Lender,
whose underwriter cannot demonstrate the necessary level of experience, must use
Traditional Application Processing (TAP) Program when financing its health care facility.

In connection with its application showing experience of staff, the applicant must identify
those persons who have the authority to underwrite loan applications under MAP and will
sign the narrative summary in a loan application. The applicant must also identify the
ownership of the Lender and also identify whose signatures may bind the Lender for any of
its responsibilities under MAP.

FHA multifamily experience is not specifically required for initial approval as a MAP
Lender, but, if the Lender lacks FHA experience for qualification, additional emphasis will
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be placed on consistent and recent conventional multifamily lending experience. For any
loan processed under MAP, the Lender must thoroughly understand FHA requirements for
multifamily mortgage insurance.

H. A reason for rejection of an applicant for MAP qualification may be that the applicant has a
recent history of assignments of FHA-insured loans. The reason for the assignment or
assignments is subject to the evaluation of LQMD. Causes of assignments are difficult to
measure because of the variety of reasons for assignments, such as unpredictable economic
changes in the area, inadequate servicing or poor quality underwriting. LQMD will look
primarily at any loan which the applicant has underwritten within the previous five years and
which, since the loan was endorsed, has been assigned to HUD for insurance benefits. The
purpose is to determine whether or not the applicant has been at fault in its origination of a
loan that did not perform satisfactorily.

I.  The applicant will submit a list of the Multifamily Hubs and Program Centers with which it has
worked in the previous two years. LQMD will contact those Hubs or Program Centers to
determine the experience of the Hub or Program Center in previous work with the applicant.
Responses of the Hubs or Program Centers will be part of the file of LQMD for the particular
applicant. A pattern of unsatisfactory applications for mortgage insurance at one or more Hubs
or Program Centers may be grounds for rejection of the applicant as a MAP Lender.

J. It has long been common practice for lenders to use consultants, individuals and companies, to
increase market share. The term consultant, as used here, applies to a mortgage broker, loan
correspondent and packager.

Under Traditional Application Processing (TAP) and Multifamily Accelerated Processing
(MAP) the role a consultant may play in processing a loan is different. This difference has lead
to some confusion on the part of MAP Lenders and HUD Field Staff. Therefore, let me clearly
restate what roles and relationships a consultant may or may not have under the TAP and MAP
processes.

1. Under TAP

a. The consultant refers new business to a lender including information
supplied by a proposed mortgagor/sponsor.

b. The consultant may provide a wide range of additional services to the
lender. Field Offices may accept application packages, correspond with
and rely on information submitted by the Consultant on behalf of the
lender.

c. The consultant’s fee is paid from the mortgagee’s fees.
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d. The consultant cannot have any identity of interest with the mortgagor,
sponsor or affiliated entity. HUD may permit an exception to the rule if:

(1) The consultant’s regular business is brokering and processing
loans; and

(2) The relationship is fully disclosed to and approved by HUD
before an application for mortgage insurance is submitted to
HUD.

1. Under MAP

a. The consultant’s sole purpose is to refer new business to a MAP Lender
including information supplied by a proposed mortgagor/sponsor.

b. The consultant’s fee is paid from the mortgagee’s fees.

c. The consultant cannot have any identity of interest with the
mortgagee/sponsor or affiliated entity.

d. There is no additional role for the consultant. HUD only accepts
application packages from, corresponds with and relies on information
submitted by an approved MAP Lender. HUD staff only deals with
employees of the MAP Lender and documents signed by the MAP
Lender. In their applications for approval MAP Lenders submitted
information on employees authorized to sign for them. MAP Lenders
are authorized to hire third party contractors for appraisal, architecture
and cost. The underwriter performs the mortgage credit function and
must be a full time employee. The third party contractors cannot have
any identity of interest with the mortgagor/sponsor or affiliated entity.

e. This should not be interpreted to mean that an approved MAP Lender
couldn’t underwrite a transaction and sell it to another MAP Lender
before initial endorsement. See Section 1.4.C.8

_ Electronic Capability and Internet Access

HUD will post information on the Internet and will transmit messages to Lenders and to the lending
community by e-mail, often with attached documents. Much of the information required by HUD
may be submitted electronically. Therefore, it is a requirement that the Lender have Internet access
and the capability of receiving and sending documents.
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_ Identity of Interest

No financial or family relationship is permitted between an officer or partner of the MAP Lender, its
principal staff or contract employees working on a particular application and, an officer, Director, or
partner of the sponsor, the mortgagor, the principal of the mortgagors, the general contractor,
subcontractor, or the seller of the land or property. Identify of Interest issues can be considerably
complex and require a great deal of research to be properly answered. If there is a question about
whether or not there is an identity of interest between the Lender and the mortgagor, contractor, and
others, all questions and supporting documentation must be submitted to:

Lender Qualifications and Monitoring Division
Office of Multifamily Development

Room 6128

451 7™ Street, SW

Washington, DC 20410

FAX Number: 202-708-3104

No form has been developed for an application for approval as a MAP Lender, but the information
submitted should include the following:

A. Exhibit A. Name of applicant, address, employer identification number, contact person or
persons, telephone and fax number, e-mail address, branch offices for multifamily business
with address, telephone and e-mail address.

B. Exhibit B. List of names an titles of those who are authorized to bind the Lender in matters
involving the application, underwriting and origination of insured mortgages under MAP.

C. Exhibit C. Type of mortgagee, (e.g., supervised or non-supervised ) type of legal structure
(e.g., general corporation, limited liability corporation, partnership, housing finance agency
or other), whether or not a subsidiary of another company and, if so, identification of the
parent company.

D. Exhibit D. Copy of letter of approval/HUD approved Form HUD-92001 evidencing
approval as an FHA approved multifamily mortgagee as well as the copy of the most recent
Yearly Verification Report submitted to the Lender Approval Division.

F. Exhibit E. Copy of most recent financial statements submitted to HQ Lender Approval
Division (not applicable to supervised mortgagees).
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F.

Exhibit F. Narrative discussion of the applicant’s method of operation in multifamily
lending. This would include whether or not it acts as a mortgage banker servicing loans, or
an originator selling commitments or loans to others, whether it originates or holds loans in
its portfolio of purchases loans from others, or both, experience in construction loan
administration, the number, location and staffing of branch offices it operates, and any other
information the applicant deems relevant in providing a clear picture of its business.

Exhibit G. Experience of the applicant in multifamily loan or origination, both conventional
and FHA insured. List the FHA insured loans for which applicant has received firm
commitments in the last 5 years and the number, name, location, original amount, HUD
Office where processed and whether or not the loan is in default, an election to assign the
loan to FHA for insurance benefits has been filed or the loan has been assigned to FHA. The
extent of conventional lending may be summarized rather than listing each conventional
mortgage originated in the last 5 years. It is important to cover the summary the extent of
conventional multifamily experience, the estimated extent to which construction loan
financing was involved and the number and percentage of defaults and foreclosures. If an
FHA or conventional loan was sold since origination and is serviced by another lender,
please list it. Please report, if you know, whether or not the sold loan is in default,
foreclosure or if assigned to FHA for insurance benefits. Default for these purposes means a
loan whose payment is more than 60 days overdue.

Exhibit H. Narrative discussion explaining any elections to assign FHA loans for insurance
benefits where initial endorsement of the FHA loans occurred after May 1, 1995.

Exhibit I. Resumes of the staff who will be responsible for the applicant’s submission of a
MAP loan application which demonstrate that the staff has the required multifamily
experience. Underwriter(s) must evidence a minimum 3 years recent experience, worked
regularly in the multifamily lending business and underwritten at least 3 loans which have
actually been funded. If multifamily experience is all conventional, provide evidence of
understanding of FHA multifamily mortgage insurance origination requirements. For Health
Care applications, the underwriter must have within the previous 5 years experience in
underwriting the development and operation/management of health care facilities.

Exhibit J.  Experience in construction loan administration if intending to perform
construction loan administration. Identify those persons authorized to sign advances,
construction change orders and escrow releases.

Exhibit K. Information regarding:
1. Lawsuits/claims/judgments filed or issued in the last 3 years against the applicant.

a. Which concern equal employment or Lender discrimination prohibited by law, or

b. Which are a result of, or might affect significantly affect its multifamily lending
business.
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2. Any criminal charges brought against the applicant related to the mortgage lending
business.

L. Exhibit L. Certification by the Lender that it will certify with each preapplication and
application for mortgage insurance that it is in compliance with the identity of interest
provisions in the MAP Guide which will provide that, “No financial or family relationship is
permitted between an officer, director or partner of the MAP lender, its principal staff or
contract employees working on a particularly application and an officer, director or partner
of the sponsor, the mortgagor, the principals of the mortgagor, the general contractor,
subcontractors or seller of the land or property.”

M. Exhibit M. Agreement that the Lender will open its files and records on FHA applications to
monitoring by HUD staff, including the office of Inspector General.

Limitation on Requirements

A. There is no requirement for additional net worth requirements for a MAP Lender. All FHA-
approved multifamily Lenders must have an adjusted net worth of not less than $250,000.

B. There is no fee required by HUD for qualifying (or deciding not to qualify) a MAP Lender.

C. There is no requirement that approved MAP Lenders notify LQMD if there has been a staff
change. MAP Lenders are expected to maintain or improve the level of experience or the
number of experienced staff members. The LQMD does not approve or disapprove of
individuals working for MAP Lenders, but expects the MAP Lender to be certain that its
staff meets the qualifications. If, for example, the Lender loses its staff underwriter, it must
immediately replace him or her.

D. MAP Lenders must notify LQMD if there has been a change of address of the home office
for multifamily business, e-mail address, telephone number, ownership, or if the Lender has a
material change in the way of doing business. MAP Lenders must also notify LQMD if they
withdraw as MAP Lenders, whether temporarily or not.

_ Agreement to Accept Monitoring

The applicant for MAP Lender approval agrees that, if it is approved, it will make its files and
records available to HUD or HUD’s authorized contractors for such monitoring of MAP processed
loans as HUD wishes to make. The origination files should be maintained for 10 years by the Lender
even though the loan itself may be sold to another entity. LQMD will provide further information at
a later date regarding files to be retained.
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A. MAP Lenders are subject to monitoring and periodic on-site reviews by LQMD to verify for
MAP HUD committed loans in processing by the Lender or HUD endorsed that:

1. The Lender adheres to statutory, regulatory and MAP Guide requirements.

2. The Lender’s underwriting decisions are consistent with HUD requirements in the MAP Guide.
3. The Lender’s technical processing is consistent with HUD requirements in the MAP Guide.
4

The Lender has complied with the conditions of the Firm Commitment and the
requirements of initial endorsement (and final endorsement).

5. The Lender has complied with the requirements of construction loan administration set
forth in the MAP Guide.

B. LQMD will not begin reviews of origination documentation until after the Lender’s first
MAP Firm Commitment has been endorsed for mortgage insurance. Any loan may be
reviewed for up to three years after final endorsement.

C. If there has been fraud or misrepresentation, HUD reserves its legal rights under the contract
of mortgage insurance and Mortgagee Review Board requirements.

D. The review by LQMD is not a substitute for other periodic audits and reviews by HUD,
including a financial management review and a review of the Lender’s quality control plan as
required by HUD Handbook 4060.1 “Mortgagee Approval Handbook.”

_ Termination or Probation of a MAP Lender: Overview

A. By authorizing a MAP Lender to prepare much of the documentation for a loan submission
for mortgage insurance, HUD places confidence in the Lender’s integrity and competence. If
in the process of performing this work, the Lender places HUD at risk, HUD needs to
terminate the Lender’s authority to use the MAP process as quickly as possible. If a
Lender’s authority to use MAP is terminated, the Lender may still have loan applications for
mortgage insurance processed in the traditional way by HUD staff.

B. The decision to terminate a Lender will be made by a three-member panel of HUD officials,
called the MAP Review Panel. Recommendations for termination or probation will come
either from LQMD, on the basis of its monitoring responsibilities, or from a Hub Director, on
the basis of the Lender’s performance. A Hub Director's recommendation for termination
should be sent to the Director of LQMD for review before going to the MAP Review Panel.
When the Review Panel makes its decision for termination, the decision takes effect
immediately and the industry and Hub offices are notified by a posting on the web. There is,
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however, an appeal allowed to the Deputy Assistant Secretary for Multifamily Housing who
may confirm, modify, or overturn the Panel’s decision.

C. LQMD or a Hub Director may place a Lender on probation for inadequate underwriting or
poor construction administration, which does not seriously affect HUD’s risk of loss, but
needs to be corrected. Probation is limited by time or conditioned upon the Lender meeting a
specific requirement or requirements to the satisfaction of LQMD or the Hub Director.
Prolonged probation may lead to a recommendation for termination.

A. The decision to terminate approval of a MAP Lender shall be made by a MAP Review Panel.
The Panel shall consist of three HUD officials designated by the Deputy Assistant Secretary for
Multifamily Housing. The three officials may serve on a continuing basis or may be chosen for
the particular review, as the Deputy Assistant Secretary for Multifamily Housing determines.
No Panel member shall also be the Hub Director making the recommendation. Neither the
LQMD_Director nor LQMD staft shall be eligible as Panel members. Panel members are
expected to have a good knowledge of multifamily housing origination and underwriting
procedures. Panel members shall have no prior business affiliation or other conflicts of interest
with the Lender under review.

B. The Panel is charged with an impartial review of the information submitted by the Director
of the OQA or by the Hub Director through the Director of OQA. It may request further
information from the Director of the OQA or from the Hub Director. If it chooses, it may
invite, receive and review information submitted by the Lender.

C. It should be noted that MAP Review Panel’s deliberations are not intended as an
administrative hearing. MAP approval represents an agreement between HUD and the
Lender to allow a Lender to use accelerated processing. The agreement may be terminated
voluntarily by the Lender, or HUD may terminate that opportunity if it believes that the
Lender has breached its responsibilities under MAP.

D. A prompt decision is important. When the MAP Review Panel has received the information that it
needs, it has a goal of making its decision within ten working days of the receipt of the information.

_ Recommendations for Termination

A. A Hub Director may discuss with a MAP Lender at any time any reasons HUD has to
consider improvements necessary to assure that the Lender is using its MAP authority
correctly. If the Director determines that there are serious concerns about the Lender’s
underwriting, but HUD’s risk is not directly and adversely affected, the Director may put the
Lender on probation, discussed in Section 2.16, below. If the Director believes that there are
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serious concerns about the Lender’s underwriting and that HUD’s risk will be directly and
adversely affected, the Director may make the recommendation for termination to the
Director of LQMD for review and submittal to the MAP Review Panel. The Program Center
Director recommendation goes to the Hub Director (see Section 2.12.C) for recommendation.

B. As aresult of its review of loans already committed, the Director of LQMD may also place a
Lender on probation when the review of the Lender’s documentation, or lack of
documentation, for the pre-application stage or the application for a Firm Commitment
indicates reasons for serious concern that does not adversely affect HUD’s risk. If the
serious concerns directly and adversely affect HUD’s risk, the Director of LQMD may make
a recommendation to the MAP Review Panel for termination.

C. Although a Program Center Director may initiate a recommendation for probation or
termination, that action for probation or recommendation for termination must be made by
the Hub Director responsible for the Program Center.

D. Reasons for serious concern about the Lender’s underwriting will be determined by the Hub
Director or the Director of LQMD, but may include the following examples, particularly
when there is a pattern or practice of unacceptable performance over several applications:

1. Failure to provide required exhibits or the submission of incomplete or inaccurate
exhibits. Although the Lender will be permitted to correct minor errors or provide
additional information, substantial inaccuracies or lack of significant information will
result in a return of the application and retention of any fee collected.

2. Preparation of an underwriting summary that is not supported by the appropriate
documentation and analysis.

3. Failure to notify the HUD processing office promptly of changes in the mortgage loan
application for a Firm Commitment submitted, such as change in rents, numbers of units,
or gross project area.

Failure to meet MAP closing requirements or construction loan administration requirements.
Fraud or misrepresentation.

Repeated failure to complete processing to Firm Commitment.

N » oA

Evidence that a Lender’s inadequate or inaccurate underwriting was a cause for
assignment of an FHA-insured mortgage loan for insurance benefits.

E. Post-endorsement monitoring, discussed in Sections 2.8-2.9 of this chapter, may result in a
recommendation by the Director of LQMD that the Lender’s MAP designation be
terminated.

W- Effect of Probation and Termination
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A. Probation

1. As noted in the previous section of this chapter, the Hub Director or the Director of
Multifamily Housing Development may place a Lender’s MAP designation in a
probationary status. Probation is limited by time or conditioned upon the Lender meeting
a specific requirement or requirements, such as replacement of a staff member, or both.
When the specific requirement or requirements are met to the satisfaction of the Director
placing the Lender on probation, the probation period may be ended and the Lender may
resume its activities and responsibilities as a MAP Lender.

2. During the period that a MAP Lender is on probation, it may not submit materials for new pre-
application reviews or new applications for Firm Commitments for FHA multifamily mortgage
insurance under MAP. It may, however, continue to process applications which were initiated
by the submission of exhibits to a HUD processing office prior to the probation date.

3. Probation shall last until the problems justifying probation are corrected to the satisfaction of
the Hub Director, or, if probation has been imposed by the Director of Multifamily Housing
Development, to the satisfaction of the Director of Multifamily Housing Development.

4. Probation initiated by a Hub Director is limited to the Lender’s activities in the
geographical area of the Hub and its Program offices. Probation initiated by the Director
LQMD shall be on a national basis unless the LQMD Director determines that probation
should apply only in a geographically restricted area. Notice of probation, whether
limited to a geographical area or national, shall be posted on the web. When probation is
lifted, that information shall also be posted promptly on the web.

B. Termination

1. As noted earlier in this chapter, either the Hub Director or the Director of the LQMD may
make a recommendation to the MAP Review Panel for termination of a Lender’s MAP
approval. The Hub Director's recommendation for termination is forwarded to the LQMD
Director for review and forwarding to the MAP Review Panel. When the Review Panel
makes a decision for termination effective on a specific date, the MAP Lender may not
initiate any new applications for FHA multifamily mortgage insurance under MAP,
including exhibits for a pre-application review. Any pending applications which are being
processed at the time of termination may no longer be processed under MAP. The Lender
will either have to transfer the application for processing to another MAP Lender or
continue with the application using traditional HUD processing. If traditional processing is
used, the Hub or Program Center may require that the process start from the beginning.

2. An application for reinstatement of MAP authority may not be made until at least 12
months after the date of termination. The requirements for reinstatement shall be similar
to initial qualification, discussed in Sections 2.3 and 2.6 of this chapter, and the applicant
must show that the problems which led to termination have been resolved to the
satisfaction of LQMD.
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A. When a MAP Lender has been placed in a probationary status, it may appeal this decision to
the Deputy Assistant Secretary for Multifamily Housing. When a MAP Lender’s approval
has been terminated by the MAP Review Panel, the decision of the Panel may be appealed to
the Deputy Assistant Secretary for Multifamily Housing. The request for the appeal must be
made within 30 calendar days of the date the Lender was either placed in probation or the
effective date for termination as determined by the MAP Review Panel.

B. If the decision is appealed, the Hub Director, LQMD Director, or MAP Review Panel will
present to the Deputy Assistant Secretary for Multifamily Housing the evidence on which the
Director or Panel made its decision, and the Lender may present such relevant evidence as it
wishes. The presentation of evidence and any other relevant information shall be submitted
with 30 days of the Lender’s request for review. The Deputy Assistant Secretary will make
his or her decision within 30 days after receiving the evidence from the Panel or the Director.

C. If the Deputy Assistant Secretary for Multifamily Housing reverses the Panel’s or Director’s
decision, the Lender shall immediately return to an active status as a MAP Lender. The
active status of the MAP Lender will be posted on the HUD web.

Referral to the Mortgagee Review Board or the
Inspector General

If the LQMD or the Hub Director determines that a MAP Lender’s actions or failure to act appears
to be a compliance matter justifying action by the Mortgagee Review Board to penalize the Lender,
including possible removal of its authority to do business as an FHA Lender, a referral of the matter
should be made to the Mortgagee Review Board. If the issue involves possible fraud,
misrepresentation or other criminal violations, then the matter should be referred to the Office of
Inspector General.
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Chapter 3

Eligible Multifamily Mortgage
Insurance Programs

This chapter contains the basic program requirements for the HUD/FHA multifamily mortgage
insurance programs for which MAP Lenders can submit pre-applications and Firm Commitment
applications. Other multifamily mortgage insurance programs such as Section 241 Supplementary
Financing for Insured Project Mortgages are eligible under TAP or Traditional Application Processing
and where local Hub and Program Centers offer fast track processing of this program. Section 241 and
other multifamily insured programs will be added to MAP in the future.

The following requirements or program features apply to a// HUD mortgage insurance programs:

A. Regulatory Agreement. All mortgagors must execute a HUD regulatory agreement governing
the operation of the project. The regulatory agreement will be recorded at initial endorsement.

B. Sole asset. The mortgaged property must be the only asset of the mortgagor (borrower).

C. Non-recourse. The HUD mortgage note may contain a non-recourse provision, if the Lender
agrees. (See Section 12.1.10 for exculpatory language.)

D. Fixed interest rate. The interest rate on a HUD insured loan is negotiated between the
mortgagor and mortgagee and must be fixed for the term of the mortgage. The interest rate is
fixed at initial endorsement for Insurance of Advances cases and at the start of construction
for Insurance Upon Completion cases. For mortgage increases, a higher or lower rate may be
fixed for the increase only.

E. Amortization plan. All HUD insured mortgages must be amortized through a level annuity
monthly payment plan (LAMP), which requires equal monthly payments of principal and
interest. LAMP variations are permissible for transactions involving bond financing and/or
tax abatement.
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F. HUD application fee. The HUD Firm Commitment application fee is $3 per thousand of
requested mortgage amount.

G. HUD inspection fee. The HUD inspection fee is $5 per thousand of mortgage amount for
new construction and $5 per thousand of improvement costs for substantial rehabilitation.
The inspection fee for loans insured pursuant to Section 223(f) is

1. $30 per unit where the repairs are $3,000 or less per unit.

2. 1% of the cost of repairs where repairs are more than $3,000 per unit or the loan is
insured under 232/223(f).

H. HUD mortgage insurance premium. The HUD construction and annual mortgage insurance
premiums are based on a percentage of the mortgage amount and may vary, depending on the
type of project mortgage. The initial premium 1is payable in advance at initial
endorsement/loan closing.

I. Mortgagee fees and charges. The maximum financing fee the Lender may charge is 3.5% of
the mortgage amount. (Higher fees up to 5.5% are permissible in bond transactions, for all
MAP eligible programs. See Chapter 8 for details.) MAP Lenders can include Third Party
costs as a mortgagable soft costs in the mortgage calculations. Include Third Party costs, i.e.,
appraisal, market study, PCNA, with Other Organization Costs, if any, in Section G., line 65
of Form HUD 92264. Third Party costs are included in the calculation of BSPRA where it is
applicable. On the Form HUD-92264 HCF include Third Party costs along with any
Organization Costs under Section H., Line 32.

The MAP Lender’s Third Party Costs, reflected in Organization Costs are exempted from the
65 % initial endorsement disbursement rule. The rule only applies to the mortgagor’s
organizational costs.

J.  Fair Housing and Equal Opportunity. Mortgagors and all contractors and subcontractors must
comply with all HUD Fair Housing and Equal Opportunity requirements, including selection
of occupants, employment, physical and programmatic accessibility (See 24 CFR Part 100
and subsequent sections), and “Affirmative Fair Housing Marketing” (24 CFR Part 200.600
and Handbook 8025.1 Revision 2).

K. Previous Participation. All principals in the proposed transaction must submit detailed
information on Form 2530 regarding previous participation in governmental housing
transactions in order to be approved by HUD for participation in any program of mortgage
insurance.

L. Occupancy. Except in the case of a project specifically designed exclusively for the elderly
(age 62 and over) or insured under Section 232, the mortgagor must certify that it will not
discriminate against families with children.
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M. HUD's Fiscal Procedures are contained in HUD Handbook 4410.1 Revision 2.

N. Bridge or Gap Financing. This is generally defined as, a loan spanning the gap between the
termination of a short-term loan and the start of another long-term loan and is permitted as
long as any recent indebtedness placed against the project was not in an effort to increase the
mortgage or circumvent outstanding policy.

O. Transient Housing/Hotel Services Prohibition. Section 513 of the National Housing Act
prohibits the use of the mortgage insurance programs for transient or hotel purposes. Leases
for less than 30 days are prohibited. The mortgagor cannot execute leases for less than 30
days nor provide occupants with hotel services such as maid service, furnishing and
laundering of linens, room service and bellboys.

P. Small Properties. Small properties may be processed using MAP, however, there are no
special processing procedures for these projects.

New Construction/ Substantial Rehabilitation
Multifamily Rental Apartments: Eligible
Programs — Sections 221(d)(4), 221(d)(3), and
220

MAP Lenders can submit requests for pre-application review and Firm Commitment applications for
the following programs

« Section 221(d)(4): general
« Section 221(d)(3): nonprofit mortgagor only
« Section 220: private or public

Condominium project mortgages (under Section 234(d)) and Cooperatives (under Section 213 or
Section 221(d)(3)) are not currently eligible for MAP review procedures. Programs that are not
currently covered by MAP may still be processed using the applicable processing center’s TAP or
pre-MAP FASTRACK Guidelines until such time as MAP is expanded to include that program.

New Construction/Substantial Rehabilitation
Multifamily Rental Apartments: Requirements
and Program Features

A. HUD can insure loans for 5 or more residential units with complete kitchens and baths for
both the construction and permanent loan (called Insurance of Advances) or just the
permanent loan (called Insurance Upon Completion).
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B.

New Construction: generally, proposed construction of improvements where no work has
been done to the site prior to the initial endorsement of the loan.

1. Work can begin after issuance of a HUD Firm Commitment with specific approval case-
by-case from the HUD Field Office using the Early Construction Start process.

2. Construction may not start on Insurance Upon Completion projects until issuance of a
Firm Commitment.

. Substantial Rehabilitation: a property qualifies as substantial rehabilitation if it meets one of

the following criteria:

1. The cost of repairs, replacements and improvements exceeds the greater of 15% of the
estimated replacement cost after completion of all repairs, replacements, and
improvements, or $6500 per unit adjusted by the local HUD Field Office high cost
percentage for that area, or

2. Two or more major building components are being substantially replaced. Additions are
permitted in substantial rehabilitation projects, but the costs for the additions of new units
(not building component additions) are not included in the eligibility test.

. Mortgage Term. The maximum term is 40 years or % of the remaining economic life of the

property.

Prepayment Restrictions. HUD permits prepayment restrictions in connection with the
financing. (See Appendix.)

Cost certification. The mortgagor is required to submit a cost certification prepared by an
independent public accountant upon completion of construction or substantial rehabilitation. The
amount of mortgage that is finally endorsed for insurance by HUD after completion of
construction can be reduced based upon HUD review of the cost certified amounts. The general
contractor is also required to submit a cost certification if there is an identity of interest with the
mortgagor. Identity of interest subcontractors are also required to cost certify.

Federal Labor Standards. The general contractor and any subcontractors are required to
comply with federal wage and reporting requirements, including the payment of prevailing
wage rates and the submission of weekly certified payroll reports (Prevailing wage schedules
may be obtained from the HUD Field Office).

Liens/secondary financing. The National Housing Act requires HUD insured mortgages to
be first liens. Secondary liens are permissible in the case of other HUD insured second
mortgages (supplemental loans and operating loss loans) and other loans. (See Chapter 8 for
complete details on secondary financing.)

Commercial space. Commercial facilities adequate to serve the needs of the project’s
occupants may be included. Commercial space is limited to 10% of the gross floor area of
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the project and commercial income is limited to 15% of gross income (higher percentages are
permissible under section 220; see Section 3.7).

J. Military Impacted areas. HUD is prohibited from providing mortgage insurance in military
impacted areas unless HUD determines that demand from nonmilitary households is
sufficient to sustain occupancy in both the HUD-insured projects and the market as a whole.
Section 238(c) of the National Housing Act authorizes insurance in military impacted areas
upon certain findings by the Department of Defense and HUD Headquarters. Section 238(c)
loans are not eligible for MAP review. In such areas, mortgagors should be encouraged to
contact the Department of Defense for other potential programs administered by DOD which
could provide other sources of financing for the proposed projects. Such projects can also be
reviewed using the traditional HUD mortgage insurance review process under Section
238(c).

K. Student Housing. Projects financed with insured mortgages cannot be designed for student
occupancy (e.g., 4 bedroom units with 4 baths.) Students and families are eligible occupants
for family housing financed with mortgage insurance. However, project mortgages in college
areas must be underwritten at comparable rents for family housing in the area. Loans cannot
be underwritten with rental rates assuming multiple student occupants which would result in
a processing rent higher than a typical family apartment.

L. Real estate requirements. The HUD insured mortgage must be on real estate:

1. held in fee simple, or
2. under a lease for not less than 99 years which is renewable beyond that; or

3. under a lease having a period of not less than 10 years to run from the maturity date of
the mortgage.

M. Assurance of Completion. The mortgagor shall provide for assurance of completion of the
project in forms approved by HUD.

1. For non-elevator or three story or less elevator buildings where the cost of construction
or rehabilitation is more than $500,000, the assurance shall be in the form of corporate
surety bonds for payment and performance, each in the amount of 100% of HUD’s
estimate of construction or rehabilitation cost including an imposed builder's profit on
BSPRA transactions. As an option, HUD would accept a completion assurance
agreement secured by a cash deposit or Letter of Credit in the amount of 15% of the
HUD estimate of construction or rehabilitation cost.

2. For elevator buildings of 4 stories or more, the assurance shall be in the form of corporate
surety bonds for payment and performance, each in the amount of 100% of HUD’s
estimate of construction or rehabilitation cost including an imposed builder's profit on
BSPRA transactions.. As an option, HUD would accept a completion assurance
agreement secured by a cash deposit or Letter of Credit in the amount of 25% of HUD’s
estimate of construction or rehabilitation cost. The mortgagee may provide more
stringent requirements.
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In addition to the general requirements in Sections 3.2, 3.3, and 3.4, the following requirements
apply to Section 221(d)(4) projects:

A. Builder and Sponsor’s Profit and Risk Allowance (BSPRA). The BSPRA allowance is used
as a credit against the mortgagor’s required equity contribution. To use BSPRA there must
be an identity of interest between the mortgagor and general contractor. There is no builder
profit contained in the mortgage calculation. For new construction, BSPRA is 10% of the
estimated cost of on site improvements; structures; general requirements; general overhead,
architect's fees; carrying charges and financing; legal, organizational and audit expenses
(total of lines 50, 63 and 67), exclusive of land. For substantial rehabilitation BSPRA is no
more than 10% of the above costs exclusive of the as is value of the existing structure.

B. Sponsor's Profit and Risk Allowance (SPRA). An amount included in replacement cost
where no identity of interest exists between the general contractor and mortgagor. SPRA is
no more than 10% of the total estimated cost of: architect's fees, carrying and financing
charges, legal, organizational, and audit expenses.

C. Elderly Developments. Apartments specifically designed for the elderly (age 62 and over)
are permitted as long as they do not contain the mandatory meals and services, central
kitchens and dining areas, and non-shelter spaces associated with retirement service centers.
No non-shelter services may be made a mandatory condition of occupancy. Charges for any
optional services must be reviewed by the MAP Lender and approved by HUD for
reasonableness. Institutional central kitchens are not permitted, nor may the project provide
meal services on either a mandatory or optional basis. This prohibition does not preclude the
installation of modest (non-luxury) equipment in a common use kitchen (for example, sink,
stove, or refrigerator) in a non-shelter space for use of tenants or by outside entities
providing catered meals.

D. Maximum mortgage limitations. In general, the maximum insurable mortgage is limited to
the lesser of:

1. 90% of HUD estimated replacement cost (new construction) or 90% of the sum of the
HUD estimated cost of repair and rehabilitation and the as is value of the property
(substantial rehabilitation).

2. A mortgage amount supported by 1.1 debt service coverage (90% of net income).
3. Statutory per unit limitations, adjusted by the Field Office high cost percentage.

(See Chapter 8 for complete details.)
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In addition to the general requirements in Sections 3.2, 3.3, and 3.4, the following requirements
apply to Section 221(d)(3):

A. Nonprofit sponsor/mortgagors only. MAP review of Section 221(d)(3) insured loans is
limited to nonprofit mortgagors, defined as corporations or associations organized for
purposes other than profit or gain for itself or persons identified therewith and which HUD
finds is in no way controlled by or under the direction or persons or firms seeking to derive
profit or gain there from. Generally, such mortgagors are required to be chartered under
Chapter 501(c)(3) of the Internal Revenue Code. HUD will review in detail the relationships
between the nonprofit sponsor/mortgagor and profit motivated entities involved in the
transaction. HUD will not insure Section 221(d)(3) transactions unless the nonprofit has the
financial capacity and experience to own and operate the project successfully and is not
under the direction or control of the profit motivated entities involved. A Headquarters
review is required on all Section 221(d)(3) MAP and TAP firm commitment processing prior
to the issuance of the firm commitment. The following documents must be submitted to the
Office of Multifamily Development for review:

1. Form 3433, Request for Preliminary Determination of Eligibility as Nonprofit
Sponsor/Mortgagor, and supplemental documents.

a. Detailed explanation of motivation for sponsoring the project.

b. A copy of the sponsor/mortgagor/s charger and bylaws or constitution as currently
amended.

c. Copy of current effect ruling from the Internal Revenue Service on
sponsor/mortgagor’s tax exempt status. (Copy of any ruling denying tax exemption
and or if a ruling is pending, explain the application’s legal and factual basis and
current status).

d. List of officers, directors or trustees of the sponsoring group/mortgagor including
addresses and titles of positions and their social security numbers.

e. Resumes on all principals and staff who will actively take part in the development of
the proposed project.

f. Current financial statement (balance sheet, profit and loss statement, and supporting
schedules) as well as statements or the past 3 years if available.

g. Signed written resolution of its directors or trustees, acknowledging the
responsibilities and obligations of sponsorship and continuing ownership, and that
this position reflects the will of the membership.
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h. Form HUD-92013 Supp listing current bank and trade references for the sponsor,
mortgagor, if formed and their officers (President, Vice President, Secretary,
Treasury).

i.  The information from the sponsor, mortgagor or any officer concerning prior Federal
default or claim, if applicable.

j. Detailed statement of arrangements made or proposed for the following, (listing the
principles involved, their relationship with the sponsor/mortgagor, the terms of the
arrangements and a description of the circumstances surrounding each):

1. land on which the project will be built

2. Project construction, including selection of general contractor, subcontractors
and architect.

3. Legal and consulting services.
4.  Project financing, including any discounts.
2. Description of who is paying pre-development cost
3. Any proposed rent/income restrictions
4. Copy of Form FHA-2013, Application for Mortgage Insurance

5. Forms HUD-3434, Certificate of Relationships and Nonprofit Motives and HUD-3435,
Certificate of Contractual Relationships.

6. Developers Agreement or any other document which shows the relationship and work
responsibilities of all parties associated with the transaction.

7. Housing Consultant’s Contract, if applicable.
8. Site control
9. Memorandum of Findings and Recommendations.

B. Elderly Developments. Apartments may be specifically designed for the elderly (age 62 and
over) but may not contain the mandatory meals and services, central kitchens, dining areas,
and non-shelter services associated with retirement service centers. No non-shelter services
may be made a mandatory condition of occupancy. Charges for any optional services must
be reviewed by the MAP Lender and approved by the Field Office for reasonableness.
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Institutional central kitchens are not permitted, nor may the project provide meal services on
either a mandatory or optional basis. This prohibition does not preclude the installation of
modest (non-luxury) equipment in a common use kitchen (for example, sink, stove, or
refrigerator) in a non-shelter space for use of tenants or by outside entities providing catered
meals.

C. Maximum mortgage limitations. In general, the HUD maximum insurable mortgage is
limited to the lesser of:

1. 100% of HUD estimated replacement cost (new construction) or 100% of the sum of the
HUD estimated cost of repair and rehabilitation and the as is value of the property
(substantial rehabilitation).

2. A mortgage amount supported by 1.05 debt service coverage (95% of net income).

3. Statutory per unit limitations, adjusted by the Field Office high cost percentage. (See
Chapter 8 for complete details.)

D. Prepayments. A 221(d)(3) mortgage with a nonprofit borrower cannot be prepaid in full
without the prior approval of HUD.

In addition to the general requirements in Sections 3.2, 3.3, and 3.4, the following requirements
apply to Section 220:

A. Eligible areas. The property must be located in one of the following:

1. Existing slum clearance and urban redevelopment projects covered by a Federal aid
contract before the effective date of the Housing Act of 1954.

2. An approved urban renewal area under Title I of the Housing Act of 1949.

3. Disaster urban renewal projects assisted under Section III of the Housing Act of 1949 as
amended.

4. An area of concentrated code enforcement being carried out under Section 117 of the
Housing Act of 1949.

5. A concentrated development area, approved by the HUD Field Office, in which concentrated
housing, physical development and public service activities are being carried out in a
coordinated manner, pursuant to a locally developed strategy for neighborhood
improvement, conservation or preservation. The locally developed strategy shall:

a. Provide for a combination of physical improvements, necessary public facilities and
services, housing programs, private investment and citizen self-help activities
appropriate to the needs of the area.
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b. Coordinate public and private development efforts;

c. Provide sufficient resources to produce substantial long term improvements in the
area within a reasonable amount of time, taking into account the severity of the area’s
problems.

B. Commercial Facilities. Commercial space may be included which is intended to serve the
needs of the project residents and other residents of the area. Commercial space is limited to
20% of gross project area and commercial income to 30% of gross income.

C. Maximum mortgage limitations. In general, the HUD maximum insurable mortgage is
limited to the lesser of:

1. 90% of HUD estimated replacement cost (new construction) and 90% of the sum of the
HUD estimated cost of repairs and rehabilitation and the as is value of the property
(substantial rehabilitation).

2. A mortgage amount supported by 1.1 debt service coverage (90% of net income).

3. Statutory per unit limits, adjusted by the Field Office high cost percentage. (See Chapter
8 for complete details.)

D. Builder/ Sponsor Profit and Risk Allowance (BSPRA). See definition of BSPRA in section
3.5 above.

E. Sponsor Profit and Risk Allowance (SPRA). See definition of SPRA in section 3.5 above.

F. Elderly Developments. Apartments specifically designed for the elderly and/or limited to
elderly occupancy are not permitted under this section.

Acquisition/Refinancing of Existing Apartments -
Section 223(f)

In addition to the general requirements in Section 3.2, the following requirements apply to Section
223(f) when used for acquisition or refinancing. (Any property acquired before the date of the
mortgage insurance application shall be treated as a refinance transaction. Any property acquired
after the date of the mortgage insurance application shall be treated as a purchase. In a purchase
transaction, any identity of interest, however slight, between seller and purchaser requires the
application to be processed as a refinance.)

A. Eligible Property. The property must contain at least 5 residential units with complete
kitchens and baths, and have been completed or substantially rehabilitated for at least 3 years
prior to the date of application for mortgage insurance. Properties that were constructed or
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substantially rehabilitated with HUD-insured multifamily mortgages that have been
completed with the latent defects guarantee period expired, are exempt from the 3-year rule.

B. Ineligible properties.

1. Manufactured home parks are not eligible under this section.

2. Properties whose required repairs are so extensive that they meet the threshold for
substantial rehabilitation are not eligible under this Section.

C. Repairs. Critical repairs must be performed prior to HUD endorsement of the mortgage. Non-
critical repairs, approved by HUD, may be completed after endorsement with appropriate
financial escrows at closing. Required repairs cannot be so extensive as to constitute
substantial rehabilitation.

D. Elderly developments. Purchase or refinancing of existing apartments specifically designed
for the elderly (age 62 and over) may be permitted under this program but may not contain
the mandatory meals and services associated with retirement service centers. No non-shelter
services can be a mandatory condition of occupancy and must be reviewed by the MAP
Lender and approved by the Field Office for reasonableness. Non-shelter spaces already
constructed for projects with current HUD-insured mortgages may include formal dining
areas with meal services to be provided on an optional basis. Projects may provide modest
kitchen equipment in a non-shelter space.

E. Prior Defaults/Claims. HUD does not prohibit applications for mortgage insurance for
formerly HUD-held loans. However, HUD is not obligated to accept or process any mortgage
insurance application with a borrower/principal who has not proven to be a good business
partner. MAP Lenders should accept such applications only after they have considered and
documented the economic, physical, operational, or management factors that led to the
specific changes that have occurred which would justify new mortgage insurance. Early
consultation with the field staff is strongly recommended since HUD will be very concerned
with past experience of the loan and borrower/principal including Regulatory Agreement
compliance.

F. Labor standards. Davis Bacon prevailing wage requirements do not apply to this program.
G. Insurance Upon Completion Only. HUD will insure only the permanent loan under this program.

H. Prepayment Provisions and Prohibition. The National Housing Act prohibits prepayment of
loans insured under Section 223(f) for 5 years from the date of endorsement for insurance
except where at the time of prepayment:

1. The mortgagor has entered into an agreement with HUD to maintain the property as
rental housing for the remainder of the specified 5 year term;
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2. HUD has determined that the conversion of the property to cooperative or condominium
ownership is sponsored by a bona fide tenants organization representing the majority of
households in the project;

3. HUD has determined that continuation of the property as rental housing is unnecessary to
assure adequate rental housing for low and moderate income people in the community; or

4. HUD has determined that continuation of the property as rental housing would have an
undesirable and deleterious effect on the community. (For specific prepayment
provisions, see Appendix.)

I. Eligible Mortgagors. Both profit motivated and nonprofit borrowers are eligible mortgagors.
J. Ineligible Mortgagors. Condominium mortgagors are not eligible for this program.

K. Maximum mortgage limitations. In general the maximum mortgage limitations for the
Section 223(f) program are as follows:

1. For a purchase transaction, the lesser of :
a. 85% of HUD appraised value,

c. 85% of acquisition cost,

c. Section 207 statutory per unit limits, adjusted by the local Field Office high cost
percentage for the locality, or

d. A mortgage amount supported by 1.1765 debt coverage (85% of net income).
2. For a refinance transaction, the lesser of:
a. 85% of HUD appraised value,

b. Section 207 statutory per unit limits, adjusted by the local Field Office high cost
percentage for the locality,

c. A mortgage amount supported by 1.1765 debt coverage (85% of net income).
d. The greater of the cost to refinance or 80% of HUD appraised value
(See Chapter 8 for complete details.)

L. Reserve for Replacements. HUD requires deposits to the Reserve for Replacements. (See
Chapter 7 for the actual calculations.)

M. Secondary financing. HUD permits secondary financing on section 223(f) loans under
certain conditions. (See Chapter 8 for complete details.)
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N. Commercial space. Commercial area shall not exceed 20% of the total net rentable area of
the project and commercial income shall not exceed 20% of effective gross income.

O. Real estate requirements. The mortgage shall be on real estate held:
1. in fee simple; or
2. under a lease for not less than 99 years which is renewable; or
3. under a lease executed by a lessor approved by HUD with a minimum term of 50 years

from the date the mortgage is executed.

P. Mortgage Term. The maximum term of the mortgage is 35 years or % of the remaining
economic life of the property.

Q. Firm Commitment Processing Only. There is no preapplication submission for Section
223(f) applications. Preliminary inquires with the HUD staff are encouraged if there are
concerns about marketability, environment or competing proposals.

_ Section 232 Health Care Requirements

In addition to the general requirements for HUD insured loans in Section 3.2, the following
provisions apply to Section 232 projects.

A. Eligible Facilities. MAP Lenders can submit requests for pre-application review and Firm
Commitment applications for the following types of facilities:

1. Nursing Home.

a. A public facility, proprietary facility, or facility of a private nonprofit corporation or
association, which consists of at least 20 beds and is licensed or regulated by the State
municipality or other political subdivision in which the facility is located.

b. Provides for the accommodation of convalescents or other persons who are not
acutely ill and not in need of hospital care, but who require skilled nursing care and
related medical services including past hospital care (sub-acute).

c. Corresponds to the Department of Health and Human Services “Skilled Nursing
Facility” (SNF).

2. Intermediate Care Facility.

a. A proprietary residential facility or facility of a private nonprofit corporation or
association which consists of at least 20 beds and is licensed or regulated by the State,
the municipality or other political subdivision in which the facility is located.
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b. Provides for the accommodation of persons who require minimum but continuous

care (24-hour staffing/supervision) but are not in need of continuous medical or
nursing services.

Corresponds to the Department of Health and Human Services "Intermediate Care
Facility"(ICF).

3. Board and Care Home.

a.

Board and Care Homes are known by many different names in different states,
including domicilliary care, shelter care, adult congregate living facility, personal
care, etc. HUD's definition is as follows:

(1) a proprietary residential facility or a residential facility owned by a private
nonprofit corporation or association which consists of at least 5 accommodations,
bedrooms with a maximum of 4 persons for each accommodation, each with a full
bath. Group dining facilities must be available.

(2) provides room, board and continuous protective oversight. "Continuous protective
oversight" must include the availability of both scheduled and unscheduled
assistance for defined special needs of the occupants on a 24 hour basis and
involve a range of activities or services such as:

(a) For relatively independent occupants, awareness by management and staff of
the occupants' conditions and whereabouts as well as the availability of
assistance for the occupants as needed; or

(b) For relatively dependent occupants, supervision of nutrition and medication
with assistance for the activities of daily living bathing, dressing, shopping,
eating and continuous responsibility for the occupant’s welfare. There is no
minimum requirement for activities of daily living.

(c) "Continuous protective oversight" is not limited to the above activities nor
must it include the examples given.

(3) Must be a freestanding structure or an identifiable and separate portion of an
intermediate care facility or nursing home.

(4) Intermediate care or nursing services may not be carried out in a board and care
facility or the board and care portion of a residential care facility. However, to
accommodate a couple, a board and care resident may reside in the
nursing/intermediate care area. A resident may contract with a home health
agency for nursing and personal care services.

(5) Must provide areas for central dining, kitchen (or preparation area where food is
supplied from an offsite location), lounges, recreation, and other multipurpose
rooms. Where food is provided from an offsite location, the preparation area in
the facility must be of sufficient size to allow for the installation of a full kitchen
if it becomes necessary, or additional land must be available to add kitchen space.

(6) Must offer three meals per day to each resident.
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(a) Residents in accommodations without kitchens must take the three meals a
day provided by the facility.

(b) Residents whose accommodations have a kitchen must take at least one meal
a day provided by the facility.

(7) Charges may be assessed for providing other services that are in addition to those
services included in the basic residential fee. Such services may include
housekeeping, laundry, supervision of nutrition or medication and assistance with
daily living (bathing, dressing, shopping, eating).

(8) Must be regulated by the State in accordance with Section 1616(e) of the Social
Security Act (Keys Amendment) and meet the State’s eligibility requirements.
The State also must have certified to HUD that it is in compliance with the
provisions of 1616(e).

b. Limitations on Independent Living Units

(1) May not exceed 25 percent of the total projected number of beds or units in any
board and care project.

(2) Required Reserves and Escrows. A board and care project with independent
living units (efficiency or one-bedroom units with complete kitchen and bath
facilities) requires a 12-month debt service reserve in addition to any operating
deficit.

(a) Operating Deficit Escrow. Must:

(1) Cover the period between construction completion and the time HUD and
the MAP Lender estimate sustaining occupancy will be reached.

(i1) Be held until sustaining occupancy has been reached and maintained for
90 days thereafter.

(b) Debt Service Reserve. Must be required for any independent living units. Any
combination of independent living units with a nursing home/intermediate
care facility or a board and care facility requires a prorated debt service
reserve (for example, 25 percent independent living units would require 25
percent of the 12-month debt service reserve for the portion of the project
used as a board and care facility).

(c) Establishment of the operating deficit escrow and debt service reserve must be
provided at initial endorsement either by:

(1) Agreement of sponsors to furnish additional funds and bond guaranteeing
sponsor's performance (Forms FHA-2476 and 2477).

(i1) Escrow Agreement — Additional Contribution by Sponsors (Form HUD-
92476A).
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(d) Disbursement. When both an operating deficit escrow and debt service
reserve is required, disburse first from the escrow and then from the reserve to
fund operating expenses, debt service payments, initial marketing and rent-up
costs, etc.

4. Assisted Living Facility.

a.

A proprietary, public or nonprofit facility of at least 5 residential units (not to exceed
4 persons per unit or per bathroom) which is designed for frail elderly (62 years or
older) persons who need assistance with at least 3 activities of daily living. Activities
of daily living include such things as bathing, dressing, eating, getting in or out of
beds and chairs, walking, going outdoors, using the toilet, preparing meals, shopping
for personal items, obtaining and taking medications, managing money, using the
telephone or performing light housework. Residents may make their own
arrangements for support services, such as physical therapy, nursing care, podiatry,
etc. Residents may employ their own private staff to provide assistance with
activities of daily living or other household/personal needs. However, the facility is
still responsible for the residents' continuous protective oversight. A resident may
have a contract with a home health agency for nursing and personal care services.

Must provide areas for central dining, kitchen (or preparation area where food is
supplied from an offsite location), lounges, recreation, and other multi-purpose
rooms. Where food is provided from an offsite location, the preparation area in the
facility must be of sufficient size to allow for the installation of a full kitchen if it
becomes necessary, or additional land must be available to add kitchen space.

Must provide room, board, and continuous protective oversight. This involves a
range of activities and services that may include such things as awareness by
management and staff of the occupants' condition and location as well as the ability to
intervene in a crisis for dependent and relatively independent occupants on a 24-hour
basis.

(1) For independent occupants: awareness by management and staff of the occupants'
condition and whereabouts as well as the availability of assistance for the
occupants as needed; or

(2) For dependent occupants: supervision of nutrition, assistance with medication,
and continuous responsibility for the occupants' welfare.

Assisted living facilities must offer three meals per day to each resident.

(1) Residents in accommodations without kitchens must take three meals a day
provided by the facility.

(2) Residents whose accommodations have a kitchen must take at least one meal a
day provided by the facility.

Assisted living facilities may need to cater to the special needs of residents depending
on their condition or diagnosis such as Alzheimer's disease. If serving those needs,
the design/environment of such facilities must accommodate those requirements in,
for example, dementia special care units.
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S.

f. The assisted living facility's admission agreement must state that no dwelling unit in
the facility will be occupied by more than one person without the consent of the other
residents of that unit. The resident who signs the admission agreement will be the
occupant of that dwelling unit and must meet the definition of frail elderly. The
resident who signed the admission agreement must consent before another person(s)
may occupy the unit.

Day Care. An eligible health care facility may provide nonresidential (outpatient) care for
elderly individuals and others (e.g., persons with physical or mental disabilities) who
require care during the day. A facility that contains only a day care component is not
eligible under Section 232. Nonresident day care space may not exceed 20% of the gross
floor area of the facility and nonresident day care income may not exceed 20% of gross
income. Day care space at a separate site must have adequate toilet, bathing and cooking
facilities and adequate transportation for its clients. A day care facility must meet the
minimum requirements of any third party reimbursement agency. The mortgagor must
provide a CoN (Certificate of Need) or operating license if required by State or local law
and demonstrate that the day care space will be self-supporting.

B. State Approvals. The following approvals are required to be submitted at the pre-application
stage:

1.

Certificate of Need. Skilled nursing care and intermediate care beds require a certificate
of need (CoN) from the state agency with jurisdiction. (See Forms Appendix).

2. If no authorized State agency exists, or if it is not empowered to execute a CoN, the State
may conduct or commission an independent study of market need and feasibility
acceptable to HUD that:

a. meets the standards of the American Institute of Certified public Accountants, as
certified by the State and/or preparer of the market study,

b. assesses market need on a market wide basis, including excess beds and typical
market wide operating occupancy rates of existing facilities,

c. discusses the impact of the proposed project on other health care facilities and
services in the area,

d. provides demographic projections (size, density, distribution and vital statistics on
household income) for the proposed project and market area,

e. discusses available alternative health care delivery systems (geriatric day care, board
and care, etc.),

f. describes the reimbursement structure or payment sources of the proposed project and
that of the competing projects in the area, including percentage of self-pay clients and
daily cost to the client; percentage of Medicaid/Medicare clients and reimbursement
rate; percentage of other clients (managed care, etc.).

g. estimates market absorption period of beds in the proposed project by month
including discussion of market supply, market reaction to unit type (private, semi-
private, 3-bed, etc.) and resident turnover.
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If the State is not authorized to conduct, commission or certify the study as to form and
substance, the MAP Lender must provide financial and market information acceptable to
HUD.

The proposed mortgagor may reimburse the State for the cost of the independent market
and feasibility study.

Exception from market study for certain small facilities. For small intermediate care
facilities for the mentally retarded or developmentally disabled for less than 50
individuals, the State agency responsible for licensing, certifying, financing or
monitoring the project may provide HUD with a written statement of the need for the
project instead of the independent study of market need and feasibility.

Substantial Rehabilitation. If the authorized State agency requires a new CoN, a new
certification on Form 2576-HF must be submitted. If the authorized State agency does
not require a new CoN, the MAP Lender must provide a statement from the State agency
that a new CoN is not required and a copy of the original CoN. If there is no authorized
State agency and the rehabilitation involves new beds, the alternative market study
described above must be submitted.

Acquisition or Refinancing. If the authorized State agency requires a new CoN, a new
certification on HUD form 2576-HF must be submitted. If the authorized State agency
does not require a new CoN, a statement from the state agency and the original CoN must
be submitted.

Bed authority modifications. Any proposed modifications (additions, deletions or major
improvements) in the bed authority for any Section 232 facility must receive prior Field
Office approval in order to protect HUD’s security interest.

If the State requires a CoN for assisted living or board and care facilities, the Lender
must submit a copy to HUD.

C. Licensing. Any Section 232 facility must be regulated by the State, municipality, or political
subdivision in which the facility is or is to be located and the appropriate agency for such
jurisdiction must provide a license or certificate that the facility complies with the applicable
State or local standards and requirements for such facilities, including issues of staffing,
occupancy, etc.

D. Liability Insurance. HUD requires health care facilities to maintain liability insurance,
failure to do so is a technical default under the terms and conditions of the mortgage
insurance contract. When mortgage underwriting is performed by HUD [MAP Lender], the
current prevailing premium rates in that State, at a minimum, must be used along with
reasonable deductible levels, and adequate coverage levels.

E. Ineligible facilities. The following are not eligible under section 232:

1.

Facilities that charge “founders fees”, “life care fees” or similar charges.
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2. Facilities not meeting program intent such as hospitals, clinics, diagnostic and treatment
centers, group practice facilities, and halfway houses. (Residential care facilities may
include clinics, medical offices and similar related services as commercial space).

3. Facilities not providing the continuous protective oversight or minimum assistance
required, such as retirement homes, boarding houses or single room occupancy
residences that provide only food and shelter.

F. Bankruptcy. Any owner or operator of a healthcare facility or their affiliate or renamed or
reformulated company that has file for, is in, or has emerged from bankruptcy within the last
five years is not eligible to participate in any manner in a facility which is the subject of a
mortgage insured through the Section 232 Mortgage Insurance for Health Care Facilities
Programs. A project in bankruptcy that is acquired by a non-identity-of-interest owner in
good standing is eligible for mortgage insurance. Any exception to this requirement must
be approved by HUD Headquarters.

G. Leased Facilities/Regulatory Agreement. Section 232 mortgagors are permitted to lease
facilities to qualified operators with prior written HUD approval. The lessee must execute the
Regulatory Agreement, Form HUD 92266 NHL. The MAP Lender must determine that:

1. The lease agreement contains a restriction against its assignment without HUD prior
approval and does not conflict with Section 232 program requirements,

2. The lease payments are sufficient to properly maintain the project, enable the lessor to
meet debt service requirements and other operating expenses and are comparable to other
leases in the market,

3. The lease requires prior written approval by HUD for any modification in bed authority.
4. Nonprofit mortgagors can lease their facilities only to other nonprofits.

5. Failure to disclose a lease arrangement or identity of interest between mortgagor and
lessee are grounds for HUD sanctions. A provision must be incorporated into the
regulatory agreement that any and all future lessees must execute the regulatory
agreement and that the lessee is required to submit financial statements to HUD within 60
days of the close of the project’s fiscal year.

6. The lessee shall have the responsibility to seek State licensure and a provider agreement
for Medicaid and Medicare residents if the facility has a dual certification. A copy of the
provider agreement must be submitted to HUD.

7. The mortgagor/lessor must ensure that the facility meets State licensure and standards.

H. Commercial area limitations under Section 232.

Commercial space and income limitations. Any commercial activity must be compatible with
the use of the facility. Day care space is not considered commercial space. See Sections
3.10 and 3.11 below for New Construction/Substantial Rehabilitation and Acquisition
/Refinancing commercial area limitations.
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I. Eligible mortgagors. The following are eligible mortgagors under Section 232:

1. Proprietary mortgagor. A proprietary mortgagor is a corporation, trust, partnership,
individual or other qualified legal entity that is profit motivated.

2. Nonprofit mortgagor. A nonprofit mortgagor is a corporation or association organized for
purposes other than profit or gain for itself or persons identified therewith that HUD finds
is no way controlled by or under the direction of persons or firms seeking to derive profit
or gain therefrom. Generally, such a mortgagor must be chartered under Chapter
501(c)(3) of the Internal Revenue Code.

3. Public mortgagor (Nursing homes only). A public mortgagor is a Federal or State
instrumentality, a municipal corporate instrumentality of one or more States or a
redevelopment or housing corporation formed under and restricted by Federal or State
laws or regulations of a State banking or insurance department as to charges, capital
structure, rate of return or methods of operation.

J. Sinking Fund. HUD requires establishment of a sinking fund for nursing homes in States that:

1. Include the capital component (depreciation and interest) in the Medicaid reimbursement
for nursing homes and

2. Use a pass-through method of paying the provider for the depreciation (straight line
depreciation) on the assets.

The sinking fund captures the excess capital in the early years of the mortgage and sets aside
monies (per the mortgagee schedule) in a separate fund account to pay the principal
payment to offset shortfalls in the later years’ capital investment.

K. Funding Sources. Assisted living is primarily a private pay market. However, different
States may have funding sources such as Medicaid or a State Supplemental Security Income
(SSI) matching program.

L. Liens/Secondary Financing. HUD is required by law to have a first lien position. Secondary
loans are permissible in the case of other HUD-insured second mortgages (supplemental
loans and operating loss loans) and other loans. (See Chapter 8 for complete details on
secondary financing.)

M. Real estate requirements. The mortgage shall be on real estate held:
1. In fee simple; or

2. Under a lease for not less than 99 years which is renewable or having a period of at least
10 years beyond the maturity date of the mortgage.

N. Line of Credit Financing.

1. HUD will recognize line-of-credit portfolio indebtedness attributable to acquisition costs,
repairs and capital improvements.
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2.

The mortgagee must obtain a letter from the issuer of the line-of-credit listing each
facility encumbered by the financing and the dollar amount needed for each facility to
obtain a partial release from the financing. Absent the partial release information, the
following are acceptable alternatives:

a. Option One. HUD will divide the line-of-credit debt by the total number of beds in
the facilities to come up with the per bed debt.

b. Option Two. Based on MAP appraisals for all the facilities, HUD will add up the
approved values for all the facilities. HUD will divide the line-of-credit debt by the
sum of the values. Multiply the result by a facility’s value to determine the amount of
existing indebtedness to be assigned to a facility.

Note: Lenders may develop other options for assigning debt. HQ will review and
approve these options on a case-by-case basis.

O. Real Estate Investment Trusts (REITs).

Some REITs have purchased health care facilities with cash raised from the sale of shares in
the REIT. Historically, HUD has recognized that special circumstances may exist from time
to time when dealing with REITs. In this case, we will treat the cash payment for the facility
in the same manner as line-of-credit financing with the following exceptions.

a.

The REIT must submit from the independent certified public accountant a report of the
cash payment made for each facility.

An authorized officer of the REIT signs and dates a cover letter to HUD attesting the
accuracy of the report. Said letter must contain the 1010 Criminal warning.

HUD will recognize 75% of the cash payment as equivalent to existing debt.

Section 232 - New Construction/Substantial
Rehabilitation

Requirements: HUD can insure loans to cover both the construction and permanent loans (Insurance
of Advances) or just the permanent loan (Insurance upon Completion).

A. New construction. A facility qualifies as new construction when all project and construction
elements are installed as part of the construction contract and no work has been done prior to
the issuance of the HUD Firm Commitment.

1.

Work can begin after issuance of a HUD Firm Commitment with specific approval case-
by-case from the HUD Field Office using the Early Construction Start process.

Construction may not start on Insurance Upon Completion projects until issuance of a
Firm Commitment.

B. Substantial rehabilitation. A facility qualifies as substantial rehabilitation when:
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1. The hard costs of repairs, replacements and improvements (including major movable
equipment eligible for inclusion in the mortgage) and additions exceeds 15% of the project’s
value after completion of all repairs, replacements, improvements and additions, or

2. Two or more major building components are being substantially replaced. Additions are
permitted in substantial rehabilitation projects, but the costs for the additions are not
included in the eligibility test. Building additions combined with refinancing of an
existing structure should be processed as a new construction, blended rate 232/223f
application unless the work proposed on the existing facility meets the criteria for
substantial rehabilitation on it’s own without considering the costs of the new addition.

C. Maximum mortgage limitations. In general the HUD maximum insurable mortgage is limited
to the lesser of:

1. 90% of HUD appraised value, including major movable equipment (95% for nonprofit
mortgagors).

2. mortgage amount supported by 1.11 debt coverage (90% of net income); 1.05 for nonprofit
mortgagors (95% of net income). (See Chapter 8 for additional limits for substantial
rehabilitation loans and complete details.)

D. Mortgage term. The maximum mortgage term is 40 years or % of the remaining useful life of
the property.

E. Cost certification. The mortgagor is required to submit a cost certification prepared by an
independent public accountant upon completion of construction or substantial rehabilitation.
The amount of mortgage that is finally endorsed for insurance by HUD after completion of
construction can be reduced based upon HUD review of the cost certified amounts. HUD
approved cost certified amounts may qualify for a mortgage increase under specific conditions.
The general contractor is required to submit a cost certification where a cost plus form of
construction contract is used. Subcontractors with an identity of interest with the mortgagor or
general contractor are also required to cost certify. (See Chapter 14 for complete details.)

F. Federal Labor standards. The general contractor and all subcontractors are required to
comply with federal wage and reporting requirements, including the payment of Davis Bacon
prevailing wages and the submission of weekly certified payroll reports. (Prevailing wage
schedules may be obtained from HUD.)

G. Assurance of Completion. The mortgagor shall provide for assurance of completion of the
project in forms approved by HUD.

1. For non-elevator or three story or less elevator buildings where the cost of construction
or rehabilitation is more than $500,000, the assurance shall be in the form of corporate
surety bonds for payment and performance, each in the amount of 100% of HUD’s
estimate of construction or rehabilitation cost. As an option, HUD would accept a
completion assurance agreement secured by a cash deposit or Letter of Credit in the
amount of 15% of the HUD estimate of construction or rehabilitation cost.
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2. For elevator buildings of 4 stories or more, the assurance shall be in the form of corporate
surety bonds for payment and performance, each in the amount of 100% of HUD’s
estimate of construction or rehabilitation cost. As an option, HUD would accept a
completion assurance agreement secured by a cash deposit or Letter of Credit in the
amount of 25% of HUD’s estimate of construction or rehabilitation cost. The mortgagee
may provide more stringent requirements.

H. Medicaid/Medicare Rule. Medicaid rates, regardless of the composition of the project's
actual or proposed occupancy, will be used to establish the income estimate for 67% of
nursing home/intermediate care beds. Medicare rates will be used for 3% of the beds. This
restriction does not currently apply to board and care or assisted living facilities.

I. Commercial Space and Income Limitations. New Construction/Substantial Rehabilitation is
equivalent to 10 percent of the gross floor area of the project and 15 percent of the gross
project income; commercial space that is intended to exclusively serve the residents of the
facility is not counted toward the 10 percent limit.

_ Section 232/223(f) - Acquisition/Refinancing

The major requirements for Section 232/223(f) Projects for acquisition or refinancing are as follows:
(Any property acquired before the date of the mortgage insurance application shall be treated as a
refinance transaction. Any property acquired after the date of the mortgage insurance application
shall be treated as a purchase. In a purchase transaction, any identity of interest, however slight,
between seller and purchaser requires the application to be processed as a refinance.)

A. Property eligibility. The facility must have been completed or substantially rehabilitated for
at least three years prior to the date of the Firm Commitment application. Projects with
additions completed less than 3 years previous are eligible as long as the addition was not
larger than the original project in size and number of beds.

B. Ineligible facilities. Facilities requiring a level of repairs which constitutes substantial
rehabilitation as defined in section 3.10 above are not eligible for mortgage insurance under
this section.

C. Insurance upon completion. HUD will only insure the permanent loan under this program if
all critical repairs are completed before HUD endorsement of the mortgage.

D. Delayed completion of repairs. HUD permits completion of mnon-critical repairs after
endorsement for insurance with appropriate financial guarantees. (See Chapter 12 for
complete details).
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E. Davis Bacon Labor standards. To be eligible under this section, the level of required repairs
cannot meet the standard for substantial rehabilitation. Therefore, the prevailing wage
requirements of the Department of Labor do not apply to this program.

F. Mortgage insurance premium. The HUD mortgage insurance premium is 1% of the mortgage
amount for the first year, payable at endorsement of the mortgage, and .5% of the average
outstanding principal balance thereafter. (See 24 CFR 207.252.)

G. Maximum mortgage limitations. The maximum insurable mortgage is:

1. For Purchase Transactions, the lesser of:
a. 85 % of HUD appraised value (90% for nonprofit mortgagors).

b. A mortgage amount supported by 1.1765 debt coverage (85% of net income); 1.11 for
nonprofit mortgagors (90% of net income).

c. 85% of acquisition cost (90% for nonprofit mortgagors).
2. For Refinance Transactions, the lesser of:
a. 85% of HUD appraised value (90% for nonprofit mortgagors).

b. A mortgage amount supported by 1.1765 debt coverage (85% of net income); 1.11 for
nonprofit mortgagors (90% of net income).

c. The cost to refinance the existing debt.

(See Chapter 8 for complete details.)

H. Cost certification. The mortgagor must certify the actual costs incurred in the acquisition or
refinancing of the property.

I. Mortgage Term. The term of the mortgage cannot exceed 35 years or % of the remaining
economic life of the physical improvements.

J.  No Equity Take-Out. Borrowers may not receive any cash proceeds from the refinance of the
mortgage under Section 232/223(f). The sole purpose for the program is for owners to
refinance at lower interest rates, reduce debt service requirements, and make needed repairs.

K. Medicaid/Medicare Rates. The income estimate should be based on the percentage of
Medicaid/Medicare beds shown on the last 3 years of financial statements.

L. Firm Commitment Processing Only. There is no preapplication submission for Section
223(f) applications. Preliminary inquires with the HUD staff are encouraged if there are
concerns about marketability, environment or competing proposals.
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M. Commercial Space and Income Limitations. Refinancing Existing (232/223(f)) is equivalent
to 20 percent of the total net rentable area of the project and 20 percent of the effective gross
project income.

03/01/02
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A.

Only an gpproved MAP Lender may submit an application for mortgage insurance usng MAP.
In addition, the Lender's staff underwriter must be gpproved by the HUD office processing the
aoplication. The Lender's appraiser and its architecture/engineering and congtruction cost
reviewer(s), whether on contract or on staff, must also be approved.

There is a two-stage process for new congtruction and substantial rehabilitation under the
Sections 221(d)(3) and 221(d)(4), 220, and 232 programs. First, the Lender submits exhibits
for a pre-gpplication review by HUD. After review, HUD ether rgects the application or
invites the Lender to submit an gpplication for Firm Commitment. The second stage is the
submisson of the Lender’s exhibits for the Firm Commitment. After review of the application
for Firm Commitment, HUD decides whether or not to issue a Firm Commitment.

For acquidition or refinance of an apartment project under Section 223(f) or acquidition or
refinance of a hedth care facility under Section 232/223(f), the Lender goes straight to the
application for a Firm Commitment. No pre-gpplication review is required or anticipated. It
should be noted, however, that a market study is required for acquisition or refinance of a hedlth
carefacility, but not for an apartment project.

The Site Appraisa and Market Andysis (SAMA) stage and the Conditiona Commitment stage
will not be used under MAP. If an gpplicant seeks a Conditional Commitment for Section
223(f) mortgage insurance where the purchaser has not yet been identified, the loan gpplication
must be processed using traditional HUD processing.

The submission of computerized forms generated by a Lender are acceptable, o long as the
recrested form is identical in content and in the order of the line items on the MAP Form. The
recreated form must be completed subject to the ingtructions included on that form in the MAP
Forms Book, which in some cases may vary from the ingructions included with a previous
issuance of that form.
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Stages of Application

A.

Informd Information

Hubs and Program Centers welcome inquiries from MAP Lenders. Each Hub or Program
Center which will serve as a processng center for multifamily mortgage loan insurance will
designate a person or persons to respond to inquiries about potentia applications. For
example, if a Lender is congdering a loan gpplication, it may inquire whether there are other
mortgage loan applications in the same area in process and under review by the Hub or
Program Center. It may inquire about environmenta concerns in the area, to the extent that
HUD knows of such concerns. The Lender may cdlarify information about the MAP process.
The Hub or Program Center, in responding to informa inquiries, will not commit HUD to
approve a maket, issue an invitation for an gpplication for firm commitment, or make any
commitment of any kind. Approva or disgpprova of an gpplication for FHA mortgage
insurance is accomplished only in the manner st forth in this Guide, and not in response to
informd inquiries.

Approvd of Lender's Reviewers

1. The Lender's reviewers for the pre-gpplication or the gpplication for Firm Commitment
must be approved by the field office processing the application. For the pre-gpplication, the
Lender mugt submit the name and experience of the underwriter (who must be employed
full-time by the Lender), and the name and the experience of the Lender's appraiser, and of
the market analyst (if separate from the appraiser). If a member of the lender’s staff or a
contractor has been previoudy approved by a Hub, the Lender is required only to submit
the names of the staff or contractor and note the prior approval. For the gpplication for Firm
Commitment, the Lender must submit the names and experience of the staff underwriter and
the Lender's gppraiser (if not previoudy submitted), and of the reviewer or reviewers of the
architectura and engineering plans and specifications, and the congtruction cost estimator.
HUD will approve or disapprove these persons promptly. If HUD does not advise the
Lender within ten working days that an underwriter, gppraiser, or reviewer is unacceptable,
giving the reasons for its decison, the person is approved. The Lender should submit the
names and resumes, if possble, prior to the pre-gpplication and, for gpplications going
directly to Firm Commitment, prior to preparation of the gpplication.

Pre-gpplication. The pre-application stage for new congruction or substantial rehabilitation is
designed to permit HUD to review the most important exhibits affecting the feasbility of a
proposed project. At the end of the review, HUD invites the Lender to submit an gpplication
for aFirm Commitment or declinesto issue an invitation. The Lender who receives an invitation
has reason to believe that, if its gpplication for a Firm Commitment is consstent with the
information it presented at the pre-gpplicaion, there is a high likdihood that HUD will issue a
Firm Commitment.

03/15/2002 Page

20f5



Chapter 4 Application
Requirements

1. No application fee is required for the pre-gpplication review by HUD. The HUD
processing office (Hub or Program Center) may request clarifying information if it
believes such information is essentia to the review.

D. Leter of invitation

1. After the pre-application review, the Hub or Program Center will send a letter to the Lender
inviting an gpplication for a Firm Commitment or declining to invite the Lender to submit the
goplication. The letter may also address issues related to project acceptability and it may
suggest proposed project underwriting parameters.

2. If theletter is an invitation to submit an gpplication, the Lender must advise HUD in writing
within 30 calendar days of the date of the letter of invitation whether or not it plans to submit
an gpplication for the particular project. If it falsto notify HUD within the time required, the
invitation letter expires, and it may be required to repesat the pre-gpplication process. The
goplication for a Firm Commitment must be submitted within 120 days of the date of the
letter of invitation. Two 30-day extensons of this 120-day limit may be authorized by
HUD, but there is no requirement that the extensions be gpproved. HUD will review the
circumstances reported by the Lender to judtify the extenson of time. The Lender must
certify and HUD must determine that the requested delay beyond 120 days is not likely to
change the underwriting data on which the invitation was based or to undermine the
feasbility of the project due to a change in the market or other factors determined & pre-
goplication.

E. TheApplication for a Firm Commitment

1. After recaving an invitation to submit an goplication for a Firm Commitment, the Lender
completes the processing of the gpplication. It performs a full underwriting anays's and
presents its recommendation in the Narative Summary to HUD. The exhibits that
accompany the gpplication are listed below. HUD’ s review of these exhibitsis discussed in
Chapter 11 “Underwriting” and in each of the technica chapters.

2. Applications which the Hub o Program Center determines to be unacceptable will be
returned to the Lender and HUD may retain the gpplication fee for the work done by HUD
in its review. However, if the Hub or Program Center determines that the defects in the
goplication are minor and can be corrected, the Hub or Program Center will advise the
Lender. The Lender will have five business days from the receipt of natification to cure the
goplication. The god for HUD review of the gpplication will be extended by the time
required to cure the gpplication.

3. Evey effort will be made for prompt review. If the exhibits for a Firm Commitment
goplication are complete, the review time will be consderably shorter than it will be if the
aoplication isincomplete.

NOTE: Where both the pre-application and firm commitment stages are gpplicable under

MAP for a given FHA insured program, separate pre-applicaion and firm commitment
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submissions are required as repested throughout the Guide. Combining these applications into
one submisson is not permitted under MAP. MAP is designed to assure timely decision+
making on FHA insurance gpplications and to ensure an acceptable level of risk for HUD's
multifamily mortgage insurance programs. MAP reviews a the pre-gpplication and firm
commitment stages must be meaningful and thorough. To support this god, processng time
frames have been established for MAP as provided in the Guide. MAP Lenders have a stated
number of days within which to submit a firm commitment application following FHA's letter of
invitation. If the adlotted time is not needed to prepare a complete firm gpplication there is no
prohibition against a much earlier submission which should expedite the overdl process.

Applications Checklist

A. Each of the chaptersin the MAP Guide describes forms and other reports that the Lender must

submit, either as part of the pre-application or as part of the gpplication for a Firm Commitment.
Those chapters provide the detall that is needed when submitting the required exhibits. For
example, the checklist cdls for a Narrative Summary; Chapter 11 “Underwriting” describes
what information should be in the Narrative Summary and what sort of certification should
accompany it.

The appendices to this chapter are smply checklists of the exhibits that have to be provided to
the Hub or Program Center. With new congtruction or substantia rehabilitation, the exhibits are
divided into two parts: (1) exhibits required for the pre-gpplication review, and (2) the exhibits
required for the gpplication for a Firm Commitment. With Section 223(f) for refinancing or
purchase, there is no pre-agpplication review, so the exhibits are required for the application for
a Firm Commitment. Section 232 and Section 232/223(f) for hedlth care facilities are trested

separately.

Five copies of the exhibits will be required from the Lender to the HUD processing office,
unless alesser number is agreed upon by HUD and the Lender.

1. Appendix 4.A

Sections 221(d)(3), 221(d)(4), and 220, New Construction and Substantia Rehabilitation,
Exhibits Required for Pre- Application Review

Sections 221(d)(3), 221(d)(4), and 220, New Construction and Substantial Rehabilitation,
Exhibits Required for Application for Firm Commitment

2. Appendix 4.B

Section 232, New Congtruction and Substantial Rehabilitation, Exhibits Required for Pre-
Application Review
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Section 232 for hedth care facilities, New Congtruction and Substantia Rehabilitation,
Exhibits Required for Application for Firm Commitment

Appendix 4.C

Section 223(f) for Refinance or Purchase of Exigting Apartments, Exhibits Required for
Application for Firm Commitment

Appendix 4.D

Section 232/222(f) for Refinance or Purchase of Existing Hedthcare Facilities, Exhibits
Required for Application for Firm Commitment
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Architectural Analysis

GENERAL

Qualifications, Responsibilities, and Approval of
Lender’s Representative

A. Qualifications

1.

The Lender shall hire a qualified architectural analyst(s) with experience in multifamily
construction. The analyst must be knowledgeable and experienced with local building
standards and construction methods for the type of project proposed, including the
Federal Fair Housing Accessibility Guidelines. The Architectural analyst may also serve
as the cost estimator if the qualifications are met.

Lender Architectural staff. The lender must be able to review all designs submitted. The
lender must employ the services of a qualified architectural reviewer or contract for the
services of a qualified reviewer, to review the architectural plans and specifications. The
person providing the architectural services should be preferably a registered architect or
engineer. However, persons with a degree in architecture or engineering with three years
of experience in their respective field, may also provide this service. Additionally,
individuals with experience as a construction manager, estimator, general superintendent
of construction, draftsperson, degree in building construction, may also qualify to provide
architectural services.

Lender Technical Specialists. Mechanical, structural, sanitary, site engineers, etc. may
be required for review of a particular project. The prime principal of the technical
specialists must be a licensed professional. The architectural analyst is not required to
review structural design details and calculations.

B. Responsibilities

The Lender’s architectural analyst:

1.

Reviews mortgagor’s Required Architectural Services. (See Paragraph 5.2)

2. Determines that the project design complies with the Minimum Property Standards, local

codes, the applicable accessibility requirements, and HUD design standards. (See Appendix 5.)
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3. Determines that mortgagor’s Architect (or other persons or organizations providing
architectural services) is qualified to provide the design services to the project and
administer the construction contract.

4. Reviews mortgagor’s Architect’s certification that the project design complies with the
Minimum Property Standards, all applicable local codes and ordinances, Fair Housing
Act accessibility requirements, and HUD standards. (See Appendix 5N)

5. Determines that the mortgagor’s Architect’s liability insurance will be maintained up
through acceptance of the 12-month warranty inspection.

C. HUD Approval of Lender’s Architectural Analyst

The Department reserves the right to examine the credentials of all architectural analysts
hired by the Lender, and to reject any and all individuals that it considers unqualified.

Required Architectural Services for Design and
Supervision

The mortgagor shall engage the services of a licensed professional, which are required for the design
of elevator and walkup projects, projects of 20 or more living units, and smaller projects of complex
design or construction.

A. Architects, engineers or designers providing required design and/or construction services must
be professionally licensed to render services in the design of buildings by the State in which the
project is to be constructed.

B. Evaluation and Selection of Architect. The Architect must be one in whom the mortgagor,
Lender, and HUD have confidence.

1. The Lender’s architectural analyst
a. reviews the Architect’s work progress and product(s);

b. may recommend that the mortgagor select another professional if the Architect’s
work progress or work product(s) is found to be unacceptable.

2. Failure of the mortgagor to engage an Architect acceptable to the Lender is basis for
rejection of the project.

C. Owner-Architect Agreement. On projects requiring licensed professional service, an
agreement between the Architect and the owner for architectural services will be executed.

1. The owner shall submit the agreement with the application for Firm Commitment.

2. The executed agreement shall be AIA Document B 181, Standard Form of Agreement
Between Owner and Architect for Housing Services. It shall include the HUD
Amendment. (See Appendix 12B.)
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3.

a. The scope of services shall provide all architectural, structural, mechanical, electrical,
civil, landscape, and interior design and consulting services necessary to prepare
drawings, specifications and other documents setting forth in detail the requirements
for construction of the project. The scope of services shall also provide for
administration of the construction contract.

b. The scope of services shall designate the responsibility for the services to be
provided, whether by the Architect, owner, or others.

c. Additional B181 Agreements must be submitted for any part of the basic design
services with more than one prime professional, e.g. for site, civil, mechanical,
electrical engineering services, etc., or supervisory architectural services. The
mortgagor’s Architect shall have the authority to coordinate multiple prime
professional contracts.

There may be separate agreements for design and construction services if the same
Architect is not employed. When there is a separate agreement for administration of the
construction contract, it must be submitted not later than initial endorsement. Where
separate agreements are made, those sections not applicable shall be struck out.

An Architect with an identity of interest with the owner or general contractor cannot
administer the construction contract. An identity of interest is defined in the HUD
Amendment.

D. Modification of Owner-Architect Agreement. The document may be changed to reflect the
actual agreement between owner and Architect for the specific project.

1.

Generally modifications can be made by striking out inapplicable provisions and
inserting additional provisions in Article 12. Also, adding directly to a specific provision
is acceptable.

Changes shall not delete any service, either by the Architect or owner necessary to the
project though the responsibility for a required service may be transferred.

a. The document shall provide a clear and definite statement of how responsibility for
providing any required service is to be divided between Architect, owner, and others.
Documents must conform to requirements in 5.2.C.2 above.

b. Required services may not be sublet or delegated to any one not acceptable to HUD.

The basis of compensation (Architect's fee) shall be a fixed fee for the services provided
by the Architect as stated in the Agreement. No other method of stating compensation is
acceptable. The amount of compensation for design services and for construction services
shall be stated.

Where the Architect’s basis fee exceeds that which may be paid from mortgage proceeds or
where the Owner-Architect contract provides for reimbursables (note that reimbursables
may not be paid from mortgage proceeds), the person/entity responsible for such extra fees
must be identified at the bottom of the HUD Amendment. (See Appendix 12B)
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5.

HUD shall not be incorporated into any specific provision of the Agreement. The
required inclusion of the HUD Amendment in Article 12 is sufficient to incorporate HUD
requirements. No modification of the HUD Amendment is permitted.

The Lender’s architectural analyst shall review the agreement for compliance with these
instructions.

E. Architectural Considerations in Industrialized Housing. Architectural and engineering
services are involved in the development of industrialized housing. The fees for such services
are part of the cost of each manufactured unit. The Lender’s analyst must contact the Hub
Director to approve the use of industrialized housing. The Lender's analysis must then
determine the acceptability of such services by examining the drawings and specifications.

1.

These exhibits shall be equal in quality to the typical construction documents prepared by
Architects engaged in designing the type of housing proposed. The exhibits should
include the working drawings and specifications for the typical industrialized housing
unit, along with an assembly plan and proper manufacturer’s warrantee document.

Additional professional services may be required to provide a complete set of
construction documents. The additional amount of professional services required must be
determined by the Lender’s architectural analyst for each project based on how much of
the total is provided by the housing manufacturer. Usually, the Architect will integrate
the manufacturer's drawings into his/her set of drawings and specifications, adapting
them to the particular project.

The manufacturer (packager) shall provide complete professional design services. If his/ her
services meet in all respects the quality required, the construction documents shall be accepted.

Owner-Architect Agreement, AIA Document B-181, shall be required only to cover the
services provided by the Architect. No Owner-Architect Agreement is required for
professional services provided within or by the housing manufacturer.

In all cases, an independent Architect with no identity of interest shall provide general
administration of the construction contract.

_ Architectural Standards and Other Criteria

A. The principal architectural standards for MAP are the Minimum Property Standards for
Housing (MPS) in HUD Handbook 4910.1 and local building codes or nationally recognized
building codes accepted by the Hub. See Appendix 5 for complete standards.

B. Accessibility for persons with disabilities.

I.

2.

The Fair Housing Amendments Act of 1988 applies to all housing in the United States
available for first occupancy after March 13, 1991. (See Appendix 5-A.)

Part 504 of the Rehabilitation Act of 1973, which is implemented by the Uniform Federal
Accessibility Standards (UFAS), applies only to housing receiving Federal financial
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assistance. Part 504 does not apply to projects where the only HUD involvement consists
of FHA mortgage insurance. (See Appendix 5A and 5E)

C. Energy efficiency.

1. New Construction. HUD energy efficiency standards for new construction are adopted by
the Secretary and incorporated by reference into the MPS. (See Appendix 5A, Paragraph
0)

2. Substantial Rehabilitation. See Appendix 5B, paragraph I for rehabilitation energy
guidelines.

SECTIONS 221(d) AND 220

Lender Architectural Processing — New
Construction

A. Lender’s Architectural Analyst’s Duties

1. Review the mortgagor’s Architectural/Engineering exhibits (Appendix 5I) for
compliance with local code and HUD requirements.

a. Drawings and specifications must be complete and correct.

b. Acceptable evidence must be provided that the project has or will have necessary
utility services and pedestrian and vehicular access.

(1) Adequate assurance of continuing service by local utility companies and/or local
public authorities, or

(2) Construction documents and contract for completion by mortgagor’s contractor.

2. Visit the site and prepare a written report on physical aspects of on-site and offsite
features.

a. Observe physical features such as existing construction, topography, soil conditions,
drainage, vegetation, etc.

b. Include unusual site conditions and necessary demolition and offsite construction.

c. Determine and comment on HUD environmental conditions and criteria which may
affect the proposal.

3. Provide for continuous architectural liaison with the mortgagor’s Architect.

4. Maintain a processing record of all architectural/engineering actions when the proposal is
first assigned.

a. File all forms, reports, decisions, and documents relevant to architectural actions in
chronological order.
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o

e

o

o

Record all architectural actions, counteractions by others, or actions that may affect
design or construction.

Record the receipt of forms and documents, the issuance of letters and memoranda,
the completion of forms and worksheets, contacts with the Architect, etc.

Log and briefly describe contacts, including telephone calls, with the Architect.
Keep journal of architectural actions. Include:

(1) Application for Firm Commitment, Form HUD-92013.

(2) Reports of site visit (including technical specialist's if made).

(3) Drawings and specifications, identified and dated. (If filed elsewhere, reference in
journal.)

(4) Owner-Architect Agreement, including HUD Amendment. (See Forms
Appendix.)

(5) Data used to process. (If filed elsewhere, reference in journal.)

(6) Liaison meetings and telephone calls with Architect (Remarks in journal or notes).
(7) Letters, memoranda, notes and worksheets.

(8) Soil borings report or other soil exploration data.

(9) Invitation Letter.

(10) Form HUD-92264 with any memorandum for Firm Commitment.

(11) Firm Commitment approval.

(12) Surveyor's Report, Form HUD-2457 (Initial Endorsement).

5. Guide and assist the mortgagor’s Architect (Architect) during design development to
expedite orderly processing and avoid delays.

a. Assure that the Architect is licensed to practice within the State where the project is
to be constructed.

b. Assure that the Architect and the mortgagor execute AIA Document B181, including
HUD Amendment.

c. Provide the Architect a copy of the MAP Guide, applicable HUD program
Handbook(s), HUD Minimum Property Standards (MPS) (Handbook 4910.1), and
other applicable guides and publications, including reference material for all
applicable accessibility laws, especially the Fair Housing Act Design Manual.

d. Discuss with Architect:

(1) Lender procedures;
(2) HUD procedures;
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10.

(3) Architect's responsibilities.

e. Discuss with Architect any available housing design data and all HUD-developed or
industry norms which are applicable and beneficial to the project.

f. Review drawings and specifications during design development and identify
questionable design concepts, elements or deficiencies early to avoid costly revisions
at advanced stages of exhibit development. Special attention should be paid to
accessibility for persons with disabilities. Because no accessibility review is done at
Pre-Application stage, it is entirely the responsibility of the Architect to produce a
building and site design at Firm stage that fully conforms to all applicable
accessibility laws.

Request assistance by the Technical Specialist, e.g., engineers, when necessary.
a. Review and use the Technical Specialist's Report.

b. Furnish the Architect with consolidated design requirements, including
recommendations or requirements of Technical Specialists.

Work with Lender’s cost analyst to assure that project cost will fall within the established
budget:

a. Supply cost analyst with a current Davis Bacon wage rate schedule. The HUD
Office will include, as part of its Firm Commitment invitation letter, the current
Davis Bacon wage rate schedule applicable to the proposed project. Lender
processing staff must keep in contact with HUD labor relations staff to obtain any
updates (modifications) to the Davis Bacon wage rate schedule before the Lender
submits the Firm Commitment application to HUD. Once the Firm Commitment
application is submitted, HUD labor relations staff will provide any Davis Bacon
modifications which may be published and applicable to the construction of the
project.

b. Evaluate appropriateness of type of structure, construction methods and materials
considering initial costs and future maintenance.

Report any deviations from accepted concepts or HUD requirements which cannot be
resolved with the mortgagor’s Architect to the Lender’s underwriter.

Be aware of design development progress in relation to established target dates and
inform the Lender’s underwriter of possible or actual delays or problems.

Review architectural/engineering exhibits submitted with the Firm Commitment
application.

a. Assure exhibits are as agreed to during design development, meet conditions of the
previous stage, and comply with all HUD standards and criteria.

b. Prepare the architectural/engineering portions of Form HUD-92264, Rental Housing
Project Income Analysis and Appraisal (See Forms Appendix), upon completion of
architectural analysis.
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11.

12.

13.
14.

15.

16.

Furnish information to the Lender’s cost analyst as to the scope of the Architect's work as
a basis for the estimation of the Architect's fee.

Assure that drawings and specifications are complete prior to submission of a Firm
commitment application to HUD.

Review experience and qualifications of general contractor.

Prior to initial endorsement: (See Paragraph 5.7)

a. Review contractor's Progress Schedule.

b. Review the legal survey and Surveyor's Report/ Certificate.

c. Assure that HUD’s sets of drawings and specifications are sealed and signed.

Consult with Technical Specialists. While the Lender’s architectural analyst should
report obvious errors or omissions (such as a lack of dimension to show the depth of a
footing below grade) to the mortgagor’s Architect, the analyst is not required to review,
nor is the analyst responsible for, the accuracy of structural dimensions or other details
that would require a professional structural review. When engineering review, advice
and guidance on specific projects or problems is required, the Lender’s architectural
analyst should request the services of the appropriate engineers (mechanical, structural,
sanitary, site, etc.).

Negotiations.

a. The Lender’s architectural analyst provides guidance to the mortgagor’s Architect.
The Lender’s analyst will request the assistance of the mortgagor if the Architect is
reluctant to follow such guidance.

(1) Suggestions for improvement or betterment should not be pursued if unacceptable
to the mortgagor.

(2) HUD mandatory standards and criteria may not be modified or waived.

b. Report to the Lender’s underwriter when resolution is not possible.

(1) Recommend rejection only if the design fails to comply with prescribed
requirements, laws, ordinances or restrictions, or is inadequate in some major
respect.

(2) Request intervention and assistance, describing the deficiency or inadequacy that
the Architect and/or sponsor are unwilling or unable to correct.

B. Mortgagor’s Architect’s Duties

1.

Services. Provides architectural and engineering services in accordance with the
Owner-Architect Agreement. (See Paragraph 5.2.)

a. Develops documents that conform to concept of the sponsors program and proposal.

b. Produces drawings and specifications that comply with local requirements and HUD
standards and criteria.
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2. Data. The Architect's work is shaped by data such as: codes, transportation, parking, space
and mechanical requirements. The Architect develops data through surveys and research.

3. Lender Assistance. There must be continuous consultation between the mortgagor’s
Architect and the Lender’s architectural analyst.

4. Pre-application Stage. The Architect must:
a. Visit the site.
b. Evaluate the mortgagor's and user's needs.
c. Become familiar with applicable codes, restrictions, and requirements.
d. Develop preliminary sketches.

5. Firm Commitment Stage. The mortgagor’s design Architect, from the preliminary
sketches, must:

a. Prepare final construction documents after the basic exhibits are approved. These
include contract drawings and specifications with:

(1) Current wage decision,

(2) Current edition of AIA Document A201, General Conditions of the Contract for
Construction, and

(3) Form HUD-2554, Supplementary Conditions of the Contract for Construction.

b. Submit the final construction documents to the mortgagor for approval and
submission to the Lender, and to HUD.

6. Construction Documents must be complete and:
a. Clearly fix the scope of work.
b. Define and describe the materials to be used.
c. [Illustrate the construction and methods of assembly.
d. Contain all necessary information for bidding (if applicable) and constructing the project.

7. Alternates. The Architect may include alternates if they are of equal quality, safety, and
performance, and within the budget. Alternates must be selected before a Firm
Commitment is issued. Selection of alternates should be coordinated with the general
contractor so as not to delay the bidding.

Architectural/lEngineering Exhibits — New
Construction

A. Pre-application stage for HUD review. The mortgagor shall submit the following Pre-
application exhibits to the Lender to be forwarded to HUD.
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1. Form HUD-92013, Application for Project Mortgage Insurance
2. Location map with property clearly defined.

3. Sketch plan of the site showing overall dimensions of main building(s), major site
elements, e.g. parking lots, and location of existing utilities, e.g. water, sewer, electric,
gas, in the streets adjacent to the site. Contour lines and elevations are not required in the
sketch site plan.

4. Sketch plans of main building(s): Sketch plans of main building(s) must show overall
dimensions of:

a. Typical floor plan(s) showing apartment types and placement;
b. Ground floor plan(s) showing common areas;
c. Sketch floor plan(s) of typical dwelling unit(s);

d. Typical wall section(s) showing footing, foundation, wall and floor structure. Notes
must indicate basic materials in structure, floor and exterior finish.

Sketch plan dimensions must be sufficient to allow the HUD architectural analyst to
calculate the Gross Floor Area for the entire project and the Net Rentable Areas for
all the apartment units in the project.

B. Firm Stage. The mortgagor shall submit the following Firm stage exhibits for the Lender’s
architectural analyst to review.

1. Form HUD-92013, Application for Project Mortgage Insurance.

2. Owner-Architect Agreement, AIA Document B-181 (and HUD Amendment to the B181
where required), fully defining the services and fees for each prime professional with
which the mortgagor/owner contracts directly. Additional contracts must be submitted
for any part of the basic design services with more than one prime professional, e.g. for
site, civil, mechanical, electrical engineering services, etc., or supervisory architectural
services. The mortgagor's Architect shall have the authority to coordinate multiple prime
professional contracts.

3. Legal survey;
4. Completed Surveyor’s Report, Form HUD-2457;

5. Engineering and specialty reports, e.g. geotechnical, environmental, noise, flood hazard,
toxic hazard, termite control, structural integrity (for Existing or Substantial
Rehabilitation projects), heat gain/loss calculations, etc.

6. Municipal and utility company letters of confirmation for the provision of services and/or
offsite improvements.

7. Any documents necessary to establish:

a. Site ingress and egress, utilities service and other general acceptability criteria in
MPS 4910.1, Chapter 2.
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b. Binding maintenance agreements where common use easements (e.g. driveways) are
used.

8. Certifications from mortgagor’s Architect that:

a. Foundation designs reflect site soils limitations and design recommendations
included in the foundation soils report and any other geotechnical reports (may be
submitted by soils engineer);

b. All project structures, amenities, and site improvements are in full compliance with
all applicable accessibility laws.

9. Description of any identity of interest that exists between the prime professional
providing supervisory architectural services, the owner, and the general contractor.

10. Contract drawings and specifications. (See Appendix 5I)

11. Offsite Construction: Describe all work outside the boundaries of the property essential
to the project (See Appendix 51, Paragraph S).

_ Lender Deliverables — New Construction

A. Pre-application Stage for HUD review. Mortgagor’s architectural/engineering exhibits (See
Section 5.5.A).

B. Firm Stage.

1. Mortgagor’s Architectural/Engineering exhibits for Firm Stage (See Section 5.5.B and
Appendix 51);

2. Review Report prepared by Lender’s architectural analyst. Report must state that all exhibits
are acceptable without condition and all deficiencies have been acceptably corrected. Report
should address the following:

a. Completeness of contract documents;
b. Conformance to local building codes and HUD Standards;
c. Accessibility for persons with disabilities:
(1) From property line to main entrance(s) to main building(s);
(2) To all areas throughout the project site;
(3) Within all residential structures:
(a) Path of travel to all public areas;

(b) Path of travel to all dwelling units required to be accessible under applicable
accessibility laws.

(c) Within accessible dwelling units, full accessibility to all areas within, and full
usability of all areas, including kitchens and bathrooms.
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d. Site design:
(1) Placement of buildings, roads, walks and parking on the site;
(2) Site erosion and drainage;
(3) Soil borings report.
e. Building design:
(1) Building circulation:
(a) Adequacy of elevators;
(b) Number and placement of stairs;
(c) Adequacy of lobbies and corridors;
(d) Adequacy of fire egress.
(2) Typical dwelling units: Adequacy of room sizes and circulation within.

(3) Fire safety: Provision of adequate fire safety measures, e.g. fire sprinklers,
firewalls, fire doors (if required).

(4) Structural adequacy: Review of building structure and structural details.
(5) Mechanical and electrical adequacy: Review of mechanical and electrical plans.

(6) Energy efficiency. Review utility combination for energy efficiency and
determine acceptability of utility combination. If HUD has required a life cycle
utility analysis to be included in the Firm Commitment application (see Section
5.8.B.1.b), review utility analysis to determine acceptability of utility
combination. See Appendix 5A, Paragraph O for energy efficiency standards.

3. Prepared architectural portion on Form HUD-92264, signed by Lender’s architectural
analyst under “Architectural Processor”.

4. Copies of Lender’s architectural analyst’s project files and logs only at the request of the
HUD Office.

5. Standard certification by Lender’s architectural analyst, see Section 11.2.J.

5.7 Firm Commitment Through Initial Endorsement
— New Construction

A. Changes After Firm Commitment. Prior to initial endorsement:

1. Drawings and specifications may be amended by addendum when the change(s) will have no
effect on cost or value. The Lender's analyst must review the addenda for acceptability.
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2.

a. Addenda must clearly state or show the change with specific reference to the location
of the item on the drawings or in the specifications.

b. Amendments shall be clearly noted and dated.
c. Addenda are not to be used to correct errors noted during firm commitment processing.

Firm Commitment reprocessing is required for major changes adding or deleting work, or
affecting cost or value. Drawings and specifications affected must have sheets and pages
revised and replaced.

B. Contractor's Estimated Progress Schedule. Article 3.10.1 of the AIA General Conditions
requires the general contractor to prepare and submit an "estimated progress schedule for the
work" to the mortgagor and Architect.

1.

The mortgagor or Architect must submit a copy to the Lender’s analyst at least 30 days
before initial endorsement.

The Lender’s analyst must review the Schedule to assure it relates to the entire project to
the extent required by the contract documents. (Inclusive dates for stages of
construction.)

Copies of the approved schedule are given to the HUD representative (HUD Inspector) to
determine scheduled progress at each site visit.

The Lender uses the schedule to determine when construction is falling behind, triggering
a meeting of all parties to the contract, including the bonding company. The meeting is to
determine the reason for delays, advise of the consequences of the delay and develop a
plan to get construction back on schedule.

C. Contract Documents. The Lender shall submit the following contract documents to HUD’s
architectural staff for HUD review prior to initial endorsement:

1.

Building Loan Agreement, Form HUD-92441, and Construction Contract, Form
HUD-92442 or 92442A.

a. Correct identification of drawings and specifications on forms.
(1) Project name, HUD project number, and design Architect's name.

(2) Drawings and specifications by sheets, pages and date or by index with date of
last revision of sheet and page.

(3) Addendum by number and date.
b. Compliance with any architectural requirement or condition.
Survey and Surveyor's Report, Form HUD-2457, must be reviewed:
a. For compliance with Survey Instructions and Certificate.

b. To confirm that legal description and survey property boundaries agree.
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C.

To assure that the surveyor's report is complete per instructions.

3. Drawings and Specifications, three sets. Confirm that:

a.

Master Set No. 1 and Sets No. 2 and 3, are the same as accepted and identified in the
Firm commitment. Indicate total number of pages in the drawings and specifications.

Cover sheets are signed by representatives of design Architect, Architect
administering contract, owner, contractor, Lender, and bonding company, if any.

Master set is initialed by signatories on face of each sheet and page. (Signatories initial
opposite any "last minute" revisions not covered by Firm Commitment or addendum.)

D. If contract documents are correct, the HUD Team Leader will recommend Initial
Endorsement. In the event of errors or inconsistencies, the contract documents will be
returned to the Lender for correction and resubmission.

E. Distribution of Drawings and Specifications. After initial endorsement, the HUD Office will
distribute drawings and specifications as follows:

1.

Set No. 1, Master Set is the legal contract document. The HUD Office will:

a.

Retain this Set until the last guarantee inspection.
(1) Add copy of each Change Order, Form HUD-92437.

(2) Add copy of each Architect's Supplemental Instruction.

Package specifications in a tightly rolled bundle with drawings on the outside, attach
memo indicating HUD project number, and send to the Regional Federal Records
Center 1 year after completion of construction.

2. Set No. 2 is the HUD Office's review set.

a.

b.

HUD staff will use this set for processing change orders, review of inspections, and
similar functions. Do not use Master Set.

Dispose of this set after final endorsement.

3. Set No. 3 is the HUD Office's job site set.

a. The HUD Inspector uses this set for inspection of the project.

b. HUD Inspector conforms it to the contractor's “record set.” (Contractor is required to
maintain at the site a record set for the Owner.)

c. HUD Inspector returns this set to the HUD Office upon completion of construction.
This set is the HUD "as-built" set.

d. Use this set for guarantee inspections.

e. Send HUD "as-built" set to the Hub Director, 1 year after completion of construction,
for use in project servicing.
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HUD Procedures - Pre-Application Stage — New
Construction

A. Lender will submit Pre-application deliverables (Paragraph 5.6) to the HUD Office.

B. HUD architectural analyst will examine the Architectural/Engineering (A/E) exhibits and
will recommend either acceptance or rejection of the A/E portion of the Pre-application
submission. Using the application and the sketch plans, the HUD architectural analyst will
review:

1. Conformance to HUD Standards.
a. HUD Minimum Property Standards.

b. Energy efficiency. Using the application, the analyst will review the proposed utility
selection for the project to determine conformance with the HUD standard cited in
Appendix 5A, Paragraph O. If it is determined that the utility selection is energy
inefficient, the analyst will include a recommendation in the written report (See
Appendix 5L) that the Hub Director require a life cycle utility analysis to be included
in the Firm Commitment application.

2. Site conditions including:
a. Placement of building(s) on the site;
b. Unusual site features;

3. Residential building(s), including:
a. Circulation within the building(s);
b. Typical apartment layouts;

c. Typical apartment sizes. HUD appraisal staff will determine whether the apartment
sizes are marketable for the proposed rents.

d. Overall structure and exterior finish.

C. HUD architectural analyst will issue a written report (See Appendix 5L) containing
recommendations and forward a copy to the HUD Team Leader.

_ HUD Procedures: Firm Stage — New Construction

A. Lender will submit Firm deliverables (Paragraph 5.6) to the HUD Office. The HUD
architectural analyst will examine the Lender’s review, the underwriting summary and the A/E
exhibits. The HUD analyst will review the quality of the Lender’s review and the transaction
itself. The HUD analyst will not reprocess the case. However, if the HUD analyst determines
that certain underwriting conclusions are not supportable and affect HUD’s risk, the analyst
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may recommend that the Lender modify the application or recommend a rejection. The Team

Leader will approve, reject or modify the recommendation of the HUD Architectural analyst.

B. HUD architectural analyst:

1. Will review the Firm deliverables for completeness;

2. Will examine the Review Report and the A/E exhibits and will recommend either
acceptance or rejection of the A/E portion of the Firm submission. HUD A/E
recommendations will be based on areas of concern in the Review Report not covered at
Pre-application stage, including:

a.

d.

Detailed site soils information resulting from test borings, including the presence of
unstable soils or soil contaminants (See Appendix 5-A, paragraph L);

Detailed examination of accessibility for persons with disabilities from the street
throughout the site and into and throughout the residential and common non-
residential structure(s) and space(s), with respect to the Fair Housing Act
requirements and any other accessibility laws and HUD requirements that apply;

Site design, including placement of buildings and parking, erosion containment
measures and site drainage; and

Building design, especially involving fire safety and structural adequacy.

3. Will review the A/E portion of completed Form HUD-92264 for accuracy with respect to
the A/E exhibits.

4. Will review portions of the A/E exhibits for consistency with the Review Report. Check
the following:

a.
b.

C.

C. HUD architectural analyst will issue a written report (See Appendix 5L) containing

Sitework and elevations;
Foundation design and placement;

Accessibility for persons with disabilities, from the street throughout the site and into
and throughout the residential and common nonresidential structure(s) and space(s).

Any design features that are unusual for the particular structure type and or system.

Utility analysis if required by Hub Director at Pre-application review.

recommendations and forward a copy to the HUD Team Leader.

HUD Procedures - Firm Commitment Through
Initial Endorsement — New Construction

A. HUD architectural staff will review contract documents as indicated in Paragraph 5.7.C prior
to initial endorsement.
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B. If contract documents are correct, the HUD Team Leader will recommend Initial
Endorsement. In the event of errors or inconsistencies, the contract documents will be
returned to the Lender for correction and resubmission.

C. The contract drawings and specifications will be distributed as indicated in Paragraph 5.7.E.

_ General Lender Procedures — Substantial Rehabilitation

All of the previous instructions in this Chapter apply to substantial rehabilitation projects unless
otherwise modified therein.

_ Definitions — Substantial Rehabilitation

A. Substantial Rehabilitation - required repairs, replacements and improvements:

1. Involve the replacement of two or more major building components or,

2. Costs of which exceed the greater of:

a. 15 percent (exclusive of any soft costs) of the property’s replacement cost (fair
market value) after completion of all required repairs, replacements, and
improvements, or

b. $6,500 per dwelling unit (adjusted by HUD’s authorized high cost percentage).

NOTE: Estimates for determining the cost for substantial rehabilitation must include
general requirements and fees for contractor’s general overhead and profit, bond
premium, mortgagor’s and contractor’s other fees and design architect and supervisory
architect. However, when determining the eligibility of Section 223(f) projects, include
only the repair costs; do not add general requirements and fees.

B. Major Building Component. Roof structures; wall or floor structures; foundations; and
plumbing, central heating and air conditioning systems, or electrical systems.

1. Major refers to the importance of the component and the extent of replacement.

a. The element must be significant to the building and its use, normally expected to last
the useful life of the structure, and not minor or cosmetic. Examples: Major: roof
sheathing, rafters, framing members. Minor: shingles, built-up-roofing.

b. Total replacement is not required, but the greater part (at least 50 percent) must be replaced.

513 Standards — Substantial Rehabilitation

Substantial rehabilitation must comply with applicable local codes and ordinances. For a full listing
of standards and guidelines for substantial rehabilitation projects, see Appendix 5B and 5D.
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Architectural/Engineering Exhibits — Substantial
Rehabilitation - Firm Stage

In addition to the exhibits indicated in Paragraph 5.5, the mortgagor shall submit the following
exhibits for the Lender’s architectural analyst to review:

A. Detailed scope of rehabilitation work resulting from joint inspection. (See Paragraph 5.16)

B. If an abnormal amount of time has elapsed since the joint inspection, or if property damage
may have occurred, reinspect the property to determine current physical condition and
provide any necessary additional conditions for Firm Commitment.

_ Lender Deliverables — Substantial Rehabilitation

In addition to the deliverables indicated in Paragraph 5.6, the Lender will present the following
deliverables to the HUD Office:

A. Pre-application Stage (for HUD review):

1. Sketch plans of the existing building(s) “as-is”.

2. Basic Work Writeup: Description of the proposed rehabilitation (from preliminary
inspection of the property conducted by mortgagor’s Architect), including post-
rehabilitation sketch plans. This precedes the joint inspection and the Detail Work
Writeup. (See Paragraphs 5.16 and 5.17)

3. LBP and asbestos test reports for projects constructed prior to 1978. (See LBP and
asbestos standards in Appendix 5B, paragraphs G and H, and Sections 9.4.D and 9.7.B.)

B. Firm Stage: Mortgagor’s A/E exhibits for substantial rehabilitation as indicated in Paragraph 5.14.

_ Joint Inspection — Substantial Rehabilitation

As soon as possible after the pre-application approval is issued by HUD, the lender should schedule
an on-site inspection with the mortgagor.

A. Team Members.

1. Must include architectural and cost staff employed by the Lender, the mortgagor’s
Architect, and the general contractor. A representative of the local building department
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should be present. If not, the team must have a copy of the latest official inspection for
compliance with local codes and ordinances.

B. Purpose.

1. Determine the project’s condition, particularly concerning major defects, deterioration,
and obsolescence.

2. Determine type and extent of work that would:
a. Appropriately rehabilitate the project for the intended occupants.
b. Result in reasonable operating costs.
c. Ensure continued marketability after rehabilitation.

C. Scope. Since the joint inspection is the basis for the detail work write-up, cost estimate,
commitment conditions and required exhibits, the inspection must be thorough and include:

1. All features of the project site; buildings and improvements, utilities, roads and parking,
underground storage tanks, and surroundings.

2. Sufficient living units to ascertain all necessary rehabilitation. This may range from
selected typical units to all units depending on physical conditions.

5.17 Detail Work Write-up — Substantial Rehabilitation

The mortgagor or its Architect prepares the detail work write-up reflecting the work agreed to, based
on the joint inspection. However, the mortgagor’s Architect may prepare drawings and
specifications that describe clearly the work agreed to in lieu of a work write-up. Because there is no
initial deposit to the Reserve for Replacements for substantial rehabilitation, the scope of work must
provide for the replacement of all doors, windows roofs, cabinets, and mechanical/conveyance
systems (e.g. elevators, plumbing, boilers/furnaces, ventilation/air conditioning, electrical) which are
at or near the end of their useful lives. The rehabilitation must result in a structure which will
require no complete replacement of doors, windows, roofs, cabinets, or mechanical/conveyance
systems for at least five years.

A. The detail work write-up must describe in narrative form the required rehabilitation. Divide as
follows:

1. General Requirements. Include work items applicable to all elements in the project, for
example: site work, exterior work; painting and decorating; rehabilitation of kitchens,
bathrooms, roofs, mechanical systems, electrical systems, interior walls, floors, windows
and doors, etc.

2. Special Requirements. Describe work for a specific item, room, space, unit, or building.
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B. All requirements must be specific and state the location, type and amount of work to be done.
Do not use general phrases, such as, “repair or replace” or “as required”.

C. In case of a complete gut rehabilitation project, where only the structure will remain
and the drawings and specifications will be as detailed as for new construction, the
detail work write-up need only to be detailed enough to be a basis for the cost estimate
and serve as a memorandum of understanding between the Field Office and the
mortgagor.

D. Historic requirements including State Historic Preservation Office (SHPO) review, etc.

_ Contract Documents — Substantial Rehabilitation

Because the nature and extent of rehabilitation may vary widely among individual projects, the
requirements for specific contract documents cannot be determined by the Lender's architectural
analyst until the joint inspection and work write-up are complete.

A. Drawings. When required, drawings must clearly define the concept and detail of the
rehabilitation, any demolition or removal, and repairs and replacements.

1. Require complete drawings and details similar to those for new construction if the
structure will be gutted, or there will be structural modification or addition to the existing
structure.

2. For projects with minor changes in space arrangement, structural or mechanical systems,
require only drawings sufficient to show existing conditions and proposed work.

3. Do not require drawings if the rehabilitation can be clearly and completely described in
specification format.

B. Specifications. Work write-up/specifications are always required and must clearly define the
scope of the rehabilitation, establish the quality of materials and workmanship, and the
conditions of construction.

_ Engineering Reports — Substantial Rehabilitation

Surveys or special technical reports may be required of the mortgagor by the Lender for proper
evaluation of the project.

A. Notify the mortgagor by letter immediately after the joint inspection of any requirement for
such report.

B. Clearly state the exact nature of the engineering or technical investigation and the items to be
covered.
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C.

Specify any special tests, such as pressure or flow tests of plumbing or cutting of pipe for
examination.

. Specify seismic resistance for substantial rehabilitation projects. Structures in seismic zones

3 and 4 must be capable of resisting three fourths (3/4) of the seismic forces contained in the
FEMA-273, NEHRP Guidelines for Seismic Rehabilitaion of Buildings, and FEMA-274,
NEHRP Commentary on the Guidelines for Seismic Rehabilitation of Buildings.

1. A seismic hazard analysis of the building(s) should be conducted by a registered engineer
familiar with lateral force design, where applicable code requirements at the time of
construction did not equal or exceed the referenced seismic standards.

2. The analysis should include an examination of the structure for continuity, ductility, and
resistance to lateral forces.

3. Structural elements and connections between elements should be strengthened and
retrofitted as required, if the existing structure does not provide three fourths (3/4) of the
seismic force level resistance required. The objective is to prevent major failures,
collapse or loss of life due to earthquake forces.

Work write-up cannot be completed until all required engineering reports are analyzed by the
Lender’s architectural analyst and a determination made in regard to the need for additional
rehabilitation requirements.

Required Professional Services — Substantial
Rehabilitation

The services of an architect or engineer, licensed to practice architecture or engineering in the state
in which the project is located, will be required for design and construction of a rehabilitation
project, when:

A.

Working drawings and specifications are necessary to properly define the scope and concept
of the rehabilitation.

. Change of building use is proposed, existing spaces are to be altered, or structural changes

are necessary, or

. An addition is proposed to the existing structure.

HUD Procedures - Pre-application Stage —
Substantial Rehabilitation

Lender will submit pre-application deliverables (Paragraphs 5.6 and 5.15) to the HUD
Office.
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B. In addition to procedures in Paragraph 5.8.B, the HUD architectural analyst will examine the
Basic Work Write-up.

C. HUD architectural analyst will issue a written report (Appendix S5L) containing
recommendations and forward a copy to the HUD Team Leader.

HUD Procedures: Firm Stage — Substantial
Rehabilitation

A. Lender will submit Firm deliverables (Paragraphs 5.6 and 5.15) to the HUD Office.

B. In addition to procedures in Paragraph 5.9.B, the HUD architectural analyst will examine the
detail Work Write-up.

C. HUD architectural analyst will issue a written report (Appendix 5L) containing
recommendations and forward a copy to the Lender’s architectural analyst and the HUD
Team Leader.

SECTION 223F

5.23 In General — 223(f)

In general, all the previous instruction in this chapter apply to projects insured pursuant to Section
223(f), except as modified herein.

Standards — 223(f)

Eligible properties are existing construction. The criteria for acceptance are not the same as for proposed
construction. See Appendix 5-C for a complete description of architectural standards for 223(f) projects.

A. Fair Housing Act Accessibility Considerations for Section 223(f):

If a project containing 4 or more units available for first occupancy after March 13, 1991
contains Fair Housing Act violations, the violations must be corrected as a condition of mortgage
insurance. See Appendix 5C, paragraph E.

Lender Deliverables — 223(f)

The Lender will present the following deliverables to the HUD Office:

A. A complete Project Capital Needs Assessment and Replacement Reserve Escrow (PCNA)
Report (See Appendix SM) prepared by the Lender and described in Paragraph 5.26 below.
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B. Lender’s Review of PCNA Report.
C. A completed A/E portion of Form HUD-92264.

D. Mortgagor’s Exhibits. The mortgagor shall submit the following exhibits for the Lender’s
architectural analyst to review:

1. Form HUD 92013.

2. Certificate of Occupancy or Final Inspection Report, if available or a statement from the
jurisdiction of authority recognizing conforming use.

3. Municipal Code Violation Report/Clear Report and Fire Marshall’s Report/Clear report.

4. City/County Health Officer’s report/clear report where private water supply or sewage
treatment systems are involved.

5. Latest State medical/personal care facility agency’s report on the project’s operation,
where a residential care facility is involved.

6. “As Built” Survey, Form HUD-2457, Surveyor’s Report; and Title Report.
7. Set of as built plans, if available.

8. Location map.

Project Capital Needs Assessment and
Replacement Reserve Escrow — 223(f)

The Lender prepares the PCNA and Replacement Reserve Escrow in accordance with Appendix SM.

A. Date of PCNA. The PCNA must be prepared and dated no earlier than 120 days prior to the
submission of the application f or Firm Commitment.

B. The PCNA consists of the following:

1. A Physical Inspection Report (PIR) containing detailed information about:
a. The condition of the project.

b. Identification of the project’s:
(1) Immediate repair needs; and

(2) Expected repair, replacement, and major maintenance needs over a specified time
period such as ten years.

c. An estimated cost, adjusted for inflation, to complete such items.

2. A Statement of Resources and Needs which discusses:
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The Lender’s review of and possible adjustment to the PIR;

Identifies:

(1) All critical repairs which must be completed before initial/final endorsement and
the associated cost of doing the work.

(2) Non-critical repairs to be completed after final endorsement and the associated
cost to be escrowed.

C. Repairs to be completed after Initial/Final Endorsement. Repairs may be completed after
loan closing under certain conditions:

Note: It is the Department’s preference that non-critical repairs be completed before closing.
If the mortgagor wishes to defer non-critical repairs until after closing, the following
instructions set specific conditions that the mortgagor must meet.

I.

General.

a.

Only non-critical repairs may be deferred. Non-critical repairs are those that will not:
(1) Endanger the safety and well-being of tenants, visitors and passersby;
(2) Adversely affect ingress or egress; or

(3) Prevent the project from reaching sustaining occupancy.

The repair deferral provision may be used only with the approval of the Hub or HUD
Program Center Office.

Operating deficit determinations must consider occupancy disruptions to any units
due to deferral of repairs.

d. After initial/final endorsement, work on deferred repairs must begin immediately.

2. Escrow Agreement (Form HUD-92476-1).

a.

The costs of the deferred repairs (including materials, labor, permits, profits, etc., trended to
the start of repairs) must be estimated and withheld in cash from mortgage proceeds and
placed in escrow. A letter of credit may not be substituted for this 100 percent escrow.

An additional cash amount (or letter of credit, at the option of the Lender) of not less
than 50 percent of the repair cost estimate will also be placed in escrow.

The Lender may release funds from the mortgage proceeds portion of the escrow in
proportion of the cost of work completed, less a 10 percent holdback. The holdback
amount must be held until all work is completed and found acceptable.

Funds remaining in the escrow account, including the holdback portion, may be released when:
(1) All repairs have been satisfactorily completed;

(2) Evidence of clear title has been provided to the HUD Office; and
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(3) Latent defects assurances have been provided by one of the following:

(a) An escrow in cash, or letter of credit at the option of the Lender, equal to 2 2
percent (or greater percentage as warranted) of the repair cost maintained for
15 months from completion of repairs to cover situations where the defect is
discovered in the twelfth month and additional time is necessary to correct it.

(b) A Surety Bond covered by FHA Form 3259 from a surety on the accredited
list of the U.S. Treasury for at least 10 percent of the repair cost. (The bond
runs for a period of two years from the date of completion of repairs.)

3. Completion of Repairs.

a.

All repairs except those described in Section ILLE of Appendix 5M must be
completed by the mortgagor within twelve (12) months of endorsement (or such
shorter period as HUD and the Lender may specify).

If the mortgagor has not completed all repairs by the end of the repair period (including any
approved extensions), the Lender will complete the repairs using the escrowed funds. The
Lender will provide the mortgagor with a breakdown of these repairs and the cost(s) of
completion (including administrative expenses). Funds remaining in the escrow account
after completion of the repair work will be returned to the mortgagor less reasonable
administrative costs incurred in completing the repairs. (See Section 13.15.D.5)

4. Requirements After Completion of Repairs. In cases where actual costs are less than
estimated, the maximum insurable loan amount must be recalculated. If the maximum
insurable mortgage is cut due to lower actual costs, the mortgagor must prepay the mortgage:

a.

b.

In amounts equal to the scheduled monthly principal payments, to the extent possible; with

Any remainder going to the Reserve for Replacements Fund.

Exemption for Repairs for Tax-Exempt Bond Financed Projects. Project repairs which
are required to satisfy tax code requirements but not required for Section 223(f) program
compliance are exempt from Provisions 1 through 4 above, but must meet the following:

a. The costs of the repairs cannot be considered in the determination of the value of the
project (for mortgage insurance) or the computation of the maximum insurable
mortgage.

b. The repairs must not be necessary for the project (or any unit in the project) to
command the rent levels used in processing.

c. The repairs must not delay or interrupt the occupancy of any unit in the project.

d. Repairs must be paid from sources other than mortgage proceeds, secondary
financing, or the required repair escrows.

e. Funds for these repairs must not be commingled with the Section 223(f) escrow.

5.27 HUD Procedures Firm Stage — 223(f)
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A. Lender will submit deliverables (Paragraph 5.25) to the HUD Office. The HUD architectural
analyst will examine the Lender’s PCNA Report, the underwriting summary and the
mortgagor’s exhibits. The HUD analyst will review the quality of the Lender’s report and the
transaction itself. The HUD analyst will not reprocess the case. However, if the HUD analyst
determines that certain underwriting conclusions are not supportable and affect HUD’s risk, the
analyst may recommend that the Lender modify the application or recommend a rejection. The
Team Leader will approve, reject or modify the recommendation of the HUD architectural
analyst.

B. The HUD architectural analyst:

1. Will examine:
a. The Project Capital Needs Assessment and Replacement Reserve Escrow (PCNA) Report;
b. Lender’s review of PCNA Report;
c. A/E portion of completed Form HUD-92264;
d. Mortgagor’s Exhibits.

2. Will recommend either acceptance or rejection of the A/E portion of the submission.
HUD A/E recommendations will be based on a comparison of selected areas of concern
in the PCNA Report with the Mortgagor’s Exhibits. At a minimum, consider Critical
Repairs covering health and safety (and accessibility for persons with disabilities for
projects built after March 13, 1991).

C. HUD architectural analyst will issue a written report (Appendix S5L) containing
recommendations and forward a copy to the HUD Team Leader.

SECTION 232

_ General Lender Procedures — Section 232

For new construction and substantial rehabilitation, follow instructions for Section 221(d) and 220,
with additions and modifications as indicated below.

_ References for Section 232

A. Qualifications of the Lender’s architectural analyst are as indicated in Paragraph 5.1.

B. Responsibilities of the Lender’s architectural analyst are as indicated in Paragraphs 5.1 and 5.4.
C. Deliverables of the Lender’s architectural analyst are as indicated in Paragraph 5.6.

D. Additional architectural standards for projects to be built under Section 232 can be found in
Appendix SE through 5-H.
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_ Narrative Program for Section 232 Projects

The mortgagor must submit a narrative program as part of its application. The Lender uses the
program as a reference for reviewing building designs, work write-ups and joint inspections
for substantial rehabilitation, acquisition, and refinance projects. The work write-up must
include any waiver or deficiencies cited by the State Health Department or local Fire Marshall,
or local building code non-compliance. The narrative program must provide the following:

A. Describe the following for all projects:

1. Type of project
2. Profile of residents
3. Beds/Units:
a. Number and type of accommodation
b. Furnishings
c. Design
4. Services
a. Maintenance
b. Laundry (dirty/clean/washing/drying)
c. Housekeeping (employees/lounge/offices/equipment)
d. Nurses Station or Work Station
e. Examining/treatment/therapy rooms and equipment
f.  Other proposed spaces
5. Community and resident spaces
a. Dining/kitchen/storage
b. Lounges
c. Activity spaces and other proposed spaces
Commercial
Offsite and shared facilities, e.g., central kitchens

Administration work area

v © =2

Therapy
a. Physical therapy
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b. Occupational therapy
c. Speech therapy

B. Describe the following for all Nursing Homes, ICF’s, Board and Care Homes, and/or
Assisted Living Facilities:

1. Each function or service;

Operational space required for each function;

Staffing patterns;

2
3
4. Number of staff or occupants for each space;
5. Administrative /operational systems;

6. Interrelationships of various functions and spaces; and
7

. Major design features.

C. Board and Care Homes and/or Assisted Living Facilities

1. Describe the number and type of each type of residential accommodation (including
square footage).

2. Common/community space (including square footage).

D. Non-resident Day Care Centers. If proposed, additionally describe:
1. Type of program(s) to be offered, e.g. geriatric, child care;
2. Number of participants;
3. Hours of operation;
4

Services provided.

_ Nonrealty Equipment — Section 232

Appendix 5K lists typical major and minor movable equipment and classifications for a 120-bed
nursing home, and may be used as a general guide.

A. Major Movable Equipment may not be included in the general construction contract. It must
be purchased, outside the construction contract, by separate purchase order(s) or contract(s).

1. The mortgagor must provide descriptions for the list of major movable equipment. The
list and descriptions are used to monitor work completion.

2. List of Major Movable Equipment.
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a. Identify the list(s) of Major Movable Equipment in Section P of Form HUD-92264-
HCF.

b. All major movable equipment, regardless of how provided, must be listed to assess its
adequacy for the intended project and to provide an inventory in the event of default.

c. The list(s) must separately identify major movable equipment and provide the
estimated cost for each item.

B. Minor Movable Equipment and Supplies.

1. Expendable nonrealty items, e.g. china, flatware, utensils and instruments, linens, etc.,
may not be included in the mortgage amount. Accordingly, they may not be included in
the general construction contract nor in major movable equipment.

2. Estimate of Minor Movable Equipment and Supplies. The estimate is used to establish
an escrow for the mortgagor’s purchase of these items from outside mortgage proceeds.
For minimum amount see Section 8.8.B.1. An itemized list is not required for Minor
Movable Equipment.

a. Check for adequacy for the intended project;

b. Identify the list of Minor Movable Equipment and Supplies in Section P of Form
HUD-92264-HCF.

_ Realty Items — Section 232

All realty items, consisting of all built-in or attached construction and equipment, must be included in
the general construction contract. The mortgagor may not contract or purchase it directly, nor lease it
without HUD's permission. The mortgagor cannot serve as a subcontractor to the general contractor.
Realty items and nonrealty major movable equipment will be included in the project mortgage.

5.33 HUD Procedures - Firm Stage — Section 232

A. Lender will submit: In addition to submission package required for Sections 221(d) and 220,
submit the following:

1. Completed Form HUD-92264-HCF in lieu of Form HUD-92264;
2. Mortgagor’s construction document package including:
a. List of Major Movable Equipment;

b. Mortgagor’s Narrative Program.
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B. HUD architectural analyst will review the Lender and mortgagor packages. In addition to
the review procedures indicated for Sections 221(d) and 220, the HUD review will include
the list of Major Movable Equipment, and the Mortgagor’s Narrative Program.

C. HUD architectural analyst will issue a written report (Appendix 5L) containing
recommendations and forward a copy to the Team Leader.

SECTION 232 PURSUANT TO SECTION 223(f)

General — Lender

For Section 232 projects pursuant to Section 223(f), follow instructions for Section 232 and existing
projects pursuant to Section 223(f), with additions and modifications as indicated below.

Accessibility Considerations for Section 232
Pursuant to Section 223(f)

A. Fair Housing Act:

If a health care facility containing 4 or more units available for first occupancy after March
13, 1991 contains Fair Housing Act violations, the violations must be corrected as a
condition of mortgage insurance. See Appendix SE, paragraph C.

B. UFAS Requirements: See Appendix SE, paragraph B.

Municipal Authorizations

The Lender’s architectural analyst will review permission to occupy, use permits, identified
violations of zoning ordinances, codes, etc. Also review the latest state agency operational reviews
in regard to the property’s condition and proposed use defined in the application Form HUD-92013-
HCF, and Narrative Program. Where necessary for complete information or confirmation of
submitted information, phone or visit municipal authorities. All variances must be justified in
writing. HUD will make the determination if the variances are acceptable.

Additional Narrative Program Requirements -
Section 232 Projects Pursuant to Section
223(f)

A. Narrative on marketability of project. The narrative must address any functional
obsolescence of the existing facility, especially regarding accessibility, number of residents
per room, and private access to bathrooms. Any decision on the part of the owner to retain
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features considered functionally obsolete must be justified from a market standpoint not only
for the present, but for the entire term of the mortgage.

B. PCNA and Replacement Reserve Escrow report in accordance with Appendix SM. See
Paragraph 5.26.

C. For blended rate projects, the existing structure must meet the general intent of the
Minimum Property Standards (MPS). The existing portion in its present condition, must
meet the general criteria for livability without the necessity of substantial rehabilitation.
The objective is to assure an acceptable risk through only repair requirements.

To ensure an acceptable risk, the lender must provide a Project Capital Needs Assessment
(PCNA) report for the existing portion of the project, prepared by an experienced needs
assessor. The report must be provided at the time of submission of the application for
mortgage insurance.

(Include these requirements in addition to the Narrative Program detailed in Section 5.30.)

Major Movable And Minor Movable Equipment

A. An itemized list of Major Movable Equipment (MME) is supplied by the mortgagor. The list of
MME must be divided into existing equipment to be retained and new equipment to be
purchased. See Appendix 5K for an example.

B. List of existing MME equipment to be retained must itemize all equipment, listing (for each
item), estimated remaining useful life, and estimated replacement cost.

C. Lender’s architectural analyst examines the MME list for completeness and adequacy and
forwards the accepted list to the Lender’s cost estimator for inclusion in the Reserve for
Replacement.

D. The mortgagor is not required to submit an itemized list of Minor Movable Equipment.

_ HUD Procedures - Firm Stage — 232/223(f)

A. Lender will submit: In addition to submission package required for Section 232 and existing
projects pursuant to Section 223(f), submit:

1. List of Major Movable Equipment itemized according to:
a. Existing equipment to be retained (listed by room), and

b. Newly purchased equipment (listed by room).
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2. Mortgagor’s narrative program.

B. HUD architectural analyst will review the Lender and mortgagor packages. In addition to
the review procedures indicated for Section 232 and existing projects pursuant to Section
223(f), the HUD review will include the list of Major Movable Equipment, itemized
according to existing and newly purchased equipment.

C. HUD architectural analyst will issue a written report (Appendix 5L) containing
recommendations and forward a copy to the HUD Team Leader.

03/01/02

03/01/02
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Cost Processing

General

6.1 Qualifications, Responsibilities, and Approval
of the Lender’s Cost Estimator

A. Qudifications of Lender’s Cost Estimator - The Lender shdl hire a qudified congtruction cost estimator
with experience in multifamily cost estimating. The estimator must be knowledgeable and experienced
with local building standards and congtruction costs for the type of project proposed. A cost estimator
may also serve asthe architecturd analys if the qualifications are met.

B. Responshilities of Lender’s Cost Estimator - The cost estimator shal provide an independent cost
andysis for the proposed project. This estimate is not limited to any one specific method. However, the
method chosen must be one recognized by the congtruction industry. This detailed cost estimate must
conform to HUD's line item format as shown on Form HUD-2328, Contractor's and/or Mortgagor's
Cost Breakdown.

HUD Approva of the Lender's Cost Estimator - The Department reserves the right to examine the
credentials of al cost estimators hired by the Lender, and to rgect any and dl individuas that it
congders unqudified.

SECTION 221(d) AND 220

Lender Responsibilities and Deliverables

A. Regponghilities

A complete congruction cost analys's must be submitted with the Firm Commitment gpplication. The
Cogt Andyst’ s responsibilities are:

1. Preparation of detailed cost estimate.
2. Completing Cost portions of Form HUD-92264, Project Income Analysis and Appraisal.
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3. Reviewing and approving or disgpproving the Contractor's and/or Mortgagor's Cost
Breakdown, Form HUD-2328.

4. Preparing the Property Insurance Schedule, Form HUD-92329. (See Forms Appendix.)

5. Reviewing and approving or disgpproving requests for prior approva of identity of interest
subcontractors.

6. Estimate costs of Replacement Reserve items (for subgtantial rehabilitation). Note that there is
no initid Replacement Reserve for complete (gut) rehabilitation. See Chapter 7 for ingtructions.

7. Providing advice and assstance on cost matters to mortgagors, consultants, contractors, and
others.

B. Ddiverables

1. Frm Stage - Cost Estimate Package:
a. Dealled Cost Edtimate. To be summarized on Form HUD-92326:

(1) Detaled structure(s) and land improvement cost estimates, for new congtruction and
subgtantiad rehabilitation, and costs of unusud Ste development.

(2) Contractor’'s Genera Requirements, Generd Overhead and Profit, and Architect's
Design and Supervison fees.

(3) Bond Premium and Mortgagor’ s and Contractor’s Other Fees.
(4) Ondte Demoalition codts.
(5) Off-dteimprovement cods.
(6) Project's Cost Not Attributable (CNA) to dwelling use.
b. Preparation of Cost portions of Form HUD-92264, Project Income Analysis and Appraisal.

c. Preparation of Form HUD-92329, Property Insurance Schedule, including Form FHA-
2447, Property Insurance Requirements.

d. Review the Contractor’s and/or Mortgagor’s Cost Breakdown:
(1) Submit Form HUD-2328, Contractor’s and/or Mortgagor’s Cost Breakdown.

(2) Review of Form HUD-2328, Contractor's and/or Mortgagor's Cost Breskdown, and
recommendation for gpprova or disgpprova. Review mug include a trade line item
comparison of Form HUD-2328 and the estimator’ s cost estimate (Form HUD-92326),
which isto be provided on Form FHA-2331-B.

e. For substantia rehabilitation (in addition to the above):

(1) Joint work write-up;
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(2) (2) Replacement Reserve estimate (See Chapter 7);

2. ldentity of Interest and 50-75 Percent Rule Disclosure. (See Section 14.15.M.3 for 50-75
Percent Rule ingructions.)

a. ldentification of any identity of interest relationship(s) between or anong:
(1) Mortgagor,
(2) Mortgagor’s Architect,
(3) Generd contractor,
(4) Subcontractor(s),
(5) Materid supplier(s),
(6) Equipment lessor(s),
(7) Manufacturer(s) of indudtridized housing.

b. ldentification of any subcontractor(s) that violate the 50/75 Percent Rule by analyss of Form
HUD-2328.

The Lender’'s Cost Estimate

PURPOSE. The replacement cost estimate is one of the criteria used to determine the mortgage amount to
be insured. It congsts of edtimates of the new congtruction and/or subgtantid rehabilitation cogts of dl
proposed improvements to the property.

A. Method of Esimation. The method should be smilar to that used by genera contractors. Data should

be organized by trade divison using the Congtruction Specification Index (CSl) Format, and adjusted
to reflect cost differences due to time, location and price fluctuations. The cost estimate may be
prepared using a quantity survey takeoff or a square-foot and per-unit cost gpproach using established
data and making adjustments.

Data. The data source used to prepare the cost estimate must be documented. Acceptable cost data
may come from completed comparable projects, benchmark amounts taken from actua project costs,
and published data from construction cost data publishers.

Detailed Cost Estimates. Use detailed plans and specifications supplied by Lender’s architectura
andys as indicated in Chapter 5.5 as a bass for the cost estimate. Estimates must reflect the generd
level of congruction costsin the locality where construction takes place. Costs must be projected to the
estimated condtruction start date. Davis-Bacon labor wage rates must be used. (Current Davis-Bacon
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wage rates will be supplied by HUD. See Paragraph 5.4.A.7.a) The cost estimate is tabulated on
Form HUD-92326, and totals are reported in Sections G, M, and O of Form HUD-92264. (See
Forms Appendix for dl HUD forms) The cost estimate conssts of the following items:

1. Structures and Land Improvements include:

a. Dwdling dructures. Codts of dl resdentid buildings induding footings and foundations.
Costs mugt be organized in the Construction Specification Index (CSl) trade item format.
Report trade cogts in Divisons 3 through 16 on Form HUD-92326.

b. Garagesinclude al covered parking, from individua carports to complete parking structures.
Include free-standing garage structures with other accessory buildings on the Accessory
Structures line on Form HUD-92326. On Form HUD-92264, garages are reported
separately on Line G.39.

Exception: Where a garage structure serves as a base for the dweling structure (common
practice in high-rise reinforced- concrete gpartment buildings), include the garage trades with
the Dwelling Structure trade items, do not report separately on either Form HUD-92326 or
HUD-92264.

c. Accessory buildings. Include cogts on the Accessory Structures line on Form HUD-92326
and on Line G.38 of Form HUD-92264.

Exception: Where accessory uses are not placed in a separate building but rather occupy
space within the resdentia structure(s), include the spaces within the Dwelling Structure
trade items; do not report separately on either Form HUD-92326 or HUD-92264.

(1) Community structures include non-resdentia uses intended for al project residents but
not open to nonresidents. These include clubhouses, meeting halls, exercise rooms, etc.

(2) Commercid structures include nonrresidentia, commercid uses that derive ther income
from both project resdents and the generd public.

d. Ongte land improvements make up the following trade line items on Form HUD-92326:
Earthwork, Site Utilities, Roads and Walks, Site Improvements, Lawns and Planting, and
Unusua Site Conditions.

(1) Unusud land improvements are items not typica to most congtruction in the locality, such
as excesdve excavation, rock excavation, cuts and fills, specid foundations, high water
table, problem soils, etc. These items are taken from the Unusua Ste Conditions trade
line item on Form HUD-92326. Reported separately on Line G.36a of Form HUD-
92264. A cogt andyst works with the gppraiser to determine existence of condition.

(2) Other land improvements are typicd Stework items. They are taken from the other 5
Land Improvement trade line items on Form HUD-92326. Reported on Line G.36b of
Form HUD-92264.

03/15/2002 Page 4
of 23



Chapter 6 Cost
Processing

e. Offdte extensons of roads, waks, and utilities immediately adjacent to project boundaries.
See Section 6.3 C.2.b.(2) for more details.

2. Supplemental Cost Estimatesinclude:

a. Demoalition. This is ondte work to remove existing dructure, footings, foundations, and
utilities to prepare the Ste for new congtruction.

(2) Include the remova and disposa of debris and fill and compaction of excavetions.
Include generd contractor's and subcontractor’ s overhead and profit in the estimate.

(2) (2) Report on Form HUD-92326, under “demoalition,” and Form HUD-92264, Section
O. Appraiser will report Demalition costs in Section J of Form HUD-92264.

(3) Demoalition should not be included in the construction contract.

(4) Outsde demdlition does not include interior demalition within exiding dructures
undergoing substantial rehabilitation. See Section 6.6.B.1.b.(1)(3).

b. Offgtework that is not immediately adjacent to project boundaries.

(1) Include utilities, walks, curbs, gutters, streets, drainage structures, landscaping, etc., that
extend away from the project site. These improvements are not included in the
congtruction contract. Report on Form HUD-92326 and Section M of Form HUD-
92264.

(2) Do nat include short offste extensons of ongte utilities, walks, curbs and drainage
sructures that connect with those immediately adjacent to the project site. These short
extensons, and improvements such as sidewalks and curbs adjacent to the property
lines, should be conddered ondte improvements and included in the congruction
contract.

3. Cost Not Attributable to Dwelling Use (CNA) congists of certain project amenities and uses
other than dwelling uses. CNA is cdculated by the cost andlyst and used by the appraiser to
increase the maximum mortgage amount under Criterion 4 of Form HUD-92264-A. Include
these cogts within the estimate of total structures and land improvements, adso itemize the cods
and report separately in Form HUD-92326 and Section M of Form HUD-92264.

a. How CNA iscalculated.

(1) CNA is cdculated as a percentage. The CNA percentage conssts of the ratio of the
cost of the non-attributable spaces and facilities (abbreviated “B”) to the total cost of
land improvements and structures (abbreviated “A”), known as the B over A ratio, or
amply B over A.

(2) B over A Rétio. Cogts are generaly based on gross floor area of the building, area of
exterior Ste improvements, and/or lump sums.

(@ Tocaculate“B” codts.
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(i) Prepare a worksheet describing by category each item considered in CNA,
showing the calculation of the cost of each item.

(i) Show the basis of measurement and the unit price.

(i) Summarize the categories and total in Form HUD-92326 and Section M of
Form HUD-92264.

(b) Tocdculate“A” costs.

@ “A” is the sum of Totd Structures and Tota Land Improvements, before
General Requirements or fees are added. To caculate “A”, add the amounts in
lines 36¢c and 41 in Section G of Form HUD-92264.

() Tocdculate B over A:

(i) Divide the “B” codts by the “A” costs. Express as a percentage and enter in
Section M of Form HUD-92264.

(d) For acomplete example of caculating CNA, see Appendix 6D.

b. CNA Categories. There aretwo main CNA categories, Resdentia and Commercid. Each
is caculated independently of the other and each has a maximum limit of 15 percent, resulting
in a total CNA of up to 30 percent. (See the Example in Paragraph 6.3.C.3.c below.)
Note that any request to wave these limitations must be documented and judtified in
accordance with the provisions of Chapter 11.2.1.

(1) Resdentid CNA. This conssts of nonattributable items solely for the use of residents of
the project. Itemsto consider as not attributable to dwelling use are;

(@ Parking areas and the walks and driveways specificdly leading to them and serving
them. Do not include public roads and streets, or walks and driveways that lead to
and serve the building entrance.

(b) Garages, garage spaces, and covered parking, and the walks and driveways leading
to them, excluding public roads and Streets.

(c) Other improvementsinclude:

() Community space, such as. multipurpose rooms, game rooms, lounges,
libraries, and hobby or craft rooms, with related equipment such as television
Sets.

(i) Project adminigtrative and maintenance spaces, such as. offices (with related
equipment such as computers), repair shops, employees' toilets, and janitor or
cleaning closets.
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(i) Storagefacilities not for occupant use.

(iv) Recregtiond facilities, such as swimming pools, tennis courts, basketbdl
courts, and tot lots, with related and necessary equipment.

(v) Interior works of art.

(d) Specid Exterior Land Improvements are features unusua or n excess of those
typicd in projects for smilar occupancy.

(1) Include such items as patios, dtting areas, and gazebos for the use of dl project
occupants. Include fountains and pools, exterior works of art, unusua trees and
shrubs, and ornamentd lighting and fencing.

(i) Do not include typicd earthwork, roads and waks leading to and serving the
dwdlings, typicd lavns and plantings, private baconies and patios, utility lines,
retaining walls, or security lighting and fencing.

(2) Commercid CNA

This condgsts of areas or buildings and improvements intended for the use of the public as
well as project resdents. The most common commercia usesin resdential developments
are

(& Shops,
(b) Offices, and

(c) Public parking.

Include only the basc and permanent sructurd improvements typica in vacant
commercid space. Do not include equipment, fixtures, movable partitions, specid
finishes, etc., for a gpecific busness.

c. Limitation on CNA

(1) Resdentiadl CNA: The B over A ratio for resdentid CNA should not exceed 15

percent. This is exclusve of any commercid space in the project, which will have a
Separate commercia CNA.

(2) Commercid CNA. Commercid CNA applies to commercia space such as shops that

are in aresdentiad sructure, but serve the generd public aswell asthe resdents. Thisis
caculated separately from residentid CNA. The B over A ratio for commercid CNA
should not exceed 15 percent. The Lender’s underwriter should be aware of the higher
rik inherent in commercid space and take specid care to evaduate the commercid
market in order to determine the maximum commercid space that can be included in the
project without imposing undue risk.
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Example: A project has resdentid CNA of 12 percent, and commercid CNA of 7
percent. Each CNA category is within the 15 percent guidelines. Totad CNA for the
project is 12 percent resdentia plus 7 percent commercid, equaling 19 percent.

d. Iltemsnat to beincluded in CNA:

(1) Dweling units. No portion of any dweling unit, or any bacony or paio soldy for the
private use of the resdent of the individua dwelling unit, isto be included in CNA.

(2) Utility rooms. Do not include utility rooms or portions of basements devoted to utilities
such as boilers or furnaces, hot water heaters, water and sewer mains, gas mains, or
electrica pandlsor closets.

(3) Circulaion dements. Do not include entrances, lobbies, hdls, corridors, dtairs, and
elevators used by the occupants to enter and leave dwelling units. Do not include roads
and walks that lead to and serve the dwellings.

(4) Proretion of circulation elements. A proration of circulation eements between dwelling
use and any category in CNA is not permitted.

(5) For commercid CNA, do not include equipment, fixtures, movable partitions, specid
finishes, etc., for a gpecific busness.

e. CNA for subgtantid rehabilitation. See Forms Appendix for ingtructions.
f.  CNA Areas Used to Cdculate Site Not Attributable

Site Not Attributable (SNA) is an extenson of CNA. The vaue of the land containing a norn-
attributable use will be added to the CNA amount to increase Criterion 4 of Form HUD-
92264-A. The SNA vaue equas the non-attributable ste area multiplied by the Warranted
Price of Land (Line G.73 of Form HUD-92264). The non-attributable Site areais calculated
by the cost anadlyst and provided to the appraiser who determines the SNA (See Chapter 7
and ingructions for Form HUD-92264 in the Forms Appendix). Instructions:

(1) Caculate the area of each CNA dement.

(8 Itemize interior and exterior uses, such as community rooms and parking lots, in the
area caculations.

(b) Items such as fences, benches, tables, and ornamentd planting should not be
included in area cdculations.

(2) Itemize the areasin Section O of Form HUD-92264.

4. Allowances and Fees are reported on Forms HUD-92326 and HUD-92264 as lump sum dollar
amounts. Depending upon data, they may be calculated ether as lump sums, or as percentages
of subtotals which are converted to dollar anounts.
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a Generd Reguirements (Job Overhead). Covers project-specific overhead expenses.

Cdculate as a percentage of the sum of Totd Land Improvements and Tota Structures.
Percentage amount is determined by the nature, difficulty and Sze of the project, and the
characteritics of the neighborhood.

(1) Indude:
(8 Supervison and job-gte engineering;
(b) On-dtejob office expenses directly related to the project including clerica wages,
(c) Temporary buildings, tool sheds, shops, and toilets,
(d) Temporary hesat, water, light and power for congtruction;

(e) Temporary wakways, fences, roads, siding and docking facilities, sdewak and
Street rentd;

(f) Congruction equipment renta not included in trade item costs,
(9) Cleanup and disposal of construction debris,
(h) Medicd and first aid supplies and temporary facilities,

(1) Security guard wages and related costs, and theft and vanddism insurance.

(2) Do not include sdaries of owners, partners, or officers of the genera contracting firm
when they vigt the ste. Thisisincluded in Generd Overhead. The only exception would
be actual work done on the job by these individuas in a trade capacity, as laborers or
SUPErVisors.

. Generd Overhead. Covers contractor’s head office and genera business expenses. Amount

is fixed a 2 percent of the sum of Total Land Improvements, Totd Structures, and Generd
Requirements.

Builder's Profit. Cdculate as a percentage of the sum of Tota Land Improvements, Totd
Structures, and Genera Requirements. Rercentage amount is determined by the nature and
location of the project.

(1) BSPRA. Builder's and Sponsor’'s Profit and Risk Allowance (BSPRA) applies to
projects where there is an identity of interest between the mortgagor and the generd
contractor. BSPRA is limited to Section 220 and Section 221(d)(4) projects with such
an identity of interest. The gppraiser caculates the BSPRA amount and enters it on line
G.68 of Form HUD-92264. Where BSPRA applies, do the following:
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() Cdculate an equivdent builder’s profit and an equivalent subtotal (See Section 6.3
C.4.d below).

(b) On the Builder's Profit line of Form HUD-92326 and on Line G.44 of Form HUD-
92264, enter the word “BSPRA”. The equivaent builder’ s profit caculated aboveis
not included in the Tota for All Improvements (bottom of Form HUD-92326 and
Line G.50 of Form HUD-92264).

. Architect’s Fees. Source is Owner-Architect Agreement, AIA Form B-181, to be provided

to Lender’s estimator. In the event of multiple prime contracts (e.g. engineers), totd in line
G.45 of HUD-92264 and itemize in Section O, Remarks. Estimator should copy the fee
amounts, undtered, to the cost estimate. Estimator should document architect's fees and
compare with existing fee data to determine reasonableness. Estimator should inform the
Lender if fees are sggnificantly different from the data range, but the fees should not be
dtered on the cost estimate without a prior meeting between the Lender, Lender’ s estimator,
mortgagor, and project Architect. Fees should be documented as a percentage of the sum of
Totd Land Improvements, Totd Structures, Genera Requirements, General Overhead, and
Builder’ s Profit (equivaent Profit in BSPRA cases).

(1) Design Fee covers preparation of al congtruction documents (working drawings and
specifications) up to start of congtruction. Usudly 75 to 80 percent of totd.

(2) Supervison Fee covers Architect’ s congtruction inspections, reports, and preparation of
change order requests. Usudly 20 to 25 percent of total.

Bond Premium covers Performance Bond. Used to ensure completion of construction in
event of a default by the genera contractor. Bonding company determines applicable rate by
the nature and location of the project and the contractor’s history.

Other Fees are costs of various required items and sarvices. They can vary greatly from
community to community. They can be paid ether by the mortgagor or the generd
contractor. The mortgagor may submit an itemized list with costs as an ad to the cost
estimator.

(1) Site and topographic surveys,

(2) Subsurface exploration (test borings),

(3) Soail tedts, concrete tests, and other construction testing.

(4) Feesfor utility taps and connections.

(5) Building permits and licensss.

(6) Genera Contractor’s cost certification audit fee (if required).

NOTE: The mortgagor’s cost certification audit fee is not to be included in Other Fees
sinceit isrecorded separately on Line G. 66 of Form HUD-92264.
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5. Congruction Time. Measured in months. Varies depending upon size, complexity, location, and
type of condruction. Edimae condruction time through examination of data When
documenting, it is recommended to establish graphs for each project type and structurd system.
Graphs should indicate the number of dwelling units and number of months to construct. Report
congruction time on Line G.52 of Form HUD-92264.

6.4 Project Processing — Pre-Application Stage

Performed by HUD. See Section 6.7.

Lender’s Project Processing — Firm Stage

At this stage, the Lender’s cost estimator will prepare a detailed cost estimate and al required reports and
recommendations indicated below:

A. Formsto Use
1. Form HUD-92326. Used for preparation of detailed construction cost estimate.

2. Form HUD-92331-B. Used to make detalled comparison of trade line items between

Edtimator’'s cost estimate (HUD-92326) and Contractor’s trade payment breakdown (HUD-
2328).

3. Form HUD-92329, Property Insurance Schedule. Used to determine the Maximum Insurable
Vauefor dl project structures.

4. Form HUD-92264, Project Income Analysisand Appraisal.

a. Section G, Estimated Replacement Codt, Lines 36a through 52. Used to summarize Totdl
Structures, Land Improvements, General Requirements, and Fees from Form HUD-92326.
Also records Estimated Congtruction Time.

b. Section M. Used to summarize Cost Not Attributable to Dwelling Use (lines 10 through 15),
and Offdte Requirements (lines 16 and 17).

c. Section O, Remarks. Used to explain Unusud Land Improvements, Other Fees, itemization
of professond fees (eg. enginears), overd| difference between Lender's and mortgagor's
cost estimates, and other cost items.

B. Prepare detailed cost estimate on Form HUD-92326 using ingdructions in Paragraph 6.3. Signform on
the “Edtimate Prepared by” line and certify. See standard certification in Section 11.2.J. The Lender’s
architecturd analyst will supply detailed plans and specifications as indicated in Chapter 5.5.

C. Resolvedifferencesin Lender’s and contractor’ s construction cost estimates.
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Before the Firm application can be submitted for HUD review, there must be a general agreement
between the construction cost estimates prepared by the generd contractor and the Lender’s cost
estimator. The Lender’s cost estimator is responsible for resolving maor differences between the
two estimates. When the two estimates generaly agree, the Lender may use the contractor's cost
figures as shown on Form HUD-2328 as its cost estimate. The Lender’s cost estimator will use the
following review procedure:

1.

Prepare trade line item comparison of Lender’s and contractor’s cost estimates using Form
HUD-92331-B.

a. Enter costs from Form HUD-92326 and HUD-2328. For multiple-structure type projects, a
separate HUD-2328 must be submitted for each structure type, and a master HUD-2328
for the entire project.

b. Cdculate and lig line item percentage differences.

Review trade line item differences and note dl variaions beyond normd ranges. The range of
trade line item differences varies from trade to trade. Mgor trades (e.g. engineers, carpentry)
should have a smaler range difference than minor trades (e.g. sheet metd). The estimator should
judge the variations based on established data.

Front-end Loading: The estimator should be dert for a pattern of front-end loading in trade
items, where the contractor inflates the firs few trade item costs in order to secure more
mortgage proceeds early on in congtruction. Such a pattern may indicate inadequate working
capital or risky business practices on the contractor’s part. Front-end loading can jeopardize the
congtruction of the project, especialy since the contractor must under-estimate later trades in
order to baance out the bottom line of the etimate, making these later trades especialy
vulnerable to shoddy work practices and even outright defaullt.

Meet with contractor to discuss and resolve dl questionable trade line item differences.
Resolution process may result in either the estimator or the contractor, or both, recaculaing
costs of various trade line items based on discussions.

a. If differences are resolved, accept cogts in Form HUD-2328 and use as Lender’s Cost
Egtimate in Form HUD-92264.

b. When deding with suspected front-end loading, require rigorous documentation of early
trade itemsthat are higher than normd.

c. If differences cannot be resolved, do not accept costs in Form HUD-2328.
(1) Use edtimator’s cost estimate as Lender’ s cost estimate.
(2) Inform the Lender’ s underwriter that the contractor' s HUD-2328 is unacceptable.

(3) Advise the Lender’s underwriter to meet with the mortgagor and the contractor for
further attempts at resolution.

03/15/2002
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D.

Prepare cost portions of Form HUD-92264, using indructions in Paragrgph 6.3. Sign form in the
“Cost Processor” box and certify. See standard certification in Section 11.2.J.

Property insurance schedule, Form HUD-92329, provides a guide for the amount of insurance
coverage. See Forms Appendix for preparation instructions.

1. Prepareform a submisson of Firm Commitment package.
2. Edimate 100 percent insurable vaue for each building.

a. Include cogt of structures, foundations and basement, underground utilities within the building
walls, and a proportionate share of allowances and fees, except for Other Fees.

b. Do not include the cost of land improvements, onsgite demalition, or offsite work.

c. Include the cost of mgjor mechanica equipment, such as boilers serving the entire project, in
the cost of the building where the mechanica equipment is located.

Prior gpprova of identity of interest subcontractors amount including overhead and profit.

1. Identity of Interest is a relaionship that exids giving the mortgagor or generd contractor
apparent control or influence over a subcontractor, equipment lessor, materia supplier, or
manufacturer of industridized housing. (See Generd Contractor’s cogt certification ingructionsin
Chapter 14 - Cogt Certification, for definition of relationships)

2. Requirements. When subcontractors, materid suppliers, or equipment lessors have an identity of
interest with a mortgagor or general contractor, the lender must approve the subcontract
amounts, including specific amounts for subcontractor generd overhead and profit.

3. Timing. Approva is required before work begins under the subcontract. Failure to secure prior
goprovd will result in the disdlowance of the totad general overhead and profit of the
subcontractor a cost certification.

4. Request for approva (with the subcontracts, agreements, or leases) goes to the Lender’s cost
estimator, whose recommendations must cover:

a. Acceptability of the documents;
b. Reasonableness of guaranteed maximum prices for the subcontract work;
c. Appropriateness of generd overhead and profit dollar amounts.
5. Mandatory Conditions for Approva. Note that the burden of proof is on the subcontractor.
a  Subcontracts:

(1) There must be a separate one for each trade;
(2) Subcontract must clearly identify scope of work;
(3) Beonacos plusfixed fee basis.
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(@ Guaranteed maximum dollar amount for work;
(b) Specific dollar amount for generd overhead and profit.

(4) Disapprove “paper conduit” arrangements where work is to be done by generd
contractor personnel or other subcontractors, suppliers or lessors.

b. Subcontract prices. For this criterion, recent reliable data is a better test than whether higher
bids were submitted.

(1) The totd price must not exceed the amount shown for the trade item on the accepted
Form HUD-2328.

(2) Totd price must not exceed reasonable prices taken from available data

NOTE: The Lender's cost andyst must resolve disagreements in trade prices with the
subcontractor.

c. Overhead and Profit. The amounts for generd overhead and profit shal be no higher than the
typica pricesfor the specific trade.

d. Subcontractor entity.

(1) The firm must operate and have documented experience as a subcontractor for the
specific field covered in the subcontract.

(2) Must control labor, materids, and equipment typica for the trade.

(3) Musgt do sgnificant business in its specific fidd with mortgagors and generd contractors
having no identity of interet.

6. If totd of dl identity of interest subcontracts, purchases and leases is less than Yof 1 percent of
the mortgage amount, the requirements for each identity of interest subcontractor to cost certify
may be waived by the Hub Director upon notification by the Lender.

7. Prepare letter of approva or disgpprova to the mortgagor or genera contractor. Letter must
address all mandatory conditions.

a. Approvd will indicate any conditions, including whether or not subcontractor must cost
certify.

b. Disgpprovad will date the reason for disgpprovad and indicate any cost certification
requirements.

Lender’s Processing — Substantial
Rehabilitation
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A. Gened. In developing the cost estimate for substantid rehabilitation, follow the ingtructions d other
sections of this chapter, except as modified by the following.

B. Frm Stage:

1. Rehabilitation cost etimate:

a. Mortgagor's Cost Exhibits. Detailed plans, specifications, and scope of rehabilitation work
supplied by Lender's architectura andyst as indicated in Paragraphs 5.5 and 5.14, and
genera contractor’s Form HUD-2328.

b. Lender'scost esimator will do the following:

(1) Using the congruction drawings and specifications, the scope of work indicated in the
joint work write-up and applicable data (all supplied by the Lender's architectura
andyst), the Lender’s cost estimator will prepare a detailed cost estimate. Estimate must
include quantities and unit cods for dl items described in the joint work write-up.
Include the following items that are specific to substantia rehabilitation:

(@ Interior demoalition and remova of floors, walls, roofs, doors and windows, finishes,
cabinets, appliances, plumbing, HVAC, and dectricd, including boilers and centra
ar conditioning. Also includes abatement of asbestos and lead based paint. Enter
amount in Specid Condruction trade line in Form HUD-92326. If individud trades
include removd (e.g. remove and replace cabinets), remova costs may be included
in the trade line item.

(b) Ongte demoalition is not part of the Congtruction Contract and should be estimated
and recorded in the same way as for new construction. See paragraph 6.3.

(c) Allowances and Fees for subgtantiad rehabilitation, especidly Generd Requirements
and Architect’s Fees, are cdculated the same way as for new construction, but they
should reflect the risk and respongbility inherent in rehabilitation and condder the
location of the project. Recommend that the cost estimator keep separate data for
thisitem.

(d) Rehdbilitation time is determined the same way as condruction time for new
congtruction, but the data used must take into account the time required for interior
demolition, as repair and rehabilitation cannot begin until such demoalition is complete,

(e) Rehabilitation cost not atributable to dwelling use includes an “as-is’ vaue for
nonattributable items in addition to a value for actud work performed. Caculate by
using the format in the Appendix 6C. The cost analyst completes steps 1,2 and 3.
Steps 4 through 8 are completed by the appraiser.
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(f) Contingency reserve amount is based on available data for the type and condition of
sructure. Caculate as percentage of the sum of structures, land improvements, and
generd requirements. Percentage ranges from 1 to 10 percent, depending on the
condition of the project, extent of rehabilitation, and experience and financiad
capacity of the mortgagor and contractor. Enter amount on line G.71 and in Section
O of form HUD-92264.

2. Annua Depost to Replacement Reserve. Because the rehadbilitation work will result in a
sructure which will require no complete replacement of doors, windows, roofs, cabinets, or
mechanica/conveyance sysems for a least five years (see Paragraph 5.17), there is no initia
deposit to the Reserve for Replacements for substantia rehabilitation. The cost andyst will work
with the appraiser to determine the Annual Depost to the Reserve for Replacement (ADRR).
Monthly deposts to the Reserve for Replacement commence in accordance with the FHA
Commitment. Caculations for the ADRR must be reviewed and appropriatey revised every 10
years.

HUD Procedures for Pre-Application Stage

A. New Condruction. No detailed cost estimate is done at this sage. Cost estimation is limited to a
review of the bottom line amount for Main Buildings on the mortgagor's gpplication, Form HUD-
92013. HUD cogt estimator will perform the review as follows:

1. The Lender will submit the Architect’s sketch plans for the project at this stage.

2. Using the sketches, the cost andyst will determine the structure type and caculate the project’s
gross floor area.

3. Using condruction cost data, the cost andyst will calculate an estimated Total Structures cost for
the project’s structure type and gross floor area.

4. The cogt andyst:

a. Will compare the estimated Totd Structures cost with the mortgagor’s amount for Man
Buildings on Line 4 of Section G of Form HUD-92013, and will caculate a percentage
difference between the two amounts;

b. Will examine Totd Land Improvements, Generd Requirements Builder's Profit,
Architectura Fees, Bond Premium, and Other Fees for reasonableness in comparison with
established data.

c. If the percentage difference is acceptable, accept the mortgagor’ s cost.

d. If the percentage difference is in a questionable range, attempt to reconcile the percentage
difference with the mortgagor to bring the mortgagor’ s figure into an acceptable range, or
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e. If the percentage difference is unreconcilable, indicate in the review report that the project is
unfessible,

f. Prepare a review report (Appendix 6-A) containing cost findings and submit to Team
Leader.

B. Substantid rehabilitation.

1. Mortgagor's Cost Exhibits. Sketch plans and basc work write-up for rehabilitation work
supplied by mortgagor’s Architect as indicated in Paragraph 5.14.A, and mortgagor’s summary
cost estimate for proposed rehabilitation. Note that a bottom line estimate is only acceptable for
complete (gut) rehabilitetion a this dage. For projects involving partia rehabilitation, the
mortgagor’s Architect must provide enough detail in the basic work write-up to establish a clear
scope of work.  The extent of rehabilitation work should be expressed in percentages.
(Example:  Remove and replace 20 percent of subfloor, 50 percent of kitchen cabinets, 25
percent of sinks and bathtubs, etc.). An itemized trade line item cost estimate is not required a
this stage, but mgjor trade groups, such as trowd trades (concrete, masonry), hammer trades
(carpentry, drywal, insulation), and mechanicd trades (plumbing, hesting, dectricd) should be
Separated.

2. HUD summary cost estimate of rehabilitation work: The cost estimator will do the following:
a. Review the Lender’ s exhibits.

b. Using available cost data, develop a summary cost estimate of rehabilitation work. The
esimate will summarize rehabilitation costs for dl main buildings, land improvement codts,
and allowances and fees.

c. Compare the HUD and mortgagor’'s cost estimates and report significant differences.
d. Discussdifferenceswith Lender in order to resolve.
e. Preparereport (Appendix 6-A) with recommendations:

(2) If sgnificant differences are resolved, accept the Lender’s cogt.

(2) If the differences are unreconcilable, advise the Team Leader that the project is
unfeesible,

_ HUD Procedures for Firm Stage

A. Lender will submit;

1. Lender’scompleted cost package including the detailed cost estimate and the property insurance
schedule.
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2. Mortgagor’s cost document package conssting of completed contractor’s cost breakdown on
form HUD-2328, detailed plans and book specifications. For substantia rehabilitation, include
useful life estimate of replacement reserve components (if gpplicable).

B. The HUD cogt anadys will examine the Lender’s cost estimate, the underwriting summary and the cost
exhibits. The HUD anayst will review the quaity of the Lender’s estimate and the transaction itsdlf.
The HUD andyst will not reprocess the case. However, if the HUD andys determines that certain
underwriting conclusions are not supportable and affect HUD's risk, the analyst may recommend that
the Lender modify the gpplication or recommend argection. The Team Leader will approve, rgect or
modify the recommendation of the HUD cost andyst.

C. HUD cogt andys will review the lender and mortgagor packages and will recommend either
acceptance or rgection of the cost portion of the firm submisson. Architecturd exhibits, including
congtruction documents, will be used as backup. HUD cost recommendations will be based on:

1. Comparison of Lender’s estimate and contractor's HUD-2328 cost breakdown with HUD cost
data. Comparison will include:

a. Bottom line figures for total structures and land improvements and figures for alowances and
fees

b. Cost Not Attributable;
c. Evidence of front end loading;

d. Examindion of lender-contractor variance report prepared by Lender's cost estimator,
indicating resolution of cogt differences.

2. Examindion of identity of interest relationships and applications for identity of interest
subcontractor overhead and profit.

3. Property insurance schedule.

D. HUD cogt andyst will issue a written report (Format in Appendix 6-A) containing recommendations
and forward a copy to the HUD team leader.

SECTION 223(f)

_ Lender Responsibilities and Deliverables

A. Responghilities

1. The Lender prepares the Project Capital Needs Assessment (PCNA) and Replacement Reserve
Escrow in accordance with Appendix 5M. The Lender’ s responsbilities are:
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a. Preparing a Physca Inspection Report (PIR) containing an estimated cost, adjusted for
inflation, to complete the project’s.

(1) Immediate repair needs; and

(2) Expected repair, replacement, and mgor maintenance needs over a specified time
period such asten years.

b. Preparing a Statement of Resources and Needs which:
(1) Identifies

(@ All critica repairs which must be completed before initid/fina endorsement and the
associated cost of doing the work.

(b) Non-critica repairs to be completed after find endorsement and the associated cost
to be escrowed.

(2) Recommends:

(& Theamount of:
() Theinitid depogt to the replacement reserve, if any;
(i) The monthly deposit to the replacement reserve
2. TheLender's cost andydt's responshilities are:

a. Completing cogt portions of Form HUD-92264, Project Income Anayss and Appraisal,
regarding repair costs.

NOTE: The Lender’'s appraiser works with the cost analyst to determine the “as new”
replacement cost estimate and will enter the figures in Section G, lines G.36 through G.50 of
Form HUD-92264.

b. Preparing the Property Insurance Schedule, Form HUD-92329 (See MAP Forms Book).

B. Ddiverablesat Firm Stage

1. Project Capita Needs Assessment containing estimates of critica and non-critica repair costs and
theinitia and monthly deposits to the replacement reserve.

NOTE: The Lender’s gppraiser works with the cost analyst to determine the “as new” replacement
cost estimate and will enter the figuresin Section G, lines G.36 through G.50 of Form HUD-92264.

2. Preparation of Form HUD-92329, Property Insurance Schedule, (See MAP Forms Book).
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6.10 Lender Project Processing — Firm Stage

The Lender’ s cost estimator will prepare al required reports and recommendations indicated below:

A. Formsto Use

1. Form HUD-92264

a. Section G, Estimated Replacement Cogt, Lines 36 through 50. Replacement cost figures are
determined by the Lender's cost andyst ad appraiser and entered by the Lender's
appraiser.

b. Section O, Remarks. The Lender's cost analyst will record totals for Project Repair costs
and Initial Depost to Replacement Reserve taken from PCNA.

2. Form HUD-92329, Property Insurance Schedule. Used to determine the Maximum Insurable
Vauefor dl project structures. Based on Lender’ s gppraiser’ s estimate of vaue after repairs.

B. Property Insurance Schedule, Form HUD-92329, provides a guide for the amount of insurance
coverage. See Forms Appendix for preparation ingtructions.

1. Prepareform at submisson of Firm Commitment package.

2. Usng replacement cost figures supplied by the Lender's appraiser, estimate 100 percent
insurable vaue for each building.

a. Vdueisof gructuresonly. It doesnot include land vaue.
b. Do not include the cost of land improvements, ongite demalition, or offsite work.

. Include the cost of mgor mechanical equipment, such as boilers serving the entire project, in
the cost of the building where the mechanical equipment is located.

6.11 HUD Procedures for Firm Stage

A. Lender will submit a completed cost package including:

1. Cost estimates for repairs and Replacement Reserve deposits contained in the PCNA (supplied
by HUD architecturd anayst);

2. Summary Replacement Cost Estimate;
3. Property Insurance Schedule.

B. HUD cogt analyst will review Lender exhibits and will recommend ether acceptance or rgection of the
Codt portion of the Firm submission. HUD cost recommendations will be based on review of:
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1. Repar estimate based on the PCNA and compared with HUD data.

2. Lender’'s edimate for Initid Deposit to Replacement Reserve contained in the PCNA and
compared with HUD data.

3. Property Insurance Schedule.
4. Any information produced by the Lender’ s architecturdl andlyst which may affect codt.

C. HUD Cog Andys will issue a written report (Format in Appendix 6-A) containing recommendations
and forward a copy to the HUD Team Leader.

SECTION 232

6.12 General Lender Procedures

A. For new condruction and subgtantid rehabilitation, follow ingtructions for Section 221(d) and 220, with
additions and modifications asindicated below.

B. For Section 232 projects pursuant to Section 223(f), follow ingtructions for Section 223(f), with
additions and modifications as indicated below.

6.13 Lender Project Processing — Firm Stage

A. Formsto Use

Use Form HUD-92264-HCF, Hedlth Care Facility Summary Appraisal Report, dated 6/1995. Do
not use Form HUD-92264. Cogt sections are Section H for Estimated Replacement Cogt, Section
O for Offsite, and Section P for Remarks.

B. Thereisno Cost Not Attributable for section 232 projects.

C. Mgor Movable Equipment and Minor Equipment:
1. Ddinitions
a. Maor Movable Equipment:

(1) Include large furniture and equipment with relatively fixed location, but capable of being
moved. Examples wheded equipment, office machines (computers, copiers, fax
machines), hospital beds and mattresses, tables, etc.
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(2) Do not include any motorized vehicles, such as trucks, vans, automobiles, or golf carts.
These are not mortgagable items.

Note: See Appendix 5K for typicd equipment and classfication.

b. Minor Equipment and Supplies. Expendable nonredty items of smdl individua cogt.
Examples chinaand flatware, utensils and insdruments, linens, etc.

2. Processing ingructions.

a.  The mortgagor submits a schedule of Mgor Movable Equipment and estimated cost of each
item. For rehabilitation projects, the lis must include existing equipment with esch item’s
remaining useful life and cost to replace.

(1) Check itemsfor acceptability as Mgor Movable Equipment.
(2) Edtimate cogts, including deivery and placement, but no fees of any kind.
(3) Compare costs with mortgagor’'s. Accept mortgagor’s estimate if reasonable.

(4) Provide bottom line estimate to gppraiser to enter on line H.36 of Form HUD-92264-
HCF. Attach copy of accepted or modified schedule.

b. Egimate cost of Minor Equipment and Supplies, and enter in Section P of Form HUD-
92264-HCF.

3. Property Insurance Schedule
a. Enter Mgor Movable Equipment as separate category on Form HUD-92329.
b. Includein tota 100 Percent Insurable Vaue.

6.14 General HUD Procedures

A. For new condruction and substantid rehabilitation, HUD review procedures will follow those for
Section 221(d) and 220, with additions and modifications as indicated below.

B. For Section 232 projects pursuant to Section 223(f), HUD review procedures will follow those for
Section 223(f), with additions and modifications as indicated below.

6.15 HUD Procedures for Pre-Application Stage
In addition to procedure indicated in Paragraph 6.7:

A. Edimate bottom-line cogts of Mgor Movable Equipment and Minor Equipment from available deta,
per room or per bed.
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B. Compare to mortgagor's amounts on Form HUD-92013-HCF and determine if differences are
reasonable. Inform mortgagor and Lender of findings.

6.16 HUD Procedures for Firm Stage

A. Follow procedures indicated in Paragraph 6.11.

B. Includelist of Mgor Movable Equipment in the review.
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Valuation Analysis

Purpose of the Valuation Analysis

A. The Vduation Andyss is made for the purpose of evaluating the exigting or proposed property as
security for along-term HUD-insured mortgage. Included in the evaluation is an estimation of the
market value of the property and an andyss of the market need, location, earning capacity,
operating expenses, and warranted cost of the property.

B. Vdudion Andyss develops conclusons with respect to feashility, suitability of improvements,
extent, quality, and duraion of earning capacity and other factors that have a bearing on the
economic soundness of the property. The objective is to have a properly designed project in the
right location, capable of supporting the loan. Such a project meets the demands of the rental
market at rents which will pay al expenses of operation, debt service, and return to equity where
such return is permitted.

Selection of Appraisers and Market Analysts

The MAP Lender is responsible for the sdection, gpprovd, and training (if needed) of gppraisers and
market andyss who are familiar with HUD reviews and guiddines. Lenders must ensure that each
gppraiser and market analyst sdlected is qudified to gppraise or perform market andyses for multifamily
properties by reviewing their education, qudity, and frequency of multifamily experience, sample gpprasas
and market studies, professiona affiliations, and state licenses or certifications.

A. Should the MAP Lender have difficulty finding a Certified Generd Appraiser, the Apprasa
Subcommittee of the Federd Financid Inditutions Examination Council maintains anationd registry
of Certified Generd Appraisers who are authorized, under Federd law, to perform Appraisasin
connection with federdly-related transactions. The MAP Lender would be able to review thislig
on the Internet a http://Awww.asc.gov.

B. The gppraiser or the market andyst may not be affiliated with any individua or indtitution involved
in the application other than the MAP Lender. Appraisers or market anadysts who are on the
Lender's staff must be independent of the lending, investment, and collection functions of the
Lender.
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C. The Department reserves the right to examine the credentids of al gppraisers and market analysts
hired by the Lender, and to rgject any and dl individuas that it condders unqudified

Appraiser and Market Analyst Qualifications

A. Each appraiser must meet the following minimum qudification requirements

1.

Be a Certified Genera Appraiser under the gppraiser certification requirements of the State in
which the subject property is located,

Be currently active and regularly engaged in the gppraisa of multifamily properties,

Mest al requirements of the Competency Rule described in Uniform Standards of Professond
Appraisa Practice (USPAP), this applies to each certified gppraiser who signs the report. If
any of the persons involved in preparing the report is a trainee acting as an assistant only, this
should be disclosed to the processing center.

Have at least three years of income property appraisal experience,

Be knowledgegble concerning current real estate market conditions and financing trends in the
geographic market area where the subject property is located, and

Be experienced in appraisng multifamily properties with the complexity and characteristics
similar to those of the subject property.

These requirements apply to EACH certified generd appraiser signing the report. It is not
permissible for an gppraiser who is not certified in the gppropriate jurisdiction to circumvent
certification requirements by having a locally certified gppraiser co-sign the report. Appraisers or
gppraisal assgtants not certified in the gppropriate jurisdiction may not perform the MAP required
property inspections of the subject or comparable properties. If any of the persons involved in
preparing the report are not certified general appraisers and are acting as an anays, assstant or
trainee, this must be disclosed to the processing center. Temporary certifications are permissible,
however, competency requirements as defined above siill gpply.

B. Each Maket Andys must meet the following minimum qualification requirements:

1.

Have at least three years of experience in performing market analyss for income producing
property,

Be currently active and regularly engaged in performing market sudies for multifamily
properties,

Be knowledgedble concerning red estate market conditions and financing trends in the
geographic market area where the property islocated, and
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4. Be experienced in parforming market sudies for multifamily properties with the complexity and
characterigics Smilar to those of the subject property.

C. The gppraisal and the market andysis may be performed by the same person or entity.

D. The Appraisa and market study must be complete and independent reports, even if prepared by the
same person.

E. If the processing center believes that a lender is contracting unqudified or unlicensed professonds,
they should refer the specifics of the case to the Lender Qudifications and Monitoring Divison in
Headquarters.

Appraisal Requirements

A. Each appraisal must meet the following requirements:

1. Beprepared for the Lender and paid for and initiated by the Lender.

2. For vadue-based programs, Section 223(f), Section 232 and Section 232/223(f), each
goprasd shdl be a complete gppraisd in accordance with al gpplicable requirements
contained in USPAP Standards Rule 1 and in compliance with this guidebook. For Sections
220 and 221, the appraiser may prepare a limited appraisal as outlined in paragraph 7.4 A 4
below. The gppraiser should reference the Jurisdictional Exception Rule where appropriate.
The Departure Rule is not authorized. The appraisa report format must meet the specifications
of Standards Rule 22a and be a Sdf-Contained Report. Form HUD-92264 (92264-HCF
for
Section 232 projects) and. supporting forms, i.e,, HUD-92264-A, HUD-92273 and HUD-
92274 must be completed by the appraiser. The sdf contained report will be supportive of
and cons stent with the conclusions made on the forms

3. Adequately describe the geogrephic area, neighborhood, rental competition, sdes
comparables, site, and improvements.

4. Produce a fair market vaue supported by the reconciliation of the cost, income, and direct
sdes comparison approaches to vaue for Section 207/223(f), 232, and 232/223(f). The cost
or summation gpproach must consder al gpplicable forms of depreciation for 223(f) and
232/223(f) cases. For this reason, the replacement cost approach shall not automatically set
the upper limit of vaue for these programs. For New Construction and Substantial
Rehabilitation pursuant to Section 232, the replacement cost or summation gpproach shdl in dl
cases st the upper limit of vaue in the reconciliation process. This policy is not intended to
negate the necessity of the find reconciliation of the three gpproaches. Section 232 remains a
vaue-based program. It is rather an acknowledgment of the basic principle of subgtitution in
that no prudent purchaser would pay more for a property than the cost to acquire asimilar ste
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10.

and condruct improvements of equa desrability and utility. A Limited gpprasd using the
Replacement Cost for projects insured through Sections 221(d) and 220 should be supported
by the cost approach to value. Support “As s’ vdue in Substantia Rehabilitation by use of the
income and direct sales comparison approaches to vaue.

Have an effective date within 120 days before the date the Firm Commitment gpplication or
pre-gpplication package is delivered by the Lender to HJD. Updated appraisas can be
submitted with the gppraiser re-ingpecting the subject property, re-surveying the renta
comparables, and reviewing the market for any additiona saes comparables.

Be prepared with the list of information supplied by the MAP Lender contained in Appendix 4.
Include appraiser’s certification. See certification format in Chapter 11 of MAP Guide.

Under MAP the USPAP Departure Rule is not authorized. Instead, the gppraiser shdl invoke
the USPAP Jurisdictiond Exception Rule to fulfill MAP underwriting requirements. By
definition, the Jurisdictiona Exception Rule renders a specific portion of USPAP void and of
no force or effect; therefore, for the purposes of that assgnment, the excepted portion of
USPAP does not exist and so cannot be subject to the Departure Rule. Pre-gpplication
vauation exhibits should be viewed as an Apprasal Consulting Assgnment as defined in
USPAP Standard 4, and are prepared as a precursor to the find report submitted at the firm
commitment phase. For Section 223(f), Section 232 and Section 232/223(f), the appraisas
should be a Complete Appraisa in accordance with dl applicable requirements contained in
USPAP Standards Rule 1, and in compliance with this guidebook. For Sections 220 and 221,
the gppraiser may prepare aLimited Appraisa asoutlined in paragraph 7.4 A 4.

The primary appraiser designated by the Lender and approved by HUD must perform the
property inspection AND sign the gppraisa report and the supporting HUD forms

Photos of the subject, comparable sdes and comparable rentas are required with all
submissions.

B. Discrimination in appraisng. As the basis of determining vaue, the appraiser may not consder,
andyze, or report any information that makes reference to race, color, sex, handicap, familia
datus, religion, or naiond origin of the geographic area, neighborhood, occupants, owners or
prospective owners. HUD will rgect any Firm Commitment gpplication for mortgage insurance
that considers any of these issues in the preparation of an appraisd.

C. The Discounted Cash Flow (DCF) is not a permissible analysis technique under MAP or TAP for
any HUD programs.

Market Study Requirements

Each market study must meet the following requirements:
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A. Be prepared for the Lender and paid for and initiated by the Lender. A market study that has
aready been prepared for the borrower by athird party market analyst and meets al other market
study dements as tated in the MAP Guide is acceptable.

B. Adequately describe the geographic boundaries and general characteristics of the market area,
specific housng market conditions, characteristics of projects under congruction and in the
planning stages, and contain a demand estimate and andyss and estimated absorption time
(absorption time is normaly not applicable to refinance and purchase cases pursuant to Section
223(f)).

C. Have an effective date within 120 days before the date the pre-gpplication is ddivered by the
Lender to HUD or within 120 days before the Firm Commitment application is delivered for a
232/223(f).

D. Be prepared with thelist of information supplied by the MAP Lender described in Appendix 4.
E. Beprepared in conformance to the market sudy format found in Appendix 7A.

F. Both the gppraiser and market analyst may be the same person or entity. If the same person does
prepare the market sudy, it must be submitted as an independent exhibit.

G. Include market andys’s certification. See certification format in Chapter 11 of MAP Guide.

Estimated Rental Income

A. Renta edtimates. First the annua gross income of the subject project is estimated. The processing
will include estimates of income from market comparables, rental concessons, and an assessment
of the generd hedth of the rentd market. The gross income estimate assumes a 100 percent
occupancy level and reflects rent levels current as of the appraisal date or date of the market study.
Also, the effect that any proposed repairs to the project will have on rents, expenses, and net
income must be consdered. (Not al repairs increase rents, occupancy, net income, and/or
decrease expenses.)

B. Rent comparables. Market Rent by Comparison shall be estimated by the Lender’s appraiser by
completing HUD-92273. Note that use of HUD Form 97723-S8 is not authorized for FHA
mortgage application processng. One HUD-92273 form isto be prepared for each type and size
(if sgnificantly different) of rental unit in the subject property. The rent comparables and units
sdected for comparison shdl be as smilar as possible to the subject property and units as they
relate to location, structurd type, number of bedrooms, and average unit Sze. Market rate units
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from partidly asssted projects can be used as rental comparables in the absence of better renta
data. Consstent adjustments for significant differences between the comparables and the subject
units shal be derived from the market and gpplied to the subject rent estimate. Renta adjustments
are always made to the comparables for differences from the subject project. The Lender’s
gppraiser should select the final rent estimate based on accepted correlation procedures. Generdly,
the indicated rent estimate will be from the centrd 60 percent of the rentd range of the indicated
rents. Just as the most appropriate rent comparable must receive more weight, the generd hedth
of the rental market must be recognized before relying upon one or two optimistic indicators. On
tax credit and/or bond financed applications the gppraiser should dso complete the HUD-92264T
in determining the appropriate processing rents.

C. Rentsasof the gppraisal date or market study date. Rather than being trended to some future date,
renta estimates shall be made as of the gppraisd or market study date. Since rent estimates are
made based upon Street rents currently being obtained by the comparables, no time adjustment is
needed for an estimate as of the gppraisa or market sudy date. Medicaid reimbursement rates
may be trended for proposed nursing homes and intermediate care facilities.

D. Equipment and services. Equipment and services included in the subject rent must be identified—
such as ranges, refrigerators, microwave ovens, ar conditioning equipment and laundry facilities.
Sarvices frequently included are heat, ar conditioning, water, trash removal services, eic.
Comparable project equipment and services must correspond to the  same items of equipment and
sarvices provided by the owner for the subject proposa. Differences between comparable
equipment and services and those of the subject proposa must be reconciled by the adjustment
process. Note: The above aso gppliesto the expense andysis.

E. Vacancy and collection losses.

1. The Lender's gppraisr must establish a factor for vacancy and collection loss when
determining the effective gross annua income for the residentia units. The factor must consider
both historical and current data (gpplicable for existing properties) of the subject property, the
renta comparables, and any anticipated changes in the market. The factor selected must reflect
long-term occupancy rates that are expected to continue.

2. The vacancy and collection loss rate used by the Lender’s appraiser may not be less than 5
percent and must be adjusted upward if property and/or market conditions require. This
requirement appliesto al programs, 221(d), 223(f), and 232 under MAP.

F. Commercid income. Where commercid facilities areincluded in a project, a separate andyss must
be made of the effect that the commercia operation will have on the project. The Lender must
cdculate income, vacancy and collection loss, operating expenses, and replacement reserves
attributable to commerciad space separately from the resdentia. An individua analysis should be
performed for each type space usng the HUD Form 92273 or a dmilar format to summarize
appropriate adjustments © comparable data. These studies can be incorporated in the overal
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resdentid market study submitted at the pre-gpplication or firm stages, depending on the program
requirements. In addition to the following requirements, the study should dso comply with
Appendix 7A. Care should be taken in reviewing the dlowable square footage and income
percentage attributable to the commerciad/office space. These requirements vary by program. See
Chapter 3, Sections 3.4 1, 3.8 N, and 3.9 F for a more complete synopsis of space and income
limitations.

1. The Lender’s gppraiser must: Conduct a complete andysis of at least three commercid
income and expense comparables. Provide for each comparable the name of the tenant, the
type and address of business, square fedt, rent, vacancy, any concessons and major lease
terms. Provide data to support the subject’s commercid vacancy rate in relation to the overall
market commercid vacancy rate and review the rollover risk and cost of tenant improvements
to re-lease space. Use a vacancy factor of not less than 10 percent for Section 223(f) and
232/223(f); 20 percent for Section 221, 220 and 232 new congtruction/substantial
rehabilitation to obtain effective gross commercid income for underwriting purposes. Provide
for each lease, the term, commencement date, expiraion date, name of the tenant, square
footage, calculation of gross rents, expenses, reimbursement of expenses, cancellaion clauses,
and renewa clauses.

2. Limitations on the amount of commercid space and income vary by program. (See Chapter
3)

3. The project expense estimate must include al commercia expenses payable by the project
owner. The andysis of dl commercid income and expenses must be reflected on Form HUD-
92264 with al the supporting data attached to the form.

G. Project rent concessons. Rent concessions in a comparable must be included in the data and an
appropriate adjustment made to the rent from that comparable unit. In al cases, adjustment shoud
reflect the actua impact on gross annud income resulting from the comparable rental concession.

H. Occupancy. When the occupancy rate in a comparable project is less than the long-term
occupancy rate edtimated for the subject, a downward adjusment shdl be made to the
comparable' s rent

I. UtilitiedServices. All of the items for consderation under this heading refer to the cost of the
sarvices of water, sawer, gas and dectricity included in the rent. In some cases, eventhough both
the subject and the comparable units have the same service included in the rent, an adjustment may
ill be warranted to bring the comparable in line with the subject, due to size, equipment, utility
rate, type of utility, etc. If included in the comparable rent, but not in the subject, enter a minus
adjusment reflecting the portion of the comparable’ s rent attributable to the inclusion of the service.
If excluded from the comparable rent, but included in the subject rent, enter a plus adjustment
reflecting the estimated increase in rentd vaue attributable to including the service in the subject’s
rent.
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J. Project location. Congder the subject location relative to distance from shopping, recregtiond,
socid, medica and employment centers, neighborhood desirability, trangportation, special hazards
and nuisances.

K. Project amenities.
1. Among those“other” items that may be considered herein, are the following:

a. Livability—reflect good or poor room sizes, layout adequacy of closets, lighting, eevators
and laundry facilities, etc.

b. Condition of improvements—reflect lack of maintenance, soundproofing, etc.

c. Paking—reflect parking rates, adequacy of parking for vistors, proximity of parking to the
units, indusion/exclusion of parking space with unit renta, etc.

d. Project density—consider open space or crowding of units, if the degree of either is such
that it would affect the level of attainable rentdl.

e. Unit location—eflect here features of location of unit within the project, such as view,
proximity to swimming pool, tennis or other recreationd facility, and/or other factors of this
nature.

2. Elevaor rents Only high-rise elevator comparables are to be compared with the subject
elevator high-rise proposd. Mid-floor levd rents of the comparables are compared with the
mid-floor level of the subject project. Adjustments for heights of the comparables above and
below the mid-floor level of the subject aso must be made, asindicated by the market.

L. Other income.

1. The Lender may consider income from laundry facilities, parking, and other sources such as
equipment rental, vending machines, pet fees, pool fees, cable fees, and forfeited security
depositsin the caculation of income based on the operating history of the project, if applicable,
and whether income from these sources are common in the market. The Lender can consider
the net amount of this income based on the actua or projected (as appropriate) amount
received, adjusted for vacancy and income loss. The andyss must be discussed in the
Remarks Section of Form HUD-92264.

2. The Lender should not include in the caculation of income any interest income or premiums for
certain types of |eases.

Operating Expense Estimates

A. Purpose. A determination is made of the portion of grossincome, which must be used to maintain,
operate, and repair the property and to defray the cogts of ownership arising from it. An accurate
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andyss of operating expenses is essentid in determining a redidic net income estimate for the
project.

Form HUD-92274, Operating Expense Anaysis Workshest, is used for the development of
project expense estimates for Section E of Form HUD-92264, Project Income Analysis and
Appraisa. Form HUD-92274 will be prepared for al cases processed. It is included in the
processing file as supporting documentation for Form HUD-92264. For Section 232 and board
and care fadilities, an equivaent expense andyss must be provided based on line items found in
Form HUD-92264-HCF.

Sources of expense data.

1.

For new congruction projects, operating expenses must be estimated on the bass of
comparable projects.

For existing projects, operating expenses must be estimated on the basis of comparable
projects, as well as tested againg the past 3 years of operating experience for the subject
project.

For refinance transactions where the project may not have been of under the current ownership
for the 3-year period financid statements for the entire 3 years may not be available. Thisis
particularly true for bankruptcies or the acquisition of defaulted properties.

Financid statements for the last 3 years are not required if there is satisfactory evidence that
they are not obtainable because of circumstances beyond the mortgagor’s control. However,
the mortgagor must submit the project financid Satements that are avalable including an
owner-certified year-to-date balance sheet and operating statement.  Furthermore, the
mortgagor must submit a statement that explains why dl the required records are not obtaingble
and a memorandum from the Lender stating that he has evauated the mortgagor’s statement
and agrees that the information is not available.

For specid cases in purchase transactions, such as acquisition through adversarid action, not
al the required information may be available for reasons beyond the purchaser’s control.

Consequently, in such unusud circumstances, the requirement will not apply, provided the
mortgagor provides a statement that explains why the required records are not obtainable and
the Lender provides a memorandum gtating that he has evauated the mortgagor’ s statement
and agrees that the information is not available.

Where the current owner has owned the project for 1 year or longer, an owner-certified year-
to-date baance sheet and operating statement for the period since acquisition must be
submitted.

The current owner dso must submit financia statements beyond the period covered by the
owner’s certified financid statements (up to 3 years), if available.

Any owner-cetified financial Statement or owner-certified balance sheet and operating
statement must include the following acknowledgment:
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WARNING: 18 U.S.C. 1001 provides, anong other things, that whoever knowingly and
willingly makes or uses a document or writing containing any fase, fictitious, or fraudulent
datement or entry, in any matter within jurisdiction of any department or agency of the United
States, shall be fined not more than $10,000 or imprisoned for not more than five years, or
both.

It must be remembered that dl projects must stand on their own and must not reflect shared
expenses from nearby projects under the same management. If the nearby project should be
subjected to foreclosure, the subject project would be adversdly affected, thereby congtituting
an unacceptable underwriting risk. Furthermore, for the same reason, estimated expenses must
reflect typica long-term operation and must not reflect a specific sponsor or management entity
whose operation would not be typical.

C. Generd: operating expense. Operating expenses are periodic expenses needed to maintain red
property and to continue the production of its effective gross income. For gppraisa purposes, an
operding statement that conforms to the above definition of operating expenses may differ from
satements prepared for accounting purposes. Current or historic statements prepared for a
property being appraised are ether on a cash or accrua bass. It is important to know the
accounting basis for the operating Statement, since project operating expenses for appraisa
purposes must be reported on a cash basis. Typica categories of expenses are as follows:

1.

Fixed expenses. Fixed expenses are those that generaly do not vary with occupancy and that
has to be paid regardless of whether the property is occupied or vacant. Red estate taxes and
insurance costs are typicdly included as fixed expenses. These expenses generadly do not
fluctuate greetly from year to year.

Variable expenses. Variable expenses comprise operating expenses that generdly vary with the
level or occupancy or the intengty of property operation. Operating expenses for large
properties frequently list many types of expense variables, but typica broad categories include
the falowing:

a  Management charges.

=)

Utilities— electricity, gas, water, sewer charges.
Heseting and air conditioning expenses.

o o

Genera payroll and security expenses.

®

Cleaning expenses.

Maintenance and repairs.

—h

Decorating expenses.

2 «

Grounds maintenance expenses.

Exterminaing expense.
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j.  Trash remova expense.
k. Miscelaneous expenses (supplies, etc.).

3. Reserve for replacements. This reserve category provides for the periodic replacement of the
building components that wear out more rapidly than the building shell itsdf and must be
replaced periodicaly during the building's economic life. These components may include
among other things.

a. Roof covering.

b. Carpeting.

c. Kitchen, bath, and laundry equipment.
d. Compressors, furnaces and boilers.

4. Tota operating expenses. Tota operating expenses for residentia properties are the sum of the
fixed expenses and variable expenses updated to the appraisal date, plus the reserve for
replacements.

5. Commercid facilities. Where commercia facilities are included in the subject project, a
separate andyss must be made of the effect that the commercid operation will have on the
project expense estimate.

D. Edimate of operating expenses by units of comparison. Items of expense shown under each
comparable and the expense items gpplicable to the subject proposd reflected in a suitable unit of
comparison-such as expense per unit per annum (PUPA), expense per room per annum (PRPA),
and expense per square foot of net rentable area per annum (PSFPA), or percent of effective gross
income. The expense comparables and units selected must be as Smilar as possible to the subject
project and units as they relate to the subject location, structurd type, number of bedrooms, and
average unit sze.

For consstency purposes, expense components should be expressed in the same units of
comparison o that the expenses for the subject proposal can be totaded. However, if the unit of
comparison for a pecific component is different from the basic unit of comparison for the other
expense items, this different unit of comparison must be explained in the expense narrative. The
dollar amount of the expense item can afterwards be converted to the same unit of comparison
sdected for the other expense components. Additiona documentation should be submitted, as
needed, for al component estimates that are not self-explanatory.

E. Expense adjusments. Project expenses must be expressed in the same units of comparison in
order to ensure accurate adjustments and correct reporting of expense estimates. Consistent
adjugments for ggnificant differences between the comparables and the subject units shdl be
derived from the market and applied to the indicated subject expense estimate. The appraiser
should enter the dollar amounts attributable to significant differences between the subject proposa
and each of the expense comparables—such as for physica characterigtics, equipment, services
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provided, the level of management furnished to tenants and any differences in rates between tax
and utility jurisdictions. Next, the process of correation must be used to correlate the comparable
expense for each component which is applicable to the subject project.

Updating procedures. It should be stressed that HUD no longer uses a “trended to” procedure to
reflect a time adjusment from the effective date of the most recent expense comparable to the
anticipated date of project occupancy following construction and initiad endorsement.  Expenses
estimates should be effective as of the date of the gppraisal.  Income and expense estimates must
reflect the same year of operation.

HUD does dlow the appraiser to use an updating percentage to bring expense comparables up to
the same date as the most current expense comparable in order to make a more creditable
comparison. However, if dl of the expense comparables have data from the same operating year,

no updating percentage is necessary.

HUD has the right to request from the Lender’s appraiser the names and addresses of any
confidentia expense comparables used in the expense andysis. The Confidentiaity sub-section of
the Ethics Rule, dong with Standards 3.1.e and 3.2.f of the Uniform Standards of Professona
Practice (USPAP) support this pogtion. [If the appraiser dill refuses to provide this information,
the HUD gppraiser has the right to request from the contract appraiser additiona nonconfidentia
comparables.

Key andyses for congderation of site acceptability for a proposed project are asfollows:

A.

Anaysds of location. The andysis of location involves a determination of the desrability and utility
of the Ste by reason of itslocation. The analysis of location requires aforecast of the changeslikely
to be experienced at the site due to probable future neighborhood trends in addition to an gppraisa
of the present Stuation. The pattern of gppropriate improvements, the level of available rents, the
level of warranted costs of congtruction, and the probable economic life of the structures are to a
high degree determined by location factors.

B. Specific location. The specific Steis conddered in relation to neighborhood and city-wide physicd,

C.

socid, and economic influences. Limitation of use imposed by zoning or deed redrictions are
discovered. Trends of development, stability, decay, and rehabilitation are discovered. Availability
of utilities, services, and centers appropriate for the intended use are identified. The many and
varied influences operating on the dte which affecting its market and income potentia, when
improved, are analyzed. This includes a review of the crime rate in the areg, its impact on the
proposa and how the impact, if any, can be addressed through design or staffing.

Civic, socid and commercid centers. When judging the desirability of alocation, full congderation
must be given to the sufficiency of community facilities as they rate to the needs of tenants of the
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proposed project. A location for a multifamily project must be adequately served by grade and
high schools, neighborhood shopping centers, churches, playgrounds, parks, libraries, hospitds,
and theaters.

1. Schools Accesshility to schools will be judged by the time involved, utilizing the means
provided, or available, rather than waking distance done. Thus, if school bus service will be
provided and the time involved is reasonable, the location is acceptable. Overcrowded schools
are the responghility of the community in the granting of permitting zoning and the issuance of
building permits. A project which is otherwise feasible will not be regjected because the local
schools are considered overcrowded. School accessibility will not be a factor in projects
designed for the dderly.

2. Neghborhood shopping centers. The convenience of ashopping facility should be judged on
the bass of time rather than distance. The importance of grocery, drug, and other
neighborhood shopping facilities within a reasonable waking distance will generdly increase
with the number of tenants who do not have private transportation.

3. Rdigious and recreation centers. Ready access to religious and recregation centers is desirable.
Projects designed for large families (predominantly three- and four-bedroom units) have a
greater need for playgrounds and active recreation areas. Adequate on-Ste provisions for
playgrounds and other recreation areas should be incorporated into the proposa where
adequate facilities are not in close proximity to the project Site and available to the occupants.

D. Transportation. Convenient trangportation to places of employment, mgor shopping districts and
civic and socid centers is a prerequidite to project location acceptability. In those communities
where locd public trangportation is the principal means of commuting by the prospective tenants,
the location of a project designed for such occupancy shdl be within a reasonable walking distance
to public transportation.

E. Specid hazards and nuisances. Such conditions include unusud topography, subsidence, flooding,
ungtable soils, unusud traffic hazards and noise, danger from fire and explosion, exposure to arport
noise and low-flying airplanes, smoke, chemica fumes, noxious odors, stagnant ponds or marshes,
and sewage disposal falure. Any of these, or smilar conditions, if serious and infeasble to
overcome, will render a specific location indigible for mortgage insurance.

F. Paking faciliies. Congderation must be given to the effect on paking facilities in the
neighborhood and on dl-night parking, in particular, which would be caused by the additiond
number of cars of the tenants who would live in the proposed project. If the project Ste lacks
adequate space for parking tenants cars, the availability of other off-street parking space may be
consgdered. An estimate shdl be made of the number of parking spaces which would be required
by the tenants of the proposed project and their guestsand a  recommendation shdl be given asto
the adequacy of the parking facilities to meet the estimated need.
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G. Site auitability. The ste must be adequate in Size, shape, exposure, and contour for the proposed
project. Building height limitation, project unit Sze and numbers, necessary on-site parking and play
areas must be considered.

H. Sites Sold by a Public Body.

1. Far Market Vdue of Land Fully Improved. Where Stes are sold by a public body to the
developer for a specific re-use purpose, the Fair Market Vaue of Land Fully Improved is the
lesser of:

a. The amount found by comparison with other Stes having the improvements and
amenities tha the subject ste will have upon completion.

b. The dollar amount paid by the purchaser as set forth under terms of the purchase
contract with the public body, plus an estimate of those codts, if any, additionaly
imposed under its terms or by HUD-FHA. Costs referenced above are those to be
borne by the purchaser because of terms of the purchase contract, e.g., red estate
taxes and specid assessments accruing from date of purchase to date of commitment,
legd fees incident to the land purchase, re-zoning cods, inddlation of certan
desgnated off-dte improvements, interest on investment in Ste from date of purchase
to date of gppraisd, razing structures and clearance of the dte (after dlowance for any
income to the purchaser). This is not a complete list of items covered but these will
serve as aguide to such costs required by the purchase contract.

2. “Asls’ Vdue of Land. The Assstant Secretary-FHA Commissioner’s Estimated Vaue of
Land “Asis’ for Cost Certification may include dl of the itemsin paragraph 1.b above with the
following exceptions  Inddlaion of off-gte improvements and cost of razing structures and
clearing the Ste (lessincome received). Thisis intended to avoid duplication of cogts that might
be reflected in the Estimated Vadue of Land “As s’ and dso alows for the sponsor to include
them as separate items in Cogt Certification which includes both off-ste costs and demolition.
The dollar amount of the land purchase contract plus a breakdown of the estimate of additiona
costs, must be fully itemized and documented.

Pre-Application Stage for Sections 221(d) and
220

A. Exhibits

1. Application for Multifamily Housng Project, Form HUD-92013

2. Location map
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Phase | Environmentd Site Assessment (ESA) with a narrative environmentd report. If the
Phase | Assessment indicates a need for further study, a Phase 11 Assessment should aso be
submitted &t thistime.

Evidence of site control (deed, purchase agreement, or option)

Market study with comparables

Estimate of Market Rent by Comparison, HUD-92273

Photographs and location map of rental comparables used in the HUD-92273 analysis.
Operating Expense Analysis Worksheet, HUD-92274

B. Lender’sresponshilities

1.

Based upon the market study prepared by the Lender’s market analyst Lender’ s appraiser and
the rental income and expense estimates prepared by the Lender’s appraiser, the Lender is
respongble for making the following determinations before recommending the proposed
project to HUD:

a. Determine the current occupancy levels, market absorption rates, and market demand for
the number and type of units proposed.

b. Anayze stefor acceptability in accordance with Section 7.8 of this chapter.

c. Determine market rents reflecting amenities, services, and equipment offered in accordance
with Section 7.6 of this chapter.

d. Egimate project income utilizing the methodology in Section 7.6 of this chapter.

e. Estimatetota operating expenses in accordance with Section 7.7 of this chapter.

f. Estimate mortgage amount based on HUD 92264-A, Criteria 5, Debt Service Ratio.
0. Make adetermination of feasibility or non-feasibility of the sponsor’s proposa.

The MAP Lender will have the Phase | ESA and narrative report prepared in accordance with
Chapter 9.

The Lender's gppraiser or market andyst will prepare the market study and project
comparables in accordance with the requirements of Sections 7.5, 7.6, and 7.7 of this chapter.

The Lender’s appraiser will determine project rents, estimated rental income, and operaing
expenses by completing forms HUD-92273, Estimate of Market Rent by Comparison, and
HUD-92274, Operating Expense Analysis Worksheet, in accordance with Section 7.6 and
7.7 of this chapter. The forms and specific indructions to complete the forms can be found in
the Appendix. For projects receiving Subgtantid Rehabilitation the Lender’s gppraiser will
complete the HUD-92273 and HUD-92274 forms based on the assumption that al proposed
substantia rehabilitation to the project has been completed.
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5.

The MAP Lender will utilize information and soft-cost and land cost information provided by
the sponsor to caculate the tota replacement cost. The Lender will compare its estimate of the
total replacement cost with the mortgagor’s amount.

The MAP Lender will dso complete income, expenses, and total settlement portions of the
HUD-92013 utilizing information from the comparables.

The Lender will compare the cdculations on the HUD-92013 with those proposed by the
mortgagor and either accept the mortgagor’ s proposa, recommend its modification, or reject it
and advise the mortgagor that the project isinfeasible.

C. HUD Review

7.10

The Lender will submit the exhibitslisted in Section 7.9.A of this chapter to HUD.

The HUD agppraiser and the EMAS economist will each provide a desk review of the market
sudy submitted by the Lender. EMAS will not perform its own market andysis of a particular
project. The EMAS advisor review would be provided to the team leader who would in turn
provide it to the HUD appraiser. The HUD appraiser makes find recommendations to the
team leader regarding market demand for the project.

The HUD appraiser will ingpect the subject Ste and a reasonable number of the comparables
used in the Lender’ s gppraiser’ s HUD-92273 and HUD-92274 analyses.

In accordance with Chapter 9, the HUD appraiser will review the Lender-submitted Phase |
ESA, prepare as much as possible HUD-4128, “Environmental Assessment and Compliance
Findingsfor Related Laws’ and the sample fied notes checklist found in the MAP Form Book.
The HUD appraiser will utilize procedures found in Chapter 9.

The HUD appraiser will review ste characteristics for compliance to requirements found in
Section 7.8 of this chapter. Based on the environmenta analyses, and the ste vidts, the HUD
appraiser will make a recommendation regarding Site acceptability to the Team Leader.

The HUD appraiser will determine that the projects submitted as comparables to the subject
property are acceptable comparables.

Fromareview of Foms HUD-92013, HUD-92273 and HUD-92274, and supparting informéation, the HUD
gprasa will mekearecommendation (Famet in Appandix 7C) tothe Team Leeder regarding:

a. The acceptability of proposed rents and estimated rental income and their compliance to
requirements found in Section 7.6 of this chapter.

b. The acceptability of tota operating expenses and compliance to requirements found in
Section 7.7 of this chapter.

Firm Commitment Processing for Sections 221(d) and
220
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A. Exhibits
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Application for Multifamily Housing Project, Form HUD-92013

Evidence of permissve zoning

Evidence of last arms-length transaction and price

Appraisal as described in Section 7.4 of this chapter

Rental Housing Project Income Andysis and Appraisa Form, HUD-92264
Appraiser’ strid, Supplement to Project Analyss, HUD-92264-A

Updated estimates of Market Rent by Comparison, HUD-92273

Updated operating Expense Analysis Worksheet, HUD-92274

All exhibits for HUD to complete the Environmentd Assessment and Complete Findings for the
Related Laws (HUD-4128)

Lender’s Respongihilities

1.

The MAP Lender’s appraiser will complete an appraisa establishing the Replacement Cost for
the project utilizing the cost approaches in accordance with requirements found in Section 7.4
of this chapter. Furthermore, the appraisal will update the HUD-92273 and 92274 analyses
provided in the Pre-Application.

The Lender’s appraiser is aso required to determine the “warranted price of the land” for new
congtruction projects and the "As IS' vaue of the property for substantial rehabilitation projects
in accordance with ingtructions in Section 7.13 of this chapter. In addition, for substantia

rehabilitation projects, the Lender’s gppraiser must aso determine the “vaue fully improved”

of the project Site.

The MAP Lender will forward information prepared by its cost andyst and any soft-cost and
land cost information provided by the sponsor to the Lender’s gppraiser to assstance in the
cdculation of the totd replacement cost. The Lender will compare his estimate of the tota
replacement cost with the mortgagor’ s amount.

The Lender’s appraiser is to prepare certain sections of the Rental Housing Project Income
Anaysis and Appraisd, Form HUD-92264, found in the MAP Forms Book, in accordance
with specific ingtructions found in MAP Forms Book, for the type of project proposed. Certain
sections are solely the responsibility of the gppraiser and others are done in cooperation with
the lender’ s architect, cost andyst, and mortgage credit andyst.

Principal HUD-92664 items to be calculated by the Lender’ s appraiser include:
a. Market rents and estimated income

b. Egtimated total operating expenses
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c. Totd estimated replacement cost of the project

d. “Warranted Price of the Land” for new congtruction projects and the "As IS' vaue for
substantia rehabilitation projects

e. Edimate of operating deficit and replacement reserve

6. The Lender must provide written explanaions in the underwriter's narretive of any mgor
changes to key project eements from those set at the pre-application stage.

7. The data provided in the Lender’s HUD-92013 and HUD-92264 should be consistent.
Moreover, any inconsstency between the data reported on the HUD-92264 prepared by the
Lender's gppraser and the Lender’'s HUD-92264 must be explained in the Lender's
Underwriting Summary.

C. HUD Review

1. TheLender will submit the Exhibitslisted in Section 7.10.A of this chapter to HUD.

2. The HUD gppraiser will perform athorough technica review of the appraisal submitted for the
project, making sure that it meets the requirements of Section 7.4 of this chapter including al
USPAP requirements.

3. In accordance with Chapter 9, the HUD appraiser will complete Form HUD-4128 and the
Sample Field Notes Checklist.

4. TheHUD appraiser must review and gpprove each of the following exhibits
a. Rentd Housng Project Income Andysis and Appraisa, HUD-92264
b. Edtimatesof Market Rent by Comparison, HUD-92273 (updated)
c. Operating Expenses Worksheet, HUD-92274 (updated)
d. Appraser’strid, Supplementa to Project Analyss, HUD-92264-A

Within these forms, the HUD appraiser must focus on and gpprove mgor items including the
esimated income, the total operating expenses, the tota estimated replacement cogt, the
“Warranted Price of the Land” or the "As s’ vaue as appropriate, and the maximum insurable
mortgage.

5. The HUD gppraiser will issue a written report (Format in Appendix 7C) containing
recommendations and forward a copy to the HUD Team Leader.

6. The HUD appraiser will review the Lender’s Underwriting Summary, including judtifications of
discrepancies between Lender’ s and Lender’ s appraiser’ s conclusions.

7.11 Firm Commitment Processing for Section
223(f)
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A. Exhibits
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Application for Multifamily Housing Project, Form HUD-92013
Location map

Evidence of permissve zoning

Evidence of site control (deed, purchase agreement, option)
Evidence of last arms-length transaction and price

Phase | Environmenta Site Assessment (ESA) with a narrative environment report. A Phase I
Environmental Site Assessment must dso be submitted, should the Phase | Assessment
disclose a need for further study.

7. Complete Sdlf Contained Appraisa

8.
9.

10.
11.
12.
13.
14.

Renta Housing Project Income Anadlysis and Appraisa, HUD-92264

Appraiser’strid, Supplement to Project Andyss, HUD-92264-A

Edtimates of Market Rent by Comparison, HUD-92273

Operating Expenses Andysis Worksheet, HUD-92274

Baance sheets and operating statements in accordance with Section 7.7.B of this chapter.
Rent roll of the subject property

Project Capital Needs Assessment (See Appendix 55)

B. Lender’srespongbilities

1.

The MAP Lender’s gppraiser will complete an gppraisa of the property establishing market
vaue utilizing the codt, income, and market gpproaches in accordance with requirements found
in Section 7.4 of this chapter. Market studies for Section 223(f) apartment projects would only
be required in specia circumstances, such as proposed changes in the type of occupancy or
high project vacancy rates.

The Lender’s gppraiser participates in the ingpection of the property with the Lender’s Needs
Assessor as described in Appendix 5M. The appraiser consders the digibility of the project,
checks the project occupancy level, and verifies the owner’s rent roll during the ingpection
process. When the appraiser established that the owner’s rent roll is correct, the actua
occupancy, based on the owner’s rent rall, is entered in the Remarks Section of form HUD-
92264. The gppraiser must aso determine whether the gpartments are furnished or
unfurnished.

The Lender’s gppraiser will analyze the property for acceptability in accordance with Section
7.8 of this chapter utilizing the prepared appraisa.
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4.

10.

The MAP Lender will have the Phase | ESA and narrative report prepared in accordance with
Chapter 9.

The Lender’s gppraiser will complete HUD-92273, Estimate of Market Rents, utilizing the
ingruction found in the MAP Forms Book The Lender’s gppraiser will determine project rents
and estimated rentd income in accordance with Section 7.6 of this chapter, utilizing HUD-
92273, the appraisa and the operating history of the property (rent roll and financid
Statements).

The Lender’s gppraiser will complete HUD-92274, Operating Expense Andysis Workshedt,
utilizing the ingruction found in the MAP Forms Book. The appraiser will determine operating
expenses for the property in accordance with Section 7.7 of this chapter, utilizing HUD-92274
and the operating history of the property (financid statemerts).

The Lender’s gppraiser is to prepare certain sections of the Renta Housing Project Income
Anaysis and Appraisa, HUD-92264), in accordance with ingruction found in the MAP Forms
Book for the type of project proposed. Certain sections are solely the responghility of the
gppraiser, and others are done in coordination with the Lender’ s architect, and cost anayst.

Principal HUD-92264 items to be calculated by the Lender’ s appraiser include:

a  Market rents and estimated income

=

Egtimated tota operating expenses

c. Totd estimated replacement cost

d. “Waranted Price of the Land”

e. Far market vaue of the project

f. Edimate of operating deficit and replacement reserve
0. Estimated occupancy rate

The data provided in the Lender's HUD-92013 and HUD-92264 should be consstent.
Moreover, any inconsistency between the data reported on the HUD-92264 prepared by the
Lender's gppraiser and the Lender's HUD-92264 must be explained in the Lender’'s
Underwriting Summary.

The Lender’ s appraiser will provide in the Remarks Section of HUD-92264 the following:
a. The gppraiser’s satement of actua occupancy, based on the owner’ s rent roll.

b. The required amount of initia depogt into the Replacement Reserve Fund as estimated in
accordance with Section 15.B of this chapter.

c. Theedimated cost of required repairs as provided in the inspection report.

d. The edimated amounts for legd, organizationd (if applicable) and title and recording
expenses based on the maximum insurable 223(f) loan.
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C. HUD review

1.
2.

7.12

The Lender will submit the Exhibits listed in Section 7.11.A of this chapter to HUD.

The HUD appraiser will perform a thorough technica review of the gppraisa submitted for the
project, making sure that it meets the requirements of Section 7.4 of this chapter including dl
USPAP requirements.

The HUD appraiser will ingpect the subject site and a reasonable number of the comparables
supplied by the Lender’'s gppraiser. At this vigt, the HUD appraiser will dso review the
Mortgagor’s proposed list of criticad and non-critica repairs and provide an opinion of the
acceptability of the list based upon the HUD appraiser’s potentialy limited knowledge of
condruction. The HUD appraiser may consult with a HUD congruction andyst when
formulating the opinion.

In accordance with Chapter 9, the HUD appraiser will complete Part A of HUD-4128.

The HUD appraiser will review the recommendations of the HUD architecturad andyst and the
HUD-92264. The appraiser will review property characterigtics for compliance to
requirements found in Section 7.8 of this chapter. Based on these reviews and the
environmentad andysis, the HUD gppraiser will make arecommendation of Site acceptability.

The HUD appraiser must review and gpprove each of the fallowing Exhibits
a. Rentd Housing Project Income Andysis and Appraisa, HUD-92264

b. Edtimate of Market Rent by Comparison, HUD-92273

c. Operating Expenses Worksheet, HUD-92274

Within these forms the HUD gppraiser must focus on and approve mgor items induding
the estimated income, the total operating expenses, the total estimated replacement cost,
the maximum insurable mortgage, and the fair market value of the project.

The HUD gppraiser will review the Lender's Underwriting Summary for judifications of
discrepancies between Lender’ s and Lender’ s gppraiser’ s conclusions.

The HUD appraiser will review the Lender's Undenwriting Summary to determine if the
Lender’s underwriter carried out a* due diligence’ review of the Lender’s gppraisal.

The HUD appraiser will issue awritten report containing recommendations and forward a copy
to the HUD Team Leader, Appendix 7C.

Processing for Section 232

A. In generd. Processing is to provide a vauation of a Skilled Nursing Fecility (SNF), Intermediate
Care Faallity (ICF), Board and Care facility (BC), or Assisted Living Facility (ALF). These
facilitieswill serve asthe security for the Section 232 insured loan.
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1

3.

For new congtruction and substantia rehabilitation follow ingtruction for Section 221(d) with
additions and modifications as indicated below. Section 232 does not include BSPRA.

For Section 232 projects pursuant to Section 223(f) follow indtruction for existing projects
pursuant to Section 223(f) with additions and modifications as indicated below.

The primary difference in determining market vaue for a hedlthcare facility as compared to an
gpartment complex is the net income of a Section 232 proposd includes a return to the redlty,
non-realty and to the business operation of the proposal. This return to the business operation
(proprietary earnings) must be deducted from the net income, since only net income from the
redlty and major movable equipment may be used to support a Section 232 mortgage.

a  The appraser mugt firgt identify the overall “Business Vaue' ak.a “Going Concern Vaue
" prior to establishing a proprietary income adjustment and “Red Edtate Only” vaue. The
review gppraiser should insure that there is a reasonable relationship between “Business’
or “Going Concern” vaue verses “Red Edate Only” value and the proprietary income
adjusment. Note that because of the variances in return expectations for a “Business
Vdue' andyss verses “Red Edtate Only” vaue, there may not necessarily be a one-to-
one relationship between the two vaues and the proprietary adjustment, however, if there
is a ggnificant difference, the methodology used by the gppraiser must be questioned. It
shdl be the lender’s gppraiser’ s responsibility to make the determination as to how to best
perform this analyss. That determination should be based upon the quantity and quality of
information thet is avallable. Severd suggested methods of gpplying this andysis follow:

b. One method of gpplying this andysis would be to compare the cost to build anew facility
to that same property’s sde price after reaching stabilized operation. In this case, the cost
to congtruct the improvements and magor movables would measure the vaue attributable to
the real estate, whereas, the sale of e operating facility would reflect the purchaser’s
opinion of vaue of the tota Going Concern or business vaue. Anther method would be to
perform an andysis where the appraiser derives capitaization rates from sales of leased
facilities to compare to capitadization rates from saes of going concern properties. In this
cae, andyss of the sdles of leased facilities will reflect the landlord's red etate only
interest whereas sdes of operating facilities will reflect the value of the totd business or the
going concern.

c. When this concept is applied to the anadyss of comparable sales in an attempt to derive
market extracted cgpitdization rates, the andyss should generdly follow the following
guiddines.

Capitdization Rate Extraction and Anaysis Technique (sdes of dabilized & operating
fedilities)

Sdel Sde2 Sde3 Sde4
Number Beds/Units 120 175 155 135
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SdePrice $2,500,000 $3,200,000 $2,900,000 $2,750,000
NOI $420,000 $550,000 $475,000 $450,000
Overdl Cap Rate 16.8% 17.2% 16.4% 16.4%
Proprietary Earnings ~ 15%=%$63,000 15%=$82,500 15%=%$71,250 15%=%$67,500
Proprietary Cap Rate  25% 25% 25% 25%
Capitdized Proprietary
Eamnings $252,000 $330,000 $285,000 $270,000
Adjusted Redl Egtate
Only Vdue $2,248,000 $2,870,000 $2,615,000 $2,480,000
NOI Red Edate Only
(85% of total NOI) $357,000 $467,500 $403,750 $382,500
Red Egate Only
Cap Rate 15.9% 16.3% 15.4% 15.4%
Ratio of Redl Edtate
to Busness Vadue 89.9% 89.7% 90.2% 90.2%

d. Note that the preceding examples are provided as guidance only and are not represented
to be the only proper methods of performing the required “Business Vaue’ verses “Red
Edae Only Vdue' andyss. It is the appraiser’s responsbility to make the determination
as to how this anadyss should be accomplished based upon the quantity and quaity of data
available, which will be specific to each report.

If the chosen method of deriving a capitdization rate is the cash dividend to equity method, the
gppraisr must use the prevailing market rates of return to both equity and the mortgage,
without regard to any discounted or specid financing specific to the subject property.

As detailed example 3c above, if the comparable sde property was the transfer of red
property along with the business component, the appraiser must adjust the comparable
accordingly when deriving the Red Edtae Only rate of capitdization, or Gross Income
Multiplier. Thisisaso true when applying the sales comparison gpproach.

When deriving the find “Red Edtate Only” vadue (HUD’s insurable vaue determination), and
when preparing the HUD 92264 and HUD 92264a, a management fee should not be included
as an operating expense under Section 232. Management fees are viewed as a portion of the
proprietary income deduction, so that applying a management fee in the Red Edate Only
andysis and in preparation of the HUD 92264 and HUD 92264a would be a duplication of

expenses thus unfairly pendizing the property.
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7.

The gppraser may NOT use gpatment sdes in lieu of hedth care faclities to derive
capitalization rates as comparables in the sales comparison approach.

The cost or summation approach must consder al gpplicable forms of depreciation for
232/223(f) cases. Due to this requirement, the replacement cost approach does not
automatically set the upper limit of vaue for 232/223(f) projects. For New Construction and
Subgtantiad Rehabilitation pursuant to Section 232, the replacement cost or summation
approach shdl in al cases st the upper limit of value. This does not negate the necessity of the
reconciliation process for the three approaches to value. Section 232 remains a vaue based
program and all three gpproaches to value must be consdered. It israther an acknowledgment
that no prudent purchaser would pay more for a property than the cost to acquire asmilar Ste
and congtruct improvements of equa desirability and utility.

Appraisers are permitted to use a modified verson of HUD Forms 92273 and 92274 to
estimate the per bed/or unit charges and expenses for skilled nursng (NH) and intermediate
care facility (ICF) proposals under Section 232. It is imperative that the forms and materids
submitted in lieu of the 2273 and 2274 achieve the intent of these forms by providing the data
that is needed to perform a thorough underwriting andysis and review.

B. Exhibitsfor New Construction and Substantiad Rehabilitation

1. Pre-Application.

a. Application-Project Mortgage Insurance, HUD-92013-NHICF.

b. Certificate of Need for Hedth Care Fecility and Assurance of Enforcement of State
Standards, HUD-2576-HF, for SNF and ICF facilities. For state without certificate of
needs procedures, an dternative study of market needs and feasbility with the dtate
standards and enforcement of certification may be substituted.

c. Section 1616(e) Certification (Keys Amendment) of the Socia Security Act is required for
Board and Care facilities

d. Market study with comparables. (See Appendix 7B)

e. Location map.

f. Phase | Environmenta Site Assessment (ESA) with a narrative environmenta report. A
Phase Il Environmental Site Assessment must dso be submitted, should the Phase |
Assessment disclose aneed for further study.

Evidence of ste control.
Prospective reimbursement rate and percentage of population for each patient type.

i Description of services included in base rate and any additiona persona care fees above
the base rate for Asssted Living and Board and Care facilities.
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HUD 92273 and HUD-92264T analysis, if appropriate, and operating expense analyss
completed by the Lender’ s appraiser according Section 7.6, 7.7 and 7.12 of this chapter.

Lender’ s gppraiser’s estimate of occupancy rate for the project.
Lender’ s appraiser’ s estimate of proprietary income and Net Operating |ncome.
Edtimate of mortgage amount based on HUD 92264-A, Criterion 5, Debt Service Ratio.

Frm Commitment

o

o o

Application-Project Mortgage Insurance, HUD-92013-NHICF.
Evidence of permissve zoning.

Evidence of last arms-length sde and price.

Current provider agreement for Medicare/Medicad, if any.
Current licenses as required by state and locd jurisdiction.
Appraisa as described in Section 7.4 of this chapter.

Hedth Care Facility Summary Appraisd Report, HUD-92264-HCF and al supporting
HUD forms, i.e, HUD-92264-A, HUD-92273 (with gppropriste modifications of
adjustment characterigtics) and expense andysis.

All Exhibits needed for HUD to complete the Environmental Assessmen.

Documentation from the appropriate state regulatory agency of gpprova or conditiona
approvd of the assgted living facility’s plans and specifications.

Operating deficit proforma
Business Plan
For new congruction, alist of mgor moveable equipment and cost schedule.

For subgtantid rehabilitation, a list of magor movesble equipment not being replaced by
new equipment during the rehabilitation with a cost new, age and remaning usful life
schedule for each piece of equipment. In addition, a list of mgor movesgble equipment to
be purchased new with corresponding costs.

C. BExhibitsfor Exiging Projects—FHrm Commitment

1. Application—Project Mortgage Insurance, HUD-92013-NHICF.

2. Caertificate of Need for Hedlth Care Facility and Assurance of Enforcement of State Standards,
HUD-2576-HF for SNF and ICF facilities. For states without certificate of needs procedures,
an dternative study of market needs and feasibility with a state standards and enforcement
certification may be subgtituted.
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3. Section 1616e Cetification (Keys Amendment) of the Socid Security Act is required for
Board and Care facilities.

Assged Living Facilities must meet state and local licensing requirements.
Market study with comparables.
L ocation map.

N o o &

Phase | Environmental Site Assessment (ESA) with a narrative environmenta report. A Phase
Il Environmentd Site Assessment must dso be submitted, should the Phase | Assessment
disclose a need for further study.

8. Evidence of gte control.

9. Evidence of permissve zoning.

10. Evidence of last arms-length transaction and price.

11. Current provider agreement for Medicare/Medicad, if any.

12. Current licenses as required by the state and locdl jurisdiction and latest state residentia care
facility agency’ s report of operations.

13. Appraisa as described in Section 7.4 of this chapter.
14. Hedth Care Facility Summary Appraisa Report, HUD-92264-HCF.

15. Board and Care facilities that have contracts with local and state agencies must submit |etters of
understanding regarding the subsidized amount.

16. Project Capital Needs Assessment (See Appendix 5M).

17. Three years of baance sheets and operating statements. The most recent year’s financid
satement certified by an independent public accountant or certified public accountant.

18. Monthly resident roster/accommodation charges.
19. Unit Vacancy and Resident Turnover Report, HUD-9447.

20. Description of services included in base unit rate and any additiond persona care fees above
the base rate for Asssted Living and Board and Care facilities.

21. Schedule of Mgor Movables and age/life/cost schedule.

D. Maket andyss

The Certificate of Need (CoN) or dternative market needs study does not relieve the gppraiser or
market analyst from making an independent determination of current market conditions and
demand for the type of facility proposed. The CoN reflects bed-need on a population and use
basis without regard to totd monthly charges or needs in a specific market or sub-market. The
MAP market analyssis mandatory in al casesfor Section 232 projects.
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E. Equipment

1.
2.

Redlty (fixed) equipment isincluded in the construction contract.

Magor movable equipment may not be included in the congruction contract but should be
included in Line H-36 of HUD-92264-HCF.

Minor movable equipment is considered in the project’ s operating expenses and is not included
in the estimated replacement cost.

F. Tota earnings will include earnings for redty and mgor movable equipment, and aso proprietary
earnings. Proprietary earnings provide a return to the business of running a skilled nurang facility,

an

intermediate care facility, a board and care facility, or an asssted living facility or any

combination of the above.

1.
2.

Proprietary earnings are not capitalized into the value for redty and magor movable equipment.

The percentage of totad net income before debt service atributable to proprietary earnings
found typicd is

a. Skilled nursing beds-15 to 25 percent.

b. Intermediate care beds-10 to 20 percent.

c. Board and care beds-5 to 10 percent.

d. Living unitsin an assgted living faclity-10 to 15 percent.

The above percentages are only generd guiddines. The key should be the intensity of the
sarvices provided by the proprietary operation. Accordingly, a board and care facility that will
be providing intensive services such as those that might be associated with a drug or acohol
rehabilitation center could, in fact, have a percentage of income dttributable to the proprietary
operation that might be equa ©, or even greater than, a skilled care facility. Net operating
income (before debt service) of the redty and magor movable equipment is a residua after
subtracting proprietary earnings from total earnings.

For proposed construction and substantia rehabilitation, charges for no less than 67 percent of
SNF beds and ICF beds shall be estimated at Medicaid rates. No more than 3 percent of
beds shall be estimated at Medicare rates. Private Pay beds cannot exceed 30 percent. The
remainder of SNF and ICF beds shdl be estimated a market rates for such facilities. The
following exceptions are permitted:

a.  With 223f refinance when the project has demondtrated it has been operating at a different
bed unit mix for at least three years.

b. With substantid rehabilitation when there is no change in the intended use and associated
income of the project after completion of substantia rehabilitation. The same three years of
bed mix operating history applies.
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4.

Board and Care beds and Assisted Living Facility units shdl be estimated at market rates for
amiler fadlities

G. Economic life. The appraiser will enter hisher esimate of remaining economic life. The mortgage
term may not exceed 75 percent of the remaining economic life.

H. Budget review

1.

For proposed congtruction, the sponsor must submit a budget approved by its Board of
Directors or owners showing projected income and expenses for the operation of the facility.

For substantia rehabilitation and Section 223(f) proposas, the sponsor must submit for review:

a. Badance shedt, gatements of income and expense and statement of changes in financid
pogition for the last 3 years.

b. A bed and resdentid accommodation charge roll listing: each bed; name of each occupant,
if any, or vacant if none; source of payment (Medicare, Medicaid or private pay); monthly
charge; and amount in arrears, if any.

c. Copiesof dl Medicare and Medicaid audits with
(1) Outstanding findings and/or
(2) Repayment schedule for over-reimbursement in prior years.

The gppraiser anayzes the financid information and compares proposed occupancy and room
charges from the budget(s) with data from a facility of amilar sze and providing amilar
sarvices.

I. Principal elements of the Lender’ s gppraiser’ s duties

1.
2.

Land gppraisd. Edtimate the value of the site fully improved.

Site and market acceptability. Decide whether the Ste is acceptable for the project and
whether a market exists for the units or beds at the estimated charges.

Bed and resdential accommodation charges by comparison. Prepare estimates based on
comparison for private pay and the reimbursement formula for Medicaid and Medicare units.
Show formula and caculations. Board and Care beds and Asssted Living Facility units shall
be estimated at market rates for smilar facilities.

A. Because by definition, market vaue assumes a vaue in exchange, many gpprasers
make the assumption that there will be an automatic increase in the property’s
reimbursement rate when gopraisng in states that permit such a step increase with a
change in ownership. HUD has determined that Medicad and Medicare
reimbursement rates used in the vaue (Criteria 3) and debt service andyss (Criteria 5)
may NOT assume an automatic increase based upon this “Vaue in Exchange’ concept
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4.

for refinance transactions where there is no true change in ownership. The net income
estimates used for caculation of both Criteria 3 and Criteria 5 should be based upon
the actua expected reimbursement rate for the up-coming year of operation for the
applying ownership. Note that this does not preclude the gppraiser from re-basing the
rates and operating expenses based on current and expected conditions. It should be
stressed that the NOI proforma presented for processing should reflect the true rate of
rembursement that the gpplying ownership can expect to recaelve. The gppraiser is
directed to invoke a Jurisdictiona Exception, and amend his’her definition of market
vaue used in the report as directed heran.

B. For 223(f) acquisitions, the gppraiser must make an andlysis and determination of the new
ownership's likely rate of reimbursement. Note that there are cases where new ownership
of an exiding facility may actudly experience a decrease in their rembursement due to
depreciation laws specific to certain states and associated re-basing of the property. In
true 223(f) acquistions, if there will be an increase in the reimbursement rate for the new
ownership, the gppraiser must document, analyze and provide supporting documentation
from the appropriate authorities in that jurisdiction.

Annua expense. Estimate project expenses based on comparison with actual operating
expense data from SNF, ICF, BC facilities, or ALF separate living units depending on type of
occupancy. The expense estimates must reflect typica long-term operations.

Net income computations. After the gross income has been developed, then estimate
occupancy and effective gross income; then subtract annua expense to arrive a net income
before debt service and before subtraction of the return on proprietary earnings.

Determination of project vaue. Estimate the vaue of the project utilizing the income, cogt, and
market approaches. In order to prevent manipulation of data to circumvent the purpose of the
proprietary income adjustment, an adminigtrative decision has been made that each gppraisa of
properties submitted under MAP and TAP, Section 232 mug fird identify the overal
“Bugness’ or “Going Concern” vaue of the property prior to establishing a proprietary
income adjustment and the “Redl Estate Only” vaue. The review appraiser should insure that
there is a reasonable rlationship between “Business Vaue’' verses “Red Edate Only” vadue
and the selected proprietary ncome adjustment. Note that because of variances in return
expectations for a “Budness Vaue' andyss verses “Red Edae Vdue' there may not
necessarily be a one-to-one relationship between the values and the proprietary adjustment,
however, if there is a gnificant difference the methodology used by the appraiser must be
questioned.

A. The cost or summation gpproach must consder al applicable forms of depreciation for
232/223(f) cases. Due to this requirement, the replacement cost approach does not
automatically set the upper limit of value for 232/223(f) projects.

B. For New Condruction and Subgstantid Rehabilitation pursuant to Section 232, the
replacement cost or summation gpproach shal in dl cases set the upper limit of value. This
does not negate the necessty of the reconciliation process for the three gpproaches to
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7.

vaue. Section 232 remains a value based program and al three approaches to vaue must
be consdered. It is rather an acknowledgment that no prudent purchaser would pay more
for a property than the cost to acquire a Smilar Ste and construct improvements of equal
degirability and utility
Operdting deficit. Estimate the operating deficit expected during the initial absorption period.
See MAP Guide Section 7.14 for the procedures for caculating the operating deficit.

J.  Subgtantia rehabilitation processng under Section 232

1.

Ingenerd. The"AsIs' vaue of the existing land and structures is used in the replacement cost
in place of land, in subgtantid rehabilitation cases. Only the cost of the repairs is used in the
cost estimate, rather than the cost of congtructing the structures and other improvements. This
definition of replacement cogt in substantia rehabilitation provides for depreciation by using the
"Asls' vadue of the exigting redty, rather than including the congtruction cost new.

Generd processing condderation.  As is vaue of the property (redty/mgor movable
equipment) before rehakilitation is based on:

a. The property’sintended use, not the current or highest and best use,
b. Itscondition a the time of appraisd, and

c. If the property is an operating hedth care facility, the "As IS’ vaue mugt not include
proprietary income.

The appraiser will complete the "As IS’ gppraisd using a supplementa HUD-92264-HCF as
well as anardtive containing al pertinent conclusions and documentation.

Once the "As Is' vdue is determined, complete Form HUD-92264-HCF for vaue after
rehabilitation for new congruction, with the following exceptions and amplifications

a Section C. Edimate of income. Esimate bed/unit charges to be obtained after
rehabilitation.

b. Section H. Replacement Cost. Comparable sdes of an operating hedth care facility
normdly include the CON. Accordingly, the organization line item should not include any
cost relating to the CON except for cases where costs are incurred in obtaining a CON for
ALF units.

c. Section L. Remarks. A deposit to reserve for mgor movable equipment must be calculated
for those exiding items of equipment which are not going to be replaced by the
rehabilitation. The amount of this required initid deposit may be computed by the appraiser
taking into account the cost and useful life information on these items from the accepted
mortgagor’s schedule.

d. Section H. Estimated replacement cost. Complete the appropriate replacement cost format
to show mortgage replacement cogt were the only limiting criterion.
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e. HUD-92264A. Complete the trid HUD-92264A to show the mortgage to be used in
completing Section H.

K. Assged living facility/board and care processing. The Lender's appraiser will process ALF or BC
proposals following the ingtructions as outlined for SNF and ICF proposds for the completion of
HUD-92264- HCF with the exception of the following:

1. Section C. Edimate of income. The type of room or unit should be andyzed carefully as to
market:

a. Paticularly whether 3 and 4-person occupancy rooms or units will be marketable at the
rate used in processing.

b. BC and ALF charges are predicted on current market rates. Accordingly, income for a
“dand-adone” ALF or BC proposa will not be trended to date of the initid project
occupancy. However, charges for ALF units or BC beds which are part of a SNF or IDF
proposa will be trended to the beginning of operations if Medicaid rates are established
and projected into the future by the state reimbursement administrator. The state agency on
aging may be able to provide alisting of ALF and BC projects for data purposes.

2. Sections D and F. Payroll sdaries and estimate of annua operating expenses. Make an andys's
of the expense component relating to the particular ALF and BC facilities. If data on BC and
ALF expenses is lacking, SNF comparables may be used and adjusted on the bass of the
intengty of the services being contemplated. However, this should be done only as alast resort.

3. Section K. Edimate of vaue of capitdization. Line 5—'Net Return to Redty and Mgor
Movable Equipment Based on Leased Nursing Homes.” If the project is to be entirdly a BC
facility or an ALF, and data on leased BC facilities or ALFs s lacking, adjusments to the best
avallable datawill have to be used.

a. Asaqguiddine the amount of income dtributable to proprietary earnings should fdl in a
range of 5 to 10 percent for BC facilities and 10 to 15 percent for ALFs.

b. Generdly, the greater the services provided, the greater the percentage attributable to
proprietary income.

4. Section L. Comparison gpproach to value. If the project is entirdly BC or ALF, data from
saes of such leased facilities should be obtained if a dl possble. If the project is primarily a
SNF or ICF, sdes data from that type use will be used with gppropriate adjustments for any
differences. Comparables that include proprietary vaue in their sdes must be adjusted to
exclude such vadue from the sdes. The documentation supporting the estimates must be
reasonable and convincing.

L. Processing projects under the Section 232 program pursuant to 223(f). The vauation and
processing of a SNF, ICF, BC facility and ALF units under Section 223(f) program is basicaly the
same as processing under the 232 program, new congtruction. Listed below are the differences:
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1.

Bed and AFL unit charge lig. An ingpection of a aufficient number of resdents
accommodations will be required.

Financia statements (audited or owner-certified) for a 3-year period.

In a vaue program, such as an existing Section 223(f) project, the replacement cost must
reflect the accrued depreciation that results from physcd deterioration, functiond
obsolescence, or externa obsolescence, or any combination of these sources. The replacement
cost estimate must include the following under Section 223(f):

a. Totd cogt of structures and equipment included in the congtruction contract,
b. Soft costs during congtruction,

c. Maor movable equipment,

d. Warranted price of land.

Items a, b, and ¢ are depreciable items. Land vaue for the Site is determined as if vacant, but
for itsintended use, not its highest and best use.

A blended Loanto-Vdue ratiio must be caculated when the mortgage includes both the
purchase or refinance of an existing hedth care facility (HCF) and new construction of any type
of additiona hedth care facility:

a. The esimated monthly income from the SNF, ICF, B & C beds or ALF units in the
proposed addition are added to the estimated total monthly income of the exigting facility.

For example, assume that the addition will include 40 ALF units with a total monthly
income estimated to be $112,541. This amount is divided by the tota income for the
property (both exigting and new addition) in the amount of $312,700. The result indicates
that 35.99 percent of the income will come from the proposed addition; while 64.01
percent of the income will come from the existing property.

b. The 35.99 percent of income from the proposed addition is multiplied by 90 percent
authorized for profit-motivated owners loan ratio for proposed congtruction under Section
232 to equd ablended portion of 32.39 percent.

C. The 64.01 percent of income from the existing property is multiplied by 85 percent
authorized for profit-motivated owners of existing property to equal a blended portion of
54.41 percent.

d. The blended ratio of loan to vaue of both the existing and the proposed addition to the
subject is the sum of the blended portions under calculated above, or 86.80 percent.

e. If the sponsorship of the HCF is a nonprofit, the percentage of income from the proposed
addition would be multiplied by 95 percent and the income from the existing property
would be multiplied by 90 percent.
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5.

The Lender's gppraiser will provide in the Remarks Section of HUD-92264-HCF for the
falowing.

a.  Occupancy of the subject as of the date of ingpection plus an estimate of time required, if
any, to reach sustaining occupancy.

b. Lossof income due to incomplete repairs at endorsement.

c. Estimated cost of required repairs including additiona repairs and improvements proposed
by sponsor reflecting what the appraiser considered in hisher vaue.

d. Estimated amounts for legd, organization (if gpplicable) and title and recording based on
the maximum insurable loan.

e. Lender's gppraiser’s should determine a tentative maximum insurable mortgage. Attach
HUD-92264a with Criterial, 3, and 5 completed.

M. HUD review

1.

The Lender will submit the Exhibits listed in Section 7.12.B for New Congtruction and
Subgtantid Rehabilitation or Section 7.12.C for Exigting Projects.

The HUD appraiser and the EMAS economist will each provide a desk review of the market
sudy submitted by the Lender. EMAS will not perform its own market andlyss of a particular
project. The EMAS advisor review would be provided to the team leader who would in turn
provide it to the HUD gppraiser. The HUD appraiser makes find recommendetions to the
team leader regarding market demand for the project.

For projects at the Pre-Application stage, the HUD appraiser will ingpect the subject Steand a
reasonable number of the comparables used in the Lender’s appraiser’s HUD 92273, income
estimation, and the expense analyss.

The HUD appraiser will prepare the HUD-4128 in accordance with Chapter 9 from the Phase
| ESA and supporting narrative submitted by the Lender and complete the Sample Field Notes
Checkligt.

Based on his dte vist and environmentd anadyss, the HUD gppraser will make a
recommendation to the Team Leader regarding the acceptability of the Ste.

The HUD appraiser will determine that the projects submitted as comparables to the subject
are acceptable comparables.

At the Pre-Application stage, from his review of the Lender’s gppraiser’s HUD-92273 and
HUD92264T if gppropriate, and expense anadyds and dl supporting information including the
Lender’s HUD-92013, the HUD appraiser will make a recommendation regarding:

a. The acceptability of the proposed rents and estimated rental income and their compliance
to requirements to requirements to Section 7.6 and 7.12 of this chapter.
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b. The acceptability of operating expenses and compliance to Section 7.7 and 7.12 of this
chapter.

C. The acceptability of the proprietary earnings estimate used in the Net Operating Income
cdculation and its compliance to Section 7.12 of this chapter.

d. The acceptability of the vacancy factor used in the Net Operating Income calculation.

e. Theacceptability of the estimated mortgage amount based on HUD 92264-A, Criteria 5,
Debt Service Ratio.

8. At the pre-gpplication stage the HUD appraiser will issue awritten report (format in Appendix
7C) containing recommendations and forward a copy to the HUD Team Leader.

9. At Firm Commitment, the HUD appraiser will perform a thorough technica review of the
gppraisal submitted for the project, making sure that it meets the requirements of Section 7.4 of
this chapter including al USPAP requirements.

10. At Firm Commitment, the HUD appraiser must review and approve esch of the following
exhibits completed by the Lender’ s appraiser:

a. Hedth Care Facility Summary Appraisal Report, HUD-92264HCF
b. Edtimates of Market Rent by Comparison, HUD-92273

C. Expenseedimae andyss

d. Operaing Deficit Proforma

Within these forms, the HUD appraiser must focus on and gpprove mgor items including the
estimated income, the total operating expenses, the proprietary earnings estimate, the total
esimated replacement codt, the “Warranted Price of the Land” or the “As IS’ vdue as
appropriate, and the maximum insurable mortgage.

11. The HUD gppraser will review the Lende’s Underwriting Summary, including any
judtifications of discrepancies between Lender’s and Lender’s gppraiser’s conclusions.

12. The HUD appraiser will issue a written report (Checklist in Appendix 7C) containing
recommendations and forward a copy to the HUD Team Leader.

7.13 Substantial Rehabilitation Processing for
Sections 220 and 221(d)(3) and 221(d)(4)

A. In gened. A subgantia rehabilitation project is processed in accordance with the ingtructions
found in Sections 7.9 and 7.10 of this chapter, except as noted below.
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B. Processng of HUD-92264: Form HUD-92264 is completed in accordance with basic vauation
ingructions for Sections 221(d) and 220 processing in Section 7.10 of this chapter, with the
following modifications:

1.

Supplemental HUD-92264. A supplementa HUD-92264 will need to be completed to
edimate the “As IS’ Vdue. The form should be titled Supplementa 92264 “As IS’ Vdue.
Both the Direct Sdes Comparison and Income gpproaches to value are used in the value
estimation.

The HUD-92273 and HUD-92274 analysis used to support the income and expenses on the
primary HUD-92264 will reflect the conditions that exist after substantia rehabilitation has
taken place. An estimate of replacement cost new is made on aworksheet (a supplementary
form, HUD-92264, Section G) and the result is reported in Part O, Remarks Section of the
primary HUD-92264.

A vdue for the land without improvements will need to be estimated and entered on the
primary HUD-92264 in Section H.

C. "As Is' vdue in multifamily rehabilitation. The estimate of “As IS’ vaue of the property before
rehabilitation will be edtimated by the direct market comparison approach and the income
gpproach to value. The “As|s’ vaue by the residual approach can be used in circumstances where
there is a lack of market sdes. The Fair Market Vdue (FMV) by the market comparison
approach will be based upon market prices for comparable properties in Smilar condition to the
project being appraised. For example, if comparable sde properties in smilar condition are
avalable a $4,000 per unit, there is no judification for finding a vaue “As IS’ in an amount
substantialy in excess of $4,000 per unit.

D. Vduation Processng

1.

Find the market vaue of the property "As Is'. Complete the Location and Description of the
Property, Information concerning Land or Property, Estimate of Income, Equipment and
Services Provided in Rent, Edtimate of Annua Expenses, Income Computations, Income
Approach to Vaue, and Comparison Approach to Vaue on a supplementa HUD-92264. Do
not complete the Summation egimate in Section M. This is the "As Is' vdue before
rehabilitation. If the project involved rehabilitation and new congtruction with additiona land to
be added, also complete a land appraisal on the supplementa form for that portion of the land
to be added for new construction.

The market value of the project is the sum of the land gppraisal for the vacant portion of the
subject site and the value of the exigting property (land and improvements) based upon the
lesser of the"As|s' vaue by market comparison and the "As|Is' vaue by aresdud approach.

Use the Replacement Cost by Formula, Rehab Projects, with or without BSPRA, found in the
MAP Forms Book to find the tota project cost (summation estimate) using the market vaue
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"As|s' of the property, and the rehabilitation cost estimate furnished by the cost andy4, plus
carying charges and financing.

3. Complete HUD-92264, headed “Vdue of the Project after Rehabilitation.” In Section G of
that form, the market "As Is' vaue of the property before rehabilitation will be shown on the
linetitled "Ass' value of property.”

4. "As Is' vdue of property acquired as a leasehold edtate. Ingruction for limiting the "As IS’
vaue of property before rehabilitation—when that property is acquired as aleasehold estate—
areto be found in Ground Leases, Section 7.16 of this chapter.

5. To find the project mortgage amount for Section 220 and Section 221, use the lower of
Criteria 1, 3, 4, or 5 on HUD-92264A. Edtimate the "As Is' vaue of the property before
rehabilitation. Then, add the tota for dl improvements, plus soft codts to the AS-1S Vdueto
obtain the sum of the above costs. Afterwards, multiply the sum of the project costs listed
above by 90 percent based upon Criterion 3 to obtain the maximum project mortgage amount.
Under the Section 221(d)(3) program for nonprofit mortgagors, multiply 100 percent against
the sum of the project’s cost.

E. Contingency reserves. For the purpose of provison for unanticipated codts inherent in the
rehabilitation of older structures, there will normaly be included in the mortgage amount a reserve
for contingencies. This reserve is based on the percentage of estimated rehabilitation cost without
fees (the sum of the total land improvements, tota Structures and genera requirements). This
percent may range between 0 percent and 10 percent, depending upon the job conditions, the
experience and financid ability d the sponsor, the mortgagor and contractor. In determining the
amount of the contingency reserve, judgment should be made on whether the contractor’s bid
dready contains a reserve for contingencies. This percentage, determined by the cost andyd, is
included as a separate line item in the estimate of replacement cost on HUD-92264.

F. Interest during construction. For Section 220/221 projects, interest during construction will be
caculated based on the sum of one-haf the mortgage amount plus one-hdf of the "As|Is' vaue of
the property, plus demalition, plus off-site costs.

G. Inspection fee. The ingpection fee is caculated at .5 percent of the loan amount when the project
involves new condtruction. For subgtantia rehabilitation projects, the inspection feeis caculated as
the sum of Tota for All Improvements (plus BSPRA, if gpplicable), rounded to the next higher
$100, times .5 percent.

H. Offdte codts. If there are any offsite costs associated with the rehabilitation, enter them as a line
item in the Edimated Replacement Codt. This separaie entry is necessary in rehabilitation
processing, sincethe"As|s' vaue does not include offste cost requirements.

| Rehabilitation cost not attributable to resdentid use.  This entry must be completed for dl
rehabilitation projects. This cogt is prepared on Rehabilitation Cost Not Attributable to Residential
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Use, found in The MAP Book. This cogt (line 8) is trandferred to line 4b under Criterion 4,
Amount Basad on Limitations per Family Unit, HUD-92264A.

J. Developer’s Fee. HUD Notice H 96-63 shdl apply for MAP Projects.

7.14

Calculating Operating Deficits

A. Ingenad. Estimate the operating deficit, if any, inthe early years. A project which cannot rent-up
in the firg years should be carefully examined from a feashility sandpoint. On the other hand, it
takes time to move tenants into a large project, and it is dmost inevitable that the average overdl
occupancy percentage for the first year will be something less than the bresk-even percentage.
When it is anticipated that the entire project net income will not be avalable during the initid rent-
up period, the Lender’s gppraiser must estimate the anticipated project operating deficit, utilizing
the following steps.

1.

Edtimate the tota project expenses and add the debt service requirement (including principd,
interest and M.I.P.). This tota is divided by the potentia gross income for the project. The
resultant ratio is the bresk-even occupancy level. Multiply that percentage times the totd

project units to obtain the number of units required for break-even occupancy. (A fraction of a
unit is rounded up.)

Afterwards, estimate the total number of units expected to be occupied at the time of project
endorsement. The difference between the total units required for bresk-even occupancy and
those occupied units at the time of project endorsement represent the total number of units that
must be rented in order to reach a break-even occupancy leve.

The gppraiser must then make an estimate of the likely rate of aosorption of the available units.
The sdected rate must take into account the current and proposed supply of housing units in
the subject’s market and must be baanced against demographic demand considerations. The
absorption or lease-up rate should be supported by comparison with smilar project’s historic
rates of absorption during their lease-up period whenever this comparison can be made. The
number of units to be absorbed, divided by the monthly absorption rate, will yield the tota

number of months of the entire operating deficit period.

Because the deficit period can begin a certificate of occupancy, continue through the cost
certification phase, and run into the amortization phase, there are three distinct expense
Intervas to consider during the totd deficit period. Note that not every project will require
using dl three intervals. Interva 1 spans the period of time between certificate of occupancy
and the end of the congtruction period/cost certification period. (Note that the construction
period is defined as condruction time plus two months for cost certification purposes). This
will be an optiond interval, because some projects may have the same certificate of occupancy
date and congtruction completion date and thus would not need an Interval 1. When
cdculating expenses for this Interva, there should be no debt service included as an expense.
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The mortgage interest for this interva is included in the mortgage in Section G Line 53
"Congruction Interest”. Ground rent is aso not to be included in Interval 1. The MAP Guide,
a 7.16G, requires ground rent during the construction period to be included in the mortgage.
Replacement reserves are also not included in Interval 1 (the MAP Guide at 7.14 6 directs that
ressrves are not incdluded until amortization beging). This interval should only include the
gppraiser's estimate of dl of the applicable operating and leasing expenses for each month
(period) inthisinterval.

Interval 2 begins at the end of the congtruction period/cost certification process (construction
time plus two months) and ends at the beginning of amortization. This period can be no greater
than 2 months and is dso an optiond interval. (Map Guide a 85 A says amortization must
begin "no later than 4 months after construction completion for insurance of advances and first
day of second month after find endorsement for insurance of completion cases’). |If
amortization begins a the end of the congtruction period, this interva will not be necessary.
Debt sarvice should include payment for interet and MIP, but not amortization, as the
beginning of amortizetion sgnds the beginning of Interva 3. (Section G Line 53 of the 92264
includes mortgage interest for the congruction period plus two months. If amortization is
deferred until 4 months after condruction completion, there will be two months of
unaccounted-for interest and MIP that must be included in the I0D). Ground rent must be
included if the property isaleasehold. (only ground rent during construction can be included in
the mortgege, this Interva begins after construction completion so ground rent must be included
if there is aground lease). Replacement reserves are not included in Interva 2. This interva
should include the gppraiser's estimate of applicable operating expenses for each month
(period).

Interval 3 begins at the beginning of amortization. Amortized debt service is mandatory in this
Intervad, and should include payment to principle and interest and MIP. Ground rent, if
gpplicable, is dso mandatory in interval 3. Replacement reserves dso are mandatory in
Intervd 3. This intervd should include the gppraiser's estimate of gpplicable operating
expenses for each month (period). Interva 3 should end when NOI become positive.

Note that operating deficits can occur before and after the start of amortization. The operating
deficit caceulation for the firg interva should begin at the point the Certificate of Occupancy is
secured.

If the dollar debt service for aperiod is greater than the net income for that period, the
difference represents the estimate of the operating deficit. One period of positive income does
not cance aprior period of income deficiency.

The operating deficit represents the total of al cumulative losses projected to occur before the
project “bresks even” and produces a positive cash flow to the equity position.

03/15/2002
of 51

Page 38



Chapter 7 Valuation
Analysis

B. Where commercid facilities are included in the project, a separate anadyss will be made of the
effect that the commercid operation will have on the project expense edtimate. A separate
operating deficit estimate of income loss for commercid rent-up will then be made. The gppraiser
should insure that expenses included in the residentia deficit estimate are not duplicated in the
commercid space deficit estimate so as to unfarly pendize the property. The commercid space
deficit is then added to the resdentid operating income deficit to determine the total deficit escrow
that will be necessary. It should be noted that positive income éttributable to the commercid space
during the deficit period does not offset the resdentid operating deficit requirements.

7.15 Reserve for Replacement Escrow

A. Sections 221, 220 and 232 annual deposits to the Replacement Reserve shall be calculated by the
fallowing formulas:

1. Section 221 and 220
a  New congruction: 0.006 X Total Structure Cost
b. Subgantid rehabilitation: 0.004 X Mortgage Amount
2. Section 232
a New congtruction:
(1) Redty: 0.006 X Tota Structure Cost
(2) Mgor Movable Equipment: 0.10 X Magor Movable Equipment Cost
b. Substantid Rehabilitation:
(1) Redty: 0.004 X Mortgage Amount

(2) Mgor Moveable Equipment: 010 X (Mgor Movable Equipment Cost +
Replacement Cost new of existing equipment not being replaced by the rehabilitation)

Note: An Initia Deposit to Reserve for Mgor Movable Equipment must be calculated for
those exigting items of equipment which are not going to be replaced by the rehabilitation:

& (Cost new of each of the non-replaced major movable equipment X percentage of
useful life used up for the piece of equipment)

B. Section 223(f) Initid and Annua Deposits to the Replacement Reserve: In generd, the Lender’s
Needs Assessor will conduct a Project Capital Needs Assessment (PCNA) for long-term capita
needs. The Lender’s appraiser will provide a plan for financing the capital needs. See Appendix
5M for full ddalls
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7.16

Ground Leases

A. DEFINITIONS. When used in this section, the words and phrases below are defined as follows:

1.

Fee Smple Edtate.  This represents the entire ownership, from beneath the soil to the air
above, enduring by inheritance and, indefinitely into the future. However, governmenta
limitations to the fee smple edtate include taxation, condemnation, and police power (the
power to regulate for the generd good). Subject to these limitations, the owner of afee smple
edate may use the property and may exclude others from its use; he may dispose of the
property by sde or by deeding it to another as a gift, or by adlowing it to pass to an herr a his
deeth indluding its bequest in the owner’swill. The owner may aso retain his ownership while
alowing another person (a tenart) to use the property for a certain number of months or years
in return for the payment of money (rent).

Lease. A lease is a contract between an owner (the lessor) and a tenant (the lessee) which
contains a written agreement of the conditions under which the lessor transfers the use of red
property to the lessee in return for lease payments (or rent.)

Ground Lesse. The term ground lease is frequently used when a lessor leases an unimproved
Ste to alessee long enough (in years) to enable the lessee to congtruct a building on the leased
Ste.

Ground Rent.  The payments on a ground lease are frequently called ground rent, and must
bear a reasonable relationship to the vaue of the ste "As s’ (before congtruction of on-site or
off-gte improvements).

Leasehold Edtate. The interest of the lessee (user or tenant) under a ground lease for aterm of
yearsis cdled a leasehold estate. When the term of the lease expires, al rights to possesson
and use revert back to the lessor/fee smple owner and the leasehold estate terminates.

The Leased Fee. The interest of the lessor/fee smple owner during the period when the
property is under lease.

In computing payments due under the lease, the terms “ gross collections,” “ operating expenses
and taxes,” “net income before debt service payments,” and “net cash flow” shal be defined
asfollows

a. Gross collections (or effective gross income) shdl mean the annua amount collected from
all sources, less refunds.

b. Operating expenses and taxes shall be composed of items of operating expense and taxes
in accord with generdlly accepted accounting principles. However, for lease payment
computations, taxes shdl not include income taxes, and operating expenses shdl not
include interest charges, or charges or alowances for depreciation of red or persond
property, or amortization of financing expense, or paymentsto any officer or director of the
corporation, unless such payments are for services a the project which are necessary to
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the operaion of the project. Conversdly, operating expenses shal include the annud
amounts deposited to replacement reserve funds.

c. Net income before debt service payments shdl mean the annua amount which remains
after operating expenses and taxes are subtracted from effective gross income.

d. Debt service payments shdl be the annua amounts paid to mortgage principd, interest, and
mortgage insurance premium.

e. Net cash flow shdl be the annua amount remaining after debt service payments are
Subtracted from net income.

B. Term of Lease Leaseholds must conform to the FHA Lease Addendum Form FHA-2070. The
term of The Lease Addendum may be varied to conform with gpplicable State and loca law,
except that the HUD closing attorney must gpprove:

1. Thelega need for any proposed lease term changes, and

2. That any term changes are consistent with the following requirements of the Section of the
Act under which the project is underwritten:

a. Section 207/223(f). The lease term must satisfy one of the following requirements):
(1) Termis99 yearsand is renewable, or

(2) Temisat least 50 years from the date the mortgage is executed (where alease is
on trust/other land on a reservation the HUD closing attorney must ensure that the
lease provisons are coordinated with Bureau of Indian Affairs requirements).

b. Section 220, 221(d) and 232. The lease term must satify one of the following
requirements:

(1) Termis99 years and is renewable, or

(2) Term has at least 10 yearsto run after maturity date of the mortgage.

C. Maketability. The purchaser of a multifamily housing project is typicdly an investor in anationd or
regiona market of competing investments. The marketability of a rental project is based primarily
on an investor’' s estimate of the present worth of future cashflows. If the ground lease increases the
cash flow to equity, most investors will consider marketability enhanced. However, the leasehold
edate cannot be consdered marketable unless the lease meets the underwriting review
requirements described in this section.

D. Regulation for Leaseholds. HUD regulations tate “Reduced mortgage amount - leaseholds. In the
event the mortgage is secured by a leasehold edtate rather than a fee smple edtate, the vaue or
replacement cost of the property described in the mortgage shal be the vaue or replacement cost
of the leasehold edtate (as determined by HUD) which shal in al cases be less than the vaue or
replacement cost of the property in fee smple.”
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E. Legd Review. The lease mus recaive both a legd review and MAP Lender underwriting review.

Neither of these reviews may be substituted for the other. Legd review, performed by the HUD
legd counsd, shdl establish that the proposed lease is in conformity with the applicable statute,
HUD regulations, Form No. 2070 (the Lease Addendum model form), and gpplicable provisons
of locd law. Any subgtantive deviations from Form 2070 must be to the Assstant Generd Counsdl
for Multifamily Mortgage Insurance.

F. Undewriting Review of Lease a Firm Commitment. In testing the lease payments for acceptability,
the appraiser takes the following actions:

1. Thegppraiser performsaFrm Commitment review to develop the following estimates:

a. Far market vdue of land fully improved (in fee Smple)

b. Waranted price of gte fully improved (in fee smple)

c. Vduedf gte"Asls’ (in feesmple)

d. Grossincome

e. FEffective grossincome

f. Totd operating expenses and taxes
Net income
Replacement cost by formula
(NOTE: The replacement cost formula to be used with leasehold estates will be found in
the MAP Form Book.)

i. Vdueof project (in fee smple) if gpplicable

j-  Mortgage amount, by completing a vauation trial copy of Form HUD-92264A. (NOTE:
The vaue of the leased fee equas the value of ste"Asls' in fee smple, before congruction
of on-gte or off-gteimprovements)

k. Annua debt service paymentsto principd, interest, and MIP.

. Annua cash flow to equity (after debt service payments but before ground lease
payments.)

2. The gppraiser analyzes lease provisons which determine the amount of annud lease rentd
payments (or ground rents). Although it has been adminidratively determined thet certain kinds
of ground rents will be permitted that vary with the passage of time, this must be accomplished
without weakening the tests which are designed to assure that the position of the mortgagor and
of HUD in an insured mortgage secured by a leasehold estate would be no worse than if the
property were held in fee.

a.  Some methods of determining variable lease payments are not acceptable as these methods
contain the danger of future payments being too burdensome to be made without default in
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mortgage payments. Examples of unacceptable methods of determining variable ground
rents are:

(1) A graduated schedule of future increases on alump sum year-by-year basis.
(2) COLA increases.

(3) Increases based on the results of future appraisals.

b. Todeermineif theinitid amounts are within underwriting limitations, ground rents may be
computed using any of the following three methods:

(1) A fixed percentage of gross collections (or effective gross income). The percentage
must remain the same throughout the term of the lease.

(2) A fixed percentage of net cash flow to equity (after debt service payments but before
lease payments). The percentage must remain the same throughout the term of the
lease.

(3) A dated dollar amount per year, which must remain fixed for at least ten years more
than the term of the insured mortgage. (If monthly or quarterly payments are required,
these will be converted to annual amounts by the gppraiser). When the lease contains
more than one method of computing lease payments, it will aso indicate whether the
amount to be paid sl be the greatest or the least, or the sum of these amounts. The
sated annud dollar amount may be described as a minimum payment.

3. The appraser edimates the lease payments, usng the lump sum annua amounts and
percentages contained in the lease provisons, as gpplied to the estimated annud effective gross
income or annua cash flow to equity indicated by the gppraisa and on Form HUD-92264.
(The egtimates are not based on the income which would be available during any period of
deficit operation, but should reflect the effective gross income shown on Form HUD-92264
and the corresponding cash flow to equity which result when sustaining occupancy has been
reached.)

4. Example Assumethefactsare as shown in the following example:
LAND VALUE
Warranted Price of Land Fully Improved (In Fee SIMple)........cccveveeveeveceevieenee $ 125,000
"As|s' Vaueof Land (In Fee Smple).. 115,000
Value Of LEBSEU FER.....c.eiiiiiciiis et 115,000

Income and Cash Flow

Estimated Effective Annua Gross Income, All SOUCES...........covevrvereeenenicieniees $ 242,455

Estimated Tota Annua Expense (incl. Replace. RES)......oovvevevineeiceee s 120,500

Estimated Net Income (before mortgage payments).........coeeereeeeieeneeieeneseseesieneens 121,955
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Annua Mortgage Payments (principd, interest, MIP) .......c.oooveiieiieciice e, 99,661
Edtimated Annua Cash Flow to Equity (before ground rent) .........cccccvececeevieecieceenne, 22,294
Estimated Replacement Cost and M ortgage Amount
Estimated Replacement Cost (or Vaue) of Project
(In Fee Simple) $1,250,000
Estimated Value of the Leasat Fee..........oociiireieecse e 115,000
Estimated Replacement Cost (or Vaue)
Of Project (16aSeh0ld ESLAE) ........covvveveeeeiirerieieieese s 1,135,000

Maximum Mortgage Amount From Form 92264A
(Leasehold Edtate) $1,021,500
Annua Ground Rent Required

Assume that provisions of the lease require annud |ease payments to equd the grestest of the
three following caculations

a. Three percent (3%) of annual gross collections;

b. Twenty percent (20%) of annud net cash flow to equity (after debt sarvice
payments but before |ease payments); and

c. Seven Thousand Dollars ($7,000.00) per year minimum.

The gppraiser will use estimates he/she previoudy made in the gppraisd for annual gross
collections (effective gross income), and for the annua net cash flow to equity (after debt
sarvice payments but before lease payments.) The appraiser estimates the three amounts
asfollows

a. 3% of annua gross collections ($242,455) = $7,274
b. 20% of annual net cash flow ($22,294) = $4,459
c. $7,000 per year, minimum = $7,000

The appraiser notes that the amount of initial ground rent required by the lease is the
greatest of these three amounts: 3% of annuad gross collections, or $7,274. This
amount is next tested to determine whether it iswithin permissible limits.

5. Tedt for Acceptability of Variable Lease Payments. In the above example (Paragraph 4,
above), the gppraser has determined the amount of the initid annua ground rent required by
the lease; to be acceptable.
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Except for leve lease payments described in sub-paragraph g, the annua ground rents must not
exceed the vaue of the ste "As Is' in fee smple ($115,000) multiplied by 90% of the interest
rate of the insured mortgage (.90 x .09 = .081).

The following is an example of Test for Acceptability of Variable Lease Payments.

$7,274, based on the estimate of annud gross collections (effective gross income) used in the
appraisal. Thus $115,000 x .081 = $9,315. The ground rert ($7,274) is less than ($9,315)
the value of the Ste "As Is' multiplied by 90% of the interest rate of the insured mortgage;
therefore, the annua rent is acceptable.

Form No. 2070, 207 Lease Addendum. The appraiser aso reviews provisons of the lease
(other than those concerned with annud lease payments) to determine that they will not redtrict
the successful operation of the project. In analyzing the lease the gppraiser must keep in mind
that the provisions of Form 2070, the 207 Lease Addendum, must be included in, or legdly
gppended to, the lease. The proposed lease must not contain any provisions in conflict with the
lease addendum. If the above conditions are met and the annud lease payments required
under the lease meet the test for acceptability described above, the appraiser recommends that
the lease be accepted.

Test for Acceptability of Level Lease Payments. The provisions of the lease may require only
payments that are a stated dollar amount per year, and these stated annua ground rent
payments must remain fixed for at least 10 years more than the term of the insured mortgage.
A lease may require payments that are in accord with the stated dollar amount, but may not
require payments of a fixed percentage of gross collections, or a fixed percentage of net cash
flow to equity (after mortgage payments but before ground lease payments). In such case, the
amount of stated annua ground rent will be acceptable if it does not exceed the value of the Site
"Asls' multiplied by 100% of the interest rate of the insured mortgege.

Sngle, up-front payment Leases are not acceptable. HUD has a longstanding policy of only
insuring mortgage proceeds for land that is owned in fee ample.  Up-front, single payment
ground rents are to be subtracted from property vaue in Criterion 3 (Line B-1 identified as
“vaue of the leased feg’) and are not to be included in the mortgage. They are tregted as any
other leased fee in this regard because they do not include the totd bundle of rights that are
included in afee ample case.

G. Ground Rent during Congtruction. For proposed congtruction under al sections of the Act, lease
payments during congtruction MUST be included in the estimated replacement cost of the project
(and ds0 in the certified cogt), subject to the following conditions:

1.

The period for which ground rent is estimated is the same as that for which interest and other
related charges are calculated, namely, the estimated congtruction time plus two months.

Ground rent during congtruction is entered in Line G 69 of Form HUD-92264 (currently
labeled “Congruction Fee”) A remark should be entered in Section H, indicating that the
amount in Line G 69 represents Ground Rent During Construction.
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3. Ground rent is not to be included in the base on which Section 220, 221(d) Builder and
Sponsor Profit and Risk Allowance (BSPRA) is caculated.

4. The annud amount of ground rent during construction may not exceed the test for acceptability
of lease payments.

H. Replacement Cost by Formula

A formulathat will provide the total project replacement cost and mortgage amount, based on cost
for proposed congtruction where a leasehold estate is involved. This formula provides for Sections
of the Act, which use BSPRA and also those without BSPRA. A separate formulais necessary for
leasehold properties because the mortgage amount is less than it would be if no ground lease were
involved.

H. Vdueof the Leased Fee

1. The procedures for estimating the value of the leased fee are composed of agenerd rule and
two exceptions.

a. Generd Rule. Except as provided in subparagraph b below, the vaue of the leased fee
must be estimated to equa the market vaue of the Ste"As|s' in fee smple. The vaue
of the leased fee must equal the vaue of the Ste "As IS’ regardless of whether the
ground rent is an escalating amount based on a percentage of gross collections, or cash
flow, or whether it isalevel stated dollar amount each year.

(1) The value of the leased fee, S0 estimated, is entered in the appropriate space in line K-
6, Form HUD-92264.

(2) Next, the annua ground rent, based on the lease provisons and estimates of income
and expense used in the gppraisa is entered in the gppropriate space in line K-6, Form
HUD-92264.

(3) Dividing the ground rent by the vaue of the leased fee will result in the earning rate
indicated by this ground rent. Thisrate is also entered in line K-6.

b. Exception for Leases Containing an Option to Buy. In cases which meet the following
conditions, the value of the leased fee may be estimated by capitdizing the ground rent.

(1) The lease mugt give the lessee an option to buy the dte in fee ample for a Sated
purchase price at some time during the term of the lease. This stated purchase price
must not exceed the vaue of the leased fee estimated by capitdization a the time of
project review.

(2) The annua ground rent required by the lease must be level payments of a stated dollar
amount. The amount of these payments must remain unchanged from the date of
mortgage endorsement to at least ten years after the mortgage term.
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(3) The capitdization rate used must be the maket cepitdization rate for samilar
investments except that it may never exceed the interest rate of the insured mortgage.
The ground rent divided by the capitdization rate results in the estimated vaue of the
leased fee to be entered in line K-6, Form 92264.

J. Option Price for Assistant Secretary for Housing—Federa Housng Commissioner. The Assistant
Secretary - Federd Housing Commissioner’s option price in the lease addendum must reflect the
vaue of the leased fee in Form HUD-92264.

K. Ground Leased from Public Bodies. Where sites are leased by a public body to a developer for a
specific purpose, the procedures outlined in this chapter remain unchanged, except that the "As s’
market vaue of the Ste in fee ample (before construction of on-gte and off-Ste improvements)
may not exceed the vaue of the leased fee.

L. Rehabilitation of an Exiging Leasehold Project. When a leasehold estate with existing buildings
thereon is to receive an insured mortgage for substantial rehabilitation, Vauation processng will
vary from fee ample rehabilitation processing as follows:

1. "Asls' Vdue of Entire Property, Land, and Buildings

a. Tentaive "As Is' vdue of both land and building(s) is made in the usud way by
capitdization and by comparison.

b. Vdue of land without building improvements is made by market comparison based on sdes
of amilar gtes.

c. Acquigtion Cog of Buildings. The maximum ground rent is limited by the value of the land
without buildings multiplied by 100 percent of the market mortgage interest for level ground
rent payments, or multiplied by 90 percent of the market mortgage interest rate for
acceptable escalaing payments. Since the vaue of the land without improvements does not
include buildings, the cogt of the acquisition of the buildings will be whatever added cash
amount the buyer pays the sdller of the subject property for the buildings, at or before initid
closng. A certificate of the separately agreed amount for purchase of the buildings shal be
submitted with the gpplication exhibits. In a refinancing rehabilitation loan, which does not
involve a buyer and sdler, the acquisition cost of the buildings may not exceed the
remaining mortgage baance.

d. Find "As s’ vaue of entire property is the lesser of Paragraph 7.16.L.1.a or the sum of
Paragraphs 7.16.L.1.b and 7.16.L.1.c.

2. Vaue of the Leased Fee. This vaue will be the amount shown in Paragraph 7.16.L.1.b, Vdue
of Land without Building Improvements.

3. Termof Ground Lease. Theterm of the leasehold must comply with Paragraph 8 above.
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4. Vdue of the Leased Fee. The vaue of the leased fee is estimated to equd the vaue of the dite
in fee without the on-site improvements and is entered on Line K-6 of Form HUD-92264.

5. Underwriting Review of Lease. The appraiser follows proceduresin Paragraph F in this section
of the Chapter to determine whether the annua ground rental is acceptable.

6. Lease Addendum. Form 2070 must be included in, or legaly appended to, the lease. The
appraiser aso reviews provisons of the lease (other than those concerned with annud lease
payments) to determine that they will not restrict the successful operation of the project. If the
above conditions are met and the annua lease payments meet the test for acceptability, the
gppraiser recommends that the lease be accepted.

7. Ground Rent during Congtruction. For rehabilitation under al Sections of the Act, ground rent
during rehabilitation MUST be included in the replacement cogt in a manner which meets the
requirements of Paragraph G above.

8. Replacement Cost by Formula. A formulawhich will provide the total project replacement cost
and mortgage amount, based on cost for substantia rehabilitation wherein aleasehold edtate is
involved, is shown in the MAP Forms Book. This formula provides both for sections of the act
which use BSPRA and those without BSPRA.

7.17 Site Not Attributable to Dwelling Use

For each project where the trid HUD-92264- A indicates the mortgage will be limited by Criterion #4,
Amount Based on Limitation per Family Unit, the portion of the Ste vaue alocated to facilities not
atributable to dwelling use will be calculated by the Lender’ s gppraiser and entered in the Remarks portion
of HUD-92264 or HUD-92264HCF.

A. The Lender’s appraiser will calculate the Site not attributable based on the square footage estimate
of the Cost not attributable to Land developed by the Lender’'s Cost Analyst.  For smplification
designate this amount as A.

B. The Lender’s gppraiser next takes the total Site square footage from his estimate on the front of the
HUD-92264 or HUD-92264HCF. For smplification designate this amount as B.

C. The Lender’s appraiser next takes the vaue estimate for the totd ste from the front of the HUD-
92264 or HUD-92264HCF. For smplification purposes designate this amount as C.

D. To caculate the Site Not Attributable (S.N.A.) the Lender’s gppraiser uses the following formula:
SN.A.=(AB) XC

E. TheLender’sappraiser will then enter the SN.A. cost on line 4.c of the trid HUD-92264-A.

7.18 Tax Abatement Procedures
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Tax Abatement is a reduction of property taxes for a specified term by the appropriate taxing body.
Properties with a tax abatement agreement may be eligible for an increased mortgage amount, when the
Debt Service Mortgage Criteria 5 controls the cdculation of the FHA Maximum Insurable Mortgage.
Additiondly, the tax abatement must run with the red estate and not with the type of sponsorshipif itisto
secure additional mortgage proceeds. These tax abatement procedures are applicable to Sections 220,
221(d)(3), 221(d)(4), 223(f) and Section 232 processing.

A. Fixed Long Term Tax Abatement

If the amount of the tax abatement is fixed and runs the entire term of the mortgage, the red
edtate tax expense reported on the HUD-92264 should be the actua amount of taxes to be
paid after the abatement isgpplied. Thefull anount of thered edate  taxes without the
abatement should be noted in the remarks section of the HUD-92264. This dlows the
property to benefit from an increesed mortgage amount due to the lower proforma
operating expenses and thus an increased NOI estimate. Note, where the abatement is
fixed for the full term of the mortgage no adjustment is made to Form HUD 92264A
Criteria .

B. Short Term or Variable Tax Abatement

If the abatement is short term or varied, it may be used to secure alditiona mortgage
proceeds. The amount of the additiona mortgage is the amount that the abated taxes will
amortize over the term of the abatement. A gpecia amortization plan must be requested
which has debt service payments that are increased by the amount of additional net income
generated from the abatement, over the agreed term of the abatement.

When processing a short term or varied abatement, the full amount of the property taxes will
be estimated and included in the total project expenses on Form HUD-92264 as if there
were no tax abatement. The additiona debt service ability resulting from the abatement
should be calculated on line I, criteria5 of HUD 92264A.

If Criteria 5, “Amount Based on Debt Service Ratio”, does not control the
mortgage, then the short term or variable abatement cannot be used to secure
additional mortgage proceeds dueto statutorily controlled loan to value limitations.

1. Short Term Abatements. Assume that Property A has been awarded a 5 year tax
abatement of $5,000 per year. The interest rate on the loan is quoted at 7.5%. The
FHA Mortgage Insurance Premium (MIP) is.5%. The amount of additional mortgage is
caculated by dividing the annua abatement, $5,000 by the applicable debt service rate (
P, I, and MIP). In thisexample the debt servicerate is .245455383.

$5,000/ .245455383 = $20,370 Additional Mortgage Amount.

The mortgage amount based upon debt service, Criteria 5 of HUD 92264A would be
increased by $20,370 and a specid amortization schedule would be requested with a
debt service payment that is $5,000 per year greater in years 1 through 5.
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2. Variable Abatements. Varied tax abatements are a little more complex to quantify, but
are essentidly caculated in the same manor. Assume that Property B has been awarded
a 15 year tax abatement. In years 1 through 5, the abatement is $25,000; in years 6
through 10 the abatement is $10,000; and in years 11 through 15 the abated amount is
$5,000. The interest rate on the loan is quoted at 7.5%; MIP is .5%. The amount of
additional mortgage is again caculated as the amount that could be fully amortized by the
varied payments over the fifteenyear period based on the financing terms as stated. The
graph below illugtrates the cdculation.

$25,000
($5,0007 Abatement Period 1

$23,000 less $10,000 = $15,000
$15,000 divided by 245455 = $81,111

$20,000
(5,000

$15,000
§3,0001

$10,000 ]
($5,0007 ($5,0000 Ahatement Period 2

$10,000 less $5,000 = $5,000
$5,000 divided byr 147442 = $33,512

$5,000
(45,0007 £$5,0007 ($3,0000 Lhatement Period 3

$5,000 less $0 = $5,000

$5,000 divided by 116241 = $43,014

Years 1 to 5 Years Gto 10 Vears 11 to 15

When there is more than one abatement amount and period, and the amounts decline, the abatement
amount for each period may be found by subtracting the abatement amount of the next period.
Period 1 will run 5 years, Period 2 will run 10 years, and Period 3 will run 15 years. Because dl three

periods begin amortization at the same point, or year 0, you must subtract the amount of the abatement for
the next period to avoid double counting.

(1) Abatement Period 1 = $25,000 minus $10,000 (the amount of abatement in period
2)=$15,000 for 5 years. The debt servicerate for a5 year term at 7.5% interest with 5%
MIPis.245455383. Dividing $15,000 by .245455383 indicates additiona mortgage
proceeds of $61,111 attributable to period 1.

(2) Abatement Period 2 = $10,000 minus $5,000 (the amount of abatement in period 3)
= $5,000 for 10 years. The debt servicerate for a 10 year term at 7.5% interest with
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5% MIPis.147442123. Dividing $5,000 by .147442123 indicates additiona mortgage
proceeds of $33,912 attributable to period 2.

(3) Abatement Period 3 = $5,000 minus $0 (since there are no periods remaining)
= $5,000 for 15 years. The debt service rate for a 15 year term at 7.5% interest with
5% MIPis.116241483. Dividing $5,000 by .116241483 indicates additiona mortgage
proceeds of $43,014 attributable to period 3.

(4) Adding the supportable mortgages from each of the abatement periods results in a totd
additiond supportable mortgage of:

Period 1 = $ 61,111
Period 2 = $ 33912
Period 3 = $ 43,014
Totd = $138,037

The mortgage amount based upon debt service, or Criteria 5 of HUD 92264A would
be increased by $138,037 and a specid amortization schedule would be requested

with a debt service payment that reflects $25,000 per year in years 1 through 5;

$10,000 in years 6 through 10; and $5,000 in years 11 through 15.
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Mortgage Credit Underwriting
and Processing Requirements

_ Qualifications and Duties

A. Lender Qualifications

1. The Lender’s underwriter must have basic knowledge and skills in a variety of financial
areas, including:

a. General experience in banking, accounting, finance, or commercial lending, and in
multifamily mortgage financing.

b. The ability to analyze corporate financial statements including, but not limited to,
balance sheets, income statements, and statements of changes in financial position,
and to evaluate the credit acceptability of individuals, partnerships, corporations, and
other entities.

c. A broad knowledge of lending practices for mortgages and construction loans and the
financial structures of individuals, partnerships, and other entities.

B. Major Duties and Responsibilities of the Lender’s Underwriter

1. The underwriter serves as a member of the Lender’s processing team, calling for specific
requirements and terms in the preparation of underwriting recommendations to HUD.
The duties and responsibilities are divided into two phases. The first phase involves
application underwriting and the second phase relates to the construction period.

a. Duties and responsibilities associated with the application underwriting are as
follows:

(1) Makes a determination of the acceptability of the general contractor, the sponsor,
the mortgagor, if formed, and its key principals through a thorough analysis of
their credit, character, financial condition, motivation for ownership, availability
of assets for closing and adequacy of income for total obligations.

(2) Uses trade references, bank references, credit data and construction experience
resumes in analyzing the construction capability of the general contractor
including financial stability, and ability to complete the project.
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(3) Determines the recommended maximum mortgage amount and other key terms of
the loan.

b. Duties and responsibilities during the construction period are:

(1) Initial distribution of mortgage proceeds into various accounts and maintains a
record of control and disbursement thereafter. This includes the preparation of
Form HUD 2283, Financial Requirements for Closing, based on information
contained in the Firm Commitment and approved closing documents.

(2) Determines construction cost (as approved by the HUD inspector), architect fees
and carrying charges payable under request for advances of multifamily mortgage
proceeds, preparing written reasons for modification as necessary.

(3) Recommends approval of construction change orders and recommends release of
both on-site and off-site escrow funds, citing special requirements or conditions
of approval as necessary.

C. Major Duties and Responsibilities of HUD

1. HUD is to perform the following major mortgage credit functions during the application
underwriting and construction periods.

a. During application underwriting:

(1) Reviews the Lender’s mortgage credit report(s) regarding the acceptability of the
sponsor, mortgagor, and its key principals, and the contractor.

(2) Performs HUD 2530 Clearance Process.

(3) Determines the maximum mortgage amount and other key terms of the loan.

(4) Determines actual financial settlement requirements.

(5) Reviews initial and final closing documents for compliance and acceptability
b. During the construction period:

(1) Reviews and approves the Lender’s proposed initial distribution of mortgage
proceeds.

(2) Approves construction change orders.
(3) Reviews the mortgagor’s cost certification based on HUD allowed costs.
(4) Determines the final maximum insurable mortgage.

(5) Reviews and approves the final distribution of mortgage proceeds.

_ Pre-application Processing

A. Exhibits
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1. HUD-92013 Application for Multi-Family Housing Project
2. HUD-3433, Request for Preliminary Determination as Nonprofit Sponsor and/or
Mortgagor and supplemental documentation
B. Mortgage Credit Duties and Responsibilities of the Lender’s Underwriter

1. Determines general and financial acceptability of any proposed nonprofit
sponsor/mortgagor in accordance with Section 8.12.

C. Duties of HUD

1. Makes final determination of acceptability of any nonprofit sponsors/mortgagors.

Firm Commitment Processing — Determining
Acceptability of the Borrower and General Contractor

A. In General

A key component of the underwriting process is to assess the mortgagor’s ability to manage
the development, construction, completion, and successful lease-up of the property. The
underwriting of multifamily and healthcare projects involves evaluating the character, ability
and financial condition of the sponsor, mortgagor, its key principals, and the general
contractor. The Lender’s underwriter must:

1. Identify the mortgagor and its principal or key individuals.

2. Analyze the credit worthiness of the principal sponsors, the mortgagor entity, if formed,
and the contractor.

3. Analyze the mortgagor and contractors experience record.
4. Determine the financial capability of the mortgagor and the general contractor.
5. Evidence specific experience (within the previous 5 years) in underwriting the

development and operation/management of health care facilities.

B. Exhibits

1. Data in the Application Multifamily Projects, Form HUD-92013 disclosing:
a. Type of mortgagor entity.

b. Interest rate, costs of issuance (if the project will be financed with tax-exempt or
taxable bonds), financing fees and discounts to be charged.

c. Names, addresses, telephone numbers and Social Security Numbers (SSN) or
Employer Identification Numbers (EIN) for the sponsor, mortgagor, if formed,
general contractor, attorney, architect and consultant, if any. NOTE: Providing the
SSN/EIN is mandatory for the sponsor, mortgagor and their principals; however, this
information is voluntary for all other participants.
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10.

11.

d. Sources of funds for the mortgagor entity.

Current resumes of the sponsor, mortgagor and its key principals, and the general
contractor.

Form HUD-2530, Previous Participation Certification, for all parties identified on Page 1
of the Instructions for Completing the Previous Participation Certificate, Form HUD-
2530.

Form HUD-92013 Supp, listing bank and trade references for all sponsors, the
mortgagor, each principal of the mortgagor, and the general contractor along with
disclosure of prior legal action, outstanding delinquent Federal debt, and SSN or EIN,
whichever is applicable.

A verification of deposit, for each bank reference included on Form HUD-92013 Supp.
Grant and/or Loan Commitment letter (if applicable).

A listing from all sponsors, the mortgagor, all principals of the mortgagor entity and the
general contractor of all business concerns in which these entities serve as a:

a. general partner;

b. limited partner with a 25 percent or more interest;
c. stockholder with a 10 percent or more interest; or
d. corporate officer.

A statement whether an identity of interest exists between the mortgagor and the general
contractor, and/or architect.

Credit reports, current within 30 days of the application date.

Evidence of site control (valid option, purchase agreement or documentation proving
ownership) and the date of the last arms-length transaction and price.

Certifications from the sponsor, the mortgagor entity, each principal and the general
contractor which authorize the release of banking and credit information. A certification
similar to the following is required:

"To Whom It May Concern:

Please be advised that the undersigned, as (mortgagor/a principal sponsor/general
contractor), hereby consents to the release of any banking and credit information in
connection with the loan application for the construction of (project name) to
the , Mortgagee, U.S. Department of Housing and Urban
Development, and Delegated Processor or any Technical Discipline Contractor
contracted by HUD to process this application.

By:

Date "

03/15/2002
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C. Identifying the Borrower and Its Principals

L.

There are numerous ways for investors to own an interest in real property. Each of these
different forms of ownership provides the investor with different capabilities and limitations
in making a profit from the property. No particular form is necessarily ideal; each has certain
advantages and disadvantages. Depending on the property and the goals of the investors, one
form can be more beneficial than others. Each form has different effects on income from the
property, payment to the investor, tax obligations, and the relationship between the manager
and the owner. Identifying the form of ownership helps the underwriter in determining who
the likely principals will be in a specific borrower entity.

Principal forms of Property Ownership are:

a. sole proprietor;

b. general partnership;

c. limited partnership;

d. corporation, C corporation, S corporation;
e. limited liability company; and

f. trusts.

NOTE: Any combination of ownership forms can be used to establish a joint venture.
The purpose is to jointly share the risks and the rewards by contributing the appropriate
knowledge, skills or assets that are necessary.

D. Identifying the Principals

1.

Pursuant to 24 CFR Section 200.215(e)(1), a principal is a public or private entity
proposing to participate in a project as a sponsor, owner, prime contractor, nursing home
administrator or operator, etc. The principal’s role can be one of actual participation in
directing the activities and affairs of the mortgagor entity or involvement in decision
making, or one of inactive participation where an ownership interest has been acquired.
All principals must be identified and analyzed based on their credit, experience, and
financial histories.

a. Who is a “Principal”

(1) Sponsors and owners of the project: Principals of the mortgagor including all general
partners, limited partners with a 25 percent or more interest, stockholders (in the case
of corporations) or members (in the case of limited liability corporations) with a 10
percent or more interest, and operating officers of the corporation;

(2) General contractors;
(3) (3) Management agents;

(4) Packagers, consultants and other persons or organizations hired: to furnish
advisory services in project financing, construction or operation; select and

03/15/2002
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negotiate contracts with contractors, architects, attorney or managing agents;
secure financing; or meet HUD requirements; and

(5) Architects and attorneys who have any interest in the project other than an arms-
length fee arrangement for services.

Note: Financial and credit analysis are not required unless they meet the sponsor
and owner criteria in 8.3.D.(1) above.

b. Who is not a “Principal” (Form HUD-2530 is not required for:)
(1) Stockholders with less than 10 percent interest in a corporation;
(2) Limited partners with less than 25 percent interest in the partnership;
(3) Attorneys and architects with only an arms-length fee arrangement for services;
(4) Minor corporate officers; and

(5) Sub-contractors.

E. The Credit Investigation

1. Lenders require credit reports or credit histories as a means of validating and cross checking
information received from the borrower in the financial statements and application forms.

2. Credit reports give a picture of the borrower’s payment history and financial interactions
with its creditors and allow the underwriter to make sound conclusions about the
borrower’s credit worthiness. They also allow the Lender to reconcile any significant
contradictions between the financial statements and the credit report.

3. A commercial credit report for business or a residential mortgage credit report (RMCR)
for individuals current within 30 days of the application acceptance date is required on:

a. All Sponsors;
b. The mortgagor entity, if formed before submission of application;
c. Principals of the mortgagor defined in D.1.a.(1):

NOTE: If a principal is a business entity (i.e. corporation, partnership) with an
operating history, a credit report will be required only on the business firm not the
owners of the firm.

4. Business concerns listed in Section 8.3.B.7 require credit reports on:

a. All businesses involving a pending judgment(s), legal action or suit or bankruptcy claim;
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b. A 10 percent statistical sampling selected by the mortgagee up to a maximum of 10 or
any remaining ventures.

5. The general contractor.

6. The housing consultant, as applicable for nonprofit transactions.

F. Lender’s Review of the Credit Report

1.

It is important that all information obtained from credit reports and histories be compared
to the financial statements provided by the relevant borrower or principal(s). Any
contradictory issues should be the subject of further inquiry until the evidence shows a
consistent and complete picture.

Make reasonable inquiries to determine if the applicant or any principal is in default on any
Federal debt, ie., direct loans, HUD insured loans, student loans, Small Business
Administration loans, or judgment liens against property for a debt owed the Federal
government.

Determine if discrepancies exist between the information included on the financial
statement and in the credit report.

Investigate any adverse credit information that appears on the credit report or which
becomes known because of making inquiries of bank and trade references and other HUD
offices. Require a written explanation of any late payments, actions, judgments or
derogatory information.

G. Delinquent Federal Debt:

1.

When a delinquent Federal debt exits, the Lender shall include as part of the required
application exhibits:

a. A detailed written explanation from any applicant or principal with a prior Federal
default or claim or whose credit report and financial statements contain conflicting or
adverse information.

b. A letter from the affected agency, or agency letterhead and signed by an officer,
stating the delinquent Federal debt is current or satisfactory arrangements for
repayments have been made.

c. The Lender’s reason(s) for recommendation of the applicant, which may be included
in the Lender’s report as described in Section 8.9.

H. Trade and Credit References

1.

Review Form HUD-2530, Previous Participation Certification, for the principal’s prior
experience with HUD and approval to participate in the proposed transaction. In addition
to the credit report, make inquiries of banks and trade references that have been disclosed
on the HUD-92013 Supp.
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2. For bank inquiries, rely on the completed Forms HUD-92004-F, Request for Verification
of Deposit. Obtain verification of deposit for each bank reference listed on HUD-92013
Supp and the participant’s financial statements.

3. Written inquiries of trade references should include a copy of the certification authorizing
the release of credit information.

4. Do not require verifications of deposit on officers of a nonprofit corporation and officers
of a profit-motivated corporation that have no ownership interest in the corporation and
are not being relied upon for financial capacity. However, a general written inquiry to the
bank about their experience with the individual/firm is required.

I. Rejection Because of Unacceptable Credit:

1. Consider the individual/firm a credit reject if:

a. The credit investigation evidences that the principal has a history of not repaying
creditors in a timely manner.

b. Delinquent Federal debt has not been resolved or satisfactory arrangements made for
repayment.

c. There are judgments or actions against the party which:
(1) Could significantly impact upon the financial position of the individual firm.

(2) Result in a determination that the individual/firm is an unacceptable credit risk.

J.  Analyzing the Borrower’s and Contractor’s Previous Experience:

1. The Lender’s underwriter is to evaluate the resume of the principal(s). In doing so, the
underwriter will be looking for their experience in developing, owning or building
similar multifamily properties. Pay particular attention to:

a. type and size of previous projects;
b. geographic area of business involvement;
c. length of time served in this capacity; and

d. past roles in multifamily business.

2. Each resume should demonstrate the level of experience needed to successfully complete
the development of the project.

3. Require the addition of members to the development team if necessary to satisfy

experience requirements.
EZI i corritment Processing Financial Statements

A. Introduction
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Financial statements give a picture of the financial position of an individual/company at a
point in time and provide historical information for measuring and evaluating the financial
performance of a principal/firm and provide advance warning of financial problems.

Use this information to determine if the sponsors, the mortgagor and/or the principals of
the mortgagor have the financial capacity to develop, build and complete the project and
whether the general contractor has the ability to deliver the project based on:

a. past financial condition;
b. present liquidity; and
c. projecting future financial capacity.

Complete the financial analysis with the objective of determining the amounts available for
investment in the project by performing an analysis of working capital. Working capital is
the difference between current assets and current liabilities. It is used to purchase assets, pay
off debt and make up deficits from operations. The financial analysis also determines which
nonpledged, unsecured assets can be readily hypothecated to produce the required
investment.

B. Exhibits

The sponsor, mortgagor, (if fully capitalized), and general contractor must furnish current
financial statements with supporting schedules as part of the application for commitment
processing.

1.

Individuals must submit either:
a. Personal Financial and Credit Statement, Form HUD-92417:
(1) For married sponsors or principals, the form must also be signed by the spouse.

(2) If a spouse’s signature cannot be obtained, the principal must prepare the form
reflecting only those assets that are solely in their name and any liability,
including those joint liabilities, for which they have any responsibility.

b. A substitute statement, which contains at a minimum the information contained on Form

HUD-92417. This form must contain the following certification and criminal warning:

(1) I HEREBY CERTIFY that the foregoing figures and statements contained herein
submitted by me as agent of the mortgagor [owner] for the purpose of obtaining
mortgage insurance under the National Housing Act are true and give a correct
showing of ’s (Name of mortgagor or owner) as of

(date of financial statement).

(2) Signed this day of , 20 Signature of authorized agent with
name printed or typed under signature

(3) Warning — HUD will prosecute false claims and statements. Conviction may
result in criminal and/or civil penalties. (18 U.S.C. 1001, 1010, 1012; 31 U.S.C.
3729, 3802)
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For married individuals, certification also must be signed by the spouse.

2. Business entities must submit the following separate statements and supporting
documents for the last 3 years or the length of existence, if less than 3 years, signed and
dated by an authorized officer of the organization.

a. Balance Sheet which:

(1) provides a breakdown of current and noncurrent assets and liabilities;

(2) identifies restricted and nonrestricted funds; and

(3) identifies the current portion of long-term debt.

b. Income and Expense Statement which reflects:

(1) income from normal operations;

(2) investment income;

(3) other income; and

(4) total expenses.

c. If the financial statements are audited, a Statement of Changes in Financial Position or if

a fund accounting system is used, a Statement of Changes in Fund Balance, and all notes.

d. Supporting Schedules:

(1) An Aging Schedule of Accounts Receivable that provides the name, type of
account (trade, affiliate, employee, relative or other), payment terms, amount and
aging information.

(2) An Aging Schedule of Notes Receivable that provides the name, type of account,
payment terms, maturity date, current portion (due within 1 year or one operating
cycle of the business, whichever is less), past due amounts and non-current amount.

(3) Schedule of Pledged Assets, if applicable. Identify the pledged asset, the amount
pledged and the offsetting liability.

(4) Schedule of Marketable Securities that provides: name, number of shares, current
market values of the date of the statement, and exchange where listed.

(5) Schedule of Accounts Payable that provides: name, type of account (trade, affiliate,
employee, relative or other), payment terms, amount and aging information.

(6) Schedule of Notes and Mortgages Payable that provides: name, type of account,
payment terms, maturity date, current portion (due within 1 year or one operating
cycle of the business, whichever is less), past due amounts and noncurrent amount.

(7) Schedule of Legal Proceedings, if applicable.

(8) In addition to the applicable schedules in above paragraphs, general contracting
firms must submit a schedule of jobs (work) in progress that identifies:

(a) original contract price;
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3.

(b) construction start date;
(c) construction completion date; and
(d) percentage of completion.
e. Combined or consolidated statement(s), if applicable,

f. Other financial data necessary to determine the financial responsibility and capacity
of the sponsorship or general contractor,

g. The certification, signed and dated by an authorized official of the company, or truth
and accuracy and the criminal certification. The certifications must reference the
name of the business and the date of the financial statement(s).

Section 223(f) Project Financial Statements.

The proposed mortgagor must submit the last three fiscal years financial statements on
the facility and if more than three months have expired since the closing date of the
financial statements, a year-to-date balance sheet and operating statement.

a. Audited Financial Statements.

The latest year's financial statements should be audited by a CPA or IPA. However,
if the project owner does not maintain audited financial statements, an owner-
certified financial statement for the latest year is acceptable. (See item c. below.)

b. There may be circumstances beyond the mortgagor’s control where the required
financial statements are not available.

(1) The mortgagor must submit:

(a) Evidence satisfactory to the Lender that the financial statements are not
obtainable; and

(b) The project financial statements that are available including an owner-
certified balance sheet and operating statement. (See item c. below.)

(2) Lender’s case file must contain a statement from the mortgagor that explains why
all the required records are not obtainable and a memorandum from the
underwriter to the Hub or Program Center Director stating that he/she has
evaluated the mortgagor's statement and agrees that the information is not
available.

c. Any owner-certified financial statement or owner-certified balance sheet and
operating statement must include certification and criminal warning found in 8.4
B.1.b. above.

Note: For Section 232 pursuant to Section 223(f) the mortgagor must submit
Medicare and Medicaid Cost Reports for the last three years

C. Processing for Financial Statements

03/15/2002
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1.

A current financial statement must be no more than 3 months old when Form HUD-
92013 is submitted to the Lender for Firm Commitment review. Exceptions:

a. The credit investigation or other circumstances may warrant more current financial
statements.

b. Audited financial statements prepared by an independent Certified Public Accountant
or a Public Accountant may be up to a year old. The audited statements must be
supplemented with updated interim financial statements, which may be management
prepared, if more than six months have lapsed since the closing date of the audited
statement.

A mortgagor entity with adequate capital does not require financial statements of the
individual ownership interest(s). The mortgagor entity must be fully funded in an account
in the name of the mortgagor entity.

A working capital determination is to be made by the Lender’s underwriter for the
mortgagor and the general contractor from a review of the financial statements. Working
capital is the excess of current assets over current liabilities. The net working capital is to
be adjusted for the effects of contingent liabilities and the financial needs of other
projects in the planning stage or under construction adjusted by the percentage of
completion.

Net worth in lieu of working capital: When fixed assets could secure loans to cover the
project’s financial requirements, recommend approval based on “true net worth” rather
than on working capital.

a. Require the principal to provide a commitment letter from a lending institution, which
states:

(1) The rate, amount, term and conditions, if any, of the loan that the lending
institution is willing to provide.

(2) The date by which the commitment letter must be exercised. (Must extend at least
to the anticipated date for initial endorsement).

(3) The party that will be responsible for repayment of the loan, if the commitment is
exercised.

(a) Repayment may not be an obligation of the mortgagor entity.

(b) A certification indicating that the lending institution will not make any claim
against the mortgaged property, mortgage proceeds, any reserve or deposit required by
HUD, or against the rents or other income from the mortgaged property for payment of
the loan. This certification must contain the criminal certification.

Funds provided by a Parent Company or Affiliate of the Sponsor: Require a certification
from the Board of Directors or authorized agent that specifies the funds the parent
company/affiliate is willing to commit.

a. Establish the availability of funds from parent company/affiliate. Consider whether:

(1) Individual corporations have any operating capital to spare.

03/15/2002
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6.

9.

(2) Laws under which they are incorporated or their banks permit:
(a) Withdrawals, loans or advances to owners or sponsors.
(b) Stock investment in affiliated corporations.
(c) Guarantee of debts of associated corporations.

Letters of intent and letters of credit cannot be used to establish financial capability. At
initial endorsement, letters of credit may be substituted for cash to set up many of the
escrows required at initial and final endorsement, or during construction. If a sponsor
draws down cash at initial closing to satisfy escrow requirements, a letter of credit cannot
be substituted to establish the same escrow requirements. When a letter of credit is
permitted, it must always be:

a. Unconditional and irrevocable;
b. Issued by a banking institution; and
c. Valid and collectible.

The Lender of record may not be the issuer of any letter of credit without prior written
consent of the Hub Director. If a demand under any letter of credit is not met immediately,
the Lender must provide the cash equivalent to the undrawn balance under the letter of
credit.

Lines of Credit: Existing lines of credit may be used to establish financial capability.
With the Firm Commitment application, require the principal to provide a letter from a
lending institution that confirms:

a. The existence of the line of credit, original amount and available balance, repayment
terms, and expiration date.

b. The line of credit expiration date cannot occur prior to project completion.
Sponsor’s Continuing Commitments

a. A written statement must be submitted from principals who are sponsors indicating
the parameters of their financial commitment to and contractual relationship(s) with
the mortgagor:

(1) If the relationship is not intended to continue until the project reaches sustaining
occupancy, the financial requirements have not been met.

(2) Any sponsor not having an ownership interest in the mortgagor entity must also
certify in writing the amount it is willing to commit.

b. The HUD Firm Commitment will contain special conditions to ensure the contractual
association of the sponsor to the project:

(1) The condition must indicate that the withdrawal of any individual/firm relied on
for financial capacity requires prior HUD approval.

03/15/2002
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C.

d.

(2) Identify the individuals/firms relied on for financial capacity. For confidentiality
reasons, do not indicate their alphabetic designation or their dollar contribution
listed on Form HUD-92264-A.

(3) Indicate that the withdrawal of any individual/firm relied on for financial capacity
could result in HUD declaring the commitment null and void.

Require closing documentation, i.e., organizational documents, reflecting such
continuing contractual relationships.

If there is a change in sponsorship of the individuals/firms relied on for financial
capacity and the remaining principals do not demonstrate the capacity to meet the
financial requirements of the project:

(1) At any stage through Firm Commitment, this is considered a significant deviation
from the original concept and generally cause for rejection of an application.

(2) After the issuance of the Firm Commitment, but before initial endorsement occurs,
this is considered a significant derivation from the application for which the
commitment was issued and may be cause for declaring the Firm Commitment null
and void.

10. Individuals are prohibited from submitting financial statements as a sponsor and then
abandoning the project and the mortgagor after the Firm Commitment is issued.

11. The submission of a financial statement that is used to influence Federal Officials
concerning a mortgage insurance risk determination when the sponsor does not plan a
continuing relationship with the mortgagor could result in appropriate sanctions being
taken against the sponsor (e.g., suspension, debarment).

12. General Contractor with Adequate Capital: The general contractor’s adjusted working
capital position should equal 5 percent of the estimated construction contract.

a.

The instructions for hypothecation of fixed assets may be applied if the general
contractor does not have an acceptable working capital position.

The general contractor’s ability to obtain a performance-payment bond does not
negate or lesson this requirement.

Adjust the working capital for projects underway.

If the general contractor does not have an acceptable working capital position or
sufficient fixed assets that can be hypothecated, a joint venture may be established
with a financially stronger general contractor provided these firms’ combined
working capital equals at least 5 percent of all construction contract amounts for
projects in construction and development.

13. In the case of Low Income Housing Tax Credit transactions, the application may include
a Letter of Commitment to fund the required equity from a tax credit syndicator or
investor. This Letter of Commitment must specify the amount, pay-in schedule and other
matters so that HUD and the Lender can ensure sufficient equity in a manner which
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meets HUD's other requirements. The Lender underwriting the loan will also make the
determination to require additional documentation (e.g. financial statements, etc.).

_ Term of Mortgage and Commencement of Amortization

A. For Sections 220, 221(d)(3), 221(d)(4) and 232 projects:

1.

The term of the mortgage is the lesser of 75% of the estimated remaining economic life
of the physical improvements or 40 years from the date of the first payment to principal.

a. The mortgage term must be in whole years.
c. Disregard any fraction of a year.
Amortization starts:

a. For Insurance of Advances projects, no later than 4 months after the date of
construction completion.

b. For Insurance of Completion project, the first day of the second month following the
date of final endorsement.

B. For Section 207 pursuant to 223(f) projects and Section 232 pursuant to 223(f) projects:

1.

The term of the mortgage shall not be less than 10 years, nor shall it exceed the lesser of 35
years or 75 percent of the estimated remaining economic life of the physical improvements.

a. The mortgage term shall be the eligible number of whole years between 10 and 35.
b. Disregard any fraction of a year

Amortization starts on the first day of the second month following the date of the
initial/final endorsement of the mortgage for insurance.

_ Additional Firm Commitment Processing Exhibits

A. For Sections 220, 221(d)(3), 221(d)(4) and 207 pursuant to 223(f) projects:

1.
2.
3.

HUD-92013, Application for Multifamily Housing Project
HUD-92264, Rental Housing Project Income Analysis and Appraisal
HUD-92264-A, Supplement to Project Analysis

B. For Section 232 and 232 pursuant to 223(f) projects:

1. HUD-92013, Application for Multifamily Housing Project
2. HUD-92264 (NHICF), Project Income Analysis and Appraisal - Nursing Homes -
Intermediate Care Facilities and Board and Care Homes
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3. HUD-92264-A, Supplement to Project Analysis
4. HUD-3434, Certificate of Relationships and Nonprofit Motives

5. HUD-3435, Certificate of Contractual Relationship
Sections 220 and 221(d) Firm Commitment

Processing - Determining Mortgage Amounts,
Cash Requirements, and Related Items

A. Firm Commitment Processing.

1. Amount of loan for new construction includes construction of all types of projects not
involving substantial rehabilitation. The insurable amount is the lowest of:

a. Application amount.

b. The result of Lender's estimate of the replacement cost after completion, less the
amount of grant/loan funds attributable to replacement cost items, multiplied by the
applicable percentage.

Section Mortgagor Percent
221(d)(3) Nonprofit 100
221(d)(4) All Mortgagors 90
220 All Mortgagors 90
c. An amount attributable to dwelling use, excluding exterior land improvements, not to
exceed:

(1) For walk-up structures:

(a) Projects involving eligible nonprofit mortgagors to be insured under Section
221(d)(3), the per family unit limits in Appendix 8B.

(b) Projects involving eligible mortgagors to be insured under Section 221(d)(4),
the per family unit limits in Appendix 8B.

(c) Projects involving eligible mortgagors to be insured under Section 220, the
per family unit limits in Appendix §8B.

(2) For elevator type structures:

(a) Projects involving eligible nonprofit mortgagors to be insured under Section
221(d)(3), the per family unit limits in Appendix 8B.

(b) Projects involving eligible mortgagors to be insured under Section 221(d)(4),
the per family unit limits in Appendix 8B.

(c) Projects involving eligible mortgagors to be insured under Section 220 the per
family unit limits in Appendix 8B.

(3) Per family unit limits may be increased by:
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(a) The approved High Cost Percentage (HPC) for the jurisdiction in which the
project will be located.

(b) A percentage above the approved HCP up to 140 percent maximum, which
results in a maximum of 240 percent of the base per family unit limits._ Hub
Directors in the project jurisdiction may exercise their waiver authority on a
case-by-case basis to increase the HCP.

(c) The limits for walk-up and elevator structures may be increased by up to 20
percent, if necessary, for purchase and installation of a qualified solar energy
system. This is in addition to any increase in a high cost area.

(d) If the Commissioner finds good cause in Alaska, Guam, or Hawaii, the
maximum, high cost percentage may be increased by up to one-half.

(4) The amounts in (3) may be increased by the percentage of the site not attributable
and cost not attributable to dwelling use, including exterior land improvements.

Section Mortgagor Percent

221(d)(3) Nonprofit 100

221(d)(4) All Mortgagors 90

220 All Mortgagors 90

. Debt service that does not exceed the applicable percentage of projects’ estimated net
income.

Section Mortgagor Percent

221(d)(3) Nonprofit 95

221(d)4) All Mortgagors 90

220 All Mortgagors 90

The mortgage may exceed this limit by capitalizing the savings from any tax abatement.
In such cases the net earnings estimate will not reflect that temporary tax abatement.

(1) That portion of the maximum mortgage supported by the tax abatement must be
amortized over the life of the abatement.

(2) The Tax Abatement must run with the real estate and not with the type of
sponsorship.

2. Amount of Loan - Rehabilitation. (This includes only projects involving substantial

rehabilitation or reconstruction.) The insurable amount is the lowest of:
a. Amounts in paragraph 8.7 A.1., except b.

b. The result of the Lender's cost estimate of rehabilitation and fair market value of

the land and existing improvements before rehabilitation, less the amount of
grant/loan funds attributable to replacement cost items, multiplied by the applicable
percentage.

Section Mortgagor Percent
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221(d)(3) Nonprofits 100
221(d)4) All Mortgagors 90
220 All Mortgagors 90

B. Insurance of Advances.

See Chapter 13 for processing instructions.

8.8 Section 232 Mortgage Amounts, Cash
Requirements, and Related Items

A. Firm Commitment Processing for Section 232
1. Amount of Loan - New Construction:

Includes construction of all types of projects not involving substantial rehabilitation. The
insurable amount is the lowest of:

a. Application Amount.
b. Value Amount.

(1) Proprietary Mortgagor. Ninety percent of result of the Lender's estimate of value
including major movables less the amount of grant/loan funds attributable to
replacement cost items.

(2) Nonprofit Mortgagor. Ninety-five percent of Lender's estimate of value including
major movables.

Do not deduct that portion of grant/loan funds attributable to replacement cost
items. Instead complete loan criteria d below.

c. Debt service that doesn't exceed 90 percent for proprietary mortgagor, 95 percent for
nonprofit mortgagor of the project's estimate net earnings attributable to realty and
nonrealty (excluding proprietary earnings, line 6, Section G., Form HUD-92264,
NHICF). The mortgage may exceed this limit by capitalizing the savings from any
tax abatement. In such cases the net earnings estimate will not reflect that temporary
tax abatement.

(1) That portion of the maximum mortgage supported by the tax abatement must be
amortized over the life of the abatement.

(2) Tax Abatement must run with the real estate and not with the type of sponsorship.

d. Replacement cost less grants, loans, and gifts. This criterion only applies to nonprofit
mortgagors.

2. Amount of Loan - Rehabilitation:
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This includes only projects involving substantial rehabilitation or reconstruction and
additions and improvements where the existing facility is involved in rehabilitation. The
insured loan must be the lesser of:

a. Amounts in paragraph 8.8 A.1.

b. Property held in fee - One hundred percent of the estimated cost of rehabilitation less
grant/loan funds attributable to replacement costs items.

c. Property subject to existing mortgage - Lender’s estimated cost of rehabilitation,
reduced by grant/loan funds attributable to replacement cost items plus the lesser of:

(1) Secured indebtedness, or

(2) Ninety percent (95 percent for nonprofit mortgagors) of the sum of Lender’s
estimate of the Fair Market (As-Is) Value of the property before rehabilitation
less:

(a) The value of the leased fee, if leasehold, and
(b) The amount of non-pre-payable special assessments.

Note: Investigate any recent debt placed against the property. Exclude from
the mortgage computation any debt that was created to increase the existing
indebtedness in an attempt to circumvent this mortgage criterion.

Note: HUD defines “recent indebtedness” as any debt incurred up to one year
before application for mortgage insurance is made.

Debt incurred by the operator is not mortgageable. If the debt is secured by
the health care facility, the lien must be removed at the time of initial/final
endorsement.

Process a property acquired after the initial application as property to be
acquired.

d. Property to be acquired - Ninety percent (95 percent for nonprofit mortgagors) of the
sum of Lender’s estimated cost of rehabilitation after subtracting grant/loan funds
attributable to replacement cost items plus the lesser of:

(1) Ninety percent (95 percent for nonprofit mortgagors) of the actual purchase price
of the property,

(2) Ninety percent (95 percent for nonprofit mortgagors) of the sum of Lender’s
estimate of the Fair Market (As-Is) Value of the property before rehabilitation
less”

(a) The value of the leased fee, if leasehold and
(b) The amount of nonprepayable special assessments.

Note: If an identity of interest exists, regardless of how slight, between the
seller of the property and the sponsor, the transaction must be considered a
refinancing transaction rather than a purchase transaction.
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B. Existing Facility with an Addition [AKA] Blended Rate Processing for Section 232
A. Overview.

HUD permits an existing health care facility that does not require rehabilitation, only
repairs, to be refinanced or purchased and for the transaction to include the construction
of an addition.

1. Process the transaction using "blended rate" underwriting requirements below. These
requirements blend together Section 232 New Construction and Section 232 pursuant
to 223(f) Existing underwriting instructions contained in this Notice.

2. At initial endorsement:
a. Release the monies for the:
(1) Addition under the insurance of advances procedure.

b. A large portion of the loan is represented by an existing facility that is operational
and self supporting at the permanent loan interest rate.

(1) The underwriting for the existing facility will not provide construction loan
interest funds.

(2) If the construction loan interest rate is higher than the permanent interest rate
the appraiser will determine the amount of an interest rate shortfall escrow.

a. The escrow must cover the additional interest charges for the
estimated construction period plus an additional 6 months.

b. The mortgagor must fund the interest shortfall escrow at initial
endorsement.

Note: If a nonidentity of interest operator of a health care facility has financed
improvements to the facility with debt, the cost of these improvements were performed as
a result of a business decision and are NOT eligible to be included in the purchase
transaction.

3. Amortization Period of the Mortgage.

The maximum term of the mortgage will not exceed 75 percent of the remaining
economic life of the existing health care facility or 35 years, whichever is less.

B. Form 92264-HCF, Health Care Facility Summary Appraisal Report.

1. Prepare two HUD Forms 92264-HCF: one for the existing facility; and one for the
addition.

a. The A & E/Cost processor:

1) Completes the sections of a 92264-HCF for the existing facility
and a 92264-HCF for the new addition; and

2) Prepares two cost analyses: one for the required repairs, if any,
on the existing facility and one for the new addition.
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Note: Davis Bacon prevailing wage rates apply on new
construction additions and when developing the estimated
repair cost on the existing facility.

Valuation:

1) Completes two 92264-HCF Forms, one for the existing facility
and one for the new addition following instructions as modified
by this Notice; and

2) Establishes the amount of the interest shortfall escrow, if
required and records the amount in Section L, “Remarks,” of
92264-HCF.

2. Form HUD 92264-A, Supplement to Project Analysis.

The mortgage credit examiner prepares three HUD 92264-A’s,

a.

A Form HUD-92264-A for the existing facility based on instructions
for computing the maximum insurable mortgage and the total
requirements for settlement under Section 232 pursuant to 223(f)

A Form HUD-92264-A for the addition based on instructions for
computing the maximum insurable mortgage and the total
requirements for settlement under Section 232 for New Construction.

A composite Form 2264-A that:

1) Combines the maximum insurable mortgages and total
requirements for settlement from of a. and b. above;

2) Indicates the sources of funds to meet cash requirements.
C. Cost Certification.
1. Complete two separate cost certifications under existing and new construction
instructions.
2. Consider only income during construction generated from the addition as a

recovery of cost.

D. Financial Requirements to Close:

1. Minor non-realty equipment escrow and the Initial Deposit to the Reserve for Major
movable Equipment (for rehabilitation projects only) must be funded at or before initial

endorsement.

NOTE: 1) The minimum amount needed to fund the minor non-realty equipment escrow
is based on $450 per bed. 2) Funds may be released as equipment is purchased. 3) Any
remaining balance in the escrow account may be released after all equipment has been
purchased and the project is operational.

2. Independent living units in a board and care home may not exceed 25 percent of the total
projected number of residents and require a 12-month prorated debt service reserve in
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addition to any operating deficit escrow required for project approval. Any combination
of independent living with a nursing home/intermediate care facility or a board and care
facility requires a prorated debt service reserve (e.g., 25 percent independent living units
would require 25 percent of the 12-month debt service reserve for the portion of the
project used as a board and care home).

3. An assisted living facility may contain apartment-like units. Therefore, the Lender will
calculate a prorated 12-month debt service reserve based upon the number of proposed
independent living units.

E. Insurance of Advances.
1. See Chapter 13 for processing instructions.
2. Changes to the major movable equipment list:

a. The Lender and HUD must approve the change orders.

b. The owner must set up with the mortgagee a cash escrow to cover the increased cost,
if any, within 5 days of HUD's approval of the new equipment list.

c. The increased cost of major movable equipment may be recognized for cost
certification purposes but this is not a basis for a mortgage increase.

Section 223(f) Firm Commitment Processing -
Determining Mortgage Amounts, Cash
Requirements, and Related Items

A. Firm Commitment Processing for Section 207 pursuant to 223(f):
1. Amount of loan in a purchase transaction.

In a purchase transaction involving an arm’s length sale, the mortgage may not exceed
the lowest of:

a. Application amount; or

b. An amount not to exceed the 85 percent for for-profit and nonprofit mortgagors of the
result of the Lender's estimate of value as repaired less the amount of grant/loan funds
attributable to replacement cost items.

c. The maximum per unit limitation for new construction under Section 207.
NOTE: The per family unit limits may be increased. See paragraph 8.7 A.1.¢.(3).

d. Debt service that does not exceed the 85 percent for for-profit and nonprofit
mortgagors of project's estimated net income. The mortgage may exceed this limit by
capitalizing the savings from any tax abatement. In such cases the net earnings
estimate will not reflect that temporary tax abatement.
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(1) That portion of the maximum mortgage supported by the tax abatement must be
amortized over the life of the abatement.

(2) Tax Abatement must run with the real estate and not with the type of sponsorship

e. Eighty-five percent for for-profit and nonprofit mortgagors of the cost of acquisition
which is defined as the sum of the items:

(1) Purchase price shown in the purchase agreement and determined allowable by the
Lender.

(2) The Lender’s estimate of repair cost, if any, provided such costs are paid by the
mortgagor and are not included in the purchase price.

(3) The sum of reasonable financing charges, legal, organizational, and title and
recording expenses paid by the mortgagor.

(4) Eligible discounts paid by the mortgagor.

NOTE: Any fees, discounts or other amounts paid by the seller for or on behalf of
the purchaser must be reflected as a reduction to the acquisition cost.

(5) The initial deposit to the Reserve Fund for Replacement, provided such deposit
will be funded by the purchaser.

(6) Eligible architect's fees, mechanical engineering fees, municipal inspection fees,
HUD inspection fees, if applicable, and other fees as may be determined eligible
by the Lender including the cost of Lender third party reports.

(7) Less the amount of any:

(a) Reserve escrow for replacement that will be purchased as an asset of the
project.

(b) Grant/loan funds attributable to mortgageable items.
2. Amount of Loan in a Refinancing Transaction:
The subject loan will be the lesser of:
a. Amounts in paragraph 8.9 A.1. except e.
b. An amount which equals the greater of the following
(1) 80 percent of the Lender's estimate of the value of the project, or
(2) The cost to refinance the project which is defined as the sum of:

(a) The amount needed to pay off the existing indebtedness as determined eligible
by the Lender.

(b) The initial deposit to the Reserve Fund for Replacements.

(c) The sum of reasonable financing charges, legal and organizational, and title
and recording expenses paid by the mortgagor.
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(d) The Lender’s estimate of repair cost, if any.
(e) Eligible discounts paid by the mortgagor.

(f) Eligible architect's fees, mechanical engineering fees, municipal inspection
fees, HUD inspection fees, if applicable, and other fees as may be determined
eligible by the Lender including the cost of Lender third party reports.

(g) Less the amount of any:

(1) Reserve escrow for replacement and/or major movable equipment that will
be purchased as an asset of the project.

(i1) Grant/loan funds attributable to mortgageable items.

B. Firm Commitment Processing for Section 232 Pursuant to Section 223(f)

I.

Amount of loan in a purchase transaction.

In a purchase transaction involving an arm’s length sale, the mortgage may not exceed
the lowest of:

a.

b.

Application amount; or

For Proprietary mortgagors, 85 percent of the Lender's estimate of value as repaired
including major movable equipment; or

For Nonprofit mortgagors; or

(1) Ninety percent of Lender's estimate of value as repaired including major movable
equipment.

(2) Sum of Lender's estimate of value including major movable equipment less
grant/loan and gifts.

Debt service supportable by 85 percent (90 percent for nonprofit mortgagors) of net
earnings attributable to realty and nonrealty (excluding proprietary earnings). The
mortgage may exceed this limit by capitalizing the savings from any tax abatement.
In such cases the net earnings estimate will not reflect that temporary tax abatement.

(1) That portion of the maximum mortgage supported by the tax abatement must be
amortized over the life of the abatement.

(2) Tax Abatement must run with the real estate and not with the type of sponsorship

Eighty-five percent (90 percent for nonprofit mortgagors) of the cost of acquisition
which is defined as the sum of items:

(1) Purchase price shown in the purchase agreement and determined allowable by
Lender.

a. Do not recognize as part of the purchase transaction the cost of
improvements made by a nonidentity of interest operator of a health care
facility that has financed improvements to the facility with debt and now
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is in the process of purchasing said facility and wants to include the cost
of the improvements in the purchase transaction.

(2) Lender's estimate of repair cost, if any, provided such costs are paid by the
mortgagor and not included in the purchase price.

(3) Sum of reasonable financing, legal, organizational, title and recording expenses
paid by mortgagor.

(4) Eligible discounts paid by the mortgagor.

(5) Initial deposit to the Reserve Fund for Replacements (realty) and the Reserve
Fund for Major Movable Equipment (Nonrealty) funded by the purchaser.

(6) Eligible architect’s fees, mechanical engineering fees, municipal inspection fees,
HUD inspection fees, if applicablej other fees as may be determined eligible by
the Lender including the cost of Lender third party reports.

(7) Less the amount of any:

(a) Reserve escrow for replacement and/or major movable equipment that will be
purchased as an asset of the project.

(b) Grant/loan funds attributable to mortgageable items.

2. In a refinancing transaction, the owner is restructuring the